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FOREWORD BY THE EUROPEAN COMMISSIONER FOR
EMPLOYMENT, SOCIAL AFFAIRS AND INCLUSION, MR.
LÁSZLÓ ANDOR

This study addresses a very important and topical issue –
the cost of unemployment. Measuring the real cost of
unemployment is a key element in our efforts to shape a
policy response to the recession; however, it is not a
straightforward task. To obtain a full picture, we need to
quantify not merely the direct cost of unemployment
benefit paid out by the State, but also the indirect cost to
the economy, to individuals and to society as a whole.
While many of the direct costs can be quantified with an
acceptable margin of error, estimating indirect costs
poses a greater challenge and requires inter alia,
assumptions to be made for several variables whose
values are not known with precision.
This study makes a contribution to tackling that challenge
on the basis of a new methodology. It provides an
estimate of the average annual cost of an unemployed
person in six Member States (Belgium, France, Germany,
Spain, Sweden and the UK). Comparing countries with
markedly different unemployment benefit systems
enriches the analysis. The authors also present estimates
of the impact on government revenue, which they include
in the overall costs.
The estimates presented show how the cost of
unemployment varies with the Member State, depending
on its national circumstances. The results of this study
should provide experts in the field with greater insight
into the performance of benefit systems in Member States
and the impact of unemployment on each of the
economies analysed. In addition, the findings could
contribute to policy development, and may notably
provide useful background information for the discussion
on wage subsidies and other programmes supporting
employment. Leaving aside the specificities identified by
the report and all related methodological issues, the
results show that unemployment remains unacceptably
high throughout Europe and calls for urgent action by
both policymakers and stakeholders.
Brussels, January 2013
László Andor
Commissioner
Inclusion

for
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EXECUTIVE SUMMARY
Unemployment remains an important economic problem in the European Union, especially
since the financial crisis of 2008. To reduce unemployment, the European Commission
emphasises the need for Member States to give priority to the provision of services to the
individuals and households. However, public interventions implemented in some EU
countries to foster the development of personal services are considered too expensive.
Unemployment also leads to important public interventions, for the payment of
unemployment benefits and the guidance of unemployed. Unemployment also represents
an important potential loss of revenue for the government. Therefore, in the discussion on
the cost of support measures for personal services, it is important to put this cost in
perspective to the cost of unemployment. However, in most European countries, there is
no actual and global vision of the cost of unemployment.
Therefore, in the middle of a very important actual and societal debate, and on request of
EFSI, this study estimates the cost of an unemployed related to the benefit of an active
person in six EU Member States: Belgium, France, Germany, Spain, Sweden and United
Kingdom.
In this study, the cost of unemployment is defined as the additional public intervention
induced by unemployment and the potential loss of revenue for the government. To
calculate this cost, a model has been developed, in close cooperation with national experts
for each selected country and has been discussed with members of the European
Commission, DG Employment. Although the six countries have very different social
protection and taxation systems, the proposed methodology is adapted to each country
and applicable to other EU Member States. The use of harmonized data sources makes it
possible to compare the results of all countries with each other.
To estimate the public interventions for the unemployed, factual and harmonized data
of government expenditures have been used. These data are based on Labour market
policy (LMP) statistics from Eurostat. A unique feature of this source is that the target
group of each labour market service and support is defined. Therefore, only
expenditures directly and uniquely linked to registered unemployed have been
taken into account in the model. As a consequence, some types of expenditures which
also reach other groups than the unemployed have not been included in the model. In the
same logic, training programmes are not taken into account, as they are sometimes also
accessible for other groups of persons (e.g. the employed). This represents an important
additional expenditure (e.g. in France and Germany, training programmes represent of
around 7,500 million of euro) in 2010.
To estimate the potential loss of revenue for the government, government revenues
from social contributions, taxation on income and on consumption of unemployed people
have been compared to the revenue perceived by the government for an employee with an
average gross yearly wage. Again, a harmonized data source has been used for the data
on the average social contribution rate of employers and employees and the average
taxation rates. This data is provided by the OECD taxation database. An interesting feature
of this data is that it takes into account all possible national reductions in social
contributions or taxation of specific groups.
For all these reasons, the estimation of the average cost of unemployment is a prudent
and rather restrictive approach.
The results of the estimations for 2010 show that the average unemployment cost ranges
from 18,008 euro in the UK and 19,991 euro in Spain to 33,443 euro in Belgium.
Germany, France and Sweden are in a median position, with an average cost varying from
25,550 euro in Germany to 28,737 euro in France. Even though the results are calculated
for 2010, they remain pertinent to other years as they reflect an average yearly cost which
will only be affected by systemic changes in benefits or taxation. Therefore, the important
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increase of the number of unemployed after 2010, affects in principle the total cost of
unemployment for the government, but not the average cost of unemployment.
However, the absolute cost of unemployment is also linked to the standard of living in the
analysed countries. When we compare the average cost of unemployment of each country
with its average salary cost, we observe that an unemployed has the highest relative cost
in Germany (90% of the salary cost) and Belgium (88% of the salary cost) and the lowest
in the UK (59% of the salary cost). France, Spain and Sweden are in a medium position,
with an average cost of unemployment varying from 75% of the salary cost in Sweden to
84% in France.
Moreover, important differences are observable between countries in terms of type of
costs. For example, while in Spain, the most important cost is induced by unemployment
benefits, the potential loss of revenue is more important in the other countries. In some
countries, the cost is mostly induced by the loss of social contributions of employers
(France, Sweden), while in other countries the loss of social contributions of employees
(Germany), or the loss of direct taxation (Belgium, the United Kingdom) or the loss of VAT
revenue (Sweden, the United Kingdom) play a significantly more important role. All these
differences can be explained by important differences between countries in the level (and
characteristics) of the public intervention for the unemployed, in the social contributions
and taxation system, but also in the standard of living (as reflected by the average gross
wage). It is important to note that, due to the nature of these factors, the absolute cost of
unemployment in a country or its relative position cannot be used in a normative
judgement.
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LIST OF IMPORTANT CONCEPTS FOR THIS STUDY
Average gross wage

The wage of the worker, before payment of employee’s
social contributions and direct taxation. It is calculated as
the average gross earnings per hour, multiplied by the
average amount of hours worked during a year.

Average salary cost

The average gross wage, added with the employer’s social
contributions. This displays the cost of an average worker for
the employer.

Direct taxation

Direct taxation refers to tax which is withheld directly from
the income of a person and refers in this study to the
personal income tax.

Guidance measures

These are measures taken by employment services for
unemployed to assist them in finding work. These measures
typically include providing information, career advice,
assessments,…

Indirect taxation

Taxation that is not directly derived from the income of a
person, but through value added tax on consumption.

Registered unemployed

Persons who are registered as unemployed with the national
employment administration. These unemployed are not
always eligible for unemployment benefits (this depends on
country specificities).

Revenue
for
government

The revenue of the government and social security which is
derived from, amongst others, income taxation, social
contributions of employers and employees and value added
tax.

the

Social contributions

Social contributions are the amount paid by employees and
employers to social security to ensure pensions, health care,
unemployment benefits etc.

Unemployed

A person involuntary out of work.

Unemployment benefits

The amount an unemployed person perceives from social
security/the government when the person is unemployed
and fulfils the national criteria.

Unemployment rate

The total number of unemployment divided by the total
number of active population.

Value added tax (VAT)

This is the taxation on consumption.
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1

INTRODUCTION

1.1

Context of the project

Unemployment remains an important economic problem in the European Union, especially
since the financial crisis of 2008. After a general fall in unemployment as of 2005, the
financial crisis sparked a new rise in unemployment rates in 2008 and 2009, which persist
in some countries until 2011. The rise in unemployment is particularly strong in Southern
European countries of which Spain is a prime example.
Figure 1: Harmonised unemployment rate in six European countries
25.00
20.00
15.00
10.00
5.00
0.00

2000

2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

Belgium

6.87

6.57

7.54

8.16

8.40

8.49

8.27

7.47

7.02

7.89

8.28

7.18

Germany

7.99

7.85

8.68

9.78

10.48 11.27 10.17

8.70

7.52

7.78

7.07

5.95

France

9.01

8.18

8.31

8.88

7.82

9.48

9.73

9.64

Spain

9.26

9.29

9.25

8.37

11.67 10.53 11.40 11.42 10.92

9.18

8.52

8.28

11.38 18.03 20.07 21.67

Sweden

5.59

5.85

5.96

6.57

7.38

7.67

7.06

6.13

6.18

8.30

8.38

7.51

United Kingdom

5.38

4.99

5.13

4.97

4.69

4.79

5.39

5.29

5.65

7.58

7.81

8.04

Source: IDEA Consult based on Eurostat – Percentage unemployed persons compared to the active
population

To reduce unemployment, the European Commission emphasises the need for Member
States to give priority to "developing initiatives that facilitate the development of sectors
with the highest employment potential, including in the low-carbon, resource-efficient
economy ("green jobs"), in the health and social services sector ("white jobs") as well as in
the provision of other services to the individuals and households and in the digital
economy".
The European Commission considers activities which contribute to the well-being of
families and individuals at home such as care services and housework services as having
an important job-creation potential. The need for personal services is expected to increase
due to the ageing population in all Member States, combined with the expected decline in
potential family carers1. Moreover, in many Member States, personal services are often
mentioned in policy debates as a possible answer to the following important issues:


1

Better work-life balance, achieved through increased externalisation of daily
tasks made at home as well as of child and elderly care. Accessible and affordable
care services are also an important precondition for increasing female participation
in the labour market.

Commission Staff Working Document on exploiting the employment potential of the personal and
household services, 18.4.2012, SWD(2012)95.
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Creation of job opportunities for the relatively low-skilled, in particular as
far as housework services are concerned, at a low cost for public finance by
encouraging the provision of housework services in the formal economy rather
than in the shadow economy.



Improvement in the quality of care, thanks to a workforce having the right
skills and benefitting from good working conditions, subject to quality controls on
the service providers.

However, public interventions implemented in some EU countries to foster the
development of personal services are considered too expensive. As an example, the cost of
the Belgian service voucher system is estimated at €1.66 billion in 2011. Although these
systems seem expensive for the public authorities, the creation of additional jobs also
generates important financial returns for the government. Generally speaking, public
authorities do not have a broad vision on their expenditures supporting personal services.
Their vision is limited to an assessment of the gross cost and yet, the direct and indirect
earn-back effects are not sufficiently taken into account.
Moreover, unemployment leads also to important public interventions, for the payment of
unemployment benefits and the guidance of unemployment. Unemployment also
represents important potential loss of revenue for the government. Therefore, in the
discussion on the cost of support measures for personal services, it is important to put this
cost in perspective to the cost of unemployment. However, in most European countries,
there is no actual and global vision of the cost of unemployment.

1.2

Aim and structure of the study

In the middle of a very important actual and societal debate, on request of EFSI, this study
tries to answer to the following question:
What is the cost of an unemployed related to the benefit of an active person?
Based on the existing literature, this study gives an overview of the different expenditures
linked to unemployed people. Thereafter, a methodology to estimate the direct and indirect
cost for public finance of an unemployed individual is developed and presented. The
proposed methodology is generally applicable to other EU Member States.
Finally, the cost of unemployment is calculated in six EU Member States: Belgium, France,
Germany, Spain, Sweden and United Kingdom. These six countries have very different
social protection and taxation systems. The results of each country are compared and
analysed, taking into account the different backgrounds and contexts of each country.
A detailed presentation of the model and of the country cases are provided in the annexes
of this study.
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2

2.1

THE DEVELOPED METHODOLOGY

The cost of unemployment in a socio-economic point of
view

When in the course of the 70’s, the unemployment rates in most industrialized countries
increased drastically. Numerous studies were devoted to the costs this phenomenon
induces for the individual, the society and the government.
The costs of unemployment for the individual are not hard to imagine. When a person
loses his or her job, there is often an immediate impact to that person's standard of living.
Prolonged unemployment can also lead to an erosion of skills. Last but not least, studies
have shown that prolonged unemployment harms the mental health of workers, and can
actually worsen physical health and shorten the lifespan.
The social costs of unemployment are difficult to calculate, but not less real. Rising
unemployment is linked to social and economic deprivation - there is some relationship
between rising unemployment and rising crime and worsening social dislocation (increased
divorce, worsening health and lower life expectancy). Areas of high unemployment will also
see a decline in real income and spending together with a rising scale of relative poverty
and income inequality.
The costs of unemployment for the government are probably more obvious. Most
economists agree that high levels of unemployment are costly not only to the individuals
and families directly affected, but also to local and regional economies and the economy as
a whole. It is so that unemployment leads to substantial increases in public intervention as
well as to reductions of potential revenue for the government.
This analysis focuses on the cost of unemployment for the government, or more
specifically, on the financial cost. These costs are presented in Figure 2.
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Figure 2: Financial cost of unemployment

What is the cost of unemployment for the government?

Public intervention (+)

Potential loss of
revenue (-)
Loss of social
contributions for
employees and
employers (-)

Payment of
unemployment
benefits (+)

Guidance
policies (+)

Loss of indirect taxation
(on consumption) (-)

Administrative costs (+)

Source:

Loss of direct
taxation (on
income) (-)

IDEA Consult based on existing literature; (+) represents a public intervention; (-) a
potential loss of revenue for the government.

At first, unemployment leads to an increase of the public intervention. Three different
types of direct and indirect additional expenditures for the government have been
identified:


It is so that unemployed perceive unemployment benefits from the government.
Of course, these benefits vary in duration and amount in each country. This
represents a direct additional cost for the government, induced by unemployment.



In each country, the unemployed are also guided to foster their reintegration in the
labour market. The policies to foster reintegration or guidance policies also
represent direct additional expenditures for the government, induced by
unemployment. The type and intensity of guidance vary a lot between countries.



Next to these direct additional expenditures, payments of unemployment benefits
as well as guidance policies for unemployed people also induce some
administrative costs for the organisation(s) responsible for the payment and
providing the guidance (indirect cost). This represents an indirect additional cost
for the government, induced by unemployment.
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At the same time, unemployment also leads to some potential loss of revenues for the
government. As an unemployed does not perceive the same income as before,
governments are no longer collecting the same level of revenue. Following loss of revenue
has been identified:


As unemployed people perceive a lower income than an average employee and
that they do not (or only partially) pay social contributions (for employees and
employers), unemployment represents a loss of revenue from social
contributions for the government.



As unemployed people perceive a lower income than an average employee and
that they do not (or only partially) pay direct taxes on their income,
unemployment represents a loss of revenue from taxation for the government.



Moreover, when a person loses his or her job, there is often an immediate impact
to that person's standard of living and his or her purchasing power. As unemployed
are spending less they contribute less to indirect taxes to the government.

Based on this list of additional expenditures and potential loss of revenue, a model has
been developed to estimate the cost of unemployment. In the next paragraph, we briefly
discuss the important concepts of the methodology proposed to estimate these costs.

2.2

Important concepts of the model

The model developed to estimate the cost of unemployment is based on the existing
literature on the subject. This model has been developed in close cooperation with national
experts for each selected country. It has also been presented and discussed with members
of the European Commission, DG Employment. Although the six countries have very
different social protection and taxation systems, the proposed methodology is adapted to
each country and applicable to other EU Member States.
The cost of unemployment is defined as the additional public intervention induced by
unemployment and the potential loss of revenue for the government. This cost is
expressed as an average cost per unemployed.
To estimate the public interventions for unemployed, factual and harmonized data of
the government expenditures have been used. These data are based on Labour market
policy (LMP) statistics from Eurostat. Amongst others, this source of information provides
data on labour market services, defined as all services and activities of the public
employment service (PES) together with any other publicly funded services for jobseekers;
and on labour market support, defined as all financial assistance that aims to
compensate individuals for the loss of wage or salary (i.e. mostly unemployment benefits).
A unique feature of this source is that the target group of each labour market service and
support is defined. Therefore, only expenditures directly and uniquely linked to
unemployed have been taken into account in the model. As a result, following type
of expenditures are not included in the model:


The total payments of unemployment benefits include only full-time
unemployment. Special features of unemployment support, e.g. early retirement;
part-time unemployment; seasonal unemployment, etc. are not taken into
account.



Concerning the guidance policies, only those regarding registered unemployed are
taken into account. Policies concerning also some other types of persons (e.g.
employed, etc.) are not taken into account.



In the same logic, training programmes are not taken into account, as they are
sometimes also accessible for other groups of persons (e.g. employed). The total
December 2012
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amount of expenditures for training programmes in each selected country is
included in the country cases. This represents an important additional expenditure
(e.g. in France and Germany, training programmes represent around 7,500 million
of euro).
To estimate the potential loss of revenue for the government, the revenue for the
government from social contributions, taxation on income and on consumption of
unemployed people have been compared to the revenue perceived by the government for
an employee with an average gross yearly wage.
Again, a harmonized data source has been used for the data on the average social
contribution rate of employers and employees and the average taxation rates. This data is
provided by the OECD taxation database. An interesting feature of this data is that it takes
into account all possible national reductions in social contributions or taxation of specific
groups.
A more detailed description of the model is provided in annex 1.
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3

THE RESULTS

3.1

Cross country analysis

The developed model has been applied to 6 country cases: Belgium, France, Germany,
Spain, Sweden and United Kingdom. These six countries have very different social
protection systems and taxation systems. This appears also from the results of the
estimation.
Table 1 presents the average yearly cost of an unemployed person in the 6 country cases
(in euro). These results are based on data from 2010.
Table 1: Cross country overview of the average yearly cost of an unemployed (in euro)
Type of costs

Belgium

Germany

France

Spain

Sweden

UK

Unemployment benefits

€ 9,493

€ 8,793

€ 10,686

€ 10,778

€ 7,475

€ 3.561

Guidance
and
administrative costs

€ 1,683

€ 2,020

€ 1,641

€ 242

€ 3,018

€ 1.746

€ 11,176

€ 10,813

€ 12,327

€ 11,020

€ 10,493

€ 5,307

€ 8,747

€ 4,606

€ 10,172

€ 5,756

€ 8,585

€ 2.955

Loss
in
social
contribution of workers

€ 4,104

€ 4,893

€ 3,294

€ 1,222

€ 1,911

€ 2.539

Loss of direct taxation

€ 8,240

€ 4,463

€ 1,888

€ 1,291

€ 2,489

€ 4.498

Loss of indirect taxation

€ 1,177

€ 776

€ 1,057

€ 700

€ 3,427

€ 2.710

Total potential loss of revenue

€ 22,267

€ 14,737

€ 16,411

€ 8,970

€ 16,412

€ 12,702

Total average cost of an unemployed

€ 33,443

€ 25,550

€ 28,737

€ 19,991

€ 26,905

€ 18,008

Public
intervention

Total public intervention
Loss
in
contribution
employers
Potential loss of
revenue

social
of

Source: IDEA Consult

Following important results can be stressed from this table:


The total average cost of an unemployed ranges from 18,008 euro in the UK and
19,991 euro in Spain to 33,443 euro in Belgium.



Germany, France and Sweden are in a median position, with an average cost
varying from 25,550 euro in Germany to 28,737 euro in France.



For all countries, except for Spain, the largest share of the cost of unemployment
is induced by the potential loss of revenue and not by the public intervention. In
the UK, the potential loss of revenue represents an amount of 12,702 euro, 71% of
the total cost. The potential loss of revenue is also high in Belgium, where it
represents an amount of 22,267 euro, 67% of the total cost. In Sweden, Germany
and France, the potential loss of revenue represents around 60% of the cost. In
Spain on the contrary, it represents only 45% of the total cost.



With the exception of the United Kingdom, the cost of public intervention is rather
similar between countries, varying from 10,493 euro per unemployed in Sweden to
12,327 euro in France. The cost of public intervention is much lower in the United
Kingdom (5,307 euro). However, there are large differences in the type of public
interventions. For example, in Spain, an unemployed perceives on average 10,778
euro of unemployment benefits, while an average of only 242 euro per unemployed
is devoted to guidance policies. In Sweden on the contrary, an unemployed
perceives on average 7,474 euro unemployment benefits, while an average of
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3,018 euro is devoted to guidance of an unemployed. Other significant differences
can also be observed for the other countries.


The most important variations between countries are observable in the potential
loss of revenue for the government. This varies from 8,970 euro in Spain, to
22,267 euro in Belgium. Again Germany, France and Sweden have a median
position, with a potential loss varying from 14,737 euro in Germany to 16,412 euro
in Sweden. Very important differences are also observable in the type of losses. In
most countries, except the United Kingdom, the potential loss of revenue is mostly
a consequence of the loss of social contribution of employers. However, this
amount varies a lot between countries (from 4,606 euro in Germany to 10,712
euro in France). In the United Kingdom, the total loss of revenue is mostly a
consequence of a loss of direct taxation. The loss of direct taxation is also very
important in Belgium and Germany. In Sweden and the United Kingdom, the loss
of indirect taxation is also an important factor explaining the total potential loss of
revenue.

The important differences between countries are also observable in Figure 3. This figure
shows the proportion of the different type of costs. This figure shows that, once separated
into the different direct costs and potential losses, the main cost of unemployment in most
countries (Belgium, Germany, France and Spain) is due to the payment of unemployment
benefits. This is not the case in the United Kingdom, where the cost is mainly due to the
loss of direct taxation or in Sweden, where the cost is mainly due to the loss of social
contributions. Other important differences can be observed in this figure. A detailed
analysis of the results by country is provided in the following chapter.
Figure 3: Proportion of cost in the country cases

Source: IDEA Consult
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Before analysing the results by country, it is important to observe that the cost of
unemployment can also be linked to the standard of living in the country cases. An
interesting indicator of the standard of living in a country is the cost of employment,
represented by the average salary cost2. In the following figure, the total cost of
unemployment is compared to the average salary cost in each country. Following
important results can be stressed:


In comparison to the average salary cost in each country, an unemployed has the
highest relative cost in Germany (90% of the salary cost) and Belgium (88% of the
salary cost) and the lowest in the UK (59% of the salary cost).



France, Spain and Sweden are in a medium position, with an average relative cost
of unemployment varying from 75% of the salary cost in Sweden to 84% in
France.



The position of the countries is different according to their relative or their absolute
cost of unemployment. In relative terms, Germany has the highest cost of
unemployment while it has only the 4th position in terms of absolute cost.

Figure 4: The average cost of unemployment compared to the average salary cost
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Source: IDEA Consult

2

See glossary for a defintion of the average salary cost.
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0%

3.2

Analysis by country

In this chapter, the results of the six selected countries are analysed in detail. Based on
background information of each country, we try to identify the reasons behind the relative
position of each country compared to the other countries. A detailed description of the
system of unemployment support, the rules on taxation and the reintegration policies for
the unemployed of each country are provided in annex 2 (country cases).
Several factors provide an explanation to the relative position of a country in terms of the
cost of unemployment:


An important contextual parameter to start with is the average gross wage3 for
a worker. This wage incorporates the standard of living in the country and is used
as a starting point in the analysis.



Secondly the level (and characteristics) of the public intervention for the
unemployed represents a large part of the cost of unemployment. The more
generous the unemployment benefits, the higher the cost of unemployment.
Intensive guidance policies also imply a higher cost of unemployment. There are
large differences observable between countries in the level and duration of
unemployment benefits; and in the type and intensity of guidance policies.



The social contribution, direct and indirect taxation rates drive the potential
loss for the government. The levels of these rates for employers, employees as
well as for unemployed are important factors explaining the potential loss of
revenue for the government. The loss of potential revenue is closely related to the
way each country has built up and finances its social system.

