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Executive Summary

Latin American and Caribbean nations are giving greater attention to the kinds of labor
market programs and policies that might best support the region's transition and integration
into amore globa marketplace. The labor force of the future will need to be both more
highly skilled and more flexible to changing employment. Would unemployment insurance
(UI), which provides workers with transitional income until they find new work, be an
appropriate and useful instrument in Latin America and the Caribbean? The region and the
developing world as awhole have had very limited experience with Ul; it has largely been
conceived of as an industrial country program.

This study examines unemployment insurance (UI) for its potential application and
implications for Latin American and Caribbean economies. It surveys current experience
with unemployment insurance programs through case studies and draws lessons learned in
particular for the Latin American and Caribbean region. Seven case studies are examined:
three within the region (Argentina, Barbados, and Brazil) and four outside (Japan, Germany,
Poland, and the United States). The study also examines a specific sub-issue regarding the
financing of training through unemployment insurance revenues.

From a distance, unemployment insurance appears to be a similar instrument in every
country. It providesincome support in the form of weekly or monthly paymentsto recently
laid-off workersto enable them to seek new employment. Y et from this common structure,
Ul programs can vary substantially in the dligibility of workers, the level and length of
benefits, and the type of administration. Most important, while Ul may have a similar form
across countries, the national objectives sought by instituting the program can be quite
different. Theissue of the specific objective of aUI program is particularly relevant to
whether it makes sense for a Latin American or Caribbean economy.

Overdl, the study concludes that unemployment insurance is not a priori broadly applicable
to theregion. Rather, adecison for each individual country within the region should be
made based on national labor market needs and conditions and the desired national objective
of unemployment insurance. There are likely, the study concludes, countriesin the region
where unemployment insurance would be appropriate but great attention is required to the
details of design, objectives, and execution. The most likely profile of a country where Ul
should be considered is one undergoing substantial volatility of formal sector employment,
where the informal sector is not large, and where administrative capabilities are sufficient to
carry out the program. It can aso be useful to countries with high rates of seasond
unemployment such as Caribbean economies.

A. Clarity of Objectivesof Ul Critical for Latin America and the Caribbean
The study reviews four principal objectives sought in current unemployment insurance

systems. 1) income replacement/reward labor force attachment; 2) social safety net; 3)
macroeconomic stabilization; and, 4) labor market restructuring and transition.
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Given regional concerns regarding high levels of poverty and income inequality, one might
assume that the socia safety net goa would be the most appropriate and applicable one to the
region. The study concludesinstead that unemployment insurance is most applicable to the
region as alabor market trangition tool for the formal sector and least applicable as either a
wide social safety net or tool for macroeconomic stabilization. Using information from the
case studies, the study demongtrates that unemployment insurance typically does not serve
the poor, but rather middle-income workers. The low participation of the poor in
unemployment insurance would be further accentuated in many countries in the region with
large informal sectors. The study stresses the importance for the region of clarifying specific
national objectives sought for Ul within a national labor market system, rather than seeing Ul
as a short-term response to an economic crisis as has been the case in anumber of countries.

B. Key Regional Factorsfor Considering Ul Systems

The report identifies anumber of key regiona characteristicsthat are important to deciding
whether and what kind of unemployment insurance system might best fit a country in the
region. These regional characteristics exist in varying degrees among countries in the region.
In a number of cases, the study recommends design features that can compensate for these
factors.

Thefirst factor to be considered is the presence of alarge informal sector. The report
emphasizes that little study has been conducted about the interaction of Ul in dual labor
markets (informal/formal). The preliminary evidence gathered from Latin American and
Eastern European cases is that the presence of alarge informal sector may undermine the
utility of Ul, by making it impossible to insure that recipients are looking for new work, and
may provide perverse incentives to increase further the informal sector. The presence of a
large informal sector greatly weakens the ability of Ul to serve either as a social safety net or
amacroeconomic stabilization tool.

A second factor to be considered in designing a Ul system in the region is the level of payroll
and other labor taxes. In some casesin the region, Ul would need to be part of an overal
restructuring and labor market reform to insure that additional Ul taxes did not unduly
disadvantage labor and discourage business investment. A third factor to be considered isthe
extent of severance pay or other termination benefits already in place and how they would
potentialy interact with Ul. 1n many OECD countries where the first Ul programs were
created, there were fewer nationally-mandated termination benefits. The study recommends
that countriesin the region with nationally-mandated benefits review these benefits
simultaneoudy with consideration of Ul, so that one benefit does not contradict, dwarf, or
undermine the other asis seen in some of the case studies.

The fourth factor identified in the study of particular importance to the Latin American and
Caribbean region is whether and how to cover unemployed youth. 'Y outh unemployment
rates are typically high in the region, and depending on how Ul dligibility is set, the bulk of
the Ul program could, inadvertently, end up serving a youth population. Expertsare
concerned that income benefits from Ul, delivered without training or other employment
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assistance, can have corrosive effects on the young who have not yet established initial work
skills and habits. In Latin American and Caribbean countries with high youth
unemployment, the study recommends particular attention to the dligibility criteria of Ul and
the use of youth- oriented employment programs rather than Ul to address the problem of
youth unemployment.

C. Ul and the Financing of Training

A large number of the existing Ul systems permit recipients to obtain training/retraining
while receiving unemployment insurance benefits. It isfar rarer that unemployment
insurance revenues are specifically used to finance training programs; typically
unemployment insurance and training have distinct revenue sources. Unemployment
insurance payouts are usualy so large and cyclical that there is little surplus to fund other
types of programs.

While no system finances training through Ul revenues, the study identifies two existing
types of modelsthat relate the financing of training with Ul. Oneisthe "large pool” model in
which Ul payroll taxes are pooled with other sources (including government tax revenues)
into one fund which finances Ul, training, and other initiatives. Germany and to alesser
extent Argentinafit thismodel. The second isthe "small pool” or "developmental uses of Ul"
model in which a small portion of Ul revenuesis used to fund limited training or employment
creation initiatives. Japan fits this model.

While there are some interesting features to the small pool model, in neither the large nor
small pool cases do Ul funds finance the bulk of a nation's training system. Quite simply, the
demands on Ul revenues are too substantial and increase countercyclically during economic
downturns just when you would want to spend more on training. This makes Ul an unreliable
source for financing training. Ul revenues to fund a nation's principal training programs
would be both fiscally and programmatically unsound.
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. Unemployment Insurance: An Overview and Introduction

Unemployment insurance (Ul) provides short-term financial support to workers who are
laid off from their jobs, typically through no fault of their own. It has become a common
program in the advanced industrialized countries, but to date relatively rare in the
developing world. Reflecting this trend, unemployment insurance israre in Latin America
and the Caribbean. Currently, seven countriesin the region have some form of
unemployment insurance® and even within this group a number of programs are extremely
limited or under revision.

As many countries in the region are beginning to examine potential areas for labor market
changes and reform, one question is whether unemployment insurance is an appropriate
and useful instrument in the Latin American and Caribbean context. Many Eastern
European countries, for example, have adopted unemployment insurance systems within
the last 5-10 years to cushion the shock of mgjor job layoffs and market reforms. But is
unemployment insurance suitable for Latin American and Caribbean labor markets? What
sorts of roles does Ul play in other economies and are those priorities in the region? What
lessons are learned from past experience that may be relevant to Latin America and the
Caribbean?

This study explores seven diverse cases of unemployment insurance around the world:
three within the region (Argentina, Brazil, and Barbados) and four outside (Germany,
Japan, Poland, and the United States). In each casg, it strives to understand the origins of
the program, its key attributes (eligibility, benefits, requirements), and how it operates.
The intention of surveying a diversity of experience isto draw potential lessons for Latin
American and Caribbean countries in considering whether Ul, or what form of Ul, might
be appropriate within the particular regional/national policy context.

The study also reviews arelated question relevant to Ul prospectsin the region.
Specifically it examines the financial relationship between unemployment insurance
revenues and labor market training initiatives. Are Ul revenues a vehicle for funding other
labor market programs? Chapter 3 discusses international experience with Ul and the
financing of training and related labor market programs.

