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PHQW�EHQH¿W�SROLF\�DFURVV�WKH�(8��D�PRYH�WKDW�3UHQGHUJDVW�YLHZV�
DV�ERWK�HFRQRPLFDOO\�EHQH¿FLDO��LQ�WKDW�LW�ZRXOG�KDYH�VLJQL¿FDQW�
FDSDFLW\�DV�DQ�DXWRPDWLF�VWDELOL]DWLRQ�PHFKDQLVP��DQG�FRQGXFLYH�
WR�IRVWHULQJ�D�JUHDWHU�VHQVH�RI�VROLGDULW\�DPRQJVW�WKH�SRSXODFHV�RI�
(8�PHPEHU�VWDWHV��%RWK�WKH�DGYDQWDJHV�DQG�SRVVLEOH�GUDZEDFNV�
RI�VXFK�D�SROLF\�DUH�FRQVLGHUHG��DQG�D�FRPSDULVRQ�ZLWK�DQ�DOWHUQD�
WLYH�SROLF\��VWDQGDUGLVLQJ�QDWLRQDO�XQHPSOR\PHQW�LQVXUDQFH�SUR�
JUDPPHV�DFURVV�WKH�(8��H[SORUHG��8OWLPDWHO\��LQ�ZHLJKLQJ�XS�WKH�
SURV�DQG�FRQV��3UHQGHUJDVW�¿QGV�WKDW�DQ�(8,3�ZRXOG�KDYH�D�QHW�
SRVLWLYH� LPSDFW�RQ�ERWK� WKH�HFRQRP\�DQG� WKH� VRFLDO�XQLW\�RI� WKH�
(XURSHDQ�8QLRQ�

I. Introduction

In this policy report I shall evaluate the need for an EU-wide un-
employment insurance programme (henceforth, EUIP). I will 

SHUIRUP� WKLV� HYDOXDWLRQ� E\� ¿UVWO\� RXWOLQLQJ�ZKDW� LW� LV�ZH� DUH� WR�
XQGHUVWDQG�E\�DQ�(8,3��,�VKDOO�WKHQ�RXWOLQH�WKH�OLNHO\�EHQH¿WV�RI�
an EUIP to the European Union, putting particular emphasis on 
its capacity to act as a stabilisation mechanism against macroeco-
nomic shocks, as well as its propensity to foster a greater sense of 
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VROLGDULW\�ZLWKLQ�WKH�8QLRQ��$JDLQVW�WKHVH�EHQH¿WV��,�VKDOO�FRQVLGHU�
two arguments typically made against the implementation of an 
(8,3��¿UVWO\��WKDW�LW�ZRXOG�UHSUHVHQW�WRR�JUHDW�D�PRUDO�KD]DUG�ULVN��
with the potential for irresponsible government; and secondly, that 
it would be politically unfeasible. I shall eventually come to re-
ject these arguments on the grounds that these concerns would be 
mitigated by the structure an EUIP would likely take on. I shall 
¿QDOO\�FRPH�WR�FRQVLGHU�WKH�TXHVWLRQ�RI�ZKHWKHU�WKH�EHQH¿WV�RI�DQ�
EUIP cannot be more easily attained by simply introducing federal 
legislation that standardizes all national unemployment programs. 
Here I will argue that the standardization of national unemploy-
PHQW�SURJUDPV�LV�LQVXI¿FLHQW�WR�DFKLHYH�WKH�VWDELOLVDWLRQ�EHQH¿WV�
of an EUIP, and on this basis shall conclude that an EUIP should in 
fact be implemented. 