In the paragraphs below, the results of each country are analysed in depth, taking into
account the differences between countries in these explanatory factors. However, it is
important to note that, due to the nature of these factors, the relative position of a country
or its total cost cannot be used in a normative judgement. Some countries might spend
more on the unemployed directly or indirectly but could achieve faster or more significant
results. Other countries might be better in preventing other social costs such as poverty
and loss of social cohesion. Moreover, in some countries additional social programs may
exist.

1.1.1 Belgium
Comparing the six countries, Belgium stands out with the highest nominal cost for
unemployment with a yearly total of 33,443 euro for an average unemployed person.
However, comparing to the average salary cost in Belgium (38,092 euro), the
unemployment cost represents 88% of the salary cost, which places Belgium in the
second position in terms of relative costs of unemployment.
Looking into the underlying assumptions and variables in the model there are several
explanations for this:

3



First of all, Belgium has the highest average gross wage of all six countries
(29,345 euro), signifying that the base level to calculate certain costs, especially
the potential loss of revenue, is higher. Typical Belgian mechanisms such as the
automatic indexation of wages mean that the average gross wage will closely
follow inflation in prices. As a result, wages in Belgium remain on a level which is
generally higher than neighbouring countries.



When it comes to the public intervention for unemployment, the benefits and
the costs of guidance measures, Belgium is in second place relative to the other

See glossary for a definition of average gross wage.
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countries. In terms of payment of unemployment benefits, Belgium is in a median
position, with benefits amounting to 60% of previous earnings up to a ceiling, but
decreasing after six months and again after twelve months until a minimum is
reached. Yet eligibility for unemployment benefits is indefinite in time, as long as
one is available for the labour market. Therefore no double insurance and
assistance scheme exists in Belgium. The lack of an assistance scheme which
generally provides lower or minimum benefits on one hand and the regressive
nature of the unemployment insurance on the other hand explains the average
position of Belgium in terms of benefits. In terms of guidance costs, the Belgian
guidance policies as well as the administration costs seem to be on average
compared to the other countries.


The most significant explanation for the high cost for unemployment in Belgium is
the potential revenue which is lost by the government when an average
worker falls into unemployment. Belgian contribution rates are high, both for
employers as employees, standing on average in 2010 on respectively 29.8% and
14%. The average taxation rate for workers, 28.9%, is also the highest in Belgium
compared to the other countries. Combined with an average gross wage that is
already elevated, this results in a high potential loss of revenue for the
government. The fact that the unemployed do not pay social contributions and, in
general, taxes on their benefits increases this high potential loss, making it the
largest of the analysed countries. The relatively high standard VAT rate (21%)
contributes further to the potential loss of revenue for the government.

1.1.2 France
France ranks second when the cost of unemployment is compared in absolute terms to
the other five countries with a total yearly cost of 28,737 euro for an average
unemployed person. However, compared to the average salary cost in France (34,219
euro), the unemployment cost represents 84% of the salary cost, which places France in
the third position in terms of relative costs of unemployment.
Looking into the underlying assumptions and variables in the model there are several
explanations for this:


The average gross wage in France is 24,047 euro, ranking fourth of the
examined countries. This means that the potential loss of revenue is calculated
based on this wage, and starts from a lower level than other countries like
Sweden, Belgium and the United Kingdom. However, as the average rate of
employer’s contributions stands at 42.3%, the highest in all examined countries,
the salary cost in France is equal to 34,219 euro, one of the highest after Belgium
(38,092 euro) and Sweden (35,908 euro).



Yet when examining the public intervention for unemployed, we observe that
France awards the second highest benefits of all countries, after Spain.
Unemployment insurance benefits are calculated such that they must comprise at
least 57.5% of the reference wage up to a maximum of 75%. After 24 or 36
months one must switch to the unemployment assistance scheme which has
significantly lower benefits but can be indefinite through continuous six month
renewal. However, of the 2.5 million beneficiaries of unemployment support, only
a limited number used the assistance scheme in 2010, making the impact of these
lower benefits on the total average cost limited. The combination of these more
elevated benefits and an average guidance and administrative cost which equals
the average in the other countries, gives France the highest cost of unemployment
of the compared countries.



When we look at the potential loss of revenue the government has to bear when
a person is not in employment, it appears that France has the second highest
potential loss of revenue after Belgium. The most significant loss is the loss of
employer contributions. As the average rate of employer’s contributions stands at
42.3%, the highest in all examined countries, the potential loss of income from
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this contribution is considerable. The loss of employee’s contributions is also
considerable but is lower than in other countries. On the contrary, the loss of
direct taxation is one of the lowest (after Spain). The explanation is that the
average taxation rate in France is the lowest of all six selected countries and that
unemployed people pay taxes according to an average taxation rate comparable
to those of employees. The loss of revenue through VAT is comparable to the
average amongst the six countries. A relatively high saving rate of households in
France also explains the relatively limited difference in spending between
employees and the unemployed.

1.1.3 Sweden
Relative to the other six countries, Sweden stands in third position on the total cost of
unemployment with a total of 26,905 euro. However, compared to the average salary
cost in Sweden (35,908 euro), the unemployment cost represents 75% of the salary cost,
which places Sweden in one of the lowest positions in terms of relative costs of
unemployment (after the United kingdom).
Looking into the underlying assumptions and variables in the model there are several
explanations for this:


The average gross wage in Sweden, the base of calculation of the potential loss
of revenue, is relatively high second only to Belgium and on equal footing with the
United Kingdom (27,323 euro).



Looking at public interventions for the unemployed, it appears that benefits in
Sweden are relatively modest, ranking the second lowest of the six countries. In
theory, unemployment benefits in Sweden are one of the highest of the six
countries, reaching 80% and later 70% of previous earning for the duration of the
unemployment insurance benefits. The low yearly average benefit can largely be
explained by the faster rotation of unemployed people in and out of
unemployment in Sweden, decreasing the average unemployment benefit. This
fits with the observation that in Sweden, the unemployed are more often briefly
on unemployment benefits than in other countries, especially since 2006 when the
benefits received a fixed duration instead of being indefinite. The application of
the basic insurance after a certain period of unemployment is another explanation
as this benefit is lower than the general insurance scheme. However, the average
costs for guidance policies are the most elevated of the six examined countries,
which is related to more intensive guidance policies in Sweden.



The potential loss of revenue for the State in Sweden is the second highest
and reaches the same level as in France. As in France, the largest part of the loss
of revenue is due to the loss of employer’s contributions, which represents half of
the total loss. The loss of social contributions of employees is relatively limited due
to the low contribution rate of 7% for average workers in 2010. The loss of
personal taxation is slightly more significant, but remains modest, especially due
to a special income credit for workers. This earned income credit is applied to
workers up to a certain income limit and creates the unusual situation that the
average unemployed person has a higher personal taxation rate than a low to
modest income worker. This partially bridges the gap between taxation revenue
from workers and from the unemployed. However, the highest loss of VAT
revenue for the government can be observed in Sweden. The standard rate in
Sweden is the highest of all countries (25%) which, together with the large
income gap between the average unemployment benefit and the net income of
workers, leads to a considerable loss of revenue for the government.
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1.1.4 Germany
In absolute terms, the cost of unemployment in Germany holds an average position in
relation to the other countries (25,550 euro). However, compared to the average salary
cost in Germany (28,472 euro), the unemployment cost represents 90% of the salary
cost, which places Germany in the first position in terms of relative costs of
unemployment.
Looking into the underlying assumptions and variables in the model there are several
explanations for this:


Starting off at the second lowest average gross wage (23,866 euro), only above
Spain, Germany is at a low threshold. This partially explains its position in
absolute terms in relation to the other countries. The average gross wage has an
important influence on the total potential loss of revenue and thus on the total
cost of unemployment.



When the public interventions for unemployed people are taken into account,
Germany stands in the fourth position. In terms of unemployment benefits,
Germany ranks fourth out of the six countries with benefits significantly lower
than in Spain, France and Belgium. In theory, the unemployment insurance
benefit attains 60% to 67% for a period of 6 to 24 months, depending on the age
and family situation which is similar to France and Belgium. The lower average
benefit can be explained primarily by the unemployment assistance system which
has means-tested benefits tailored to the personal social situation of the
unemployed. The unemployment assistance benefits are lower than the insurance
benefits and apply to over 65% of all unemployment beneficiaries. On the other
hand the cost for labour market policies on guidance, including the administration
costs, is relatively high in Germany. The country has the second highest cost of
guidance policies compared to the other five examined countries, after Sweden.
The high number of guidance measures in Germany also leads to high
administration costs.



When we look into the potential loss of revenue, it is striking to note that in
Germany not the employer’s social contributions but those of the employee’s
constitute a larger part in the total loss of revenue. On average Germany has the
second lowest social contribution rate for employers, calculated on the average
gross wage, which is only 19.3%. Only the UK has a lower employer contribution
rate. The contribution rate for employees however is the highest of all six
countries, standing at 20.5%. The taxation rate on personal income is also
relatively high, second only to Belgium and thus also accounts for a significant
potential loss of revenue, especially since the unemployed do not pay any income
taxes on their benefits. Loss in VAT revenue is relatively low, primarily due to the
low average gross wage which limits the difference in disposal income between
employed and unemployed.
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1.1.5 Spain
The cost of unemployment in Spain holds the second lowest position in relation to the
other countries (19,991 euro). But when one compares the average salary cost in Spain
(28,472 euro) to the unemployment cost, it represents 80% of the salary cost, which
means that Spain ranks in an average fourth position in terms of relative costs of
unemployment.
Looking into the underlying assumptions and variables in the model there are several
explanations for this:


Starting off at the lowest average gross wage (19,251 euro), the base for
determining potential loss of revenue is already low, which accounts for part of the
explanation of the relatively low cost of unemployment in Spain.



Even though Spain ranks fifth in terms of its total cost of unemployment, the
public interventions for the unemployed in Spain are rather high, just after
France and Belgium. This is especially due to the average unemployment benefits,
which are the highest of all analysed countries (10,778 euro). The benefits for the
unemployment insurance system, which covered more than half of all beneficiaries
in 2010, start off at 70% of the previous contribution base. After 180 days this
goes down to 60%. In total the benefits can only be received up to two years.
Afterwards, or for those groups with no access to the insurance, the
unemployment assistance scheme applies. Benefits are lower, corresponding to
80% of the Public Income Rate of Multiple Effects, the Spanish minimum wage, up
to 133% for long-term unemployed over 45 and depending on the number of
dependents. The high level of the average benefit can be explained by the duality
of the labour market in Spain, allowing those with high stable incomes to apply for
the insurance and take up relatively high benefits, while others receive only
assistance or no benefits at all. The crisis of 2008 has created a large inflow into
unemployment. As this inflow is large and relatively recent they will mostly draw
the higher unemployment insurance benefits, which temporarily lifts the average
unemployment benefit. In later years these average benefits may fall as they
become more dependent on assistance or are not even eligible for assistance
anymore. When we look at the guidance costs and the administrative cost for the
unemployment services, Spain has a very low average cost, the lowest of all
countries. This can be explained by the lower intensity of guidance policies in
Spain but also by the increase of the number of unemployed since 2008, while the
budget affected to guidance policies has remained at the same level.



When we look into the potential loss of revenue for the government, Spain
has the lowest potential loss. The main causes for this are, in the first place, the
low average gross wage which provides a low starting point in absolute terms.
Secondly Spanish unemployed people pay social contributions and income taxes
on their benefits at rates comparable to the employed, reducing the potential loss.
As in most countries, except Germany, the most important loss is the loss of
employer’s contributions. On the contrary, the loss of employee’s social
contributions is the lowest of all countries, due to the lowest contribution rate. The
loss of revenue due to lower consumption is also limited. This can be explained by
the small difference in disposable income between the average earner and the
average unemployment beneficiary, combined with a lower standard VAT rate
compared to other countries.
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1.1.6 United Kingdom
In absolute terms, the cost of unemployment in the United Kingdom holds the last
position in relation to the other countries (18,008 euro). This is also the case when
comparing the average salary cost in the United Kingdom (30,510 euro) to the
unemployment cost, which represents 59% of the salary cost.
Looking into the underlying assumptions and variables in the model there are several
explanations for this:


The United Kingdom starts with the second highest average gross wage (27,555
euro). Because of this, the threshold of calculating the potential loss of revenue is
high, but yet it does not result in a higher cost of unemployment. The reason for
this will be explained further on.



The United Kingdom has the lowest public interventions for unemployed. The
UK’s unemployment benefits have two branches, a contribution based system,
which is limited in time, and a means-tested income based allowance. The level of
benefits does not vary substantially between the two types, the difference lies in
the eligibility criteria. Overall the unemployment benefits are very low compared
to the other countries. However these low benefits do not tell the whole tale. In
the United Kingdom several social benefits such as the Housing Benefits and the
Council Tax benefits are tied to the unemployment benefits in such a way that the
unemployed can receive substantial additional benefits. As these are social
benefits, which bear no direct relation to the employment situation but to the
income of the beneficiaries, and thus are also accessible for employed people,
these benefits have not been taken into account in the model. However, it is
important to keep this in mind when comparing the cost of unemployment
between countries. The administration and guidance cost can be considered
average compared to the other analysed countries.



The potential loss of revenue for the State is relatively modest compared to
other countries, except Spain. Especially the loss of employer’s contributions is
very low, due to the lowest average contribution rate of 10.7%. The low rate
reflects another form of financing of social expenditure which in the UK is done
more often through State funding than through specific contributions as in other
countries. The employer’s contributions to occupational pensions, which are not
taken into account in the contribution rate, also explain the lower rate. This does
not represent an additional cost of unemployment for the government, but a loss
for the individual. Employee’s contribution rates and personal income rates are
average compared to other countries which is mirrored in the results. The loss of
income tax is the second highest of all countries, but here the main reason lies
with the high average wage. The loss of VAT revenue is particularly high in the UK
due to the large difference between the average benefits and the average wage.
However this result must be interpreted with caution as - as explained earlier other social benefits for unemployed people could decrease this important gap
between the employed and the unemployed.
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4

CONCLUSION

This study estimates the cost of unemployment in six EU Member States: Belgium, France,
Germany, Spain, Sweden and the United Kingdom. The cost of unemployment is defined as
the additional public intervention induced by unemployment and the potential loss of
revenue for the government.
To calculate this cost, a model has been developed, in close cooperation with national
experts for each selected country and has been discussed with members of the European
Commission, DG Employment. Although the six countries have very different social
protection and taxation systems, the proposed methodology is adapted to each country
and applicable to other EU Member States. The use of harmonized data sources makes it
possible to compare the results of all countries with each other.
Another important characteristic of the model is that only expenditures directly and
uniquely linked to the unemployed were taken into account in the model. Therefore, some
types of expenditures reaching also other groups than unemployed have not been included
in the model. In the same logic, training programmes are not taken into account, as they
are sometimes also accessible for other groups of persons (e.g. employed). This
represents an important additional expenditure (e.g. in France and Germany, training
programmes represent of around 7,500 million of euro) in 2010.
Moreover, only expenditures that could be estimated with a high level of certainty and
based on harmonised data were included in the model. Therefore, pension rights of the
unemployed, which represents a future cost for the government, are not included in the
model, as it is rather complicated to estimate this cost in a similar way in each country.
For all these reasons, the estimation of the average cost of unemployment is a prudent
and rather restrictive approach.
The results of the estimations for 2010 show that the average unemployment cost ranges
from 18,008 euro in the UK and 19,991 euro in Spain to 33,443 euro in Belgium.
Germany, France and Sweden are in a median position, with an average unemployment
cost varying from 25,550 euro in Germany to 28,737 euro in France. Even though the
results are calculated for 2010, they remain pertinent to other years as they reflect an
average yearly cost which will only be affected by systemic changes in benefits or taxation.
Therefore, the important increase of the number of unemployed after 2010, affects in
principle the total cost of unemployment for the government, but not the average cost of
unemployment.
However, the absolute cost of unemployment is also linked to the standard of living in the
analysed countries. When we compare the average cost of unemployment of each country
with its average salary cost, we observe that an unemployed has the highest relative cost
in Germany (90% of the salary cost) and Belgium (88% of the salary cost) and the lowest
in the UK (59% of the salary cost). France, Spain and Sweden are in a medium position,
with an average cost of unemployment varying from 75% of the salary cost in Sweden to
84% in France.
Moreover, important differences are observable between countries in terms of type of
costs. For example, while in Spain, the most important cost is induced by unemployment
benefits, the potential loss of revenue is more important in the other countries. In some
countries, the cost is mostly induced by the loss of social contributions of employers
(France, Sweden), while in other countries the loss of social contributions of employees
(Germany), or the loss of direct taxation (Belgium, the United Kingdom) or the loss of VAT
revenue (Sweden, the United Kingdom) play a significantly more important role. All these
differences can be explained by important differences between countries in the level (and
characteristics) of the public intervention for the unemployed, in the social contributions
and taxation system, but also in the standard of living (as reflected by the average gross
wage). It is important to note that, due to the nature of these factors, the absolute cost of
unemployment in a country or its relative position cannot be used in a normative
judgement.
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Annex 1:

DESCRIPTION OF THE DEVELOPED

MODEL
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1

THE PROPOSED METHODOLOGY

The cost of unemployment is defined as the additional public intervention induced by
unemployment and the potential loss of revenue for the government.
In our methodology, both types of costs are distinguished. In the paragraphs below, the
methodology used to estimate both types of costs is described.

1.1

Estimation of additional public intervention

To estimate the average public interventions for unemployed, factual and harmonized data
of the government expenditures have been used. This data are based on Labour market
policy (LMP) statistics from Eurostat. Amongst other, this source of information provides
data on labour market services, defined as all services and activities of the public
employment service (PES) together with any other publicly funded services for jobseekers;
and on labour market supports, defined as all financial assistance that aims to
compensate individuals for loss of wage or salary (i.e. mostly unemployment benefits). A
unique feature of this source is that the target group of each labour market service and
support is defined. Therefore, only expenditures directly and uniquely linked to
unemployed have been taken into account in the model.
The table below describes in detail the methodology and sources used for the estimation of
the additional public intervention induced by unemployment. It provides for each type of
expenditure a description of the cost and an overview of the used data (the data sources
are described in detail in the following chapter).
Table 2: Methodology to calculate the
unemployment
Type of cost
Payment
unemployment
benefits

of

Guidance
unemployed

of

Description

Data

Average
unemployment
benefits
for
unemployed

Total payments of unemployment
insurance and assistance

Average cost
guidance for
unemployed

Administrative
costs
for
payment
of Average
unemployment
administrative
benefits and guidance costs
of unemployed
Source:

additional public intervention induced by

an Total number of beneficiaries of
unemployment benefits
Total
cost
of
of unemployed
an
Total
number
unemployed

guidance
of

Sources

YEAR

LMP

2010

of

registered

LMP/Eurostat 2010

Administrative costs for payment of
unemployment
benefits
and
guidance of unemployed
LMP/Eurostat 2010
Total
number
unemployed

of

registered

IDEA Consult based on existing literature

Following important methodological remarks have to be stressed:


The total payments of unemployment benefits include insurance as well as
assistance benefits. In most countries, unemployed have right to assistance
benefits when their right for insurance benefits is expired. Some countries, e.g.
Belgium, have only an insurance system, but have other existing assistance
systems for persons excluded from the unemployment system. Such systems are
not taken into account, as they also include persons no more able to work.
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The total payments of unemployment benefits, include only full-time
unemployment. Special features of unemployment, e.g. early retirement, parttime unemployment, seasonal unemployment, etc. are not taken into account.



The total number of beneficiaries refers to the annual average stock of persons
perceiving a full-time unemployment benefit. It is calculated as an average of the
stock at the end of each month.



Only guidance policies reaching unemployed are taken into account. Policies
reaching also some other type of persons (e.g. employed,..) are not taken into
account. This represents an important additional expenditure (e.g. in France and
Germany, training programmes represent of around 7,500 million of euro) in
2010.



In the same logic, training programmes are not taken into account, as they are
sometimes also accessible for other group of persons (e.g. employed).



In some countries, there is a large difference between the number of registered
unemployed and the number of beneficiaries of unemployment benefits. This is
e.g. the case of Sweden, Spain and the United Kingdom (see case studies later).
This difference between both can be explained by more restrictive eligibility
criteria for beneficiaries of unemployment benefits. However, guidance policies are
accessible for registered unemployed, even if they do not perceive unemployment
benefits. Therefore, the average cost of guidance policies is calculated for all
registered unemployed, and not only for beneficiaries of unemployment benefits.
The assumption here is that the intensity of guidance is the same for beneficiaries
of unemployment benefits and for the all group of registered unemployed.



It is not always possible to distinguish administrative costs induced by the
payment of unemployment benefits and by the guidance of unemployed.
Therefore, both types of costs are summed up together.
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1.2

Estimation of the potential loss of revenue

To estimate the average potential loss of revenue for the government, the revenue for
the government from social contributions, taxation on income and on consumption of
unemployed have been compared to the revenue perceived for an employee with an
average gross yearly wage. Again, a harmonized data source has been used for the data
on the average social contribution rate of employers and employees and the average
taxation rates. This data is provided by the OECD taxation database. An interesting feature
of this data is that it takes into account all possible national reductions in social
contributions or taxation of specific groups.
The table below presents the methodology and sources used for the estimation of the
opportunity cost of unemployment. It provides for each type of opportunity cost a
description of the cost and an overview of the used data (the data sources are described in
detail in the following chapter).
Table 3: Methodology to calculate the potential loss of revenue
Costs

Description

Difference
between
paid
Loss in social
social contribution
contribution
of employers on
of employers
average salary and
by an unemployed

Data

Sources

Average
social
contribution
rate
OECD
employers for an average employee
Average
social
unemployed
Average
worker

gross

contribution
yearly

wage

rate National
information

average

Average unemployment benefits

Difference between
paid
social
Loss in social
contribution
of
contribution of
employees
on
employees
average salary and
by an unemployed

2010

Eurostat

2010

Own calculation

2010
2010

Average
social
unemployed

2010

Average
worker

gross

contribution
yearly

wage

rate National
information

average

Eurostat

2010

Own calculation

2010

Average taxation rate for an average
OECD
employee
Difference
National
between
paid Average taxation rate unemployed
information
Loss in direct taxes
by
an
taxation
average employee Average gross yearly wage average
Eurostat
and
by
an worker
unemployed
Average unemployment benefits
Standard VAT rate

Source:

2010

Average
social
contribution
rate
OECD
employees for an average employee

Average unemployment benefits

Loss
indirect
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YEAR

Difference
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by
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average
employee and an Average net salary average worker
unemployed
Average net unemployment benefits
IDEA Consult based on existing literature
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2010

Following important methodological remarks have to be stressed:


The social contribution rate of employers and employees and the average taxation
rates are average rates calculated by the OECD, taking into account all possible
national reductions in social contributions or taxation of specific groups.



The average gross yearly wage is calculated by multiplying the average gross
earnings per hour by the hours worked during a year by an average worker. This
method takes into account the possibility to work less than full-time.



The social contribution and the taxation rate of unemployed are provided by
national data. These are the only data for which no harmonized EU data are
available.