Thisfirst chapter provides an overview and introduction to unemployment insurance systems
as afoundation for more detailed examination of country cases in Chapter 11. It surveysthe
incidence and occurrence of Ul worldwide, its principal purposes, and types of programs and
benefits. The final chapter provides recommendations and lessons learned for Latin
American and Caribbean countries.

! The DB report identifies: Argentina, Brazil, Barbados, Chile, Ecuador, Uruguay, and Venezudla. It aso cites
Mexico; however, the Mexican program is only for pre-retirees from ages 60-65. Economic and Social Progress
in Latin America: 1996 (Washington, DC: Inter-American Development Bank, 1996).



A. Unemployment Insurance: Purposes and Objectives

Unemployment insurance provides cash benefits to workers who have had some work history
and have become recently unemployed. It isintended to replace lost income and provide a
cushion until workers can find new employment; once a new job is secured, benefits are to be
terminated. While having a similar basic function across countries, there are actually
different objectives that may motivate and determine the kind of unemployment insurance
program a country pursues. Unemployment insurance systems have typically tended to meet
some, or many of the following objectives for a country:

Income replacement/reward labor force attachment: A very common aim
for unemployment insurance is to cushion workers in the short-term transition
to new employment. The intention isto reward not every unemployed worker,
but only those who have typically paid into the unemployment scheme and
demonstrated significant labor force attachment and investment by time spent in
employment. An important motivation in OECD countriesis that Ul would
enable workersto hold out for higher paying work more suited to their skill
level.

Social safety net: Many programs also contain the objective of preventing a
segment of the workforce from dipping into poverty due to unemployment.
This objective has great variability among programs, as, depending on the
country, only a segment of eligible unemployed workers would likely be near
the poverty line. Programs that emphasize a socia safety net objective typically
provide alow-level of benefits, rather than seek to replace a high percentage of
previous income.

M acr oeconomic stabilization: Ul can be intended to serve a broader function
of stahilizing the economy during downturns or depression, providing the
means to maintain consumer spending and improve welfare. This
macroeconomic impact has been difficult to measure to date. But in principle,
to meet this objective, a Ul system would need to be comprehensive, seek to
cover alarge percentage of the unemployed workforce, and have enough
reserves to finance payments in economic downturns. Some of the earliest Ul
systems such as that of the United States grew out of the experience of the
1930s depression and sought to cushion downward cyclical trends.

Promote restructuring/efficiency: In countries undergoing large layoffs and
adjustments to market changes, unemployment insurance can be seen asaway
to reduce workers resistance to such changes and facilitate the trangition. This
was an important motivation behind the enactment of Ul systemsin Eastern
Europe.
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It isimportant to keep these differences in objectives in mind in reviewing the variationsin
country programs in place today as the objectives sought influence greatly the actual
program design.

B. Differentiation between Ul and Other Job Termination Assstance

This study deals specifically and exclusively with unemployment insurance, but,
depending on the nature of the layoff, there may be other cash benefits that a worker may
receive upon job termination. Thisis particularly true in Latin American and Caribbean
countries that have enacted national requirements for the payment of severance payments
and/or compensation for unjust dismissal.? It isimportant to understand what
compensation is available and its purpose in each country before deciding on the
appropriate policy mix. In principle, severance payments and compensation for unjust
dismissal have different objectives than unemployment insurance, but in practice they
seem to act similarly in that they all provide cash benefits to workers when laid off from
employment.

Compensation for unjust dismissal is intended to discourage employers from firing
workers arbitrarily, such as for organizing atrade union. It isintended to serve asa
penalty to employers as well as compensation to workers who have unfairly lost
employment. 1n some countries, economic and market factors may not be considered
grounds for unjust dismissal and thus €eligibility for benefits can be fairly broad.
Severance payments are more specific and usually not as broadly legislated on a national
basis. Severance payments seek to reward aworker’s long-term investment and
commitment to afirm and vary with the amount of years a worker has been employed.
They typically vary with number of years on the job -- the longer the longevity, the greater
the payment for investment in the firm. Severance payments are typically made in one
lump sum, while unemployment insurance is received periodically (weekly/biweekly) as it
mirrors aworker's former paycheck and continues only until a worker finds a new job.

While distinct in objectives served, job termination payments and unemployment
insurance occur together in practice. Because they are funds received upon firing,
severance payments do help cushion a worker's loss of income in the immediate period
following unemployment even if that is not their primary purpose.

Countries vary as to whether they have al, some, or none of any other type of termination
compensation. In countries like the United States, unemployment insurance is the more
widely received benefit, and only through collective bargaining agreements may workers also
be eligible for severance or unjust dismissal pay. Conversely, most countriesin Latin
America and the Caribbean have requirements for payments due to unjustified dismissal and
amore limited number have severance payments, some quite generous. In some Latin
American countries (e.g., Argentina, Brazil), severance payments may far exceed what a
worker might receive in unemployment insurance. Thus, while not the subject of this study,
it isimportant to understand the availahility of other job termination benefits and their policy

?In some countries, largely OECD countries, these may be provided through collective bargaining agreements.
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role, to frame and understand the most appropriate policy mix for any one country. This
study discusses severance pay/job termination benefits in select case studies asrelevant. It
then incorporates lessons from these cases in the concluding chapter.

C. Ul: International Trends

This data confirms the general perception that unemployment insurance is a common
feature of the industrialized nations of the OECD. These countries have the majority and
longest standing programs in the world, with the first programs developed in Great Britain,
Germany, and the United States at the turn of the century.

Since the end of WWII, there has been a growth of unemployment programs, spreading
more to the higher income developing countries. There were only 21 such programsin
1940, but 34 in 1967, 40 in 1987, and 68 in 1997.2 Figure 1 summarizes the geographic
distribution of Ul programs by region. The largest recent growth of Ul programs has been
in Eastern Europe and among the states of the former Soviet Union (FSU). Figure 1
confirms that, outside of Eastern Europe and the FSU, (23 programs), that Ul programs are
extremely rare in the developing world with only six programs in Africa and the Middle
East, three in Asia and, seven programsin Latin America and the Caribbean.

There are many reasons why unemployment insurance has been less prevalent in the
developing world. Even though these systems are principaly self-financed by contributions
of employers and workers, Ul programs particularly can be among the most costly of |abor
market programs and target a population, that in adeveloping country context, is not the
neediest. Proportionately the very poor have less stable job histories, are in informal
(unprotected) employment, and thus are often ineligible for Ul. While a segment of Ul
recipients may be poor, in most OECD countries, Ul recipients are at the median income
level. In most OECD countries, there are both social welfare/assistance programs for the
poor and unemployment benefits, and Ul is percelved to address a different and distinct set of
economic needs, not those of the poorest. Ul systemsrequire as well an extensive
administrative apparatus both to collect contributions and distribute benefits and much of this
depends on extensive and well-working government services.

37afiris Tzannatos and Suzanne Roddis, Unemployment Benefits: Draft 1 (Washington, DC: The World Bank,
Social Protection Unit, May 5, 1998), 3.



Figure |
UNEMPLOYMENT INSURANCE SYSTEM BY REGION
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Source: Annex 1, U.S. Social Security Administration, 1997. Region

D. Unemployment Insurance and Unemployment in Latin America and the
Caribbean

The need to look beyond the region for experience and lessons on unemployment
insurance is important because the more extensive and longer-term experience is outside
the region. Nearly all of the seven programs in the region currently were designed in the
1980s or 1990s, a number resulting as a response to an economic crisis. A few of these
programs were too small (e.g., Chile) or too unlike traditional unemployment insurance
(e.g., Ecuador which makes a single payment) to be appropriate for drawing broader
lessons. Other systems, like those of Venezuela and Chile, are being reconsidered
nationally. Latin America/Caribbean experience is highly concentrated as well: Barbados
has the only Ul program in the Caribbean; there are no programs in Central America; and,
the few existing programs are predominantly in the Southern Cone. Rarely has
unemployment insurance in the region been alarge program on the scale of an OECD-type
system. Brazil, with the largest program in the region, would be an exception to this,
largely by the sheer size of its workforce.