II. What would an EU-wide unemployment insurance 
programme look like?  
          Before delving into the question of whether there ought 
WR� EH� DQ� (8,3�� LW� LV� ¿UVW� QHFHVVDU\� WR� FODULI\�ZKDW� H[DFWO\� VXFK�
a programme would entail. At present, unemployment insurance 
programmes across the EU are determined on a national basis, with 
nationally elected governments establishing programmes which 
tend to differ from each other in terms of eligibility, generosity 
and duration (Beblavý, Marconi & Maselli, 2017).  As many as 
eighteen different proposals for an EUIP have been made to the 
European Commission, however commentary on all within the 
FRQ¿QHV�RI�WKLV�UHSRUW�ZRXOG�SURYH�LPSRVVLEOH��DQG�,�ZLOO�DV�VXFK�
focus only on the model provided by Dullien (2013), which has 
EHHQ�ODXGHG�DV�WKH�OHDGLQJ�SURSRVDO�LQ�WKLV�¿HOG��'XOOLHQ�SURSRVHV�
that all national unemployment insurance schemes within the EU 
EH�UHSODFHG�E\�D�VLQJOH�(8,3��¿QDQFHG�E\�D�IXQG�GUDZQ�IURP�WKH�
wages of workers within the EU. Under this system, eligible bene-
¿FLDULHV�ZLWKLQ�WKH�(8�ZRXOG�UHFHLYH�LQGLYLGXDO�EHQH¿WV�IURP�WKH�
EUIP fund, with this level being set a at common minimum level 
relative to a country’s wage level (ibid.).
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III. Arguments in favour of an EUIP’s implementa-
tion 

����7KH�(8,3�DV�DQ�LGHDO�DXWRPDWLF�VWDELOL]DWLRQ�PHFKDQLVP
3HUKDSV�WKH�PRVW�REYLRXV�EHQH¿W�RI�DQ�(8,3�ZRXOG�EH�LWV�

capacity to provide a strong and seemingly well-needed automatic 
stabilization mechanism1  for the EU. The EU’s need for such a 
mechanism became clear to many in the aftermath of the Great 
Recession, during which it was revealed that the EU was uniquely 
ill-equipped to deal with asymmetric shocks2  that can cause wide-
spread unemployment and subsequent social unrest in affected are-
as (Beblavý & Lenaerts, 2017). Federal unions like the EU typical-
ly deal with asymmetric shocks through a combination of market 
mechanisms (e.g. the newly unemployed simply leave adversely 
affected areas and migrate to more fruitful, unaffected areas), and 
monetary policy, whereby interest rates may be lowered to stim-
ulate growth and reduce unemployment in affected areas (ibid.). 
Neither of these mechanisms, however, are available to the EU: 
cultural and linguistic diversity within the Union has contributed to 
an immobile EU workforce, such that the unemployed in affected 
areas are unlikely to move to areas of lower unemployment, and the 
EU’s common monetary policy means that reducing interest rates 
is as likely to lead to a deterioration in the conditions of unaffected 
areas via over-heating3��DV�LW�LV�WR�VLJQL¿FDQWO\�LPSURYH�FRQGLWLRQV�
in affected areas (ibid.). Furthermore, the EU would appear unable 
WR�UHPHG\�DV\PPHWULF�VKRFNV�YLD�WKH�LQGLYLGXDO�¿VFDO�SROLFLHV�RI�
LWV�PHPEHU�VWDWHV��IRU�HPSLULFDO�HYLGHQFH�KDV�VKRZQ�XV�WKDW�¿VFDO�
policy tends to be pro-cyclical both across countries and over time, 
rather than counter cyclical as a remedy to an asymmetric shock 