The right for the unemployed to pensions and health care implies a certain cost to
government, specifically for pensions. In most countries, the unemployed do not
pay social contributions but they still have right to claim full pensions. This cost is
rarely explicit as many countries use pay-as-you-go systems where no link
between beneficiary and benefits can be directly established. Only in a few
countries such as Germany the government pays contributions directly to pension
funds during unemployment periods, while others are faced with uncertain future
costs. Therefore this cost is not taken into account in the model, except partially
through the loss of social contributions.



To calculate the loss of indirect taxation due to the reduction of the consumption,
the standard national VAT rate has been taken into account.



The saving rates used for the model are based on average rates, provided by the
OECD. For unemployed, the assumption is that all the benefits are consumed
(saving rate = 0%).

Finally, to be sure the results are generally applicable and comparable between countries;
harmonized data have been used in our model. The different sources of information are
presented in the next chapter.
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2

THE DIFFERENT DATA SOURCES USED

In this chapter, the different sources of data and information used for our model are
described in detail.

2.1

EU's Mutual Information System on Social Protection
(MISSOC)

The EU's Mutual Information System on Social Protection (MISSOC) provides detailed,
comparable and regularly updated information about national social protection systems in
31 countries: the 27 EU Member States plus Iceland, Liechtenstein, Norway and
Switzerland. MISSOC publishes comparative tables on social protection covering 12 main
areas of social protection: financing, healthcare, sickness, maternity, invalidity, old-age,
survivors, employment injuries and occupational diseases, family, unemployment,
guaranteed minimum resources and long-term care.
In addition, the Cross-cutting introductions to the comparative tables provide a transnational approach to the main concepts and principles of each social protection branch. As
from 2011, MISSOC is also in charge of updating a series of guides to national social
security systems, more specifically designed to inform citizens moving within Europe and
available in 24 languages.
MISSOC also produces the MISSOC Analysis, an annual information bulletin and other
specialised publications. Archive material concerning MISSOC's activities is available via
the MISSOC Secretariat.
MISSOC is coordinated by the European Commission, with the assistance of a Secretariat it
has appointed. Each country covered designates one or two correspondents from the
national ministries or institutions responsible for social security. The correspondents
periodically update the comparative tables and the guides to national social security
systems. MISSOC is principally used by policy-makers and officials from the EU countries,
researchers and students and people who move to another European country to live or
work.

2.2

Eurostat labour market database

Labour market policy (LMP) statistics provide information on labour market interventions
which are defined as "Public interventions in the labour market aimed at reaching its
efficient functioning and correcting disequilibria and which can be distinguished from other
general employment policy interventions in that they act selectively to favour particular
groups in the labour market."
LMP statistics are one of the data sources for monitoring the Employment Guidelines (part
II of the Europe 2020 Integrated Guidelines). For the time being, there is no legal basis
regulating the production of statistics on LMP; this is done on the basis of a gentlemen's
agreement between Eurostat and the Member States. LMP data become available
approximately 16-18 months after the end of the reference period.
The scope of LMP statistics is limited to public interventions which are explicitly targeted at
groups of persons with difficulties in the labour market: the unemployed, persons
employed but at risk of involuntary job loss and inactive persons who would like to enter
the labour market.
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Data on public expenditure and participants (stock and flows) are collected annually from
administrative sources. The quantitative data on expenditure and participants are
complemented by a set of qualitative reports which describe each intervention, how it
works, the main target groups, etc.
According to the LMP methodology, labour market interventions are classified by type of
action.


LMP services cover all services and activities of the public employment service
(PES) together with any other publicly funded services for jobseekers. Services
include the provision of information and guidance about jobs, training and other
opportunities that are available and advice on how to get a job (e.g. assistance
with preparing CVs, interview techniques, etc.).



LMP measures cover activation measures for the unemployed and other target
groups including the categories of training, job rotation and job sharing,
employment incentives, supported employment and rehabilitation, direct job
creation, and start-up incentives.



LMP support covers financial assistance that aims to compensate individuals for
loss of wage or salary (out-of-work income maintenance and support, i.e. mostly
unemployment benefits) or which facilitates early retirement.

For our model, only data concerning LMP services and supports are used.

2.3

OECD Tax Database

The OECD tax database provides comparative information on a range of tax statistics - tax
revenue, personal income taxes, non-tax compulsory payments, corporate and capital
income taxes and taxes on consumption - that are levied in the 34 OECD member
countries.
The data on tax revenue provides unique information on the taxes paid on wages in OECD
countries. It covers personal income taxes and social security contributions paid by
employees, social security contributions and payroll taxes paid by employers and cash
benefits paid to in-work families. The purpose is to illustrate how these taxes and benefits
are calculated in each member country and to examine how they impact on household
incomes. The results also enable quantitative cross-country comparisons of labour cost
levels and the overall tax and benefit position of single persons and families on different
levels of earnings.
The database shows this information for eight family types which vary by income level and
household composition and the results reported include the average and marginal tax
burdens for one and two earner families and the total labour costs of employers.
The information are based on figures and text provided by country Delegates to the OECD
Committee on Fiscal Affairs. These data are widely used in academic research and in the
preparation of social and economic policy making.
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Annex 2:

THE CASE STUDIES
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1

INTRODUCTION

Based on the methodology presented in the previous chapter, the cost of unemployment
has been calculated in six EU Member States: Belgium, France, Germany, Spain, Sweden
and the United-Kingdom.
To perform this analysis, the system of unemployment support, the rules on taxation and
the reintegration policies for the unemployed have been analysed in-depth. These systems
are crucial for the estimation of the cost of unemployment. In this part of the report, a
detailed description of the 6 country cases is provided.
For both the unemployment schemes and the reintegration or guidance policies for
unemployed we also describe briefly the measures which are not included in the calculation
of the cost of unemployment.
After the description of the unemployment schemes, the tax system and the measures for
reintegration in these 6 countries, we present the data used for the calculation of the cost
of unemployment.
The results for each country are presented at the end of each chapter.
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2

BELGIUM

2.1

Description of the unemployment system

The unemployment system in Belgium is based on the Royal Decree of 25 November 1991.
This system consist of a compulsory unemployment insurance scheme (“assurancechômage/werkloosheidsverzekering”), mainly financed by contributions, covering
employees with earnings related or lump-sum benefits and with amounts depending on the
family situation. As long as unemployed are able and looking for work they remain on this
system, which means there is no special unemployment assistance scheme.
The system is summarized in the table below. The total amount of payments in 2010 is
also presented in this table.
Table 4: Description of the unemployment system
Type of system
Description
system
Beneficiaries

Eligibility

The unemployment benefit (insurance)
of To partially compensate for the loss of wages due to unemployment through the
payment of a monthly allowance.
Unemployed persons seeking work, available for work and satisfying the
contribution conditions of the unemployment insurance
regime.
To be eligible for the benefits one must be unemployed involuntarily, registered
as a jobseeker and willing to accept any job-offer relevant to his/her profile,
capable of work, attend appointments fixed by the employment service, to have
worked, depending on the age, between 31 days in the previous 18 months and
624 days in the previous 36 months- under 65 years old for men and under 61
for women and be a resident in Belgium.

Duration

Unlimited

Financing

Social security fund

Payments in 2010
4,108.9
(million €)
Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

The conditions for entitlement, the level and duration of benefits and the responsible public
authorities are described with more detail in the following paragraphs.

2.1.1 The unemployment insurance system
2.1.1.1

Conditions for entitlement

To be entitled to unemployment benefits, a person must be unemployed, seeking work,
available for work and satisfying the contribution conditions of the unemployment
insurance. More specifically, following conditions must be satisfied:


To be unemployed involuntarily;



To be registered as a jobseeker and willing to accept any job-offer relevant to
his/her profile;



To be capable of work;



To attend appointments fixed by the employment service;



Be actively looking for work. After a certain period of unemployment, the
unemployed will be summoned for an interview to assess the employment search;
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To have worked, depending on the age, between 31 days in the previous 18
months and 624 days in the previous 36 months;



To be younger than 65 years old for men and than 61 for women;



To be resident in Belgium.

2.1.1.2

Level and duration of benefits

The measure aims to partially compensate for the loss of wages due to unemployment
through the payment of a monthly allowance. This means the unemployed persons can
receive a decreasing allowance varying from 60% of the previous wage to a monthly
minimum. As described in the table below, the level of the allowance received depends on
age, contribution history and household situation of the recipient.
Table 5: Level of unemployment benefits in Belgium
Head of family

Living alone

Cohabiting

First period: 6 first
months

60%
of
previous
earnings, subject to a
maximum of € 1,422.46
and a minimum of €
1,090.70 per month

60%
of
previous
earnings, subject to a
maximum of € 1,422.46
and a minimum of €
916.24 per month

60%
of
previous
earnings, subject to a
maximum of € 1,422.46
and a minimum of €
686.92 per month

Second
period
:
month 7 to month 12

60%
of
previous
earnings, subject to a
maximum of € 1,325.74
and a minimum of €
1,090.70 per month

60%
of
previous
earnings, subject to a
maximum of € 1,325.74
and a minimum of €
916.24 per month

60%
of
previous
earnings, subject to a
maximum of € 1,325.74
and a minimum of €
686.92 per month

Second period : after
month 13

60%
of
previous
earnings, subject to a
maximum of € 1,238.90
and a minimum of €
1,090.70 per month

60%
of
previous
earnings, subject to a
maximum of € 1,110.98
and a minimum of €
916.24 per month

40%
of
previous
earnings, subject to a
maximum of € 826.02
and a minimum of €
686.92 per month

Source:

IDEA Consult based on MISSOC

In principle, duration is unlimited (but there may be some exceptions in the case of very
long-term unemployed).
2.1.1.3

Responsible authorities

The field of unemployment is run by the National Employment Office (“Office national de
l'emploi/Rijksdienst voor Arbeidsvoorziening - ONEM/RVA”) and its regional units, which
will decide on the concerned person's entitlement. The payment of benefits is made either
by the registered trade union organisation (CSC/ACV, FGTB/ABVV, CGSLB/ACLVB) of which
the employee is member or by the Auxiliary Fund for Payment of Unemployment Benefit
(“Caisse
auxiliaire
de paiement
des
allocations
de
chômage/Hulpkas
voor
werkloosheidsuitkeringen - CAPAC/HVW”) that has received the application.

2.1.2 Other unemployment schemes
Next to the insurance system for unemployed, some other measures for unemployed are
present in Belgium. However, these measures correspond to particular type of
unemployment, for example seasonal or partial unemployment, and are therefore not
included in the estimation-model of the cost of unemployment. These measures are
described in the following table.
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Table 6: Overview of other schemes for unemployed
Beneficiaries

Eligibility

Target
group

Duration

Financing

Payments
in
2010
(million €)

To
partially
compensate for the
loss of wages

The
workers
receive
unemployment benefits for the
days
not
worked due
to
economic reasons. There are
possible complements paid by
employer or by sectoral fund.

Blue collar workers
temporary
unemployed
for
economic reasons

No access conditions for
core
workers
(no
obligation
to
have
worked for a certain
number of days).There
are specific conditions
for
temporary workers and
agency workers.

Employed

Max
weeks

Federal
government

902.7

Part-time workers
receiving
income
guarantee
allowance

To
encourage
unemployed persons
to accept a part-time
job instead of a fulltime one

Unemployed persons returning
to part-time work can benefit
from a guaranteed minimum
income

Unemployed

Unemployed in receipt
of
unemployment
benefits

Registered
unemployed

/

Central
government
budget

235.4

6 months income
for
dismissed
workers
in
the
case
of
restructuring

To encourage
the
participation in an
Employment unit of
employees aged 45+
dismissed
by
a
company
in
restructuring

Dismissed workers
in the context of a
restructuring
participating to an
Employment unit

/

Registered
unemployed

Max
6
months

Central
Government
Budget - ONEM

30.6

Enterprise
fund

To compensate the
employee for losing a
job

Employed

/

Employed

/

Employers
contributions
and
the
reclaims

157.0

Name

Aim

Instrument

Temporary
unemployment for
economic reasons

closure

In
the
context
of
a
restructuring,
employers
sometimes proceed to collective
dismissals. If employers want to
give the workers the possibility
to get early retirement before
the legal early retirement age,
they have to create
an Employment unit.
The enterprise closure funds
acts in different situations like
bankruptcy, take-overs after
bankruptcy,
conventional
payments in case
of a juridical arrangement or
after serving notice upon the
employer

Source: IDEA Consult based on Eurostat LMP “Labor market Policy statistics 2010”

4

2.2

The taxation system

2.2.1 The social contribution system
2.2.1.1

General contributions

The social security system is based on payment of contributions from employees and
employers to the RSZ – ONSS as well as by government subsidies, partly trough a fixed
amount and partly to a percentage of VAT. These social contributions serve to finance the
social security system which includes sickness and invalidity allowances, unemployment
benefits, accidents at work, family allowances, occupational diseases and pensions. Some
differences exist between white and blue collared workers where they do not obtain the
same rights. The standard rate is approximately 13 % for employees and 35 % for
employers but there are rebates for low wage earners and some target groups. The
contributions of employee’s are automatically withheld by the employer except a surcharge
for supplementary health benefits.
The contributions for both employers as employees are calculated using the gross wage
(including bonuses, benefits in kind, etc). The balance is made up by government subsidies
and more recently other sources such as a percentage of the income from VAT.
2.2.1.2

Rights for unemployed

The unemployed in Belgium are exempt from paying social contributions. They do however
retain the right to health care, pensions and family allowances. This means that the
government (through Social security) does not receive the contributions but is liable for
future expenditure. This is especially the case for pensions on which, in contrast to heath
care, will always be called upon.
Because no contributions are paid by the unemployed and the amount of future benefits is
not certain, it is impossible to determine the cost in a given year for the government of
granting pensions to the unemployed. Furthermore Belgium has a pay-as-you-go system,
which makes that there is no direct link between the contributions and the beneficiary. The
cost for these pensions is not included in the model, but partially taken into account
because of the loss of social contributions induced by unemployment.

2.2.2 Personal income tax
There are four categories of income: financial, real estate, professional (including labour
income) and other various incomes. In principle, the general rates are applied to global
income, but there are exceptions, e.g. in relation to financial income, income from private
pension arrangements and other various income.
In practice, the basis for taxation at the marginal rate consists of (deemed) property and
professional income. Spouses are taxed separately, although a marital quotient exists: 30
% of the higher income is transferred to the lower one, provided it does not exceed € 9
470. There are currently 5 brackets (beside the basic allowance) between 25 and 50 %
and a municipal surcharge up to 9 % (7.4 % on average). Within certain limits, regions
have the option to levy additional surcharges or to grant tax reductions.
The unemployed are exempt from paying personal income tax if they have no other source
of revenue and no working spouse. Otherwise normal tax rules apply where benefits are
lumped together with other income.
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2.2.3 VAT and excise duties
There are four VAT rates. The standard rate has remained unchanged at 21 % since 1996.
A reduced 6 % rate applies to public housing, refurbishment of old housing, food, water,
pharmaceuticals, animals, art and publications and some labour intensive services; the
2009 ‘recovery plan’ also includes the above-mentioned temporary reduction of the VAT
rate to 6 % for a maximum amount of € 50 000 on invoices of newly constructed private
dwellings. An intermediate rate of 12 % applies to a limited number of transactions and,
since 1st January 2010, to food in restaurants and catering services. A zero rate applies to
newspapers and certain weeklies.

2.3

Description of reintegration policies for unemployed

The Belgian personal employment services are regionally organised. The placement and
vocational training programmes are implemented primarily by 4 public regional
organisations:


FOREM : the vocational training and employment office for the Walloon region;



ACTIRIS: the employment office for the Brussels region;



VDAB: the vocational training and employment office for the Flemish region;



Arbeitsamt: the employment service for the German-speaking community.

The mission of these organisations is to provide general services for jobseekers during
their jobsearch, to help people out of work to manage their career, to help companies in
the management of human resources and to offer continued vocational training.
Registration with the PES is obligatory to qualify for unemployment benefits. The Public
employment centres of all regions combined account for a cost of 135.25 million euro.
In the following paragraph, the measures targeting only registered unemployed are
described. These measures are included in our estimation-model of the cost of
unemployment. Other reintegration policies, also targeting other groups, are described
hereafter. These measures are not included in our model, as it is very difficult to
distinguish the cost due to unemployed. We conclude with the training measures. These
are not included in the estimation of the cost of unemployment, because they are often
targeted to other groups than the unemployed and serve a broader purpose.

2.3.1 Measures targeted to the registered unemployed
In the table below an overview is given of the reintegration policies which are targeted
only to the unemployed. These include the general employment services and specific
regional measures:


Vocational project contract (Actiris);



Pathway to work - Regular jobseekers (VDAB);



Regional employment missions (Forem);



Vocational guidance (Forem).
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Table 7: Measures for registered unemployed
Name

Aim

Vocational
project
contract
(Actiris)

To provide all jobseekers registered at
ACTIRIS and living in the region of Brussels
a personalised service in order to help them
increasing their vocational insertion capacity
and their autonomy

Pathway
to
work - Regular
jobseekers
(VDAB)

To offer jobseekers an individual pathway
improving their chances to find work

Instrument
As a transversal guidance tool offered to the
jobseekers, the Vocational project contract
(CPP) is an engagement of 2 parties: the
jobseeker has to implement the planned
vocational project and ACTIRIS has to support
him/her in the process.
The pathway to work offers jobseekers still
unemployed 3 or 4 months after registration an
intensive support. Relatively able jobseekers
can rely on ICT tools to support them in their
search. If they are still unemployed after a
certain time, they are also invited for a
screening and eventually an intake.

Beneficiaries

Jobseekers
ACTIRIS

registered

at

Registered jobseekers and LTU.

Regional
employment
missions
(Forem)

The Regional employment missions (MIRE)
are aiming at facilitating the vocational
integration of unemployed persons through
individualised guidance and follow-up

The Regional employment missions (MIRE) are
aiming at facilitating the vocational integration
of unemployed persons through individualised
guidance and follow-up, with the objective to
get a sustainable job.

Jobseekers
who
are:
lowqualified
unoccupied;
LTU;
reintegrating the labour market
after being unoccupied for more
than 3 years; beneficiaries of
the RIS or social support;
recognised refugees in Belgium;
foreign people authorised to stay
in the country; disabled people
entitled to interventions

Vocational
guidance
(Forem)

The vocational guidance scheme has the
following objectives: inform jobseekers;
identify and analyze their needs; inform
them on the services available; encourage
them to participate to actions; assess the
actions; steer them towards relevant
institutions and work; activate the socioeconomical network; promote their skills on
the market and present them job offers

Beneficiaries are invited to participate to a
collective meeting and an individual interview
within a defined deadline. During the collective
session, they are informed on the general
applications of the programme and the services
provided by the
FOREM

Jobseekers

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

Eligibility

Target group

Payments
in
2010 (million €)

/

Registered
unemployed

Included
in
administrative cost

Registered
jobseekers
under
25
(after
3
months
of
unemployment)
and
those over 25 (after 4
months
of
unemployment)

Registered
unemployed

94.50

/

Registered unemployed
and < 50 years

Registered
unemployed
Other registered
jobseekers

Registered
unemployed,
other registered
jobseekers

11.47

21.87

2.3.2 Measures targeted to registered unemployed and other
groups
Another set of measures exist (see Table 8), affecting a wider target group than only the
unemployed. They are therefore not included in our model.


Partnership for childcare for jobseekers (Actiris);



Vocational integration (Actiris);



Employment house (Forem);



Crèches facilities (Forem);



Active jobsearch workshop (Actiris);



Restructuring support programme (retraining units) (Forem);



Re-employment fund (VDAB).
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Table 8: Measures for registered unemployed and other groups
Name

Aim

Partnership
for childcare
for
jobseekers
(Actiris)

The organisation of childcare services
for jobseekers' children (aged between
0-3) should allow them to undertake the
necessary
actions in the context of their insertion
course

Instrument

Childcare places in crèches or playgroups
are offered to jobseekers facing the shortage
of childcare places for children aged 0-3
The social and vocational guidance service
deals with jobseekers "difficult to place" and
requiring assistance because of long time
out-of-work, few or no qualifications, lack of
resources, young migrants and consists of 4
phases (assessment, preliminary training,
training and placement)
Local
Employment
centres
where
unemployed
can
have
access
to
technological tools and a library; can carry
out all the administrative steps linked to
their job search and maintenance of their
social rights; where counsellors can provide
some information and guidance.
The Forem offers childcare facilities to
children whose parent is engaged in a sociovocational programme, either a job or a
training. These facilities are limited to 3
months renewable once

Beneficiaries

Eligibility

Target group

Payments
in
2010
(million €)

Unemployed,
jobseekers

Jobseekers willing to start/pursue/finish a
vocational insertion programme (training,
active search for a job, interview with a
potential employer, orientation) or newly
hired and experiencing temporary or
punctual difficulties to find childcare facilities
in good conditions giving the " emergency".

Registered
unemployed,
other registered
jobseekers

2.35

Recipients of integration or
equivalent allowances from
a regional social welfare
centre

Unemployed, registered jobseekers, inactive

Registered
unemployed,
other registered
jobseekers, not
registered

6.62

Jobseekers,
unemployed,
students or beneficiaries of
social integration allowance

All the people looking for
concerning the labour market

Registered
unemployed,
other registered
jobseekers, not
registered

0.48

Unemployed in training or
looking for a job

To be registered as jobseeker and to follow a
training, to participate to information
sessions or to collective modules of
jobsearch or orientation

Registered
unemployed,
other registered
jobseekers

0.06

Registered unemployed and detailed target
groups: women, employed at risk, illiterates
and ex-prisoners

Registered
unemployed,
other registered
jobseekers, not
registered
Employed

2.8

3.0

2.6

registered

Vocational
integration
(Actiris)

To
promote
vocational
integration
through guidance and follow-up

Employment
house
(Forem)

To promote the partnership between
actors of vocational integration in order
to offer information, guidance and
counselling
services

Crèches
facilities
(Forem)

To offer childcare facilities to children
whose parent is engaged in a sociovocational programme

Active
jobsearch
workshop
(Actiris)

The active jobsearch workshop is based
on a method and a partnership.
The objective is to learn and apply an
effective jobsearch method.

Unemployed have the possibilities to follow
workshops to learn and apply an effective
and
structured
method
for
seeking
employment

Unemployed,
inactive,
employed at risk, women,
illiterates and ex-offenders

Restructuring
support
programme
(retraining
units)
(Forem)

Retraining units have several objectives
including reacting to collective dismissal,
vocational reintegration, help worker’s
mobility, answer specific training and
rehabilitation needs, follow individual
retraining actions, help the integration
into a new job and to establish a
relation between workers and local
development projects

Retraining platforms where workers can
benefit from the services of vocational
counsellors and social advisers

Workers
concerned
by
collective
dismissals
following
restructuring,
closing or bankruptcy

Workers victims of collective dismissals

Registered
unemployed,
other registered
jobseekers
Employed

Reemployment
fund (VDAB)

To
cover
expenses
related
to
outplacement or training for employees
of firms that are bankrupt or in
liquidation and don't have the
financial means to provide guidance to
their employees themselves.

The Flemish Re-employment Fund improves
the opportunities for employees made
redundant by the bankruptcy or liquidation
of
their employer to find another job by
covering all costs related to outplacement or
vocational training

Employees of firms which
are declared bankrupt or in
liquidation

Employees working in a firm with activities
in the Flemish region, that are bankrupt or
in liquidation and can prove not to dispose of
the necessary financial means

Employed

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

information

2.3.3 Training measures targeted to the unemployed and other
groups
In Belgium, the different authorities have a number of training tools at their disposal and
run a number of programs both for the employed as the unemployed. They are displayed
in the table below.
Table 9: Training measures for registered unemployed and other groups
Name

Payments in 2010 (million euro)

Encouraging the unemployed to resume studying

28.4

Vocational training – Vocational training (VDAB)

192.9

Vocational training – Vocational training for disabled
(VDAB)
Vocational training (Forem)

4.0
81.4

Vocational training (Actiris)

34.6

Vocational training allowances (Federal gov.)