As unemployment has become a greater concern within the region, and considered a more
permanent feature of market-led economies, there has been interest in considering
aternative approaches to protecting workers from unemployment. 1n Chile, there is much
discussion around a proposal to create individual savings accounts for use during
unemployment. The region has some experience in the individual account approach in the
Brazilian FGTS (Fundo de Garantia do Tempo de Servico) as well asin asmaller Ul
program in Argentina for the construction sector. In Argentina, to protect against the high
rotation in the construction sector, employers pay into individual accounts for each
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worker, which the worker recelves on termination. These systems have the advantage of
greater transparency (workers can invest in or see contributions placed in their name) and
greater predictability in availability of funds.

The IDB supported the design of a comprehensive reform of the Venezuelan social
security system that included a proposed reform of the unemployment insurance system.
The Ul system as designed under the IDB loan provided two accounts. one of individual
accounts for each worker and the other a common solidarity fund from which recently
unemployed workers, without much accumulated in their individual accounts, can
"borrow" on their future account. Its design features draw on current discussions within
Chile regarding individual account models. The Venezuelan reform would require a
greater commitment of resources from both employers and workers (4% combined of
payroll/wages). The redesigned system is pending with the current V enezuelan Congress
and new government. These trends in the region suggest an important moment in time to
evaluate international experience for its lessons and applicability to the Latin American
context.

The region's dramatic opening to international competition and deregulation of domestic
markets has raised the specter that workers more and more will be exposed to higher rates
of unemployment and labor instability. Public sector employment is falling throughout the
region and this has been traditionally an area of great employment stability. Official
unemployment rates, in fact, have not dropped in the region which might have been
expected given higher economic growth rates and a owing down of the increase in the
labor supply from the latter half of the 1980s. The average rate of official unemployment
(formal sector) has fluctuated around 10%. However, this does not account for the greater
perceived problems of unstable informal sector employment (in some Latin nations up to
50% of the workforce) and under or sub-employment.

While poverty, income inequality, and low wages have been persistent concerns within the
region, unemployment is now rising to become one of the region's top concerns. In recent
surveys, seven out of ten Latin Americans are concerned or very concerned they will lose
their jobs or become unemployed within the next year; 19 out of every 100 think Latin
Americas biggest problem is unemployment, exceeding those of low wages, poverty and
inflation. Latin American employers, in contrast, see greater problems with the quality of
labor supply (e.g., the level of education and training), than unemployment.* Concern
about unemployment is greater in the region where there is a higher level of informal
sector employment and greater employment in more volatile non-tradable goods (e.g.,
construction and services).

“As quoted in Eduardo Lora and Gustavo Mérquez, "The Employment Problems in Latin America: Perceptions
and Stylized Facts?” in Employment in Latin America: What is the Problem and How to Address It?
(Washington, DC: Proceedings of seminar at the Inter-American Development Bank, May 14, 1998), 3.
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E. Ul Programs. Financing, Types, and Design Features

Whether in an industrialized or developing country, unemployment insurance exhibits
variation along arange of similar, key attributes. There is substantial variability in terms
of who benefits and how generously, how programs are financed, and what function
unemployment insurance serves in the countries labor market and macroeconomic policy
mix. Variability continues further in how unemployment insurance -- a so-called passive
labor market policy -- isintegrated or linked to active policies such as job training, job
search assistance, and wage subsidies which seek to directly connect workers to new jobs
or upgrade their skills.

Below is abrief review of some key attributes of Ul programs as a foundation for examining
the specific country case studies in Chapter 11.

1. Financing

Broadly, unemployment insurance is run by pooling funds that are then paid out
periodically to beneficiaries as they become unemployed. There are three principal ways
that funds are financed: employer/employee contributions (or just employer contributions);
government financing from general revenues; or, a mixed system of part contributions,
part government revenues. Funds are either "forward financed" -- that isfunds are
accumulated in good yearsto pay for years when unemployment is high -- or "pay-as-you-
go" in which funds are accumulated to pay for current demands. Under a pay-as-you-go
system, contributions may need to be increased or benefits curtailed in times of high
unemployment in order not to go into deficit. This countercyclical effect must be taken
into consideration in designing the most appropriate system for a country, particularly if
macroeconomic stabilization is an objective sought through Ul.  Annex | summarizes the
financing type for each Ul system worldwide, with the larger number of systems paid
through employer and employee contributions.

The insurance feature of Ul comes viaits self-financing mechanism. In the mgjority of
countries, employers and workers contribute, or pay premiums into, a system which only
the unemployed worker draws on should they lose their job. Like auto insurance, not
every contributor draws benefits, only a percentage who incur misfortune. There are a
minority of systems which are financed through general government revenues, but they
retain at least the insurance feature that only the unemployed under specified conditions
receive benefits. Nonetheless, it is more appropriate to call government-financed
programs "unemployment benefit" rather than insurance programs as the self-insurance
feature is removed.

In mixed systems, government revenues play very different roles. 1n some, government
revenues are used periodically only when the insurance program runs into deficit or
additional benefits are to be provided (e.g., United States for extended benefits). In others,
government revenues finance a particular component of the Ul program (e.g., Japan). Ina
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number of cases, government financing can be up to two-thirds of program costs. Most cases
of unemployment insurance are compulsory -- companies and workers are legally required to
pay into the program. There are a number of cases of non-compulsory systems where Ul is
organized on an industry/union basis; thisis more typical for Nordic countries.

2. Typesof Unemployment Benefits

Unemployment benefits can typically be apportioned in three generic ways, by:

a)

b)

Earnings-related benefits. Benefit levels are tied to some percentage of the
recipient's previous earnings; thus, higher income individuals earn higher Ul
benefits to compensate for lost income. Typically a system might set a minimum
and maximum level of benefits using this method. Country examples: United
States, most European/OECD systems.

Flat-rate benefits. Benefit levels are set at one low level and do not vary with a
recipient's previous income. There may be some variation for family size or other
trait. Country examples. Poland, generally developing country systems.

Income-tested benefits. Benefits depend on current individual, and (more
likely) family income. This means, for example, that spousal and investment
income are taken into account for ligibility. Thistype of meanstest is more
typical for welfare-social assstance programs, in Germany, for example,
unemployment assistance using income-tested benefits as distinct from German
unemployment insurance that uses the earnings-related model. Meanstesting
requires more complicated administration and oversight.

The Latin American and Caribbean cases profiled in this study typically use
earningsrelated benefits, but in some cases constrain the maximum rate available, so that
the effect is closer to aflat rate benefit (e.g., see case study for Argentina).

3. Amount and Length of Benefits

The amount that Ul replaces a worker's former income, the replacement rate, varies
markedly even among the OECD countries. Its variability is due to differencesin the
percent of income initially covered, how income is calculated, whether such benefits are
taxed, and what ceilings or other restrictions may be in place.

Unemployment insurance varies markedly as well as to how long workers are covered in
their transitional job search. Workers can be covered as short as 3-5 months in Brazil to
indefinite periods in some Western European countries such as Belgium. Some European
countries set defined periods for receiving unemployment insurance, but have longer, or
even indefinite periods, for unemployment assistance that functions more like welfare
payments (e.g., Germany).
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Gross unemployment benefits typically range from 40-75% of average earnings, though
most are capped at the higher income levels. More important for international comparison
are the actual net replacement rates, taking into account different country level benefits,
restrictions, and weights for length of benefits. The OECD has struggled to develop
increasingly more accurate measures of gross replacement rates. Recent data shows a
remarkable range in gross replacement rates among OECD nations. These rates range
from the high end of 81% (Denmark)/69%(Netherlands) to the low end of 20% for the
United States® and Italy.® The low end of replacement rates call into question whether Ul
truly represents an instrument for maintenance of workers' current living standards.

4. Dilemmas of Work Incentives

One key question continually raised with unemployment insurance is the danger that too
generous benefits may discourage workers from returning to work, or at least to wait out
the period of benefits before doing so. Thisis often termed "moral hazard." Some portion
of this disincentive to return to work is typically controlled through benefits levels,
duration of benefits, and work search requirements. Research on the adverse effects on
work incentives has found a very small positive relationship, but it is not typically
considered to be very significant and seems more dependent on overall macroeconomic
conditions than on the Ul program itself.” The effect on work patterns has been found to
be more troublesome for new entrants, who in some European systems are eligible for Ul
with little work history.®

5. Adminigtration

Efficient administration is extremely important in meeting most of the key objectives of
unemployment insurance. Without an efficient administrative structure to provide workers
timely and appropriate payments, objectives for immediate income replacement and
reduction of poverty rates, or macroeconomic stabilization cannot be met.