                                     
1 An automatic stabilisation mechanism is an economic policy that would o!set "uctuations in 
member state economic activity without the need for government intervention (Dullien, 2013).
2 An asymmetric shock is an economic shock that adversely a!ects one part of the Union without 
impacting others (Dullien, 2013).
3An economy is said to be over-heating when it can no longer meet the demand of consumers, 
#rms and government (Beblav$ & Lenaerts, 2017).
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would require (Alcidi & Thirion, 2016).
               Realising the inadequacy of the above tools, it becomes clear 
that the EU sorely needs an automatic stabilisation mechanism if 
it is to avoid the consequences of an asymmetric shock, and it is 
here that we see the true utility of an EUIP. Elmendorf and Fuhr-
man (2008) have suggested that macroeconomic stabilisers should 
be timely, targeted and temporary if they are to produce desired 
DIIHFWV��DQG�DQ�(8,3�ZRXOG�DSSHDU�WR�IXO¿O�DOO�RI�WKHVH�FULWHULD��,W�LV�
timely in that it kicks in as soon as the business cycle is negatively 
affected and people become unemployed; it is targeted in that it 
supports the unemployed who would otherwise bear the costs of 
an economic shock; and it is temporary in that it ceases once the 
business cycle recovers and those laid off as a consequence of the 
shock regain employment (Dullien, 2013).  

����7KH�(8,3�DV�D�VROLGDULW\�LQVSLULQJ�IRUFH�
           The next argument I shall put forth in favour of an EUIP is 
FRQFHUQHG�ZLWK�LWV�SRWHQWLDOO\�EHQH¿FLDO�LPSDFW�RQ�VROLGDULW\�ZLWK-
in the EU. Fundamental to the European Project is a belief in and 
trust of European institutions: the task of integrating 28 economies 
while simultaneously allowing the national governments which re-
VLGH�RYHU�WKHP�D�VLJQL¿FDQW�GHJUHH�RI�LQGHSHQGHQFH�FRPHV�DOPRVW�
E\�GH¿QLWLRQ�ZLWK�D�ODUJH�GHJUHH�RI�ULVN��DQG�D�VHQVH�RI�VROLGDULW\�
amongst EU citizens and governments is thus crucial to its success-
ful operation (Beblavý & Lenaerts, 2017). However, trust in EU 
LQVWLWXWLRQV�KDV�FRPH�XQGHU�VLJQL¿FDQW�GXUHVV�IROORZLQJ�WKH�*UHDW�
Recession, pointing us towards the notion that solidarity within the 
EU presently rests more so upon the economic well-being of its 
member states than on any true sense of European identity held by 
its citizens (European Commission, 2017). Many have speculated 
that it has been the EU’s failure to interact with its populaces in 
meaningful ways that is responsible for the delicate state of insti-
tutional trust within the Union, arguing that solidarity will always 
be hard-built if the public do not see anything the Union does for 
them with their own eyes (van der Cruijsen et al., 2010). It is in 
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following this line of reasoning that we come across yet anoth-
HU�SRWHQWLDO�EHQH¿W�RI�DQ�(8,3��IRU�VXFK�D�SURJUDPPH�FRXOG�SXW�
a “human face” on an otherwise abstract European project, giv-
ing the EU an opportunity to interact with its public as they face 
times of hardship, thus sending to them a clear signal of solidarity 
�:RRG���������7KDW�DQ�(8,3�ZRXOG�WUXO\�KDYH�WKLV�EHQH¿W�LV�IXU-
WKHU�DWWHVWHG�WR�E\�WKH�VXUYH\�GDWD�RI�:RRG���������ZKR�¿QGV�WKDW�
32% of European citizens answer that an “EU social welfare sys-
tem harmonized between member states” would strengthen their 
feeling of European citizenship, leaving little room for doubt as to 
an EUIP’s capacity to positively impact solidarity within the EU.

IV. Typical Objections to the introduction of an EUIP 

����7KH�PRUDO�KD]DUG�ULVN�RI�DQ�(8,3��
Many have argued that an EUIP should not be implemented 