182.7

Vocational training (ADE)

/

Training cheques for vocational integration (VDAB)

7.1

Driving licences grants (Forem)

0.1

Vocational
(Forem)

training

centres

for

disabled

people

Vocational training contract for disabled (Actiris)

12.4
/

Mobilisation plan for ICT (Forem)

1.9

Training and integration contract (Forem)

3.8

Vocational training contracts (Forem)

2.0

Reception and training units in enterprises of adapted
work (Forem)

0.8

Training and integration contract (Actiris)

/

Training through work in companies (Forem)
Vocational training contracts (Actiris)

12.6
0.2

Alternance training (Forem)

8.7

Total

573.5

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”
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2.4

Summary of data for the quantification of the cost of
unemployment

Based on the description of the unemployment system, the taxation system and the
existing integration policies for unemployed in Belgium, this chapter presents all relevant
data for the quantification of the cost of unemployment.
First of all, some contextual data for the model are presented. Thereafter, relevant data
concerning the unemployment benefits and integration policies as well as data concerning
the social contribution, the taxation and VAT in Belgium are discussed.

2.4.1 Contextual data
In the table below some contextual information is given which is used for our model. Based
on data on the average gross earnings per hour of Eurostat and data on the number of
worked hours per year of the OECD, an average employee in Belgium earns around €
29,345 a year. On average 11.2% of its income is saved. By comparison, the monthly
minimum wage in Belgium for 2010 was € 1,387.5.
Table 10: Contextual data for 2010
Type of data

Belgium

Average gross yearly wage of average worker (in euro)

29,345

Average households saving rate

11.2%

Monthly minimum wage (in euro)

1,387.5

Source: IDEA Consult based on Eurostat and OECD

2.4.2 Data concerning unemployment benefits and beneficiaries
In Table 11 an overview is provided of the cost and number of beneficiaries of
unemployment benefits, for both the unemployment insurance and assistance system. This
table shows that more than 432 thousand persons were beneficiaries of unemployment
insurance in 2010 and for a total cost on benefits of 4 billion euro. The number of
registered unemployed is around the same level as the number of beneficiaries of
unemployment benefits: 403,000.
Table 11: Overview of unemployment costs and beneficiaries in 2010
Type of data
Unemployment
benefits
(in Payment of unemployment benefits (insurance system)
euro)

Belgium
4,108,900,000

Unemployment
beneficiaries

Number of beneficiaries of unemployment benefits (insurance
system)

432,840

Registered
Unemployed

Number of registered unemployed

403,000

Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011” and Eurostat
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2.4.3 Data concerning integration policies and administration
costs
The Belgian personal employment services are regionally organised. The placement and
vocational training programmes are implemented primarily by 4 public regional
organisations: Forem, Actiris, VDAB and Arbeidsambt. They are responsible for the
guidance and integration policies. The National Employment Office determines the general
eligibility of benefits and administers the system. The payment of unemployment benefits
is done through unions and the Auxiliary fund. Together they make up the total cost on
administration and guidance. Specifically the casts are divided as follows:


Guidance of unemployed: the individual case management of the unemployed and
measures of reintegration, which costs more than 263.1 million euro;



Administration of Labour market Policy support: The administration of support for
the unemployed which comes up to 415 million euro.

Table 12: Overview of guidance and administrative costs in 2010
Type of data

Cost (in euro)

Cost of guidance and administration of unemployed

678,170,000

Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011”

2.4.4 Data concerning social contribution, taxation and VAT
Table 45 provides an overview of the average social contribution rates that employers and
employees face when paying or receiving an average wage. Furthermore it shows the
average tax rate for the employee’s personal income tax and the standard VAT rate.
On average an employee pays 14% of its gross earnings on personal social contributions.
On top of this gross wage the employer also contributes for 29.8%. The unemployed are
exempt from paying social contributions themselves.
The average taxation rate for an employed person on the average wage reaches 28.1%.
For the unemployed no taxation is taken into account as they are exempt from income
taxation.
The standard VAT-rate equals 21%.
Table 13: Contributions and taxes in Belgium in 2010
Data

Social contribution

Belgium

Social contribution rate employer

29.8%

Social contribution rate employee

14.0%

Social contribution rate of the unemployed
Taxation rate average worker

0.0%
28.1%

Taxation rate
Taxation rate average unemployed
VAT

Standard VAT rate

0.0%
21.0%

Source: IDEA Consult based on OECD ‘taxing wages’
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2.5

Cost of unemployment: results for Belgium

Table 14: Cost of an average unemployed in Belgium
Total
amount
(euro)

%

Unemployment benefits

9,493

28.4%

Guidance
costs

1,683

5.0%

11,176

33.4%

8,747

26.2%

4,104

12.3%

Loss in direct taxation

8,240

24.6%

Loss of indirect taxation

1,177

3.5%

Total potential loss of revenue

22,267

66.6%

Total average cost of an
unemployed

33,443

100.0%

Type of costs

Public intervention

and

administrative

Total public intervention

Potential loss of revenue

Loss in social
employers

contribution

of

Loss in
workers

contribution

of

social

Source: IDEA Consult
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3

FRANCE

3.1

Description of the unemployment system

The legal basis of the unemployment insurance system is based on the Labour Code
System of 31 December 1958. The system was initially created only for employees of the
industry and commerce sectors. Unemployed insurance agreements are negotiated for a
period of one, two or three years depending on the evolution of unemployment.
In France the unemployment support is based on two main pillars:


An earnings-related benefit payment of limited duration (unemployment
insurance). This is a compulsory social insurance scheme financed by contributions
for employees with earnings-related benefits;



A Welfare system with flat rate payments (solidarity regime or unemployment
assistance). This is a tax financed scheme, where benefits are means tested.

Both systems are summarized in the table below. The total amount of payments in 2010 is
also presented in this table.
Table 15: Unemployment benefits for the model

Aim

Instrument

Beneficiaries

Back
to
work
support
allowance Specific
solidarity
allowance
(Unemployment insurance system )
(Solidarity scheme)
To provide a replacement income for
To ensure a replacement income in case of
jobseekers
having
exhausted
their
involuntary job loss
entitlement to insurance benefits
Main unemployment insurance benefit for the
The specific solidarity allowance is paid,
unemployed. Jobseekers' rights to claim the
subject to a means test, for a period of 6
Back to work support allowance (ARE) are
months renewable several times
described by compensation channel
Jobseekers having contributed to the Unemployed
having
exhausted
their
unemployment insurance system for at least entitlement to the back-to-work support
6 months
allowance

Eligibility

Jobseekers registered with Pôle Emploi,
having contributed to the unemployment
insurance system for at least 4 of the
previous 28 months for those aged less than
50 and 36 months for those above 50

Registered
jobseekers,
satisfying
the
conditions of previous activity (5 years
during the previous 10) and a means test,
and having exhausted their entitlement to
unemployment
insurance.
Eligibility
conditions are tested every six months.

Target group

Registered unemployed, other jobseekers

Registered unemployed

Duration

One day of affiliation is equivalent to one day
of compensation considering the limit of 24
6 months (renewable)
months for those aged less than 50 and 36
months for the others

Financing

Solidarity funds financed through the State
Obligatory contributions of employers and
budget and the solidarity contributions of
employees to the insurance system
State employees

Payments
in
24,948.6
1,929.4
2010 (million €)
Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

The conditions for entitlement, the level and duration of benefits and the responsible public
authorities are described with more detail in the following paragraphs.
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3.1.1 The unemployment insurance system
3.1.1.1

Conditions for entitlement

Only employed persons who lose their work may claim unemployment benefit. Moreover,
to claim unemployment benefits, following conditions must be fulfilled:


The person must have become involuntary unemployed. The person must not have
left his work voluntarily;



The person must be registered as a jobseeker and agree to a personalised back-towork action plan (PPAE);



be genuinely and continuously seeking employment;



the person must be physically fit for work;



the person must be aged 60 or less, except if he/she does not meet the conditions
for receiving a full pension, with the limit of 67;



the person must have paid contributions for a minimum of 4 months (122 days) of
employment over the last 28 months (36 months for persons over 50);



The person must be a resident of France.

Before receiving unemployment benefits a waiting period applies which amounts 7 days.
3.1.1.2

Level and duration of benefits

The daily allowance depends on previous earnings. It is composed of a variable part which
is equal to 40.4% of the reference wage plus a fixed amount of €11.34 per day in 2010 4.
The benefit cannot be lower than 57.4% of the reference wage nor exceed 75%, but the
latter do no receive daily allowances. In each case the benefit is determined by selecting
the calculation with the best outcome (highest benefits), leading to a minimum benefit of
€27.66 per day.5
Table 16: Level of unemployment benefits in France in 2010

First period:
first months

4

Second period :
months 4-24

third period :
months 24-36
Source:

Young workers (< 50 year)

Older workers (50+)

40,4% of reference wage, plus a fixed
amount of €11.34 per day to a maximum
of 75% of the reference wage

40,4% of reference wage, plus a fixed
amount of €11.34 per day to a
maximum of 75% of the reference
wage

40,4% of reference wage, plus a fixed
amount of €11.34 per day to a maximum
of 75% of the reference wage, cut by
15% to 17%, depending on previous
employment

40,4% of reference wage, plus a fixed
amount of €11,34 per day to a
maximum of 75% of the reference
wage

No benefits

40,4% of reference wage, plus a fixed
amount of €11,34 per day to a
maximum of 75% of the reference
wage, cut by 8% to 17% dependent
on age and previous employment

IDEA Consult based on MISSOC

The payment period for the unemployment benefit depends on the prior period of
insurance and the age of the jobseeker. The payment period can vary between 4 to 24
months, up to 36 months if the beneficiary is 50 years old or over.

4

Changed to € 11.57 in 2012

5

The minimum changed to € 28.21 in 2012 and is only € 20.22 for job seekers in training (AREF)
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However, benefits reduce in time. Generally the full benefit rate is cut by approx. 15% or
17 % after 4 months. In case of longer previous employment subject to the payment of
contributions and for older age groups, degression starts later, in the most favourable case
by about 8% after 27 months (for a person age above 55 with 27 months of employment
in the last 3 years).
3.1.1.3

Responsible public authorities

At a national level, the competent authorities are the State services in charge of
employment and vocational training, the ‘National association for employment in industry
and commerce’ (UNEDIC) which manages and defines the modalities of unemployment
insurance and the Public Employment Service (Pôle Emploi).

3.1.2 The unemployment assistance system
3.1.2.1

Conditions for entitlement

The allowance of specific solidarity (allocation de solidarité spécifique, ASS) guarantees a
minimum income for persons who are capable of working but who do not fulfil the
conditions for drawing a full pension. The requirements for applying to this benefit are as
follows:


This allowance is paid after claims to unemployment benefits have been
exhausted, specifically in the case of long-term unemployed persons;



The person must have worked 5 years in the last 10 years preceding the
unemployment period;



Beneficiaries must undertake positive actions towards regaining employment;



The person must be physically fit for work;



Maximum income level is €1,094.10 for a single and €1,719.30 for a couple.

3.1.2.2

Level and duration of benefits

The allowance of specific solidarity is paid for renewable periods of six months. It consists
of a flat-rate benefit of €13 daily and €19 per day after completing 55 or 57 years of age in
2010. As of 2012 it consists of a flat-rate benefit of €15.63 daily and €21.7/day for
persons over 50 with 20 years of salaries and 10 years for persons over 57 and a half.
3.1.2.3

Responsible public authorities

Claims for allowance of specific solidarity (allocation de solidarité spécifique, ASS) are
assessed by the body responsible for paying the unemployment benefits (Pôle emploi).

3.1.3 Other unemployment schemes
The five schemes mentioned in Table 17 are other measures for unemployed present in
France in 2010. However, these measures correspond to particular type of unemployment,
for example seasonal or partial unemployment, and are therefore not included in the
estimation-model of the cost of unemployment.
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Table 17: Overview of other schemes for unemployment
Name

Aim

Instrument

Beneficiaries

Eligibility

Target group

Duration

Financing

Cost
2010
(million
€)

Pension
equivalent
allowance
(Solidarity
scheme)6

To
ensure
a
minimum
income
for
older
unemployed
persons
until
retirement

The
Pension
equivalent
allowance (AER - Allocation
équivalent
retraite)
is
a
income
guarantee
for
jobseekers The AER is a
means-tested allowance

Older
jobseekers
or
beneficiaries
of
the
minimum income scheme
(RMI) who have made at
least
160
quarterly
contributions to the oldage pension insurance

Jobseekers or beneficiaries of
the minimum income scheme
aged <60 and who have
made at least 160 quarterly
contributions to the old-age
pension insurance, subject to
means-testing

Registered
unemployed,
other jobseekers

/

Solidarity funds

616.2

To
provide
a
replacement income
to some categories
of unemployed who
have
no
work
references

The ATA allowance has 2
strands: for asylum seekers,
stateless people and other
foreign
citizens
and
for
prisoners
and
expatriate
workers

Jobseekers (registered or
not)
without
work
references and waiting for
an integration plan

Asylum seekers, stateless
persons, foreign citizens with
international protection, exprisoners, expatriate workers
not
covered
by
the
unemployment insurance and
registered as jobseekers

Registered
unemployed,
other jobseekers

12
months7

Central
government

144.9

500 euro grant

To provide a one-off
income support to
jobseekers

A 500 euro grant paid to
employees who involuntarily
lost their job and did not work
enough
to
claim
unemployment benefits

Jobseekers not entitled
unemployment benefits

Registered
unemployed,
other
jobseekers, not
registered
persons

Single
grant

Central
government

10.5

Special
employment
assistance
(AEPE)

To
provide
a
replacement income
to
long-term
unemployed
not
receiving benefits

The
special
employment
assistance
is
a
monthly
amount
helping
all
unemployed not entitled to
benefits

Registered jobseekers not
entitled to unemployment
insurance anymore

Registered
jobseekers
(categories A, B or C) coming
to
the
end
of
their
entitlement, and aged under
60

Registered
unemployed

6 months

Central
government,
unemployment
insurance

10.2

To
avoid
redundancies
and/or
large
reductions in the
wages of employees

This scheme allows a company
experiencing reduced activity
due to economic, technical or
climatic
reasons,
to
temporarily
reduce
the
working
hours
of
its
manpower,
or
temporarily
suspend the activity

Employees whose job is at
risk due to economic,
technical
or
climatic
reasons

Employees of a company that
has obtained authorisation
from the administration for a
certain number of insured
days

Employed

1.000
hours

Central
government,
contributions
UNEDIC

326.4

Temporary delay
allowance (ATA)

Partial
unemployment

Jobseekers (registered - or
not - at Pôle Emploi) not
entitled to unemployment
benefits

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

6

Removed in 2011

7

Depending on the target group.

to

3.2

The taxation system

3.2.1 The social security system
3.2.1.1

General contributions

The social security system is financed from national insurance contributions paid by
employers and employees and from general tax revenue. Contributions are deducted from
wages by the employer directly. The employer contribution can vary from 14% for small
enterprises and in case of minimum wage up to 45%, while employees contribute on
average about 14% of gross earnings. However, employees must also contribute
separately to the general social welfare contribution (7.5%) and the welfare debt
repayment levy (0.5%).
3.2.1.2

Rights for unemployed

When receiving unemployment assistance, it is not required to pay social security
contributions. Those receiving unemployment insurance however, must pay a general rate
of 6.2%, the welfare debt repayment levy (0.5%) and a contribution for complementary
pensions of 3%. Exemptions are possible for these contributions, depending on the
received daily amount, making the average rate rarely reach above 0%.
The unemployed retain their rights on retirement, sickness and long-term care. For
validated unemployment periods the unemployed receive points of ARRCO en AGIRC to be
able to obtain a basic and complementary pension. This means no contributions are paid
during the unemployment period, but at retirement the unemployed will be able to claim a
pension. As the pension system is a pay-as-you-go system and not an insurance system,
this pension will be paid out using the contributions paid at that moment. Guaranteeing
pension rights to the unemployed thus equals accepting a future cost. This is more obvious
for pensions as they will certainly apply than for sickness and care which cover possible
expenses which might not be actually spent.
Because no contributions are paid by the unemployed and the amount of future benefits is
not certain, it is impossible to determine the cost in a given year for the government of
granting pensions to the unemployed. Especially because in a pay-as-you-go system, there
is no direct link between the contributions and the beneficiaries. Currently contributions do
no longer suffice to guarantee adequate pensions as the central government already has to
contribute to the pension system. This might imply that granting pension rights to the
unemployed will be a direct government cost, yet this will depend on future labour market
situation. The cost for these pensions is not included in the model, but partially taken into
account because of the loss of social contributions induced by unemployment.

3.2.2 Personal income tax
The personal income tax is a progressive tax which works according to a progressive scale
with a top rate of 40% in 2010. There are five tax brackets with an exemption on the first
bracket up to €5,875. The bracket in 2010 had the following rates:


First bracket between €0 and €5,875: 0%



Second bracket between €5,875 and €11,720: 5,5%



Third bracket between €11,720 and €26,030: 14%



Fourth bracket between €26,030 and €69,783: 30%



Fifth bracket between €69,873 and above: 40%
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Yet there is also a high number of thresholds and exemptions. Additionally, the specific
family situation is taken into account by applying a family quotient. Investment income
and real estate are taxed at a rate of 19%, with a rate of 12.3% on capital gains.
Unemployment benefits are also subject to taxation and fall under the general tax rules on
personal income.

3.2.3 VAT and excise duties
The standard VAT rate is 19.6%. Two reduced rates apply to essential goods (5.5 %), the
housing sector, accommodation and restaurant services (7%). A super reduced rate of
2.1% applies to newspapers, public broadcasting and approved medicines. Current
changes in VAT rates will come into effect in late 2012 or 2013. The personal and
household services can benefit from a reduced VAT rate of 5.5% to 7% depending on the
services rendered.

3.3

The reintegration policies for unemployed

The French Employment Service (Pôle emploi) is responsible for the guidance of
unemployed persons. The Pôle emploi has a range of measures designed to promote
employability, support the unemployed and facilitate the search for employment. The
overall administration of the Pôle Emploi and their individual guidance assistance and
placement & recruiting support brings their total cost up to 3.66 billion euro, apart from
any direct LMP measures. In the following paragraph, the measures targeting only
registered unemployed are described. These measures are included in our estimationmodel of the cost of unemployment. Other reintegration policies, also targeting other
groups, are described hereafter. These measures are not included in our model, as it is
impossible to distinguish the cost due to unemployed.
We conclude with the training measures. These are not included in the estimation of the
cost of unemployment, because they are often targeted to other groups than the
unemployed and serve a broader purpose.

3.3.1 Measures targeted to the registered unemployed
The measures displayed in Table 18 are all reintegration or guidance policies undertaken
by the French employment agencies or local authorities, aimed specifically at the
unemployed. Nine measures were identified and are presented below, together with the
amount of payments for these measures in 2010. These nine measures are:


Personalised services of ANPE;



Job search workshops (ANPE);



Appraisal services of ANPE;



Support services of ANPE;



Assistance process (PPAE 2 / APP);



Accompanied process (PPAE 3 / ACC);



Program for new company creators (PPAE-CE);



Local employment centres;



Guidance and monitoring services of AFPA.
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Table 18: Measures targeted to the registered unemployed
Name
Personalised
services
ANPE8

of

Job
search
workshops
(ANPE)

Appraisal
services of ANPE

Support services
of ANPE

Assistance
process (PPAE 2
/ APP)

Accompanied
process (PPAE 3
/ ACC)
Path for new
company
creators (PPAECE)
Guidance
and
monitoring
services of AFPA

Aim

Instrument

Beneficiaries

Eligibility

Target group

Payments
in
2010
(million €)

Help jobseekers in their search
for
employment
through
personalised support.

Personalised follow-up for jobseekers registered with
ANPE

Jobseekers
registered
with
the
national
employment
agency
(ANPE
l'agence
nationale pour l'emploi)

Jobseekers registered
with
the
national
employment agency

Registered
unemployed,
other registered
jobseekers

See PPAE &
PPAE3

Jobseekers
registered
with
the
national
employment
agency
(ANPE
l'agence
nationale pour l'emploi)

Jobseekers registered
with
the
national
employment agency

Registered
unemployed,
other registered
jobseekers

See PPAE &
PPAE3

Jobseekers
registered
with
the
national
employment
agency
(ANPE
l'agence
nationale pour l'emploi)

Jobseekers registered
with
the
national
employment agency

Registered
unemployed,
other registered
jobseekers

See PPAE &
PPAE3

Jobseekers
registered
with
the
national
employment
agency
(ANPE
l'agence
nationale pour l'emploi)

Jobseekers registered
with
the
national
employment agency

Registered
unemployed,
other registered
jobseekers

See PPAE &
PPAE3

Registered jobseekers

Registered jobseekers
oriented
towards a
pathway after a first
interview with Pôle
Emploi

Registered
unemployed,
other registered
jobseekers

335.3

Registered
unemployed,
other registered
jobseekers

529.9

Registered
unemployed,
other registered
jobseekers

54

Registered
unemployed,
other registered
jobseekers

124.5

To help jobseekers in their job
search.

Appraisal of professional skills
and capabilities in order to
facilitate the resumption of
employment
To
help
jobseekers
employment
through
provision
of
advice
guidance

find
the
and

To reduce the gap between the
individual plan of the jobseeker
and the needs of the labour
market. To provide adapted
services to
accelerate the
return to employment.
To implement an adapted and
individualised support to reduce
the gaps between individual
action plans and the needs of
the labour market.
To promote the return to
employment by helping people
to create their own business
through adapted support and
follow-up.
To guide jobseekers towards
relevant training and to support
trainees in the transition to
employment.

Jobsearch workshops provide "à la carte" services
offering jobseekers a rapid response on several
themes: carrier guidance, training, validation of
knowledge acquired through experience (VKE),
business creation, organisation of job search, search
for and respond to job opportunities, how to select
appropriate enterprise, preparation to job interview
Services offered to evaluate the professional skills and
capabilities of jobseekers, in order to help them
present themselves for particular job offers, to gauge
their professional competence against the type of job
being sought, and to develop a career plan.
Jobseekers can benefit from the following support
services: seminars about the issues involved in
starting a company; appraisal of skills; careers
guidance
seminars;
seminars
on
job-search
techniques; identification of personal potential;
marketing approach to job-search
APP pathways are created in the context of the
individual access to work project (PPAE). It is
proposed after a 1st interview with the Pôle Emploi to
jobseekers who are not so far from the labour market
After the first interview with the ANPE, a process of
intensive guidance is proposed to jobseekers identified
as the less employable

Registered jobseekers

After the first interview with Pôle Emploi, a guidance
process is proposed to jobseekers who are planning to
create a company.