While Ul may be more commonly paid for by taxes on employers and workers, it is
typically administered by government, not private agencies. Thereis the case of union
administration of Ul in Sweden, and some countries have sector or employer-managed
systems but these are less common. Administration typically requires the provision of
weekly to monthly benefits in a network of offices throughout the country. Some offices
are strictly used for unemployment insurance payments, many combine Ul within another
government agency or Labor Ministry office.

With this brief overview in mind, the following chapters look in more detail at each of
seven different unemployment systems worldwide. It examines the policy context for the

*ThisisaU.S. average; replacement rates vary markedly among U.S. states.

®John Martin, "Measures of Replacement Rates for the Purpose of International Comparisons: A Note," OECD
Economic Studies No. 26, 1996/1, 107.

"Tzannatos and Roddis, Unemployment Benefits

8Joan Wills, telephone interview.
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origins of each program as well as the benefit levels and coverage of the program, and
highlights key features of program operation.

II. CaseStudies Of Unemployment Insurance Programs

This chapter surveys a diverse range of national unemployment insurance (Ul) programs
to better understand how such programs operate in their national contexts and how they
serve the target populations. These different national experiences will be drawn on to
identify potential lessons learned of relevance to Latin American and Caribbean
economies. Each case study will review the origins of the specific national unemployment
system; analyze key program characteristics, including: the level and type of benefits and
the nature of the beneficiaries receiving funds; review the financing of the system,
examine its administration; and, discuss the broader labor market context in which the Ul
program operates. While key observations are listed with each case study, the final
chapter (1V) will specifically bring together the lessons learned and conclusions from these
cases for Latin American and Caribbean countries.

Of the case studies examined in this section, three are within the Latin American and
Caribbean region, Argentina, Brazil, and Barbados, and four are outside, the United States,
Japan, Germany and Poland. These case studies were selected based on a memorandum to
the sponsors of the study that sought to identify a diverse pool of case studies which could
provide arange of inputs and lessons learned for Latin America. In particular, these case
studies offer some interesting distinctions:

Argentina. A more recent (1992) Latin American unemployment insurance
system directed towards a comparatively small beneficiary pool.

Barbados. The only unemployment insurance system operating in the
Caribbean with eligibility features adapted to an idand economy.

Brazil. Thelargest Ul systemin Latin America (in terms of beneficiaries) with
relatively short benefits (3-5 months) funded via aworker fund
(employer/employee contributions).

Germany. Anindustria country, integrated system that combines
unemployment insurance, unemployment assistance with job training and
placement for the unemployed.

Japan. A relatively unique combination of unemployment benefits and smaller
"services' intended to prevent unemployment and retain workersin place.

Poland. An unemployment insurance system instituted in the midst of dramatic
economic trangition to ease large anticipated unemployment.
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United States A program of long standing, but relatively unique in its
operation at the state, rather than national level. The U.S. system has another
relatively rare feature in that it calculates employer contributions on "experience
rating": the more an employer generates unemployment, the higher their rate of
contribution to unemployment insurance.

Following are seven case studies in aphabetical order. These case studies are not intended
to be exhaustive or uniform in content. Rather the intention isto summarize national
experience and draw out particular salient characteristics that are instructive to other
nations. Chapter three explores the particular question of financing training and
unemployment insurance, drawing on the case study experience. It should be emphasized
that these case studies were largely conducted based on literature reviews and phone
interviews. Only the three Latin American and Caribbean case studies benefit from on-site
research.

A. ARGENTINA
1. Originsof the System

Argentinas Ul system is comparatively recent. It was enacted in 1992 in the wake of a
macroeconomic crisis that raised the prospect of large-scale, official unemployment. Ex-
Labor Minister Armando Caro Figueroa explains that in 1991-92, unions and the country
were just beginning to shift from the image of full employment to a recognition of official,
sometimes large-scale unemployment that accompanied economic crisis.” As one trade
union official explained it, Ul was a benefit that the unions accepted as part of a package
of responses to the crisis: "..it was a time of shock, inflation was very high."°

To administrate the program, government officials turned to the social security system, in
particular the Asignaciones Familiares program, a family assistance program, since it had
in place a national network of offices and was used to managing monthly checks and
processing beneficiaries. The program continues to remain under the administration of the
social security system, ANSES (Administracion Nacional de la Seguridad Nacional).
ANSES is a decentralized agency reporting to the Ministry of Labor and Social Security.

2. Financing

The program is financed by a 1.5% tax on employers and a 1% salary contribution by
workers.

3. Current Labor Market Demands

The Argentine Ul system serves arelatively small population -- roughly 100-
125,000/workers per month, an estimated 300,000 workers per year. This represents only

°Armando Caro Figueroa, interview with the author, 5 May 1998.
19Alberto Tomassone, Argentine Federation of Commercia and Service Workers (FAECY S), interview with the
author, 6 May 1998.
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about 15% of the officially unemployed workforce of two million. Table 2.1 shows that
from 1994 on, after the initial establishment of the program, the number of workers served
per month varied by only 30,000 workers from 98,513 workers/month in 1994 to a high of
128,672 in 1997.

4. Program Characteristics: Benefit Levels, Eligibility, and Analysis of Beneficiaries

Eligibility. From the outset, the Argentine Ul system was intended to apply to only a
segment of the labor force. Public sector workers, domestics, and the self-employed were
explicitly excluded. There is a separate program for construction workersinstituted in
1967. Asconstruction is a sector that typically draws heavily on unemployment
insurance, this further keeps the level of beneficiaries down. Asin all Ul systems,
informal sector workers are not eligible. This came to be an increasingly important
characteristic that limited the applicability of the program, as over the time period from
1992 to today, the informal sector in Argentina has grown from approximately 25% to
40% in 1998.* For those who qualify in terms of the sector, they must have worked at
least 12 months out of the last 36 months and must have been laid off from their jobs due
to no fault of thelir own (sin justa causa).

Benefit Levels. Workers are eligible for four to twelve months of assistance, depending
on how many years they have been working before the layoff. The minimum benefit of
four months goes to those with only a year of employment in their former job; there are
eight months of benefits for those who have between two-three years at their former job.
The maximum benefit of one year of insurance payments goes to those with three or more
years on their former job.

Technically, workers can receive anywhere from $150 pesos/month to $300 pesos per
month plus a small additional stipend for family support, depending on their former salary.
In practice, though, there are very few applicants at this lower salary level. The median
monthly Ul benefit, including family payments, is currently 284 pesos/month, near the
maximum. The median level of benefit as shown in Table 2.1 has not varied greatly in the
past three years, from 255 pesos/month to 284 (1998). Median levels of benefits were
lower after 1995 as the government officially lowered the maximum amount of benefits a
worker was eligible for.

The Argentine benefit schedule has an additional characteristic, considered an important
trait of "optimal unemployment insurance" in economic modeling -- benefit levels that
decline over time. This design feature isintended to try to encourage workers to return to
work as benefits become less valuable. After the fourth month, benefit levels reduce to
85% of the level calculated in the first period; after nine months, the amount reduces to
70%. It must be remembered, however, that these declining percentages apply to only the
segment of the beneficiaries eligible for a year of benefits, the rest of beneficiaries receive
aflat percentage for their shorter-term benefits.

| _abor Minister Antonio Erman Gonzéles as reported in La Nacion, 5 May 1998.
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Analysis of Beneficiaries. The "typical" or average beneficiary of Argentine
unemployment insurance is a male (71% are male), between 24-49 years of age (70% fit
this category), without family responsibilities (52%). Table 2.2 shows some of the
changes over time in the type of beneficiary receiving unemployment insurance. The
most significant change overtime has been in the decrease in those who are heads of
households (con carga de familia), from 67% in 1994 to 48% in 1997.