on the grounds that it carries too great a moral hazard risk. It is rea-
soned that with an EUIP in place, governments of member states 
would appear to face incentives misaligned with their providing 
optimally responsible governance. Under this programme they 
would be aware that the costs of their bad governance would be 
covered not by them, but by an EUIP  fund, and that the EU would 
likely be reluctant to punish them in response to their irresponsible 
governance for fear that their increased costs were in truth due to 
some external factor (Beblavý & Lenaerts, 2017). Thus, it is con-
cluded, irresponsible governance is a likely outcome of the imple-
mentation of an EUIP.  
            Against this, however, I argue that institutional moral haz-
ard risk should be of little concern to any debate over the utility of 
an EUIP, for the impact it has on the incentives of member state 
JRYHUQPHQWV�FDQ�EH�VLJQL¿FDQWO\�PLWLJDWHG�E\�SXQLVKPHQW�PHFK-
anisms built into the foundation of the EUIP. Dullien (2013), for 
example, proposes a claw-back mechanism in which the contribu-
tion of each country to the EUIP fund is tied to the net balance of 
past contributions that each country has made towards the EUIP, 



87

euRoPean economicS   

such that countries are punished for extended periods of negative 
net contribution. For example, a country’s contribution rate might 
increase by 0.03% of GDP if its net contribution has been negative 
for over 4 years (ibid.). In this way, the institutional moral hazard 
risk carried by an EUIP could be greatly reduced, for each national 
government within the EU would face strong incentives to mini-
mize its own social risks such that its net contributions towards the 
EUIP fund remain positive.
          It could of course be argued that the imposition of such a 
PHFKDQLVP�ZRXOG�GLPLQLVK� WKH�EHQH¿FLDO� FDSDFLWLHV�RI� DQ�(8,3�
as an automatic stabiliser, punishing the employed population of a 
country with already wide-spread unemployment. However, sim-
ulations run by Dullien (2013) on the impact of an EUIP with a 
claw-back mechanism within the EU have shown that, in reality, 
a claw-back mechanism would have only a minor impact on the 
stabilization capacity of the EUIP. 

����7KH�SROLWLFDO�IHDVLELOLW\�RI�DQ�(8,3�
              It has further been argued that an EUIP would be politically 
unfeasible, for it would simply represent a permanent transfer of 
wealth from certain member states to others. It is argued that be-
cause certain member state economies are structured in such a way 
that they are less likely to produce unemployment than others, they 
ZRXOG�¿QG�WKHPVHOYHV�LQ�D�QHDU�FRQVWDQW�SRVLWLRQ�RI�QHW�FRQWULEX-
tion toward an EUIP fund, causing anger among their electorate 
and making an EUIP extremely unpopular. 
���������������7KLV�ZRXOG�DW�¿UVW�DSSHDU�D�UHDVRQDEOH�FRQFHUQ��PDQ\�UH-
gional economies within the Union reliably produce high levels of 
seasonal unemployment via their reliance on agriculture and tour-
ism, and if such forms of unemployment were to be covered by an 
EUIP, then an EUIP truly would constitute a permanent transfer of 
wealth from economies with low seasonal unemployment to econ-
omies with high seasonal unemployment (Dullien, 2012). Much 
like concerns over moral hazard risk however, concerns over the 
political feasibility of an EUIP can be alleviated by simply exam-
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ining more closely the likely structure that an EUIP would take on. 
If, for example, workers were required to make continuous contri-
butions to the EUIP fund prior to unemployment (over say 22 of 
the last 24 months), EUIP funds could be withheld from the sea-
sonally unemployed who typically work only in short 3-6 month 
bursts, greatly reducing the likelihood of permanent transfers from 
certain member states to others, and making an EUIP a far more 
politically feasible policy (ibid.). 