Registered jobseekers

The association for the vocational training of adults
(AFPA - Association pour la formation professionnelle
des adultes) offers services to jobseekers before,
during and after a training course

Jobseekers and trainees

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

8

Replaced by Pôle Emploi in 2008 which took over the existing support services in the framework of PPAEs

Registered jobseekers
who have been asked
to follow a plan after
their first interview
with the ANPE
Registered jobseekers
who have been asked
to follow a plan after
their first interview
with Pôle Emploi.
Jobseekers
trainees

and

3.3.2 Measures to registered unemployed and other groups
Other measures are also implemented by the employment agency, but as they do not only
target the unemployed or are aimed to specific groups, they are not included in the model.
These measures and the amount of payments for these measures are shown in the table
below. It concerns:


the managerial employment agency;



the local centres;



the individual guidance for young people;



the autonomy contract;



Retraining units;



the cap emploi.
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Table 19: Measures to registered unemployed and other groups
Name

Aim

Instrument

Managerial
employment
agency (APEC)

To
support
the
recruitment
or
mobility of highly
qualified employees
(executives)

It maintains an advisory role, provides
assistance with recruitment, careers
guidance (appraisal of skills, training
programmes,
jobsearch
assistance),
observatory on executive employment
The local missions (ML) and the
reception offices for information and
guidance (PAIO) are local structures
offering
reception,
guidance
and
personalised
follow-up
for
young
jobseekers

Local
centres,
permanent
reception,
information
and
advisory
services
(ML-PAIO)

To
support
the
vocational and social
integration of young
people

Beneficiaries

Executives
work

seeking

Eligibility

Target group

Executives in work or unemployed
and having subscribed to APEC.
Young
people
leaving
higher
education and qualified for junior
executive positions.

Registered
unemployed, other
registered
jobseekers,
employed
Registered
unemployed, other
registered
jobseekers,
not
registered
(all
Youth)
Registered
unemployed, other
registered
jobseekers,
not
registered
(all
Youth)

Young
people
with
difficulties
in
vocational and social
integration

Young people aged 16-25 and
experiencing difficulties in vocational
and social integration

Individual
guidance for young
people (CIVIS)

To help young people
facing difficulties to
find work

The CIVIS contract proposes a regular
personalised guidance to help young
people to find work. It helps to have
access to sustainable employment.

Young
aged
16-25
facing
particular
problems in relation
with their vocational
and social integration

Young people of maximum 25 yearold with a qualification not higher
than
level
IV
(bac).
Specific
provisions for young people without
diploma (level VI or Vbis)

Autonomy contract

To help young people
find a job, especially
those who are not
registered at the PES

Service
provider
welcomes
and
accompany or follows the beneficiary
into
employment,
training
or
entrepreneurship

16-25 year-old living
in priority areas poorly
qualified and facing
difficulties to get into
the labour market

16-25 year-old living in priority
areas poorly qualified and facing
difficulties to get into the labour
market.
The
local
monitoring
committees can extend the eligibility
criteria

Cap Emploi is a network of local
operators offering guidance and advices
to
disabled
persons
for
their
occupational integration in enterprises

Disabled workers

People
whose
recognized

Cap
(AGEFIPH)

Emploi

Retraining units

To
promote
the
occupational
integration
of
disabled people in
ordinary
work
environment
To
encourage
companies to actively
engage
in
the
retraining
of
employees they laid
off

In case of lay-offs in companies of less
than 1,000 employees, a retraining unit
can be set-up to provide reception,
appraisal, guidance and advice for the
employees laid off

Employees laid off for
economic reasons (or
at risk of being so)

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

handicap

is

Employees about to be made
redundant or recently laid off for
economic reasons by a company
having signed an agreement with
the State

Registered
unemployed, other
registered
jobseekers,
not
registered
(all
Youth)
Registered
unemployed, other
registered
jobseekers,
not
registered
(all
Disabled)
Registered
unemployed,
employed

Payments
in
2010 (million €)

107

341.1

108.7

88.8

64.5

22.7

3.3.3 Training measures targeted to the unemployed and other
groups
In France varied set of training measures exist, both for the employed as the unemployed.
They are displayed in the table below.
Table 20: Training measures for registered unemployed and other groups
Payments in 2010
(million euro)

Name
Training allowance - public system

238.2

Back-to-work support - training allowance (AREF)

1,048.8

Personal retraining agreement (CRP) - Special retraining
allowance

1,570.9

Transition-to-work contract (CTP) -

122.7

Training allowances
Training cost support (AFAF)

53.0

Allowance for jobseekers in training (AFDEF)
Pôle Emploi training allowances (RFPE)

121.2
58.5

10 Courses offered by the Association for Adult
Vocational Training (AFPA)
Courses for specific groups (IRILL)

108.9
9.8

Training agreements (AFC)

178.8

Training courses organised by the regions

1,671.5

Voluntary contract for integration (CVI)

48.5

Key competences

25.4

FNE conventions on training and retraining

34.8

Training actions prior to recruitment (AFPR)

80.8

Training contracts (CAF)

84.0

Exemptions and subsidies for recruitment of
apprentices
Training allowance - public system

1,854.3
238.2

Back-to-work support - training allowance (AREF)
Total

1,048.8
7,310.1

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”
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3.4

Summary of data for the quantification of the cost of
unemployment

Based on the description of the unemployment system, the taxation system and the
existing integration policies for unemployed in France, this chapter presents all relevant
data for the quantification of the cost of unemployment.
First of all, some contextual data for the model are presented. Thereafter, relevant data
concerning the unemployment benefits and integration policies as well as data concerning
the social contribution, the taxation and VAT in France are discussed.

3.4.1 Contextual data
In the table below some contextual information is given which is used for our model. Based
on data on the average gross earnings per hour of Eurostat and data on the number of
worked hours per year of the OECD, an average employee in France earns around €
24,047 a year. On average 16.1% of its income is saved. By comparison, the monthly
minimum wage in France for 2010 was € 1,343.77.
Table 21: Contextual data for 2010
Type of data

France

Average gross yearly wage of average worker (in euro)

24,047

Average households saving rate

16.1%

Monthly minimum wage (in euro)

1,343.77

Source: IDEA Consult based on Eurostat and OECD

3.4.2 Data concerning unemployment benefits and beneficiaries
In Table 22 an overview is provided of the cost and number of beneficiaries of
unemployment benefits, for both the unemployment insurance and assistance system. This
table shows that more than 2 million unemployed were beneficiaries of unemployment
insurance and another 335,000 of unemployment assistance, making for a total of
2,515,224 beneficiaries of unemployment support. The number of registered unemployed
is around the same level as the number of beneficiaries of unemployment benefits:
2,943,000. The cost for both insurance and assistance is also displayed for a total of 26.9
billion euro.
Table 22: Overview of unemployment costs, beneficiaries and administrative costs in 2010
Type of data

France

Payment of unemployment benefits (insurance system)
24,948,600,000
Unemployment
1,929,400,000
benefits
(in Payment of unemployment benefits (unemployment assistance)
euro)
Total payment of unemployment benefits (insurance and
26,878,000,000
assistance)
Number of beneficiaries of unemployment benefits (insurance
2,180,233
system)
Unemployment
Number
of
beneficiaries
of
unemployment
benefits
334,991
beneficiaries
(unemployment assistance)
Total number of beneficiaries of unemployment benefits
2,515,224
(insurance and assistance)
Registered
Number of registered unemployed
2,943,000
unemployed
Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011”
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3.4.3 Data concerning integration policies and administrative costs
The guidance of the unemployed and the administration of the unemployment support and
reintegration measures are handled by the Pôle emploi, while the unemployment insurance
is managed by the Unemployment insurance scheme (UNEDIC). The former used to be in
charge of the implementation of unemployment insurance operational tasks such as the
collection of contributions, registrations and compensations. However, since the creation of
Pôle emploi, UNEDIC monitors the insurance system, provides studies and handles the
financial management of the unemployment insurance. The Pôle Emploi is in charge of
allocating unemployment benefits and responsible for the registration of jobseekers,
payment of unemployment benefits and other financial supports, guidance of jobseekers
from jobsearch to placement, labour market prospection, helping enterprises to recruit and
labour market and employment analysis.
The cost for guidance and administration are as follows:


Guidance of unemployed: the measures for guidance and reintegration, which
costs 1,043.7 million euro;



Administration of the Pôle Emploi: The administration of support for the
unemployed which comes up to 3,784.4 million euro.

Table 23: Overview of administrative costs in 2010
Type of data

France

Cost of administration and guidance of unemployed (in euro)

4,828,100,000

Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011”

3.4.4 Data concerning social contribution, taxation and VAT
Table 24 provides an overview of the average social contribution rates that employers and
employee’s face when paying or receiving an average wage. Furthermore it shows the
average tax rate for the employee’s personal income tax and the standard VAT rate.
On average, an employee pays 13.7% of its gross wage on personal social contributions.
On top of this gross wage the employer also contributes for 42.3%. The unemployed are
exempt from paying social contributions themselves.
The average taxation rate for an employed person on the average wage reaches 14.1%.
The unemployed must also pay income tax, at the same level as employed persons
(14.1%).
The standard VAT rate equals 19.6%.
Table 24: Contributions and taxes in France in 2010

Social contribution

Data

France

Social contribution rate employer

42.3%

Social contribution rate employee

13.7%

Social contribution rate of the unemployed
Taxation rate

0.0%

Taxation rate average worker

14.1%

Taxation rate average unemployed

14.1%

VAT
Standard VAT rate
Source: IDEA Consult based on OECD ‘taxing wages’
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19.6%

3.5

Cost of unemployment: results for France

Table 25: Cost of an average unemployed in France
Type of costs

Total amount (euro)

%

10,686

37.2%

1,641

5.7%

12,327

42.9%

Loss in social contribution of
employers

10,172

35.4%

Loss in social contribution of
workers

3,294

11.5%

Loss in direct taxation

1,888

6.6%

Loss of indirect taxation

1,057

3.7%

Total potential loss of revenue

16,411

57.1%

Total average cost of an
unemployed

28,737

100.0%

Unemployment benefits
Public intervention

Guidance
costs

and

administrative

Total public intervention

Potential loss of revenue

Source: IDEA Consult
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4

SWEDEN

4.1

Description of the system

The unemployment insurance system is based on the Unemployment Insurance Act of 29
May 1997. It follows the principle of a voluntary social security system for employees and
self-employed persons. The unemployment insurance consists thus of two parts:


a
voluntary
insurance
to
compensate
the
loss
of
income
(inkomstbortfallsförsäkring) which provides an earnings-related benefit for the
active population financed by employers' contributions and membership fees
(unemployment insurance);



a basic insurance (grundförsäkring) financed by employers' contributions covering
those not voluntarily insured and providing a flat-rate benefit.

The system is summarized in the table below. The total amount of payments in 2010 is
also presented in this table.
Table 26: Unemployment benefits for the model
Unemployment insurance and Basic insurance Full-time unemployed
Aim

To partially compensate for earnings lost due to unemployment.

Instrument

Unemployment insurance in Sweden is based on a system of voluntary
membership. Unemployment benefits are payable to an unemployed person who
has belonged to an unemployment insurance fund. Persons who are unemployed
but not a member of an unemployment insurance fund, or who do not satisfy the
unemployment insurance conditions for benefit, are entitled to compensation from
the so called basic insurance.

Beneficiaries

Unemployed workers who are willing and able to work

Eligibility

An unemployed person who has belonged to an unemployment insurance fund for
at least twelve months and must have worked for six months, at least 70 hours per
month, normally during a 12-month period preceding unemployment or must have
worked a total of 480 hours for a continuous period of six months.
Basic insurance: be registered as a jobseeker at an employment office and be
prepared to accept suitable work or a labour market policy measure and must have
worked for six months, at least 70 hours per month, normally during a 12-month
period preceding unemployment or must have worked a total of 480 hours for a
continuous period of six months.

Target group

Registered unemployed, other registered jobseekers

Duration

Max. 450 days

Financing
Central government budget and social security funds
Payments
in
1.110,20
2010 (million €)
Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

The conditions for entitlement, the level and duration of benefits and the responsible public
authorities are described with more detail in the following paragraphs.

4.1.1 The unemployment insurance system
4.1.1.1

Conditions for entitlement

To be entitled to the earnings-related unemployment benefit, workers who lose their job
must:


have been affiliated to an unemployment fund for at least 12 months (membership
condition);
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have worked for a minimum of six months (at least 80 hours per month) or for at
least 480 hours during a continuous six-month period (at least 50 hours per
month) during the last 12 months prior to unemployment (work condition).

If the first condition is not met, the worker can still apply for the basic insurance, if he
meets the basic requirements. These basic qualifying conditions for unemployment benefit
are that:


The person is aged between 20 and 65 years;



The person is objectively and subjectively available for the labour market. This
means the unemployed person must be willing and able to accept reasonable
employment of a minimum of 3 hours a day and 17 hours a week;



The person is registered as unemployed with the national employment service;



The person must cooperate in establishing an individual action plan in consultation
with the public employment office;



The person has no membership or less than 20 months membership in an
unemployment insurance fund.

Over 77% of all employees were members of an unemployment insurance fund in 2010. In
2012 this lowered slightly to 75%.
4.1.1.2

Level and duration of benefits

Since 1 July 2002 the rate for the basic insurance has been SEK 320 (€35) per day, with a
proportional reduction for persons who have worked part-time. It is a flat rate benefit with
a maximum duration of 300 days for a person without children and 450 days for someone
with children younger than 18 years.
The earnings-based compensation is 80% of income before unemployment during the first
200 days, and 70% thereafter. The maximum compensation is SEK 680 (€74) per day.
Pension, sickness and other benefits are deducted from the compensation through the
municipal tax. The compensation is paid for five days a week. The earnings-based benefits
are also paid for a maximum of 300 days. Applicants who have a child under the age of 18
years old when the end of their qualification period is reached have the right to 150
additional days.
4.1.1.3

Responsible public authorities

The Swedish Unemployment Insurance Board (IAF) oversees and supervises all of the
unemployment funds, whilst the unemployment fund administers the unemployment
benefits. These benefits are paid by the fund in which the person is a member. It is the
unemployment fund that decides whether a person is eligible for unemployment benefit, be
it the voluntary or basic insurance. Both can be accessed through the funds where the
unemployed is affiliated. A person who is not a member of a fund can receive the basic
insurance benefit from the ALFA Fund. They can also receive voluntary benefit there if they
are affiliated to this particular fund.

4.1.2 Other unemployment schemes
Apart from the insurance system and the assistance system for unemployed, some other
measures for unemployed are present in Sweden. However, these measures correspond to
particular type of unemployment, for example seasonal or partial unemployment, and are
therefore not included in the estimation-model of the cost of unemployment. These
measures are described in Table 27.
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Table 27: Overview of other schemes for unemployment
Name

Unemployment
insurance
and
Basic
insurance
part-time
unemployed

Bankruptcy
compensation

Aim

To
partially
compensate
for
earnings lost due
to unemployment

To guarantee the
employees to be
paid in case of the
bankruptcy of their
companies

Instrument
Unemployment insurance in
Sweden is based on a
system
of
voluntary
membership. Unemployment
benefits are payable to an
unemployed person who has
belonged
to
an
unemployment
insurance
fund.
Persons
who
are
unemployed
but
not
a
member
of
an
unemployment
insurance
fund, or who do not satisfy
the
unemployment
insurance
conditions
for
benefit, are entitled to
compensation from the so
called basic insurance.
In the event of bankruptcy
and insufficient assets to
cover salaries and wages,
the government answers for
payments under the terms
of the Wage Guarantee Act.
These payments can cover
claims for the three
months
immediately
preceding the bankruptcy
and for the period of notice
of dismissal

Beneficiaries

Eligibility

Target group

Duration

Financing

Cost
2010
(million
€)

Unemployed
workers who are
willing and able to
work

One must be an unemployed
person who has belonged to an
unemployment insurance fund for
at least twelve months and must
have worked for six months, at
least 70 hours per month, normally
during
a
12-month
period
preceding unemployment or must
have worked a total of 450 hours
for a continuous period of six
months.

Registered
unemployed,
employed,
other registered
jobseekers

Max. 450
days

Central
government
budget
and
social security
funds

740

Employed

Max.
6
months

Social security
funds

0,1

Basic insurance: be registered as a
jobseeker at an employment office
and be prepared to accept suitable
work or a labour market policy
measure.

Workers who have
not been paid of
employment before
bankruptcy
proceedings
are
instituted

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

Workers who have not been paid
for work done before bankruptcy
proceedings are instituted

4.1.3 The taxation system
4.1.4 The social security system
4.1.4.1

General contributions

The social security is financed from taxation and earnings-related contributions. The
employer’s contribution is the most significant (above 30%). The employer's contributions
account for old age pension contribution, survivor's pension contribution, sickness
insurance, parental insurance, occupational injury insurance, unemployment contribution
and general payroll contribution. Employees pay an additional pension insurance premium
of 7% of net employment and business income, which they can fully credit against their
income tax liability and does not apply to income above a certain ceiling.
4.1.4.2

Rights for unemployed

As from 2007, social security contributions are waived for persons who have been in
receipt of unemployment benefits, sickness benefits, disability pension or social allowance
for more than one year. This relief is valid for a period equal to the length of the person’s
unemployment (up to a maximum of five years).
On the other hand the beneficiaries of unemployment insurance have a right to retirement
benefits and care such as the guaranteed pension. The cost of the guaranteed pension for
unemployed who have little or not contributed to the system is hard to estimate and
therefore not included in the model. The lack of social contributions already covers this
cost partially.

4.1.5 Personal income tax
Sweden uses a dual taxation system for personal income with a municipal income tax and
a national income tax. First the municipal tax is levied, which is different between
municipalities. The average rate was 31.56% in 2010. This tax is not deductible in
computing tax liability at the national level. Above this municipal tax a national income tax
is levied for income above SEK 401 100 (€ 43,890). The national income tax has two
rates:


20% for income between SEK 401 100 (€ 43,890) and SEK 574 300 (€ 62,842);



25% for income above SEK 574 300 (€ 62,842).

The tax payer can deduct a personal tax allowance from the income earned. There is a
personal tax allowance of SEK 18 700 (€ 2 046) for taxable income up to SEK 44 000 (€ 4
814). The allowance increases for the next income brackets and than decreases to a
minimum SEK 12 900 (€ 1 411) for income above SEK 346 700 (€ 37 937). Spouses and
children are taxed separately on their own income. The tax reform of 2007 created an inwork tax credit dubbed Jobbskatteavdraget which aimed to increase the incentive for work
compared to unemployment benefits and insurances. This Earned Income tax credit
actually created a negative income tax for certain groups on a national level.
Unemployment benefits in Sweden are also subject to taxation and fall under the general
tax rules on personal income. Because they cannot apply to the income credit, some pay a
higher taxation rate than workers.

December 2012
70

4.1.6 VAT and excise duties
The standard VAT rate is 25%. A reduced rate of 12% applies to certain food products and
to services related to tourism. A reduced rate of 6% applies to domestic newspapers and
periodicals, domestic transportation of persons and ski-lift services, cinema, circus and
concert admission fees. The purchase and rental of immovable property, medical, dental
and social care, education, banking and other financial services and certain cultural and
sporting activities are exempt from VAT. Zero-rated goods and services include
prescription medicines, gold for investment purposes, and a number of financial services as
well as insurance and reinsurance services. From 2012, a 12 % VAT rate will also apply to
restaurant and catering services.

4.2

The reintegration policies for unemployed

The Swedish personal employment services have a range of measures designed to
promote employability, support the unemployed and facilitate the search for employment.
The cost for guidance is included in the measures below.
In the following paragraph, the measures targeting only registered unemployed are
described. These measures are included in our estimation-model of the cost of
unemployment. Other reintegration policies, also targeting other groups, are described
hereafter. These measures are not included in our model, as it is impossible to distinguish
the cost due to unemployed.
We conclude with the training measures. These are not included in the estimation of the
cost of unemployment, because they are often targeted to other groups than the
unemployed and serve a broader purpose.
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4.2.1 Measures targeted to the registered unemployed
The reintegration policies shown in Table 28 are targeted specifically to the registered
unemployed. These policies contain following measures:


The individual guidance;



In-depth assessment and counselling guidance;



Job and development programme are targeted to the unemployed.

The table also informs us of the total amount of payments in 2010 for both measures.
Table 28: Measures targeted to the registered unemployed
Eligibility

Target
group

Payments
in
2010
(million
€)

Jobseekers

/

Registered
unemployed,
other
registered
jobseekers

353,8

The jobseeker will
have
access
to
counselling
talk
regarding his labour
market situation and
possibilities.

Registered
unemployed (or
at risk) over 25
years

Jobseekers
who need a
more
concentrated
assessment,
irrespective of
being disabled
or not

Registered
unemployed,
other
registered
jobseekers

24,6

Consist
of
three
phases of measures:
assessment,
work
experience and more
lasting employment.
The first two phases
involve
individually
designed
activities aiming to
increase
the
prerequisites to find a
job

Unemployed
persons
registered at the
PES
for
300
days
with
compensation
from
the
unemployment
insurance,
Unemployed
without
insurance
if
unemployed
longer than 18
months

Jobseekers
with especially
long periods of
unemployment

Registered
unemployed,
other
registered
jobseekers

576,1

Name

Aim

Instrument

Individual
guidance

Increase
the
jobseeker's
job
matching
probability
and
decrease
the
unemployment
duration

In-depth
assessment
and
Counselling
guidance

Support
the
jobseeker
in
identifying
his
qualifications and
prerequisites for
work, to be able
to
choose
measures
improving
employability

The individual casemanagement results
in
an
Individual
Action
Plan
(IAP)
which
is
an
agreement between
the jobseeker and the
PES on what the job
seeker needs to get a
job

Job
and
development
programme

The
Job
and
development
program
is
directed towards
unemployed
person who have
been without a
regular job for a
very long period
of time

Beneficiaries

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

4.2.2 Measures to the registered unemployed and other groups
The policies targeted to a wider group than just the registered unemployed are shown in
the table below. They include:


Activities within counselling;



guidance and placement services;



Work life introduction;



The youth job programme.
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Table 29: Measures to registered unemployed and other groups
Eligibility

Target group

Payments
in
2010
(million €)

Jobseekers and employers
who
have
reported
vacancies to the PES jobbank

/

Registered
unemployed,
other registered
jobseekers,
employed

122,8

Unemployed. The longterm unemployed are the
main beneficiaries

Persons who are, or
are
at
risk
of
becoming, long-term
unemployed
with
PES.
Participants
should be at least 25
years

Registered
unemployed,
other registered
jobseekers,
employed

9,2

first intervention for assessment
and counseling guidance for
persons who have been sick listed
for a maximal period and who
have not been offered prolonged
period of sick-leave

Persons who have been
sick listed for a maximal
period

Persons who have
been sick listed for a
maximal period and
who have not been
offered
prolonged
period of sick-leave

Other
registered
jobseekers, not
registered,
employed

103,9

The Youth Job Program may
consist of several different kind of
activities. By way of introduction,
normally for at least three
months, the activities shall include
in-depth assessment, counseling
guidance and job-coaching, where
after these activities should be
complemented
by
workexperience and training

Persons 16-24 years old
registered at the PES who
have been unemployed for
three continuous months.
Also part-time unemployed
youth
if
they
have
compensation from the
unemployment insurance

Young
jobseekers
with no or very
limited experience of
work-life who have
not managed to find
a job within three
months
after
registration at PES

Registered
unemployed,
other registered
jobseekers (all
Youth)

242

Name

Aim

Instrument

Beneficiaries

General
placement

To provide jobseekers and
enterprises with placement
services

The
services
for
jobseekers
includes an introduction how to
use the website efficiently to seek
for job and group guidance

Activities
within
counselling,
guidance and
placement
services

Activities can be used before
participating in another LMP
programme or before an
employment

Examples
of
activities
are
information
or
appraisal
of
jobseeker's
training
and
experience, individually and/or in
groups. Job search activities,
individually and/or in groups,
study visits or short-term work
placements, are other examples

Work
life
introduction

To diminish number of
persons not in work life due
to bad health this measure
is a link in the so called
chain of rehabilitation

Youth
job
programme

To offer labour market
support to young persons at
an early stage of their job
search period so that they
will more rapidly move into
a job corresponding to their
total supply of labour or
begin or return to some
education or training

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

4.2.3 Training measures targeted to the unemployed and other
groups
In Sweden there are five specific training measures, some for both for the employed as the
unemployed. They are displayed in the table below.
Table 30: Training measures for registered unemployed and other groups
Name

Payments in 2010 (million €)

Preparatory Training Courses

94.6

Employment Training

166.1

Job and Development Programme - Training

44.6

Youth Job Programme - Training

11.8

Projects with Employment Policy Orientation

10.1

Total

327.1

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

4.3

Summary of data for the quantification of the cost of
unemployment

Based on the description of the unemployment system, the taxation system and the
existing integration policies for unemployed in Sweden, this chapter presents all relevant
data for the quantification of the cost of unemployment.
First of all, some contextual data for the model are presented. Thereafter, relevant data
concerning the unemployment benefits and integration policies as well as data concerning
the social contribution, the taxation and VAT in Sweden are discussed.