Table2.1
ARGENTINA:

Ul BENEFICIARIES AND EXPENDITURES
(1992-1998)

Year Benl\(i.fl;?1 nyr?fents Ex_penditures (psre::rf;n,
(lp==es) in pesos)
1992 128.062 25.834.000 202
Monthly average 12.806 2.583.000,
1993 880.479 325.193.000, 369
Monthly average 72.373 27.009.000
1994 1.182.154 378.839.000, 320
Monthly average 98.513 31.570.000
1995 1.468.160 374.992.000, 255
Monthly average 122.347 31.249.000
1996 1.544.064 398.000.000, 285
Monthly average 128.672 41.388.000
1997 1.144.548 313.800.000, 274
Monthly average 95.379 26.160.000
1998 1/ 174.999 23.606 284
Monthly average 87.500 26.046

Source: Direccién Nacional de Regulacion del Mercado de Trabgjo, using data from ANSeS.
1/ For two months only

While the age categories are not differentiated enough to see this clearly, thisfits the
impression that over time those drawing on unemployment insurance are increasingly
younger with less work experience. The average length of benefits has dropped in the last
two years from 10.3 months to 8.27.%2

12Sequro de Desempleo,” Data from the Direccion Nacional de Regulacion del Mercado de Trabgjo, 1998.



-17 -

Table2.2
ARGENTINA:
CHARACTERISTICS OF Ul BENEFICIARIES
(1994-1997)
Characteristic 1994 1995 1996 1997
Sex
Female 23.50 26.40 2750 2910
Mae 76.50 7360 7250 70.90
Age Group
Upto 24 years 7.40 9.60 9.90 9.60
25-49 years 71.30 6890 70.00 70.40
50 years and over 21.30 2150 20.00 20.00
Family Status
w/o dependents 33.00 3870 4130 51.90
w/dependents 67.00 61.30 5870 48.10
Previous Occupation
Professional/technical 18.20 1500 2140 2.90
Directors and executives 0.40 0.50 0.60 450
Adminigtrative personnel 17.50 19.40 1940 3440
Commercial and sales 6.10 9.10 10.20 3.70
Private service sector 5.10 6.00 520 16.80
Forestry and fishing 10.90 12.00 7.80 0.80
Non-farm laborers and drivers 41.70 38.10 3550 36.90
Line of Work in Previous Occupation
Primary activities 6.50 3.90 3.50 3.70
Manufacturing industry 45.10 45.10 4230 37.20
Commerce 18.30 2340 2400 25.00
Financial and managerial services 20.40 16.10 1410 13.30
Socia and personal services 8.70 10.00 1400 18.00
Other 1.00 1.40 2.00 2.80

Source: Direccion Naciona de Regulacion del Mercado de Trabgjo, using data from ANSES

While often there is the impression that a program such as unemployment insurance plays
asocia safety net role in protecting incomes for low-income workers, the population
served is typically not the lowest income levels, and thisis true in the Argentine case.
Table 2.3 shows that only 6% of beneficiaries made 300 pesos/month or less (February
1998). The mgority of applicants (51%) are in the range from 300 - 600 pesos per month,
but surprisingly 17% of recipients had salaries in excess of 1,000/pesos a month, more
than three times the maximum benefit level they receive from unemployment insurance.
Thistrend to serve middle-income recipients is reinforced by data on the occupationa
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profile of beneficiaries (Table 2.2). Non-agricultural workers and chauffeurs comprise a
third of recipients, but another third is represented by administrative personnel.

Table2.3
ARGENTINA
INCOME DISTRIBUTION OF Ul BENEFICIARIES
(February 1998)
Income Intervals Totd Percentage of
Beneficiaries
0to 100 56 01% —
101 to 200 951 1.1% —» 6.1%
201to 300 4,216 49% |
301 to 400 12,645 14.6%
401 to 500 19,371 22.4%
501 to 600 11,787 13.6%
601 to 700 8,315
701 to 800 6,640 7.7%
801 to 900 4,523 5.2%
901 to 1.000 3,545 41% _____
1.001 to 1.500 9,373 10.8%
1.501 to 2.000 2,986 3.3%
2.001to 2.500 1,066 1,2% > 16.6%
2.501to 3.000 485 0.6%
3.000t0 4.000 368 0.4%
4,001 and More 229 03% _ |
Totd 86,466 100.0%

Source: Direccién Nacional de Regulacion del Mercado de Trabgjo, using data from ANSeS

One factor to remember in the Latin American context is that low-income workers are
disproportionately represented in the informal sector. Since unemployment insurance
covers only formal sector workers, and then within the formal sector those with significant
tenure in one job, it rarely could fulfill a social safety net function for low-income
workers. What is interesting in the Argentine context is that even though benefit levels are
kept relatively low (300 peso/month maximum), the program attracts workers of far higher
income levels. Inthisway, Ul plays arole more like a short-term income subsidy -- which
is how it is commonly referred to in Argentina (subsidio al desempleo) -- than a program
which replaces/protects incomes for a period of job-hunting.

5. Adminigtration

As explained above, the program is administered through the social security system.
Workers go to one of 150 local ANSES officesto register and receive their checks; there
are no other labor market functions or job hunting services provided.
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Trade union leaders and other observers of the system interviewed detected few significant
administrative problems with the system. Workers who are eligible for Ul were generally
informed of their eligibility and received their payments on atimely basis. There were
some problems with workers not receiving their termination notices, or termination notices
being a matter of "negotiation” with some employers, but this does not appear to be an all-
pervasive problem.

What is less controlled are the administrative mechanisms and procedures to exclude from
unemployment benefits those workers who have found new jobs. Numbersto identify
workers (a CUIL, akin to the a Social Security number in the United States) were not
instituted until 1994, and only very recently has the government been cross-checking the
CUILs of Ul recipients with the socia security payments rolls to see if the Ul recipient is
actually working in formal sector employment and paying into the social security system.
In doing so, the government has been able to detect significant numbers of Ul recipients
who were actually working in the formal sector while receiving unemployment benefits.
Far greater numbers of Ul beneficiaries are likely to be working in the informal sector, but
thisis nearly impossible to identify. The low level of benefits -- near the minimum wage -
- reduces much incentive to go after this type of fraud.

Interviewees noted there is not alot of urgency to expand or change the current Ul system
beyond its 100-125,000 beneficiary level. Proposalsto change the system have been floated
in the past, but are not in active consideration at thistime. Trade union and business officials
indicated that other labor market programs and trends have a more prominent place in the
national agenda, in particular, severance pay and temporary contracts. With the ingtitution of
temporary work contracts, approximately 80% of new jobs are temporary in nature.

6. Key Observations: Argentina

Small Program Dimensioning. A striking feature of the Argentine system s
itsrelatively small size and small variability in number of beneficiaries
(@100,000-125,000/month), even as unemployment levelsincrease. Across
the board, interviewees attributed thisfirst to the number of groups explicitly
excluded from receiving Ul (e.g., domestic workers, construction, public sector)
and the growing informal sector that is not covered by Ul. But they also
pointed out that another factor is the willingness of the government to intervene
and reduce benefits when the costs/number of beneficiaries are likely to exceed
incoming revenues from the private sector. The government has reduced, on at
least two occasions, the maximum amount of pesos aworker can receive in
unemployment benefits, most recently in 1995, when the "tequila effect” forced
up unemployment levels. While not typical of other Ul programs, Argentinas
operates with a broad, informal understanding of the constrained parameters of
the program. The 1.5% tax on payroll contributed by the private sector is
considered the limit of what they will contribute. As aresult, the program must
be adjusted to more or less match the incoming revenues.
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Lack of Integration with Labor M arket Operations/Current Role and
Purpose. The Argentine Ul system is run through the social security system
and has no linkage to training or other labor market programs. Once €eligibility
is determined, it is a straightforward process to receive cash benefits. Workers
apply for benefits in a social security/social assistance office and are not
required, directed, or provided with information on finding new employment or
training opportunities. Formally, the law says a Ul recipient must accept ajob
offered by the Labor Ministry, but observers indicated that there is no actua
labor intermediation performed. The constrained size of the program (limited
number of beneficiaries), coupled with the lack of integration with labor market
operations led a number of interviewees to maintain that the program had little
impact and, for others, to question what role it performed in the economy. Does
it protect income during a period of unemployment and reward labor market
attachment? |sthe program intended to help workers reenter the labor market?