9��:HLJKLQJ� WKH� EHQH¿WV� RI� DQ�(8,3� DJDLQVW� DQ�(8�
with standardized national unemployment insurance 
programs
����������,�VKDOO�VSHQG�WKH�¿QDO�VHFWLRQ�RI�WKLV�SROLF\�UHSRUW�DGGUHVV-
LQJ� FRQFHUQV� WKDW� WKH� EHQH¿WV� RI� DQ�(8,3� FRXOG� EH�PRUH� HDVLO\�
achieved by simply introducing legislation which standardizes na-
tional unemployment insurance programs across the European Un-
ion. This critique essentially claims that we can both mitigate the 
adverse effects of an asymmetric shock, as well as inspire greater 
EU solidarity, without having to overcome the political and legal 
challenges that an EUIP would imply by simply passing legislation 
at the federal level which would mandate high minimum standards 
across all member state unemployment insurance programs. It ar-
gues that with more generous unemployment insurance programs 
in place across the EU, workers would enjoy far greater conditions 
when made unemployed and would consequently be far less likely 
to contribute to social unrest in the event of the Union being hit by 
an asymmetric shock (Beblavý & Lenaerts, 2017). Furthermore, 
VXFK�OHJLVODWLRQ�FRXOG�SURYH�EHQH¿FLDO�WR�VROLGDULW\�ZLWKLQ�WKH�(8��
as it would send a clear message to EU citizens that the EU has 
their protection in its interests (Wood, 2017). 
��������������(IIHFWLYH�DV�WKLV�DUJXPHQW�PLJKW�VHHP�RQ�¿UVW�UHDGLQJ��LW�XO-
WLPDWHO\�IDLOV�WR�PDWFK�XS�WR�WKH�EHQH¿WV�RI�DQ�(8,3��IRU��XQOLNH�DQ�
EUIP, this legislation would not allow for spatial smoothing in its 
defence against asymmetric shocks (Dullien, 2013). Crucial to the 
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EUIP’s capacity as an automatic stabiliser is its ability to spread the 
costs of an asymmetric shock over a wide range of countries, many 
of which rely upon divergent factors for their economic well-being 
(ibid.). It is as such unlikely that a single shock could ever leave 
the EU in the position of being unable to fund an increase in the 
cost of its EUIP in the same way it could leave  a national unem-
ployment program: a national unemployment program is funded 
by the wages of its own citizens only, not the wages of EU workers 
in their entirety as an EUIP would be, and is therefore far more 
VXVFHSWLEOH�WR�¿QDQFLQJ�LVVXHV�LQ�WKH�IDFH�RI�DQ�DV\PPHWULF�VKRFN��
no matter what the program’s mandated level of generosity (Be-
blavý & Lenaerts, 2017). We therefore see that, although mandat-
ing higher minimum standards for unemployment insurance across 
member states might come with less legal and political challenges 
WKDQ�DQ�(8,3��LW�ZRXOG�XOWLPDWHO\�QRW�SURYLGH�WKH�VDPH�EHQH¿WV�DV�
an EUIP, for it would not prove as effective an automatic stabiliser 
in the face of asymmetric shocks.

VI. Conclusion 
                In conclusion, I have argued that the EU should implement 
DQ�(8,3�,�KDYH�DUULYHG�DW� WKLV�FRQFOXVLRQ�E\�¿UVWO\�RXWOLQLQJ� WKH�
OLNHO\�EHQH¿WV�RI�DQ�(8,3��FLWLQJ�LWV�FDSDFLW\�WR�DFW�DV�DQ�DXWRPDWLF�
stabiliser against macroeconomic shocks, as well as its capacity to 
inspire a greater sense of solidarity within the EU. Against these 
EHQH¿WV� ,� FRQVLGHUHG� WZR�FRPPRQO\�PDGH�REMHFWLRQV� WR� WKH� LP-
position of an EUIP, analysing in turn whether it carried too great 
a moral hazard risk and whether it would be politically feasible. 
Both objections, however, were found to be either implausible or 
capable of being resolved simple structural designs in an EUIP. 
,�¿QDOO\�FDPH�WR�FRQVLGHU�ZKHWKHU�WKH�EHQH¿WV�RI�DQ�(8,3�FRXOG�
be more easily achieved by simply implementing legislation that 
would standardize all member state unemployment insurance pro-
grams, but eventually concluded that it could not, for such legisla-
WLRQ�ZRXOG�ODFN�WKH�VWDELOL]DWLRQ�EHQH¿WV�EURXJKW�E\�DQ�(8,3��
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