4.3.1 Contextual data
In the table below some contextual information is given which is used for our model. Based
on data on the average gross earnings per hour of Eurostat and data on the number of
worked hours per year of the OECD, an average employee in Sweden earns around €
27,323 a year. On average 8.5% of its income is saved. By comparison, there is no
minimum wage in Sweden.
Table 31: Contextual data for 2010
Type of data

Sweden

Average gross yearly wage of average worker (in euro)
Average households saving rate

27,323
8.5%

Monthly minimum wage (in euro)

/

Source: IDEA Consult based on Eurostat and OECD
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4.3.2 Data concerning unemployment benefits and beneficiaries
In the table below, an overview is provided of the cost and number of beneficiaries of
unemployment benefits, for both the unemployment insurance and assistance system. This
table shows that more than 148.5 thousand unemployed were beneficiaries of the
voluntary or basic unemployment insurance for a total cost of 1.1 billion in benefits. The
number of registered unemployed is however much higher: 415,000. This is due to the
definite nature of unemployment benefits. Both the earnings-related insurance as the basic
insurance can only be accessed for a limited duration. If a person has found no
employment after his unemployment benefits end he or she can call on social assistance if
needed. Thus long-term unemployed are not often beneficiaries of any of the
unemployment insurance systems. This explains the difference in beneficiaries and
registered unemployed.
Table 32: Overview of unemployment costs and beneficiaries in 2010
Type of data

Sweden

Unemployment
Payment of unemployment
benefits
(in
insurance system)
euro)

benefits

(basic

and

voluntary

1,110,200,000

Unemployment
beneficiaries

Number of beneficiaries of unemployment benefits (basic and
voluntary insurance system)

148,519

Registered
unemployed

Number of registered unemployed

415,000

Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011”

4.3.3 Data concerning guidance policies and administration costs
The cost for guidance measures and the administration of the unemployment benefits
schemes are:


Guidance of unemployed: the measures for guidance and reintegration, which cost
954.5 million euro;



Administration of the benefits: the administration of support for the unemployed
which comes up to 297.9 million euro.

Table 33: Overview of guidance and administrative costs in 2010
Data

Payments (in euro)

Cost of administration and guidance of unemployed

1,252,400,000

Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011”
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4.3.4 Data concerning social contribution, taxation and VAT
Table 34 provides an overview of the average social contribution rates that employer’s and
employees face when paying or receiving an average wage. Furthermore it shows the
average tax rate for the employee’s personal income tax and the standard VAT rate.
On average an employee pays 7% of its gross wage on personal social contributions.
On top of this gross wage the employer also contributes for 31.4%. The unemployed do
not also pay contributions on their benefits.
The average taxation rate for an employed person on the average wage reaches 17.7%.
The unemployed must also pay income tax. This taxation is also taken into account as it
equals 31.4% on average.
The standard VAT rate equals 25%.
Table 34: Contributions and taxes in Sweden 2010
Data

Social contribution

Sweden
Social contribution rate employer

31.4%

Social contribution rate employee

7.0%

Social contribution rate for the unemployed

0.0%

Taxation rate average worker

17.7%9

Taxation rate average unemployed

31.4%

Standard VAT rate

25.0%

Taxation rate
VAT

Source: IDEA Consult based on OECD ‘taxing wages’

9

A low figure due to the Earned income tax credit for which the wage of an average worker applies.
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4.4

Cost of unemployment: results for Sweden

Table 35: Cost of an average unemployed in Sweden
Total
amount
(euro)

%

Unemployment benefits

7,475

27.8%

Guidance
costs

3,018

11.2%

10,493

39.0%

8,585

31.9%

1,911

7.1%

Loss in direct taxation

2,489

9.3%

Loss of indirect taxation

3,427

12.7%

Total potential loss of revenue

16,412

61.0%

Total average cost of an
unemployed

26,905

100.0%

Type of costs

Public intervention

and

administrative

Total public intervention

Potential loss of revenue

Loss in social
employers

contribution

of

Loss in
workers

contribution

of

social

Source: IDEA Consult
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5

GERMANY

5.1

Description of the unemployment system

The unemployment system is based on the third volume of the Social Code of 24 March
1997. It consists of a mandatory social security system for all employees. The
unemployment system exists of:


An earnings-related benefit payment of limited duration (Unemployment insurance
compensation or Arbeitslosengeld). It is a contribution-financed compulsory social
insurance scheme for employees.



Means-tested benefit as unemployment assistance or basic security benefits for
jobseekers (Grundsicherung für Arbeitsuchende) in case of indigence after
unemployment compensation has ran out. It is a benefit meant to cover the
subsistence of workers, able to work, who are unemployed and without
unemployment insurance.

Both systems are summarized in the table below. The total amount of payments in 2010 is
also presented in this table.
Table 36: Description of the unemployment system
Unemployment
Insurance Unemployment Assistance system
system
(ALG II)
Payment of unemployment benefit An institutional basic financial security
Description
of through the Local Employment for unemployed able to work and
system
Office to compensate for loss of without unemployment insurance which
earnings due to unemployment
aims to cover their subsistence
Registered
unemployed
who All unemployed able to work at the age
contributed 360 days in the last two of 15 to 65 and the affiliated that live
Beneficiaries
years and are in search of together with them claim this benefit
employment (of 15 hours/week)
(possibly in addition to insurance)
Persons registered as unemployed
are
entitled
to
unemployment Persons at the age between 15 and 65
benefit up to their 65th birthday (if years, that are employable and in need
Eligibility
they have been in dependent as well as normally have their stay in
employment for at least 360 days in the federal republic of Germany
the last two years)
6 - 24 months, depending on age
Duration
and
duration
of
preceding No limited duration
employment
Unemployment benefit is financed
Financing
from
contributions
paid
by Federal funds
employers and employees
Payments in 2010
16,593
10,637
(million €)
Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”
Type of system

The conditions for entitlement, the level and duration of benefits and the responsible public
authorities are described with more detail in the following paragraphs.
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5.1.1 The unemployment insurance system
5.1.1.1

Conditions for entitlement

An employed person or trainee, aged from 15 up to 65 years old, that becomes
unemployed, can claim unemployment benefits, under following conditions:


the person must be registered as an unemployed person with the employment
office and apply for the benefit;



the person must be unemployed or is employed for fewer than 15 hours a week;



the person must be available for work, meaning that the person is capable of
working and willing to accept any suitable employment offered. The person must
also actively seek employment for a minimum of 15 hours a week;



the person has completed the qualifying period to be entitled to employment
benefit. Specifically the person must have been in employment for which
contributions are compulsory for at least 12 months during the last two years.
Under certain circumstances, and until July 2012, six months of employment are
sufficient to fulfil the qualifying period.



the person is obliged to pursue every opportunity to find insured employment. The
person must fulfil the duties mentioned in the integration agreement concluded
with the employment agency.

5.1.1.2

Level and duration of benefits

Benefits can vary according to the salary, the fiscal category and according to whether or
not the unemployed person has children. For the purposes of calculating the benefit, the
average daily wage during the last year is taken into account, up to a benefit ceiling of €
5,500 per month in the old Länder and € 4,800 per month in the new Länder.
Table 37: Level of unemployment benefits in Germany
People who paid
compulsory
insurance for 12
months
People who paid
compulsory
insurance for 36
months
Source:

Beneficiaries with children
67% of previous earnings for 6
months up to a benefit ceiling of €
5,500 per month in the old Länder
and € 4,800 per month in the new
Länder

Beneficiaries living alone
60% of previous earnings for 6
months up to a benefit ceiling of €
5,500 per month in the old Länder
and € 4,800 per month in the new
Länder

67% of previous earnings for 24
months up to a benefit ceiling of €
5,500 per month in the old Länder
and € 4,800 per month in the new
Länder

60% of previous earnings for 24
months up to a benefit ceiling of €
5,500 per month in the old Länder
and € 4,800 per month in the new
Länder

IDEA Consult based on MISSOC

Beneficiaries with children receive 67% of net earnings, while beneficiaries without children
receive 60% of net earnings. The duration of benefits depends on the length of the period
during which the unemployed has paid contributions and its age, with a maximum duration
of 24 months. It ranges from six months for people who have been subject to compulsory
insurance for 12 months up to a maximum of 24 months for older people who have been
subject to compulsory insurance for 36 months. The duration of benefits ranges from three
to five months in special circumstances, after completion of a qualifying period of six to 12
months of employment.
5.1.1.3

Responsible public authorities

The Federal Ministry for Economics and Employment (Bundesministerium für Arbeit und
Soziales-BMAS) is the competent authority.
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5.1.2 The unemployment assistance system
5.1.2.1

Conditions for entitlement

After expiration of the unemployment insurance benefits according to the SGB III or in
case the supplementary benefits are not sufficient to cover the needs, all beneficiaries
capable of working as well as their family members are granted basic security benefits for
jobseekers in case of need. To be entitled to type II unemployment benefits, following
conditions must apply:


capable of work;



without means;



aged between 15 and 65;



be a resident in Germany.

Beneficiaries incapable of work living with a beneficiary without means who is capable of
work in a 'community of dependence' (Bedarfsgemeinschaft) are entitled to social welfare
allowances to meet their needs, provided that they do not fall into the category of people
stated in Book XII of the Social Code (Sozialgesetzbuch, SGB XII).
5.1.2.2

Level and duration of benefits

The basic provision for jobseekers is a needs-oriented and means-tested welfare aid, the
amount of which is determined in line with social assistance, in order to guarantee a
material as well as a socio-cultural subsistence level.
The necessary subsistence level is granted according to the “normal requirements”
(Regelbedarfe) at federal level which are the same all over Germany. The duration of the
basic provision for jobseekers is in principle unlimited as long as the conditions of eligibility
are met. However, the benefit is only granted for a duration of six months, then it is
necessary to prove the entitlement again.
5.1.2.3

Responsible public authorities

The personal employment institutions assess the basic provision for jobseekers through
the local job centres.

5.1.3 Other unemployment schemes
Next to the insurance system and the assistance system for unemployed, some other
measures for unemployed are present in Germany. However, these measures correspond
to particular type of unemployment, for example seasonal or partial unemployment, and
are therefore not included in the estimation-model of the cost of unemployment. These
measures are described in the following table.
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Table 38: Overview of other schemes for unemployed
Name

Aim

Instrument

Beneficiaries

Eligibility

Seasonal short
time
working
allowance and
supplementary
benefits

Maintain jobs of
experienced
construction
workers during a
lack of work or
bad
weather
periods
in
the
winter

A
short
time
working allowance
to
avoid
dismissals
and
un-employment
during winter in
the
building
sector

Employees working in
the building sector or
in
the
economic
sector that is affected
by
seasonal
absenteeism

Employment liable
to social security in
the
construction
sector,
including
certain
firms
of
horticulture, roofer
trade and building
of sports fields

Partial
unemployment
benefit

Assure
subsistence
of
employees
who
have lost one of
several part-time
employment
relationships

Payment of parttime
unemployment
benefit by the
local employment
service

Persons with more
than
one
insured
part-time job, who
then lose one of the
jobs, can claim parttime unemployment
benefit
while
still
employed in another
insured part-time job

At least 12 months
in at least two
successive insured
jobs in the two
years
prior
to
registration as an
unemployed person
(fulfilment of the
waiting time)

Bankruptcy
compensation
payment

To guarantee the
payment
of
employees in the
event
of
the
insolvency of their
employer.

Compensation for
loss of earnings
due to insolvency
of the employer

Workers
(including
home
workers,
apprentices,
employees
in
a
release
phase,
employees
without
social insurance) in
case of insolvency of
the employer

The application for
insolvency
compensation
payment must be
placed within an
exclusion term by
two months after
the insolvency

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

Duration

Financing

Payments
in
2010
(million €)

Employed

/

Contributions
of the PES
financed
by
employees
and employers

776.5

Registered
unemployed

6 months

Social security
funds

1.8

Employed

The last 3
months
of
employment
before
insolvency
proceedings

Employer
contributions

740

Target
group

5.2

Description of the taxation system

5.2.1 The social security system
5.2.1.1

General contributions

Germany has an elaborated social security system, financed by employers, employees and
the government. Contributions to social security are in general divided in half between
employers and employees, except for health insurance where employees have to pay an
additional 0.9%. These contributions themselves are subdivided in contributions for oldage insurance, unemployment insurance and health insurance (including long term care).
Employees pay additional income linked contributions for health insurance. Employees
without children pay an additional 0.25 % for nursing care insurance.
5.2.1.2

Rights for unemployed

When receiving unemployment benefits, it is not required to pay social security
contributions. However, the Federal Employment Agency (Bundesagentur für Arbeit) pays
contributions for retirement through the unemployment funds, sickness and long-term care
insurance for the beneficiaries of unemployment insurance benefits, calculated on 80% of
previous earnings up to a certain ceiling.
Thus beneficiaries of unemployment retain their pension rights and access to care, which
implies a cost for the government. These costs for pensions, sickness and care however
are paid upfront by the unemployment funds which provide the funding for guaranteeing
sickness and pension rights. This is a direct cost related to unemployment, but it is not
taken into account in the model because it is not comparable to other countries which also
guarantee pension and care for the unemployed but do not pay up front.

5.2.2 Personal income tax
The tax on personal income has a four tier tax system with a basic tax rate of 14% for the
first tier, with a basic allowance exempt from taxation (€8,004), up to a tax rate of 42%
for the third tier (for taxable income above €52,882). For the fourth tier a tax rate of 45%
is applied (for taxable income above €250,730). The income of spouses is combined and
taxation is calculated for each on half of the combined income. The basic allowance is also
combined for both. Further there is a solidarity surcharge on the central level and a church
tax which varies across the different Länder. Revenue from the income tax flows back to
the central government, the states and the municipalities. Unemployment benefits
themselves are not subject to taxation, but they are taken into account regarding the
calculation of the household’s marginal tax rate. This becomes relevant if substantial
income from other sources is received.

5.2.3 VAT and excise duties
The standard VAT rate is 19%. It was raised from 16% to 19% as of 1 January 2007. A
7% reduced VAT rate is applied to certain products, e.g. for staple food, public transport
and books, hotels and pensions. VAT exemptions are granted for few services such as for
rents and doctors' services.
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5.3

Description of reintegration policies for unemployed

The German personal employment services (Bundesagentur für Arbeit) have a range of
measures designed to promote employability, support the unemployed and facilitate the
search for employment. Their administration cost for their basic functioning which includes
individual case management and information services amounts to 3.11 billion euro. In the
following paragraph, the measures targeting only registered unemployed are described.
These measures are included in our estimation-model of the cost of unemployment. Other
reintegration policies, also targeting other groups, are described hereafter. These
measures are not included in our model, as it is impossible to distinguish the cost due to
unemployed.
We conclude with the training measures. These are not included in the estimation of the
cost of unemployment, because they are often targeted to other groups than the
unemployed and serve a broader purpose.

5.3.1 Measures targeted to the registered unemployed
In the table below an overview is given of the reintegration policies which are targeted
only to the unemployed. In Germany only two measures fully qualify for this. These
measures are described in the table below. The table also informs us of the total amount of
payments in 2010 for both measures.
Table 39: Measures targeted to the registered unemployed
Name

Aim

Instrument

Placement
voucher

Placement
of
unemployed
into the regular
labour market,
shorter
durations
of
unemployment.

Other
additional
services

Supplementatio
n
of
the
standard
benefit by caseby-case
benefits
that
are not covered
by
the
instruments of
the
standard
benefit

The unemployed
can
charge
a
private placement
office with the
placement
by
giving them the
voucher.
For
persons
where
the
standard benefit
didn't
help
or
probably will not
help, in addition
the
'other
additional
services' can be
applied.
The
standard benefits
have preference.

Beneficiaries

Eligibility

Target
group

Payments
in
2010
(million €)

Unemployed,
people at risk of
long
term
unemployment

Before
participation:
duration of unemployment:
at least three months or
participation in job-creation
measures
(DE-21)
and
structural
adjustment
measures (DE-22).

Registered
unemployed

103

Unemployed
able to work

Unemployed able to work
which need assistance for
their
integration
into
working
life,
that
isn't
covered neither by the caseby-case benefit nor one of
the named benefits

Registered
unemployed

17.2

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”
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5.3.2 Measures targeted to registered unemployed and other
groups
Another set of measures exist (see Table 8), affecting a wider target group than only the
unemployed. They are therefore not included in our model.


Socio-pedagogical accompaniment: The measure is aimed at young people, not
only the unemployed, but also the not registered young people.



Individual re-integration budget: The measure is aimed at a variety of groups
including registered jobseekers and not registered persons, not only the
unemployed.



Counselling and placement assistance: apart from the unemployed, jobseekers,
employees and not registered persons are also eligible;



Placement by third parties by order of PES: apart from the unemployed,
jobseekers, employees and not registered persons are also eligible,



Specialised integration services: apart from the disabled unemployed, disabled
jobseekers, employees and not registered persons are also eligible.
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Table 40: Measures for registered unemployed and other groups
Aim

Instrument

Sociopedagogical
accompaniment

The creation of a positive
attitude to learn and work of
the participants to reach a
sustainable and permanent
integration

Social
pedagogical
attendance of young people
by an assigned training
provider

Individual reintegration
budget

Support of the preparation
and
taking
up
of
employment
subject
to
compulsory insurance

Action required on account
of a person's individual
needs can be supported by
funding from the placement
budget in a targeted and
needs-oriented way

Unemployed
persons,
persons threatened by
unemployment
and
persons
seeking
a
training place

Necessity of support must
established for each case

Counselling and placement
assistance includes benefits
for applications and travel
costs

All
jobseekers
cannot
afford
expenses

The provision of the allowance is
means-tested. The requirement for
receipt of this assistance is that the
claimant is unable to cover the costs
him/herself

Registered unemployed,
other
registered
jobseekers,
not
registered, employed

This is an offer for all unemployed,
employed at risk and young people
seeking training who apply for the
services of the PES

Registered unemployed,
other
registered
jobseekers,
not
registered, employed

73.5

Persons, whose expectation to take
part at the working life or to take
part onward respectively again are
not only temporarily substantial
impaired

Registered unemployed,
other
registered
jobseekers,
not
registered,
employed
(all disabled)

68

schoolchildren in general
education
and
schoolchildren
with
disabilities

Schoolchildren in general education

Not registered youth

66.9

Applicatory and theoretical
component, testing, aptitude
and propensity in several
occupational fields

Young and adult people
with disabilities

Persons, whose expectation to take
part at the working life are not only
temporarily substantial impaired

During the distance study it
is possible to organize one's
time free

Young and adult persons
with disabilities

Persons, whose expectation to take
part at the working life are not only
temporarily substantial impaired

Counselling
and placement
assistance
Placement by
third
parties
by
order
of
PES

Integration of jobseekers
into the labour market by
offering financial assistance
for expenses connected with
an
application
including
travel costs
Avoiding
long
term
unemployment
by
supporting the integration
into the labour market with
the help of third parties

Specialised
integration
services

Participate
in
disabled
and
disabled people

placing
severely

Vocational
guidance

Improving decision-making
behaviour, occupational and
business
knowledge
and
experience, and aptitude
testing

Aptitude test/
Vocational
guidance

Clarification
of
occupational aptitude

Distance study

Distance study is a special
form of study to take part in
a further training

the

The PES can charge third
parties with the placement
of young people seeking
training and with jobseekers
The
consulting
and
assistance of the concerned
disabled person as well as
the information and support
for the employer
Vocational guidance that is
not offered by a school or
employment
agency,
particularly
promote
additional subjects, methods
and forms of organisation

Beneficiaries

Eligibility

Young people in need of
assistance

who
the

Jobseekers,
persons
seeking training

Young and adult persons
with disabilities

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

Target group

Payments
in
2010 (million €)

Name

The
benefits
of
the
sociopedagogical attendance can only be
granted, if it operates to the benefit
of young people in need of
assistance
be

Registered unemployed
youth, not registered
youth

Registered unemployed,
other
registered
jobseekers,
not
registered persons

Registered unemployed,
other
registered
jobseekers,
not
registered,
employed
(all disabled)
Registered unemployed,
other
registered
jobseekers,
not
registered, employed

0.7

363.8

0.3

Financing included
in training

Financing included
in training

5.3.3 Training measures targeted to the unemployed and other
groups
In Germany a large set training measures exists both for the employed as the
unemployed. They are displayed in the table below.
Table 41: Training measures for registered unemployed and other groups
Name

Payments in 2010 (million €)

Independent measures = Incentive measures free eligible

3.3

Unassigned expenditure on rehabilitative training activities

1254.3

Perspective 50plus

181.7

Measures to improve prospects of integration - Assessment
and training
Support for vocational preparation training measures

23.8
589.7

for young people
Support for further vocational training

2,891.4

Short-time working allowance -Transfer short-time working
allowance

381.9

Income subsidies for people in further vocational training

106.8

Integration measures

0.5

Transfer measures

16.2

Transitional subsidy

99.3

Training allowance

191

Support for vocational training of disabled persons - Special
measures for rehabilitation in training institutions

/

Support for further education of disabled persons - Special
measures for further education

/

Vocational training outside the workplace

992.8

ESF BA-Programme 2007-2013 transfer short-time working
allowance

11.9

Activation assistance

16.4

ESF
BA-Programme
allowance

2007-2013

short-time

working

31.1

Career entry support programme

55.4

European Globalisation Adjustment Fund

3.8 p

Incentives for training and the recruitment/employment of
the severely disabled – Inwork training subsidy for disabled
persons

20.4

Support for further education of disabled persons - General
measures for further education

83.2

Allowances during apprenticeship

95.4

Transitional assistance

0.3

Training allowance for younger workers

1.7

Individual qualification in enterprises in the framework of
assisted occupation
Vocational training allowance

20.2
418.5

First integration qualification for young people

75.4

Support for vocational training of disabled persons - Training
allowance for disabled people

18.0

Total

7,583.8

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”
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5.4

Summary of data for the quantification of the cost of
unemployment

Based on the description of the unemployment system, the taxation system and the
existing integration policies for unemployed in Germany, this chapter presents all relevant
data for the quantification of the cost of unemployment.
First of all, some contextual data for the model are presented. Thereafter, relevant data
concerning the unemployment benefits and integration policies as well as data concerning
the social contribution, the taxation and VAT in Germany are discussed.