I nterplay/Function with Severance Payments. Unemployment insurance's
relatively minor role in the Argentine labor market can be understood, in large
part, when compared against severance payments which workers receive upon
job termination. Under current Argentine law, aworker receives one month of
salary for every year worked, with a minimum of two months severance pay
after working only three months. In principle, severance pay is distinct from
sdlf-insured Ul in that workers and employers pay into the pool of funds.
Severance pay is paid only by employers and is designed to serve asa
disncentive to employers to layoff workers as well asto compensate workers
for long-term job investment. While their purpose may be different, both pay
cash benefits upon aworker’ s termination. In practical termsin Argentina, the
amounts received by workers are typically much larger and less restrictive for
severance pay than for unemployment insurance. Ul pays near the minimum
wage for amaximum of ayear and is received once amonth. Severance pay is
paid in one lump sum. For higher income workers, just a few months of
severance pay would be equivaent to al their Ul benefits. Further, fewer
workers are dligible for Ul -- with Ul aworker must have a year's worth of
service, with severance only two months. With unemployment insurance being
a solely cash benefit, that is, having no conditions or provision to look for ajob
or receive training to get the benefit, Ul and severance pay in Argentina have
similar attributes.

Potential Distorting Role of the Informal Sector. Sincethe Ul program was
first created in Argentinain 1992, the labor market has shifted dramatically to
greater informality, roughly doubling from 25% to 40% in 1998. There are
many factorsinfluencing this trend; economists prominently cite the avoidance
of high levels of taxation/benefits on formal sector work, which can comprise
50% of labor cogts.
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Given thislooming role of the informal sector, many believe -- from the government,
private sector, and trade unions -- that there is a high number of Argentine workers
receiving Ul who are also working in the informal sector. This would undermine one of
the fundamental precepts of Ul — that beneficiaries be available to work and are actively
seeking new employment. The Argentine Ul system has only recently begun to
investigate and exclude those workers who are receiving Ul and working in the formal
sector. Thisisaccomplished by checking the employees number to insure they are not
receiving Ul and also paying into the social security system. But no Ul system has an
effective way to screen out beneficiaries who are working "off the books." The incentive
to seek work in the informal sector is reinforced by the relatively low level of benefits for
Ul in Argentina. Indeed, in Spanish, many referred to the program as an unemployment
subsidy (subsidio de desempleo) rather than benefit. More disturbing was atrend, noted
by arange of officials, that employers may be entering into informal agreements to layoff
employees but them rehire them as contractors off the books. Unemployment insurance
then serves as a short-term cushion against the loss of income in the transition from formal
to informal sector work.™. It is not known how significant is this trend in Argentina, but it
is noteworthy that it was mentioned by so many interviewees across the business, trade
union, government and academic communities. With a program as small asthe onein
Argenting, thistrend is not likely to have been a significant factor in the sharp risein
informality in the Argentine labor market. The question for Latin American and
Caribbean economies with large informal sectors is whether Ul is able to effectively serve
its intended purpose and whether the program contributesto, or at least reinforces, trends
towards greater informal employment. The concluding chapter (1V) presents a fuller
discussion of Ul in the informal sector drawing on information from a number of case
studies in this report.

B. BARBADOS
1. Originsof the System

Unemployment insurance in the Caribbean is unique; Barbados has the only program. Its
program arises out of alonger tradition of social insurance advocated by trade union
leaders on the island beginning in the 1960s. Unemployment insurance, part of this social
insurance tradition, specifically came into being in 1982, following the 1981 economic
crisis. Large layoffs at the time (in the 1000s) prompted consideration to providing a
greater safety net to workers through self-insurance. A parliamentary dialogue over
unemployment insurance grew and included effortsto look at other international systems -
- Germany, the United States, and England, in particular -- to craft a scheme for Barbados.
As Prime Minister Adams described the Ul program's purpose in 1981, it wasto provide
the temporarily unemployed with "some source of funds to permit those unfortunate

13 This can be seen as akin to a short-term preferred interest rate on a credit card or loan which might induce, or
at least reinforce, a particular purchase.
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persons to meet essential expenses and so maintain their purchasing power and cushion
their families against hardships."**

Workers and employers paid into the new Ul system for one year to build up its reserves,
workers were then eligible to receive benefits the following year in 1983. Initially workers
received 40% of their former salary for up to thirteen weeks ayear. Thiswasraised to
60% and 26 weeksin 1985.

This new system of unemployment insurance was considered distinct from severance pay,
which was enacted in 1967. Severance pay was intended to compensate for aworker’s
human resources investment in the firm. Nonetheless, some linkage was recognized, for
an agreement was made with business leaders that as Ul came into being a cap was put on
the maximum amount and number of years of eligibility for severance pay.

2. Program Characterigtics. Benefit Levels, Eligibility, and Analysisof Beneficiaries

For the Latin America/Caribbean region, the Barbadian Ul system provides arelatively
generous stipend -- 60% of aworkers former salary -- over a moderate period for a
maximum of 26 weeks per year. The Barbadian system has a number of features which
ease eligibility and make it adaptable to a cyclical, island economy, including allowing
workers to receive their 26 weeks non-continuousdly.

Eligibility and Benefit Levels. The program is open to salaried workers from the ages of
16 to 64 who pay into the system. The self-employed are not covered nor are permanent
government workers because they have lifelong contracts (temporary government workers
are eligible.) A person must be insured (i.e., have made payments into the system) for 52
weeks, and must have at least seven contributions paid or credited in the quarter preceding
the quarter in which unemployment is paid. A person can receive a"credit” for a
contribution to Ul when they are receiving another insurance benefit, such as maternity
leave, or injury claim. If aworker isfired due to his or her own negligence, they are till
eligible for Ul but are disqualified for a specific period. Germany and a number of other
OECD countries permit such eligibility; in other systems, such as many state programsin
the United States, workers cannot quit their job and collect unemployment insurance.
Qualifying workers are provided up to 26 weeks a year (non-continuous) of benefits at
60% of their original salary, up to a maximum salary of B$715/week. The average claim
period is about 10 weeks and has remained so over the last five years.™

Analysis of BeneficiariesDemand by Industry. The Barbadian Ul systemis unusual in
the region initsrelatively even distribution of male and female recipients. Table 2.4
shows figures for 1996 with 49% female to 51% male recipients, which has been relatively
consistent over time. While a specific analysis has not been done in Barbados regarding

“Prime Minister Adams, Financia Statement and Budgetary Proposdls, Barbados, 1981 as quoted in Mr.
Grantley Smith and Mrs. Averille White, "The Experience in the Establishment and Administration of
Unemployment Insurance and Severance Payment Schemes in Barbados', The National Insurance Office,
Barbados, 1991.

5Averille White, interview with author, 17 August 1998.
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the type of beneficiaries, some explanatory factors for the less skewed sex ratios might
include: the inclusion of part-time work (minimum of $21 weekly) and private household
employees (yet only 5% of total recipients) in the system; and, the high representation of
the service/hotel/retail sector in both the economy and the Ul program. Table 2.5 shows
the industry breakdown of Ul claimsin terms of days paid for three time periods, one of
which (1992) was the height of demand for the program. These data shows the principal
demands on the program have been for employees in the hotel/retail sector (40%) and the
manufacturing sector (18% in 1996). The distribution among employment sectors has
undergone only a few shifts, as government temporary employees and the
transport/communications sector drew on the system particularly during the structural
adjustment period, 14% and 8.8% respectively in 1992, but fell back to 2% and 4.3%
respectively by 1996.