5.4.1 Contextual data
In the table below some contextual information is given which is used for our model. Based
on data on the average gross earnings per hour of Eurostat and data on the number of
worked hours per year of the OECD, an average employee in Germany earns around €
23.866 a year. On average 11% of its income is saved. By comparison, there is no
minimum wage in Germany.
Table 42: Contextual data for 2010
Type of data

Germany

Average gross yearly wage of average worker (in euro)

23,866

Average households saving rate

11.3%

Monthly minimum wage (in euro)

/

Source: IDEA Consult based on Eurostat and OECD

5.4.2 Data concerning unemployment benefits and beneficiaries
In Table 43 an overview is provided of the cost and number of beneficiaries of
unemployment benefits, for both the unemployment insurance and assistance system. This
table shows that more than 1 million persons were beneficiaries of unemployment
insurance and another 2 million of unemployment assistance in 2010, making for a total of
3,096,756 beneficiaries of unemployment support. The number of registered unemployed
is around the same level as the number of beneficiaries of unemployment benefits:
2.827.000. The cost for both insurance and assistance is also displayed for a total of 27.2
billion euro.
Table 43: Overview of unemployment costs and beneficiaries in 2010
Type of data

Germany
Payment of unemployment benefits (insurance system)

16,592,600,000

Unemployment Payment of unemployment benefits (unemployment assistance)
10,636,500,000
benefits
(in
Total payment of unemployment benefits (insurance and
euro)
27,229,100,000
assistance)

Unemployment
beneficiaries

Number of beneficiaries of unemployment benefits (insurance
system)

1,023,505

Number
of
beneficiaries
(unemployment assistance)

2,073,251

of

unemployment

benefits

Total number of beneficiaries of unemployment benefits
(insurance and assistance)
Registered
Number of registered unemployed
Unemployed
Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011”
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3,096,756
2,827,000

5.4.3 Data concerning integration policies and administration
costs
The federal employment agency (Bundesagentur für Arbeit) is the competent authority
which controls the unemployment system and handles the benefit transfers. This
organisation leads to different costs, which can be divided into different categories.


Guidance of unemployed: the individual case management of the unemployed and
measures of reintegration, which costs 3.3 billion euro;



Administration of Labour market Policy support: The administration of support for
the unemployed which comes up to 2,379.8 million euro.

Table 44: Overview of guidance and administrative costs in 2010
Type of data

Cost (in euro)

Cost of administration and guidance of unemployed

5,710,500,000

Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011”

5.4.4 Data concerning social contribution, taxation and VAT
Table 45 provides an overview of the average social contribution rates that employers and
employees face when paying or receiving an average wage. Furthermore it shows the
average tax rate for the employee’s personal income tax and the standard VAT rate.
On average an employee pays 19.3% of its gross earnings on personal social contributions.
On top of this gross wage the employer also contributes for 20.5%. The unemployed are
exempt from paying social contributions themselves.
The average taxation rate for an employed person on the average wage reaches 18.7%.
For the unemployed no taxation is taken into account as they are exempt from income
taxation.
The standard VAT rate is equal to 19.0%.
Table 45: Contributions and taxes in Germany in 2010
Data

Social contribution

Germany

Social contribution rate employer

19.3%

Social contribution rate employee

20.5%

Social contribution rate of the unemployed
Taxation rate average worker

0.0%
18.7%

Taxation rate
Taxation rate average unemployed
VAT

Standard VAT rate

0.0%
19.0%

Source: IDEA Consult based on OECD ‘taxing wages’
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5.5

Cost of unemployment: results for Germany

Table 46: Cost of an average unemployed in Germany
Total
amount
(euro)

%

Unemployment benefits

8,793

34.4%

Guidance
costs

2,020

7.9%

10,813

42.3%

4,606

18.0%

4,893

19.1%

4,463

17.5%

776

3.0%

Total potential loss of revenue

14,737

57.7%

Total average cost of an
unemployed

25,550

100.0%

Type of costs

Public intervention

and

administrative

Total public intervention

Potential loss of revenue

Loss in social
employers

contribution

of

Loss in
workers

contribution

of

social

Loss in direct taxation
Loss of indirect taxation

Source: IDEA Consult

December 2012
89

6

SPAIN

6.1

Description of the unemployment system

The unemployment insurance system is based on the Act No. 14/2009 of 11 November,
extended by Royal Decree No. 133/2010 of 12 February and Legislative Royal Decree No.
12/2010 of 20 August. It is a two level compulsory social insurance scheme for employees
financed by contributions of employers and employees and State contributions. The two
levels of the unemployment benefits are the following:


The contributory level with earnings-related unemployment benefits (a system of
unemployment insurance);



A welfare level with flat-rate allowances (unemployment assistance).

Both systems are summarized in the table below. The total amount of payments in 2010 is
also presented in this table.
Table 47: Unemployment benefits for the model
Contributory unemployment Insurance

Unemployment assistance

Aim

Compensate for earnings lost due to full-time
unemployment

Instrument

Direct payment of the unemployment benefit
for eligible unemployed

Beneficiaries

Unemployed workers who are willing and able
to work and who have been in contributory
employment for an established minimum
duration

To provide income support to unemployed
not entitled to unemployment benefits
Payment
of
unemployment
assistance
benefits and payment during the duration of
the benefit of social security contributions for
health care, family protection and pension
insurance
Only
unemployed
persons
who
have
exhausted
their
entitlement
to
unemployment benefits and who are
considered to be in need

Eligibility

The unemployed must be affiliated with the
social
security
system
or
equivalent
insurance; have paid contributions for at least
360 days during the six years preceding
unemployment;
be
in
a
situation
of
unemployment recognised by the law; not be
retired

Unemployed whose entitlement to benefits
has expired or have not paid the minimum
contributions and special groups (former
convict, emigrants, employees formerly with
invalidity)

Target group

Registered unemployed

Registered unemployed

Duration

Maximum 2 years

Duration of the Unemployment assistance is
now 6-18 months

Financing

Social security funds

Social security funds, central government

Payments in 2010
22.213,40
7.724,40
(million €)
Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

The conditions for entitlement, the level and duration of benefits and the responsible public
authorities are described with more detail in the following paragraphs.
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6.1.1 The unemployment insurance system
6.1.1.1

Conditions for entitlement

To apply for unemployment insurance benefits certain conditions must apply. A person is
entitled to unemployment benefit if he or she:


is registered with a social security scheme that covers this risk, or is in an
equivalent situation;



is involuntarily and legally unemployed, actively seeking work and willing to accept
suitable employment opportunities;



is physically capable of working;



has paid social security contributions for at least 360 days in the six years before
becoming unemployed or before the end of his obligation to pay contributions;



is above 16 and under 65 years of age, unless he/she does not yet qualify for a
retirement pension;

It is also possible to receive partial unemployment benefits if the person’s working hours
(and corresponding wages) have been reduced by at least 10% and maximum 70% as a
result of downsizing.
6.1.1.2

Level and duration of benefits

The amount of the unemployment benefit (prestación por desempleo) varies, depending on
the number of dependents, within certain minimum and maximum levels. The benefit
amount is determined on the basis of contributions which are established according to
salaries. For total unemployment, the benefit is 70% of the calculation base for the first
180 days and 60% of the calculation base after that. The calculation base is the average of
the contribution bases for the six preceding months. Minimum and maximum benefits are
stipulated. For partial unemployment, the benefits are reduced proportionally.
The duration of unemployment benefit depends on how long the person has been paying
social security contributions over the preceding six years. If contributions were paid for at
least 360 days, unemployment benefit may be received for up to four months. If they were
paid for more than 2,160 days, unemployment benefit may be received for up to two
years.
6.1.1.3

Responsible public authorities

All unemployment benefits are administered, paid and controlled by the State Public
Employment Institute (Servicio Público de Empleo Estatal, SPEE), except for persons
covered by the special regime for sea workers, whose benefits are administered by the
Social Institute for Sea workers (ISM).
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6.1.2 The unemployment assistance system
6.1.2.1

Conditions for entitlement

A special unemployment allowance may be paid to those who are not entitled to
contributory benefits because they have not paid enough insurance contributions, and to
those whose entitlement to contributory benefit has run out but who are still unemployed.
Non-contributory benefits are paid solely to job-seekers whose income is less than 75% of
the monthly guaranteed minimum wage (salario mínimo interprofesional), who have been
signed up with an employment agency for one full month and who have not refused a
suitable job offer or an SPEE vocational training programme.
The beneficiary must also meet certain other qualifying conditions:


he must have dependants and have exhausted the entitlement to contributory
unemployment benefit;



he must be more than 45 years of age, without dependents, and have received
contributory benefits for at least 24 months;



he must be more than 52 years of age and be otherwise (except for age) entitled
to a retirement pension;



he must not be entitled to contributory unemployment benefit because he has paid
contributions for more than three months (with family responsibilities) or more
than six (without family responsibilities) but less than 12 months, or is an emigrant
returning from a country with which there is no unemployment insurance
convention, or is a released prisoner.

6.1.2.2

Level and duration of benefits

Special unemployment allowance (subsidio por desempleo) is normally paid for six months
with possible extensions in six-month periods, up to a total of 18 months (further
extensions are possible in very specific cases). A wage-earner over 52 years of age who
meets the legal requirements may receive this allowance until he or she begins receiving a
retirement pension.
As a general rule, a non-contributory unemployment allowance corresponds to 80% of the
Public Income Rate of Multiple Effects (Indicador Público de Renta de Efectos Múltiples,
IPREM). For long-term unemployed persons over 45 years of age who have exhausted a
contributory benefit of two years, there is a special six month allowance varying from 80 to
133% of the IPREM according to the number of dependent family members.
6.1.2.3

Responsible public authorities

Unemployment assistance is again (the same as for the contributory unemployment
Insurance) the responsibility of the State Public Employment Service (Servicio Público de
Empleo Estatal - SPEE).

6.1.3 Other unemployment schemes
Next to the insurance system and the assistance system for unemployed, some other
measures for unemployed are present in Spain. However, these measures correspond to
particular type of unemployment, for example seasonal or partial unemployment, and are
therefore not included in the estimation-model of the cost of unemployment. These
measures are described in Table 48.
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Table 48: Overview of other schemes for unemployment
Name

Aim

Instrument

Beneficiaries

Eligibility

Target
group

Duration

Financing

Cost 2010
(million €)

Assistance
for
unemployed casual
agricultural
workers (Agrarian
income)

To
provide
unemployed casual
agricultural workers
in Andalucía and
Extremadura
with
financial support

Unemployed casual agricultural
workers
in
Andalucía
and
Extremadura, who are covered
by the Special Agricultural
Social Security Scheme, are
entitled
to
receive
an
unemployment allowance equal
to 80% the public income
indicator of multiple effects

Unemployed
casual
agricultural workers in
Andalucía
and
Extremadura

Eligible unemployed must be
an
unemployed
casual
worker affiliated with the
Special Agricultural Scheme,
have paid contributions, not
be retired, an income below
the income limit

Registered
unemployed

Min.
days
max.
days

100
–
360

Central
government

800.2

To
facilitate
the
integration into the
labour market of
older
unemployed
through
activation
measures
and
financial aid

This programme offers an
integration path to older LTU
which consists of individualised
tutorial and participation to
employment and/or training
measures

Long-term
unemployed aged over
45

Registered
long-term
unemployed aged over 45
having
exhausted
their
entitlement
to
unemployment
allowance,
and whose revenue does not
exceed 75% of the minimum
interprofessional wage

Registered
unemployed

Max.
10
months

Central
government

636.1

Employment contracts may be
temporarily
or
partially
suspended in order to prevent
job losses

Workers experiencing
temporary suspension
of
employment
or
involuntary short-time
working due to the
circumstances of the
employer

Affiliation with the social
security
system
or
an
equivalent scheme which
insures
against
unemployment; be partially
unemployed

Registered
unemployed

Max.
days

Social
security
funds

453.1

Once the bankruptcy is legally
recognised, unpaid workers are
entitled
to
economic
compensation
following
dismissal due to the bankruptcy

Workers
not
paid
before the bankruptcy

Workers not paid before the
bankruptcy

Registered
unemployed

Single
grant

Social
security
funds

1,035.2

Active jobseeker's
back-to-work
allowance

Partial
unemployment
benefits

Bankruptcy
compensation

To compensate for
partial
loss
of
earnings
and
to
maintain
employment
for
workers who might
otherwise
be
dismissed
To guarantee that
employees are paid
in the event their
employer
declares
bankruptcy

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”
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6.2

The taxation system

6.2.1 The social security system
6.2.1.1

General contributions

In Spain social security is financed by contributions of both employees and employers and
government provisions in case of health care and family benefits. The employee
contributions are a percentage of the contribution base. The contribution base is
determined by the government yearly and is linked to the employee’s actual salary. Actual
contribution’s bases depend on each of the eleven professional category of the employee.
Both a floor rate as a ceiling on contributions exist based on the guaranteed minimum
wage. The maximum is 3,230.1 euro per month (3,262.5 in 2012).
Social contributions of the employees are automatically withheld from pay by the employer
who transfers them together with his own employer contributions. Contributions for
accidents at work and occupational diseases are paid solely by the employer.
6.2.1.2

Rights for unemployed

A beneficiary of unemployment insurance or assistance still maintains its rights to a
government pension and to care. In return, the unemployed still has to pay social
contributions.
In case one receives unemployment insurance, social security contributions still have to be
paid, except for certain aspects such as accidents at work and occupational diseases,
retirement, wage guarantee fund and vocational training. If one receives unemployment
assistance, only contributions for health care, family allowances and retirement pensions
have to be paid. However, contributions for retirement pensions apply only in the case of
allowances for persons over 52 years of age who fulfil all the conditions to retire except the
age condition and for seasonal workers under certain circumstances. In terms of how much
social contribution has to be paid by the unemployed, the amount will have to be
determined on the basis of contributions bases for the six preceding months.

6.2.2 Personal income tax
Spain uses a progressive tax system for its personal income tax which contained 4
brackets in 2010. The brackets are as follows:


First bracket between €0 and €17,707: 24%



Second bracket between €17,707 and €33,007: 28%



Third bracket between €33,007 and €53,407: 37%



Fourth bracket between €53,407 and above: 43%

In 2011 two new brackets of 44% en 45% were introduced for taxpayers with incomes
over € 120.000 and € 175.000. The rates will be augmented further in 2012, also adding a
seventh bracket (24.75%, 30%, 40%, 47%, 49%, 51% and 52 %). The seventh bracket
will apply to those with incomes above €300.000. A personal/family allowance is included
in the first bracket which is exempt from taxation.
Unemployment benefits are also subject to taxation and fall under the general tax rules on
personal income. The Servicio Publico de Empleo Estatal (State Public Employment
Institute) which hands out the benefits is considered an employer in what regards income
tax. This means the income tax rules are exactly the same for employees and unemployed
and, in this case, the taxation rate follows the same progressive patterns. If an
unemployed is receiving income or inputs from other sources, it will all be considered in
the yearly income and will be taxed in accordance with the general income tax rules.
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6.2.3 VAT and excise duties
The standard VAT rate is 16% in 2010, but has risen to 18% as of July 2010. Two reduced
rates of 8 % and 4 % apply to specific categories of goods as of 1 July 2010. Tax rates for
tobacco and hydrocarbons have been increased in 2009 and in 2010. In 2012 these rates
were further augmented to a standard rate of 21% and a reduced rate of 10% and 4%.

6.3

The reintegration policies for unemployed

The Spanish personal employment services have a range of measures designed to promote
employability, support the unemployed and facilitate the search for employment. In the
following paragraph, the measures targeting only registered unemployed are described.
These measures are included in our estimation-model of the cost of unemployment.
Other reintegration policies, also targeting other groups, are described hereafter. These
latter measures are not included in our model, as it is impossible to distinguish the cost
due to unemployed from the cost due to other beneficiaries.
We conclude with the training measures. These are not included in the estimation of the
cost of unemployment, because they are often targeted to other groups than the
unemployed and serve a broader purpose.

6.3.1 Measures targeted to the registered unemployed
In Table 49 an overview is given of the reintegration policies which are targeted only to the
unemployed. In Spain only two measures fully qualify for this, the measure of vocational
guidance and the experimental programmes on vocational integration. These measures are
described in the table below. The table also informs us of the total amount of payments in
2010 for both measures.
Table 49: Measures targeted to the registered unemployed
Aim

Instrument

Beneficiaries

Eligibility

Target
group

Payments
in
2010
(million €)

Vocational
guidance

To
help
unemployed
people in their
search for a
job

Placement
policy
is
based
on
the
fundamental
principles
of
equality
of
opportunity
and
treatment in access to
employment,
amongst
others promoting the
placement of workers in
activities corresponding
to their skills, matching
labour
supply
and
demand

Registered
unemployed

Registered
unemployed

Registered
unemployed,
other
registered
jobseekers

165.2

Experimen
tal
programm
es
for
vocational
integration

Personalised
services
helping
unemployed to
find a job and
to
promote
their
integration on
the
labour
market

Elaboration
of
an
individualised
professional integration
plan together with the
jobseekers
and
in
accordance with their
vocational and personal
situation in order to
improve
their
employability

Registered
unemployed

Registered
unemployed

Registered
unemployed

97

Name

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”
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6.3.2 Measures targeted to the registered unemployed and other
groups
Measures which are targeted to other groups than the registered unemployed are not
included in the model. In the case of Spain, this concerns the labour market measure of
information services which focus on all jobseekers, including those who are still in
employment such as the information services in Table 50.
Table 50: Measures to registered unemployed and other groups
Name

Aim

Instrument

Beneficiaries

Eligibility

Target
group

Payments
in
2010
(million
€)

Information
services

General services for
job
search
and
integration
to
the
labour
market.
Vocational
information related to
employment and selfemployment

Actions
to
support
the
intermediation
and placement
on the labour
market

Job-seekers

Registered
jobseekers

/

13.5

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

6.3.3 Training measures targeted to the unemployed and other
groups
In Spain several training measures are used both for the employed as the unemployed.
They are displayed in the table below.
Table 51: Training measures for registered unemployed and other groups
Name

Payments in 2010 (million €)

Professional training for unemployed workers

825.3

Professional training for unemployed workers (measure ES-8
regions)

135.7

Vocational training in sectors at risk of job losses

367.4

Incentives for training contracts

23.3

Vocational training in sectors at risk of job losses (measure
ES-10 regions)

14.2

Incentives for training contracts (measure ES-14 regions)

3.0

Training at the workplace (employment and training - E.T,
C.O and T.E.)

519.3

Training at the workplace (employment and training - ET,
CO and TE, measure ES-9 regions)

20.7

Total

1,908.9

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”
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6.4

Summary of data for the quantification of the cost of
unemployment

Based on the description of the unemployment system, the taxation system and the
existing integration policies for unemployed in Spain, this chapter presents all relevant
data for the quantification of the cost of unemployment.
First of all, some contextual data for the model are presented. Thereafter, relevant data
concerning the unemployment benefits and integration policies as well as data concerning
the social contribution, the taxation and VAT in Spain are discussed. As in all countries the
amounts and parameters might have changed in the meantime. Especially in Spain the
current crisis has caused severe changes in taxation rates, unemployment benefits and the
number of unemployed.

6.4.1 Contextual data
In the table below some contextual information is given which is used for our model. Based
on data on the average gross earnings per hour of Eurostat and data on the number of
worked hours per year of the OECD, an average employee in Spain earns around € 19,251
a year. On average 13.9% of its income is saved. By comparison, the minimum monthly
wage in Spain for 2010 is € 738.85.
Table 52: Contextual data for 2010
Type of data

Spain

Average gross yearly wage of average worker (in euro)

19,251

Average households saving rate

13.9%

Monthly minimum wage (in euro)

738.85

Source: IDEA Consult based on Eurostat and OECD
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6.4.2 Data concerning unemployment benefits and beneficiaries
In the table below, an overview is provided of the cost and number of beneficiaries of
unemployment benefits, for both the unemployment insurance and assistance system. This
table shows that more than 1.45 million unemployed were beneficiaries of unemployment
insurance and another 1.29 million of unemployment assistance, making for a total of
2,751,423 beneficiaries of unemployment support. The number of registered unemployed
is however much higher: 4,632,000. The large difference between the number of
registered unemployed and unemployment beneficiaries is largely due to the definite
nature of unemployment benefits, with long-term unemployed no longer qualifying for
them and thus receiving other forms of social assistance. Others do not fully meet the
necessary criteria to apply for unemployment assistance, because they have not worked
long enough of have not the required age and/or dependents to be eligible for
unemployment assistance. The cost for both insurance and assistance is also displayed for
a total of 29.7 billion euro.
Table 53: Overview of unemployment costs and beneficiaries in 2010
Type of data

Spain
Payment of unemployment benefits (insurance system)

22,231,400,000

Unemployment
Payment
of
unemployment
benefits
(unemployment
7,424,100,000
benefits
(in assistance)
euro)
Total payment of unemployment benefits (insurance
29,655,500,000
and assistance)

Unemployment
beneficiaries

Registered
unemployed

Number of beneficiaries of unemployment benefits (insurance
system)

1,459,956

Number
of
beneficiaries
(unemployment assistance)

1,291,467

of

unemployment

benefits

Total number of beneficiaries of unemployment benefits
(insurance and assistance)

2,751,423

Number of registered unemployed

4,632,000

Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011”

6.4.3 Data concerning integration policies and administration
costs
The cost for guidance measures and the administration of the unemployment benefits
schemes are carried by INEM and the Servicio Público de Empleo Estatal; these costs
imply:


Guidance of unemployed: the measures for guidance and reintegration, which
costs 262.2 million euro;



Administration of the benefits: The administration of support for the unemployed
which comes up to 859.7 million euro.

Table 54: Overview of administrative and guidance costs in 2010
Type of data

Payments (in euro)

Cost of administration and guidance of unemployed

1,121,900,000

Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011”
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6.4.4 Data concerning social contribution, taxation and VAT
Table 55 provides an overview of the average social contribution rates that employer’s and
employees face when paying or receiving an average wage. Furthermore it shows the
average tax rate for the employee’s personal income tax and the standard VAT rate.
On average an employee pays 6.4% of its gross wage on personal social contributions. On
top of this gross wage the employer also contributes for 29.9%. The unemployed must
also pay contributions up to 4.8% of their benefits.
The average taxation rate for an employed person on the average wage reaches 15.2%.
The unemployed must also pay income tax. The fiscal treatment of an unemployed person
is exactly the same as the one for an employed person.
The standard VAT rate equals 16%. However, vat rates have risen since 2011 and further
in 2012.
Table 55: Contributions and taxes in Spain 2010
Data

Social contribution

Taxation rate

Spain
Social contribution rate employer

29.9%

Social contribution rate employee

6.4%

Social contribution rate of the unemployed

4.8%

Taxation rate average worker

15.2%

Taxation rate average unemployed

15.2%

VAT
Standard VAT rate
Source: IDEA Consult based on OECD ‘taxing wages’
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16.0%

6.5

Cost of unemployment: results for Spain

Table 56: Cost of an average unemployed in Spain
Type of costs
Unemployment benefits
Public intervention

Guidance
costs

and

administrative

Total public intervention

Potential loss of revenue

Loss in social
employers

contribution

of

Loss in
workers

contribution

of

social

Loss in direct taxation
Loss of indirect taxation
Total potential loss of revenue
Total average cost of an
unemployed
Source: IDEA Consult
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Total
amount
(euro)

%

10,778

53.9%

242

1.2%

11,020

55.1%

5,756

28.8%

1,222

6.1%

1,291

6.5%

700

3.5%

8,970

44.9%

19,991

100.0%

7

UNITED KINGDOM

7.1

Description of the system

Much of the unemployment insurance system is based on the Jobseekers Act of 1995, with
subsequent legislation such as the Welfare Reform Act of 2012 updating elements of it.
The social security system, including unemployment benefit, covers all employees. The
system is split in two parts, one a contributions based insurance and the other an incomebased assistance:


Contribution based Jobseeker’s Allowance (unemployment insurance);



Income based Jobseeker’s Allowance (unemployment assistance).