Beyond data on recipient’s sex and industry classification, there is not much more detailed
analysis on the beneficiary pool conducted on ayearly basis. Table 2.4 provides
additional data on recipientsin 1996 in terms of their original earnings. It shows that 54%
are in the band from B$101-350/week, (69.5% from B$101-450), 10% earned more that
B$651. While men and women receive Ul benefits in roughly equal numbers, the women
are more concentrated at lower income levels. A third of female recipients earned less
than B$200, while only 15% of men did.
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Table2.4
BARBADOS
INCOME/SEX PROFILE OF Ul RECIPIENTS: 1996
(inB%)
Mean Weekly Female Male Totd % of Tota
Earnings
$21 - $50 386 247 633 0.7%
$51 - $100 1,946 767 2,716 2.8%
$101 - $200 13,458 6,491 19,949 20.1% |
$201 - $250 5,316 5,183 10,499 10.9% L » 69.50%
$251 - $350 9,839 12,522 22,411 23.3%
$351 - $450 5,963 8,704 14,667 15.2%
$451 - $550 3,496 5,560 9,056 9.4% —
$551 - $600 1,569 2,112 3,681 3.8%
$601 - $650 1,241 1,704 2,945 3.2%
$651 - $714 3,740 5,506 9,246 9.6%
$715 197 419 616 0.6%
Tota 47,204 49,215 96,419
Source: National Insurance Office, Barbados
Table2.5
BARBADOS:
Ul CLAIMSBY INDUSTRY
(in days paid)
Year
1992 % of 1994 % of 1996 % of
tota total Total

Sector
Agriculture 22,261 27 19,923 39 14,189 35
Fishing 2,092 0.3 2,701 05 1,353 0.3
Mining and Well Digging 7,840 09 5,589 11 2,707 0.7
Manufacturing 168,120 20.3 | 111,556 22.0 74,595 18.2
Electricity, Gas and Water 728 01 1,105 0.2 2,378 0.6
Construction and Instalation 88,643 10.7 34,791 6.9 38,712 94
Hotel and Restaurant Wholesde/Retall 231,540 27.9 | 203,814 40.2 163,460 39.9
Transport and Communication 73,606 89| 20,190 4.0 17,429 4.3
Financial Services 38,339 46| 40,468 8.0 39,532 9.6
Government and Defense 115,417 139 8,517 17 7,997 20
Community Services 42,605 51 23,519 4.6 23,621 5.8
Private Household and Other 36,937 45 27,192 54 20,504 5.0
International and Territorial Bodies 684 0.1 7,512 15 3,609 0.9
Tota 828,812 100 | 506,877 100 | 410,086 100

Source: Nationd Insurance Office, Barbados
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3. Financing

The program is currently financed through a 3% levy -- 1.5% (of total payroll) paid by
employers, 1.5% (of wages) paid by workers.

4. Adminigtration

Ul isadministrated under the National Insurance program, which administers all the
principal forms of social insurance: pensions, health, maternity, sickness, and, employment
injury. Within two weeks of losing their job, aworker should report to the unemployment
benefit branch office to initiate a claim. Every two weeks, aworker must return to the
office and certify that they have been out of work but available to work in order to receive
the next payment. These certificates and applications are sent back to the main National

I nsurance office where they are reviewed and processed manually. Without the aid of
computers, the process is very labor-intensive. In some cases it can take 4-6 weeksto
receive payment.'® Overall, trade unionists did not detect major complaints by workers on
the administration of the program.*’

5. Current Labor Market Demands

Barbados is experiencing relatively positive growth and lower unemployment following a
difficult period of structural adjustment in the early 1990s. Demand for unemployment
insurance was highest in 1992 with over 20,000 claims received and B$27 million in
benefits paid.*® The number of claims has declined steadily since then along with
unemployment, with a small increase in 1996. The total registered clamsin 1997 were
12,105. This shows demand for the Ul program being fairly cyclical. Current official
unemployment rates for Barbados are approximately 14%," with proportionately higher
rates for women and youth. Barbados unemployment rate is not easily comparable to
other nations as it includes more people in its definition. In particular, the "reference
period" for counting the unemployed -- those who are without work but looked for work
in the past three months -- is longer than in many other countries and thus includes those
who other systems define as out of the workforce. Nonetheless, unemployment isa
persistent problem in Barbados, particularly for women and youth. The unemployment
insurance system can be seen to perform a compensating effect in economic downturns.
Asthe Director of the National Insurance Office described the system, "It’s not that
important until you need it."%

®Mr. Cecil Henry, interview with author, 17 August 1998.

YSenator Leroy Trotman and Robert Morris, Deputy General Secretary, Barbados Workers Union, interview
with author, 18 August 1998.

'8Central Bank of Barbados, Economic and Financial Satistics, ISSN 0378-178X, Central Bank of Barbados,
April 1998, Table D5. Recall that number of claims likely exceeds number of beneficiaries as some beneficiaries
can file more than one claim in ayear. 1n 1996, the difference was about 1,000.

1% Basic Socio-Economic Data for 19 April 1999, Statistics and Quartitative Analysis Unit, Integration and
Regional Programs Department, Inter-American Development Bank.

2 |oyd Bradshaw, interview, 18 August 1998.
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6. Key Observations Barbados
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Source: Nationa | nsurance Office, Barbados

Unusual and Large Surplus. The most striking and unusual feature of the
Barbadian systemisthat it is running avery large surplus. It ishard to think
of another system like this. The accumulated surplus is currently $108 million,
while only $14 million or o is needed each year to pay out benefits (roughly
9,000 recipients/12,000 claimsin 1996). This surplusisin addition to a one-
time transfer of $50 million from Ul to the National Insurance fund made in
January 1997 when the unemployment insurance fund was formally separated
from the rest of National Insurance. For a system that was originaly designed
asa'"pay asyou go", how did the surplus get so large? The principal reason is
that the government raised the contribution rate quite dramaticaly to 5.5%
(total) during the structural adjustment years* left it at this higher level too
long, then reduced it to atotal of 3% and that was still too high for the
demand for the program. Figure 2 displays the annual contributionsvs,
benefit expenditures of the Barbadian Ul system since 1982, showing
unusually large surpluses of contributions over expendituresin 1992 (B$28.6
million) and 1993 (B$38.6 million) which has continued steadily to today.

Figure2
BARBADOSUNEMPLOYMENT FUND:
CONTRIBUTIONSVs BENEFI TS EXPENDITURES 1982-96
(in million B$)

109 134 142 124 4t

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

B Totd Contributions O Totd Benefits

The program is still running surpluses far in excess of what is needed to
cover demand even in arecession. A recent Actuarial Report for the
National Insurance Scheme recommended that contributions to the

2The combined rates for workers and firms were increased from 1% to 2.75% in October 1991, and then in
December 1991 from 2.75% to 5.5% (2.75% workerg/firms).
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unemployment fund be reduced from 3% to 1.5% and the balance switched
to the National Insurance Fund, which sorely needs the funds. They
estimated the "break even" contribution rate to be 1.1% assuming
unemployment remained at current levels.? This recommendation has been
raised in preliminary discussions of members of the National Insurance
Board, but no formal action to change the Ul contribution rate has yet been
made.

Reduced Incentivesfor Cost Savings The existence of this large surplus
generates few immediate pressures to constrain the numbers of people
receiving Ul or constrain costs through administrative efficiencies or greater
restrictions on eligibility. In terms of dligibility, Barbadian Ul has a number of
features that make it easier to qualify for than in other nations. For example, a
worker does not need to be fully employed for the period preceding
qualification of unemployment. He or she may be "credited" timeif they
were receiving other benefits, such as disability or maternity benefit. Aswell,
workers who were dismissed "with cause" (i.e., they quit or didn't show up for
the job and were fired) can receive areduced level of Ul in Barbados whereas
in some other systems they would be totally ineligible for any benefit.

Despite this more generous dligihility, there has not been surging demand for
Ul benefits. Ul benefits reached a height of 20,396 claims during the 1992
economic crisisand in the last two years (1996-97) have averaged about
12,000 claims filed.

The benefits administration is highly labor-intensive asit is yet to be
computerized. Bi-monthly payments are recorded by hand for each recipient
in acumbersome filing system. Interviewees indicate that computerization of
the Ul system has been promised and anticipated for sometime. Doing so
would allow for much greater efficiencies and free up administrative time to
more closely monitor fraud and eligibility. Further administrative
improvements would speed the delivery of Ul checksto recipients asthe
current time lag can range from 4-6 weeks.