Both systems are summarized in the table below. The total amount of payments in 2010 is
also presented in this table.
Table 57: Unemployment benefits for the model
Jobseeker's Allowance (JSA)
Aim

Jobseeker's Allowance (JSA)

Instrument

To partially compensate for earnings lost due to unemployment

Beneficiaries

The Jobseeker's Allowance (JSA) has two routes of access:

People who have paid or been credited with sufficient National Insurance
contributions

People who are not entitled to contribution-based JSA, or whose needs are
not met by it, can claim income-based JSA for themselves and their
dependants on an indefinite basis

Eligibility

Unemployed workers who are willing and able to work

Target group

Individuals are eligible to claim JSA if they are unemployed and if they meet
certain labour market conditions: they have to be available for work, seek work
actively and sign a Jobseekers Agreement which sets out what they will do to look
for work within any agreed restriction

Duration

Unlimited

Financing
Central government and National insurance contributions
Payments
in
Central government budget
2010 (million €)
Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

The conditions for entitlement, the level and duration of benefits and the responsible public
authorities are described with more detail in the following paragraphs.
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7.1.1 The unemployment insurance system
7.1.1.1

Conditions for entitlement

To get contribution-based Jobseeker’s Allowance, an unemployed individual needs to meet
two National Insurance Contribution (NIC) conditions:


First, to have paid Class 1 contributions on earnings of at least 26 times the lower
earnings limit in one of the two relevant tax years on which the claim is based;



Second, to have paid or been credited with Class 1 contributions on earnings of at
least 50 times the lower earnings limit in both of the two relevant tax years on
which the claim is based.

Only National Insurance Contributions paid by employees can qualify for these benefits.
Moreover, in order to receive benefits, the unemployed person has to:


be capable and available for work;



complete a Jobseeker’s Agreement, setting out the steps to be taken to seek work;



prove that they are actively seeking employment;



be involuntarily unemployed;



be under pensionable age;



be in the United Kingdom.

The unemployed can also not be engaged in work for 16 or more hours a week, cannot be
a full-time student and may not be engaged in a trade dispute.
7.1.1.2

Level and duration of benefits

The contribution-based Jobseeker’s Allowance is paid for up to 182 days. The maximum
weekly rates for 2010 are, for unemployed individuals aged between 16 and 24 years: GBP
53.45 (€59); and for those aged 25 or over: GBP 67.50 (€75). In 2012 amounts are
£56.25 for those between 26 and 24 and £71 for those older than 25.
Contribution-based Jobseeker’s Allowance is a personal benefit, which means no additional
amounts are paid for a dependant partner or child. It is paid regardless of capital and most
income, although it may be reduced by part-time earnings.
7.1.1.3

Responsible public authorities

The management authorities for the Jobseeker’s Allowance in Great Britain (England,
Scotland and Wales) are the Department for Work and Pensions and its executive agency,
Job Centre Plus. The equivalent authorities in Northern Ireland are the Department for
Employment and Learning and the Social Security Agency.
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7.1.2 The unemployment assistance system
7.1.2.1

Conditions for entitlement

Income-based Jobseeker’s Allowance provides a minimum level of assistance to
unemployed people whose income and capital fall below a level specified by legislation.
The benefit is available to those who have exhausted the UK contributory benefit for
unemployment and also to those who are not entitled to that benefit.
The same conditions apply as for the contribution-based Jobseekers allowance. Additionally
the following conditions must apply in order to receive income-based benefits:


The person must not have savings in excess of GBP16,000 (€19,169);



The partner must not be working for more than 24 hours a week.

Special rules may apply to claimants under 18 years old.
7.1.2.2

Level and duration of benefits

The benefit level depends on available income and property as well as on the family
situation and obligations to provide maintenance (no property in excess of 12,668 Euro or
of 19,000 Euro if over 60).The basic levels for couples in 2010 are:


Couples (both under 18): GBP 80.75 (€97) per week.



Couples (both over 18): GBP 105.95 (€127) per week.

The basic level of benefit for single people is the same as for contribution-based
Jobseekers' allowance. Higher rates are paid in case of family ties with obligations to
provide maintenance (for spouse, children, foster children) or disability. Due to such
allowances income-based benefits may be higher than contribution based benefits. In
these cases the difference may be granted in addition after a means test.
Income-based benefits are unlimited in time as long as requirements are met.
7.1.2.3

Responsible public authorities

The competent authorities for the Jobseeker’s Allowance in Great Britain (England,
Scotland and Wales) are the Department for Work and Pensions and its executive agency,
Job Centre Plus. The equivalent authorities in Northern Ireland are the Department for
Employment and Learning and the Social Security Agency.
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7.2

The taxation system

7.2.1 The social security system
7.2.1.1

General contributions

The social security system is financed from national insurance contributions paid by
employers and employees and general tax revenue. There are important distinctions
between insurance based, category and income/asset related benefits.
The National Insurance Contributions (NICs) are arranged along several rates. There are
six National Insurance Contribution classes: Class 1 for employees and Class 1 for
employers, Class 1A, paid by employers and certain third parties on benefits in kind; Class
1B paid by employers on Pay As You Earn (PAYE) settlements; Class 2 for self-employed;
Class 3 for voluntary contributions; and Class 4 for the self-employed. Class 1 NICs are
lower for those who have contracted out of the State Second Pension and moved to a
private pension scheme.
The contributions in 2010 vary with the level of earnings:


Employees pay 12% (10.4% if member of approved occupational pension scheme)
of earnings between GBP 139 (€ 154) and GBP 817 (€ 903) and 2% of earnings
over GBP 817 (€ 903).



Employer pays 13.8% on all weekly earnings above GBP 136 (€ 150). Employers
get 3.7% rebate for employees in approved salary-related schemes and 1.4% for
those in money purchase schemes.

7.2.1.2

Rights for unemployed

Unemployment benefits in the United Kingdom are not subject to social contributions, but
do receive health services and pension rights.
Individuals receiving a Job seekers allowance are provided with a national insurance
‘credit’ in lieu of the payment which they would make if they were in employment. These
credits are necessary for claiming a State pension at retirement age. These pensions imply
a future cost for government but it is difficult to estimate this cost. However, the cost is
partially included in the model through the lack of social contributions of the unemployed.
There is however a larger personal cost because employees can no longer contribute to
their occupational pensions when entering unemployment, meaning a loss of pension at
retirement.

7.2.2 Personal income tax
The United Kingdom has a progressive two rate income tax. This has become a three rate
tax as of 2010 with following brackets:


For the part of income between £0 and 37,400: 20% on income above the
personal allowance;



For the part of income between £37,400 and 150,000: 40%;



For the part of income above £150,000: 50%.

The basic rate limit is lowered from £ 35,000 in 2011 to £34,370 in 2012 and the personal
allowance is increased to £ 8,105 for 2012. Since the 2010 tax year, this personal
allowance is reduced when the income is above £100,000. Two tax credits are available;
the child tax credit (CTC) and the working tax credit (WTC) aimed at low income working
adults.
Unemployment benefits in the United Kingdom are also subject to taxation and fall under
the general tax rules on personal income. However, if a person is unemployed for a whole
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year and has no other income except his benefits, his or her income would not exceed the
personal allowance and would thus be exempt from taxation.

7.2.3 VAT and excise duties
The standard VAT rate in 2010 was 17.5%. Since 2011, this has been increased to 20%.
Several reductions and exemptions apply. In particular, a reduced rate of 5 % applies, for
example to fuel and power and also on the installation of energy saving materials. A zerorate is used extensively as it applies to some food items, books, new constructions,
passenger transport, some supplies to charities and to children's clothing and footwear.

7.3

The reintegration policies for unemployed

The public employment service of the United Kingdom (Jobcentre Plus) has a range of
measures designed to promote employability, support the unemployed and facilitate the
search for employment. Their general costs on placement and advisory guidance to the
unemployed amount to 1.8 billion euro, apart from specific LPM measures. In the following
paragraph, the measures targeting only the registered unemployed are described. These
measures are included in our estimation-model of the cost of unemployment. Other
reintegration policies, also targeting other groups, are described hereafter. These
measures are not included in our model, as it is very difficult to distinguish the individual
cost for each target group.
We conclude with the training measures. These are not included in the estimation of the
cost of unemployment, because they are often targeted to other groups than the
unemployed and serve a broader purpose.

7.3.1 Measures targeted to the registered unemployed
The table below presents the measures on guidance and reintegration which focus on the
registered unemployed. In line with the focus of the study on 2010 to enable comparability
across states, the measures described in this section and the one that follows relate to that
year. With the change of UK Government in 2010 many of the measures outlined were
discontinued and replaced by the new Government’s Work Programme.


Jobcentre Plus;



New Deal for Partners of Unemployed People (NDPU);



New Deal for Lone Parents (NDLP);



Employment zones.
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Table 58: Measures targeted to the registered unemployed
Name

Aim

Instrument

General
guidance
(Jobcentre Plus)

To provide placement and
advisory
services
for
jobseekers and employers
and
to
monitor
the
jobsearch activities of the
unemployed

New Deal for
Partners
of
Unemployed
People (NDPU)

New Deal for
Lone
Parents
(NDLP)

Employment
zones

Payments
in 2010
(million €)

Beneficiaries

Eligibility

Target group

Jobcentre Plus replaced the Benefits
Agency and Employment Service in
April 2002, and is part of the
Department for Work and Pensions
(DWP). It provides help and advice on
jobs and training for people who can
work and financial help for those who
cannot

Jobseekers

Placement and advisory services are available
to all persons of working-age. Monitoring of
jobsearch activities is carried out for persons
in receipt of JSA

Registered
unemployed,
not
registered
persons

To help partners of the
unemployed,
who
are
themselves out of work,
find employment

NDP is a voluntary programme which
offers a series of individually tailored
interviews with a personal adviser,
providing intensive
guidance and support to help partners
find work

Partners
unemployed
(inactive)

Registered
unemployed

/

Aims
to
help
and
encourage lone parents to
improve their job readiness
and
employment
opportunities
and
gain
independence
through
working

The support is wide-ranging, from
encouraging lone parents to identify
their skills and develop confidence to
seek work, to the more practical
aspects of applying for jobs, finding
childcare,
identifying
training
opportunities, calculating how much
better off they can
be in work and sorting out in-work
benefits

NDP is available to partners of customers in
receipt of Jobseekers Allowance and other
Benefits who are not working (less than 24h).
It is also open to partners of lower income
workers who receive Working Tax Credit who
are either not working or working less than
16 hours and partners of people claiming
Pension Credit who are not working or work
less than 24 hours a week.

Jobless
parents

The programme is open to all lone parents
(aged 16+ and with a child under 16) not in
work or working less than 16 hours per week
on a voluntary basis on both Income Support
and Jobseeker's Allowance

Registered
unemployed

6.5

To
help
long
term
unemployed people to find
sustainable employment

They are designed to help long term
unemployed people to find sustainable
employment with a personal Action
plan. Participants are guaranteed an
income equivalent to their net weekly
benefit entitlement for as long as they
remain unemployed.

Long-term
unemployed
in
regions of high
unemployment

Employment
Zones
are
a
mandatory
programme for customers aged 18 - 24 who
have already participated in New Deal for
young people on a mandatory basis 14 and
25 plus who have been in receipt of JSA 18
out of 21 months. Lone Parents and Pension.
Credit
customers
can
take
part
in
Employment Zones on a voluntary basis

Registered
unemployed

51.9

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

of

lone

1,865.1

7.3.2 Measures targeted to the registered unemployed and other
groups
Other measures focus on a larger group than just the registered unemployed or offer more
than only guidance and reintegration, but also training. These measures are shown in the
table below and include:


Northern Ireland Employment Programmes;



New Deal 25 plus;



New Deal for 18-24;



Connexions Service;



Workstep;



Pathways to Work (Incapacity Benefit Reforms);



Entry to Employment;



Work choice;



Flexible New Deal;



New Deal for Disabled People (NDDP).
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Table 59: Measures to registered unemployed and other groups
Name

Northern
Ireland
Employment
Programmes

New
Deal
25 plus

New
Deal
for 18-24

Aim

Instrument

Beneficiaries

Eligibility

Target group

Payments
in
2010
(million €)

To help disadvantaged groups in
Northern Ireland into work

Various Employment Programmes including:
- Steps to work (New Deal NI replacement)
- Workable (NI) (Supported Employment replacement)
- Training for sucess (Jobskills replacement)
- Access to work
- Pathways to work

Long term unemployed, young people who are
unemployed and people with disabilities who
are unemployed

Various

Registered
unemployed

49,1

New Deal 25 plus consists of three elements; Gateway,
Intensive Activity Period (IAP) and Follow-through

Mandatory for all jobseekers aged 25 and over
who have had a claim to JSA for 18 months
continuously or for 18 out of the last 21
months

Unemployed adults (25 plus) who have been
claiming Jobseekers Allowance (JSA) for 18 months
continuously or for 18 out of the last 21 months are
obliged to join the New Deal 25 plus programme

Registered
unemployed

/

New Deal 18-24 plus consists of three elements; Gateway,
Intensive Activity Period (IAP) and Follow-through

New Deal for Young People (NDYP) is
mandatory for all 18-24 year olds who have
been claiming Jobseekers Allowance (JSA)
continuously for 6 months

18-24 year olds who have been on Jobseekers
Allowance (JSA) continuously for six months or
more are obliged to enter the New Deal programme.

Registered
unemployed

/

New Deal 25 Plus provides a wide
variety of individually tailored
support, including the services of a
New Deal Personal Adviser, in the
form of training, advice, guidance
and work experience
New Deal for 18 - 24 provides a
wide variety of individually tailored
support, including the services of a
New Deal Personal Adviser (NDPA),
in the form of training, advice,
guidance and work experience

Connexions
Service

Provide an individualised guidance
service for young people

Personal Advisors work with young people in order to give
information, advice and practical help with anything that
affects their school, college, work or family life

All young people aged 13-19 and young adults
up to 24 who have learning difficulties

All young people aged 13-19 and young adults up to
24 who have learning difficulties

Registered
unemployed, not
registered
(all
Youth)

66,4

Workstep
(Work
Choice
in
October
2010)

Provide help for disabled people
who face barriers in getting and
keeping a job, but who can work
effectively with the right support

WORKSTEP is a programme administered by Jobcentre Plus
which uses external providers to provide supported job
opportunities for disabled people facing complex employment
barriers

Disabled persons

Participants must have a disability as defined by the
Equality Act 2010

Registered
unemployed,
employed
(all
Disabled)

47,5

Pathways to
Work
(Is
gradually
replacing
NDDP)

Pathways to Work has been
developed
to
provide
greater
support to help people claiming
incapacity benefits back into or
closer to the labour market

New customers taking part in Pathways to Work attend an
initial work focused interview with a trained personal adviser.
Most will then go on to attend another 5 work focused
interviews with the same adviser at monthly intervals

Everyone making a new or repeat claim for
either Incapacity Benefit, Income Support on
the grounds of Incapacity, Income support
whilst appealing against a decision that
Incapacity Benefit is not payable, or Severe
Disablement Allowance at one of the listed
offices will automatically be part of Pathways to
Work.

Everyone making a new or repeat claim for either
Incapacity Benefit, Income Support on the grounds
of Incapacity, Income support
whilst appealing against a decision that Incapacity
Benefit is not payable, or Severe Disablement
Allowance at one of the listed offices will
automatically be part of Pathways to Work

Disabled
registered
persons

140,7

Entry
to
Employment

Young people are helped to prepare
for progression to employment,
employment with training, Modern
Apprenticeships
and
further
education

Elements are: initial and ongoing assessment, core learning
components of basic/key skills, personal development,
work/vocational tasters, optional additional specialised workrelated learning and preparation for and transition to learning
opportunities and/or employment

Young People 16-18 year olds

E2E offers vocational programmes which can
support young people who are not yet ready or not
able to enter Apprenticeship directly

Registered
unemployed,
other registered
jobseekers, not
registered
(all
Youth)

0,1

Work choice

Provide
help
for
most
disadvantaged disabled people who
face barriers in getting and keeping
a job

Work Choice will give Work Entry Support, In-Work Support
and long term In-Work Support

Disabled persons

Registered
unemployed
other registered
jobseekers,
employed
(All
Disabled)

37,5

Flexible New
Deal

To support long term unemployed
people find and retain employment

Public, private and voluntary sector offer a personalised
service tailored to the needs of individuals

Long term unemployed (claiming JSA for 12
months) and other disadvantaged jobseekers

Registered
unemployed

473,4

New
Deal
for Disabled
People
(NDDP)

To support people in receipt of a
disability or health-related benefit
to find and retain paid employment

Job Brokers come from a range of organisations and they are
contracted to help customers find, secure and sustained paid
employment

Persons in receipt of a disability or healthrelated benefit

Registered
unemployed

38,3

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

Participants must have a disability as defined by the
Equality Act 2010. Suitable candidates: experience
complex employment support AND have barriers in
work that cannot be overcome through workplace
adjustments AND likely to need support in work as
well as help with finding work AND cannot be helped
through other DWP programmes AND following
Module One
FND is mandatory for people who claim JSA for 12
continuous
months.
Some
disadvantaged
jobseekers are mandated to FND at 6 months, and
with others with specific disadvantages can access
FND at 6 months on a voluntary basis
People of working age who are in receipt of a
disability or health-related benefit, including:
Incapacity Benefit, Employment Support Allowance,
Severe Disablement Allowance, Income Support

not

7.3.3 Training measures targeted to the unemployed and other
groups
In The United Kingdom only one separate training measure is used in 2010, the Training
for Work. Other measures are mixed, including both guidance and training. They are
described in the tables above.
Table 60: Training measures for registered unemployed and other groups
Name

Payments in 2010 (million €)

Training for Work

14.2

New Deal for 18-24 - Education and training option

:

New Deal 25 plus - IAP training related options

:

Northern Ireland Employment Programmes - Training for
success

:

Total

14.2

Source: IDEA Consult based on Eurostat LMP “Labour market Policy statistics 2010”

7.4

Summary of data for the quantification of the cost of
unemployment

Based on the description of the unemployment system, the taxation system and the
existing integration policies for unemployed in the United Kingdom, this chapter presents
all relevant data for the quantification of the cost of unemployment.
First of all, some contextual data for the model are presented. Thereafter, relevant data
concerning the unemployment benefits and integration policies as well as data concerning
the social contribution, the taxation and VAT in the United Kingdom are discussed.

7.4.1 Contextual data
In the table below some contextual information is given which is used for our model. Based
on data on the average gross earnings per hour of Eurostat and data on the number of
worked hours per year of the OECD, an average employee in the United Kingdom earns
around € 27,555 a year. On average 7.2% of its income is saved. By comparison, the
minimum wage in the UK for 2010 is € 1,169.49. The minimum wage is not applied in the
model.
Table 61: Contextual data
Type of data

United Kingdom

Average gross yearly wage of average worker (in euro)
Average households saving rate

27,555
7.2%

Monthly minimum wage (in euro)

1.169.49

Source: IDEA Consult based on Eurostat and OECD
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7.4.2 Data concerning unemployment benefits and beneficiaries
In the table below, an overview is provided of the cost and number of beneficiaries of
unemployment benefits, for both the unemployment insurance and assistance system. This
table shows that more than 1.47 million unemployed were beneficiaries of the two forms of
unemployment insurance. The cost of benefits for both is also displayed for a total of 5.24
billion euro. The number of registered unemployed is however much higher: 2,439,000. In
the UK benefits are in principal indefinite in time if one fulfils the eligibility criteria.
However due to the low amount of benefits and the process of applying for them some
unemployed do not sign up to qualify for them. Others are not eligible because they are
not able or available to work.
Table 62: Overview of unemployment costs and beneficiaries in 2010
United
Kingdom

Data
Unemployment
Payment of unemployment benefits (Contribution and incomebenefits
(in
based insurance system)
euro)

5,245,700,000

Unemployment
beneficiaries

Number of beneficiaries of unemployment benefits (Contribution
and income-based insurance system)

1,473,040

Registered
unemployed

Number of registered unemployed

2,439,000

Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011”
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7.4.3 Data concerning integration policies and administrative costs
The personal employment services of the United Kingdom (Jobcentre plus) have a range of
measures designed to promote employability, support the unemployed and facilitate the
search for employment. The cost for guidance measures and the administration of the
unemployment benefits imply:


Guidance of unemployed: the measures for guidance and reintegration, which
costs 1.92 billion euro;



Administration of the benefits: The administration of benefits for the unemployed
which comes up to 2.33 billion euro.

Table 63: Overview of guidance and administrative costs in 2010
Data

Payments (in euro)

Cost of guidance and administration of unemployed

4,257,300,000

Source: IDEA Consult based on Eurostat LMP “expenditure and participants 2011”

7.4.4 Data concerning social contribution, taxation and VAT
Table 64 provides an overview of the average social contribution rates that employers and
employees face when paying or receiving an average wage. Furthermore it shows the
average tax rate for the employee’s personal income tax and the standard VAT rate, which
is calculated using the minimum and maximum VAT rate.
On average an employee pays 9.2% of their gross wage on personal social contributions.
On top of this gross wage the employer also contributes for 10.7%. The unemployed do
not pay contributions on their benefits.
The average taxation rate for an employed person on the average wage reaches 16,3%.
The unemployed must also pay income tax. However as their benefits do not exceed the
personal threshold, the tax is levied only in case of additional income and on average the
unemployed do not pay income tax. The standard VAT rate equals 17.5%.
Table 64: Contributions and taxes in the United Kingdom in 2010
United
Kingdom

Data

Social contribution

Social contribution rate employer

10.7%

Social contribution rate employee

9.2%

Social contribution rate of the unemployed

0.0%

Taxation rate average worker

16.3%

Taxation rate
Taxation rate average unemployed
VAT

Standard VAT rate

Source: IDEA Consult based on OECD ‘taxing wages’
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0.0%
17.5%

7.5

Cost of unemployment: results for the United Kingdom

Table 65: Cost of an average unemployed in the United Kingdom
Total
amount
(euro)

%

Unemployment benefits

3,561

19.8%

Guidance
costs

1,746

9.7%

5,307

29.5%

2,955

16.4%

2,539

14.1%

Loss in direct taxation

4,498

25.0%

Loss of indirect taxation

2,710

15.1%

Total potential loss of revenue

12,702

70.5%

Total average cost of an
unemployed

18,008

100.0%

Type of costs

Public intervention

and

administrative

Total public intervention

Potential loss of revenue

Loss in social
employers

contribution

of

Loss in
workers

contribution

of

social

Source: IDEA Consult
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