Features Adapted to Cyclical, ISand Economy. The Barbadian system has
anumber of features/digibility criteriathat reflect its usein a cyclical idand
economy where key sectors have highly seasonal demands for labor. The Ul
systemisintended to adapt to this. While the tourist season covers more
months of the year than in the past, there is still higher differential demand for
certain occupations because of tourism trends. Workers are dligible for atotal
of 26 weeks of benefits in any 52-week period. This permits some workersto
go on and off unemployment insurance for seasonal work. Workers are
eligible to receive Ul payments if they are laid off every other week (i.e., they
work one-week on, then one-week on unemployment) as long as they don't

“Ninth Actuarial Report of the Operation of the Barbados National Insurance Scheme as at 31 December 1996
(Bridgetown: Barbados National 1nsurance Board, February 1998), 3.
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exceed the maximum of 26 weeks of yearly Ul benefits. This permits key
employersin the hotel sector, for example, to keep alarger workforce at their
disposa by relying on Ul to supplement workers incomes every other week.
Other systems bar the return to unemployment insurance with alonger
disqualifying period to discourage such seasonal use. Like most systems that
do not have an experience rating, certain sectorg/firms benefit
disproportionately from having a Ul system as they make greater demands on
It.

To insure that workers do not leave the idand and continue to receive
unemployment insurance the Barbadian system requires that workers
physicaly appear at the Ul office once every two weeks, present their photo
ID and certify that they have not worked. In other systems, checks are issued
on amonthly basis. This requirement for physical presentation to the National
Office would be much more difficult to achieve in larger countries.

Poor Connectionsto Labor Market Intermediation and Training. While
legally all workersreceiving Ul are supposed to register with the national
employment service, in practice they are not compelled to and many do not.
The National Employment Bureau (NEB) office (run by the Labor Ministry)
was located right next to the unemployment office (run by the National
Insurance Office) in 1987 to facilitate interaction. Still, most find the service
not worth the time, particularly after along wait to register every two weeks
for their Ul benefit check. Thereisalso not the staff (3 personsin the main
office) or job registry at the Service to service the roughly 1,800 clamsa
month for Ul. The NEB'sjob listings include a few special overseas
programs (e.g., Canada, U.S. cruise ships), low and semi-skilled work and
fewer professional listings. The main office for the National Employment
Service had aregistry of 327 persons registered as of March 1998, an
accumulated total of just 780 persons.® A number of interviewees believed
some workers simply waited until their unemployment ran out before looking
for ajob.

Thereis even less linkage with the training system. A national training levy is
assessed on employers and pooled into a consolidated fund managed by the
Ministry of Finance. The fund finances a number of training initiatives,
including the Barbados V ocationa Training Board and an employment and
training fund of the Labor Ministry for training within firms. Workers,
though, as in many systems are not eligible to be receiving Ul and training,
unless they can demonstrate that they are till available to work. Thereisno
central information for workers and firms about available training programs
on the idand.

Z\Wendy Maclean, interview with author, 17 August 1998.
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Function with Severance Payments. Asin most systemsin the region that
have both Ul and severance pay, there are questions raised asto the
interaction/potentia duplication of unemployment insurance benefits with
mandated severance payments.** Both provide cash benefits on termination
of employment. Severance pay is typically intended to both discourage
termination and reward a worker for the human capital investment made in
thefirm. Ul was considered to be a self-insurance system, contributed equally
by workers and business owners, to protect against short-term income loss
from short periods of unemployment. Severance pay currently provides
workers who have two years working for the same firm with 2.5 weeks of
sdlary each year for up to 10 years service; 3 weeks from 10-20 years service,
and 3.5 weeks for 20-33 years service. With between one and two year's
service, aworker isonly dligible for unemployment insurance.

There was consideration given in Barbados in the 1980s to merging the two
systems. Colis Blackman, President of the Barbados Employers Federation,
maintains that the private sector was largely unsupportive of Ul in the 1980s
asthey considered it too similar to severance. However, severance was cut
back from 4 weeks/year to 2.5 weeks, and Ul moved up to play amore
important supplemental role in easing employment trangitions. "If it wasn't
for Ul, we'd bein trouble,” he explains.®®> Overall, the private sector in
Barbados relies on the socia insurance system to provide benefits that, in
other nations, are financed directly by private companies. Thisincludes
health benefits, maternity, and injury and sickness claims. Mr. Blackman did
not find a high concern among the private sector for revisng Ul and
severance pay,% even though Barbados has the only Ul programin the
Caribbean and could be seen as having a competitive disadvantage in terms of
labor costs. A more worrisome trend noted is the rise in the employment
injury claims whose benefits are more generous than Ul. Injury claims
increased nearly 30% from 1996 to 97 to 7,347 claims.?’ The important
evolution over time for Ul, if two systems (severance + Ul) were to be
maintained, isto use Ul more proactively in linking workers with jobs and
training so that it truly becomes a vehicle for transitioning from one job to the
another.

#'See Inter-American Development Bank, Labor Markets and Competitiveness in Barbados, Inter-American
Development Bank, Economic and Sector Study Series, RE3-97-003, October 1997.

%Colis Blackman, interview with author, 18 August 1998.

%A similar conclusion about lack of private sector interest in reforming severance pay was reached in interviews
for the IDB study, Labor Markets and Competitivenessin Barbados

“New Insight: Magazine of the National Insurance Office, Barbados (Bridgetown: National Insurance Office,
Barbados, January-April 1993), 3.
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C. BRAZIL
1. Originsof the System

The current unemployment insurance system was created in 1986 in response to the
macroeconomic crisis and its shock therapy, the cruzado plan. One key participant at the
time recalls that the decision to implement the program was made relatively quickly in a
crisis atmosphere of rising unemployment without much time for planning on the specific
program or its administration.”® Ul was seen as one way to help stabilize unemployment
amidst heterodox economic shock; it was thus seen initially, as a"pure benefit" in times of
need rather than a labor market transition tool.?> Owing to these origins, unemployment
benefits in Brazil were conceived of as a very short-term measure -- three to five months --
and have remained a highly short-term instrument today.

Because Ul was needed to respond to an imminent crisis, the original managers felt they
had few administrative options for getting the program up and running. For the initial
years, unemployment benefit checks were issued through local post offices, which
reinforced the benefit image of the program. Thisinitial delivery mechanism did not work
all that well, with some workers initially waiting as much as a year for their checks.

It wasin 1990, when alarger development fund called the Fundo do Amparo ao
Trabalhador (FAT) was created, that the program was placed on a more secure financia
basis, underwent broader administrative and operational changes, and eligibility was
expanded to awider range of workers. The FAT serves as a mgjor financing mechanism
for employment, development, and training initiatives. 1ts major programs include:
unemployment insurance, the Brazilian National Development Bank BNDES (Banco
Nacional de Desenvolvimento Econémico e Social-BNDES which gets 40% of the FAT), a
13th month salary bonus for workers (bono salarial), afiscal stabilization fund, and
training initiatives apart from SENAI/SENAC. Employers and employees contribute to
the fund which is managed by the Labor Ministry with a tri-partite (business-government-
labor) governing board called the CODEFAT. In the change, the program was moved out
of the postal system and into a mixed administrative system via the Ministry of Labor,
which uses an amalgam of local state banks and different municipal offices to register
recipients and deliver checks.

2. Program Characterigtics. Eligibility, Benefit Levels, and Beneficiaries

Eligibility. The Brazilian Ul program is open to workers with aformal labor contract who
meet the criteria for amount of time worked and were laid off involuntarily. The worker
cannot be fired or leave voluntarily to receive benefits; the layoff must be the result of an
employer decision not the result of the worker's actions. Brazil has a separate special

%8 José Paulo Chahad, meeting with author, May 13, 1998.
#Chahad, interview, May 13, 1998.
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unemployment insurance program for those working in fisheries in artisan (small scale)
forms (Pescador Artesanal).

When the Ul program first started a worker had to have been working three out of the
previous four years to be eligible for benefits. Today, aworker only has to have worked
six months out of the last three years to receive the minimum benefit -- a significant
change in the "labor force attachment” needed to qualify for insurance. A worker must
wait 16 months after receiving unemployment benefits before being eligible again.

Benefit Levels. Brazilian Ul is short-term and provided at relatively low benefit levels.
Typically, benefits are provided for 3-5 months depending on the length of time in
employment. The government has expanded the length of time for benefits during special
periods from 4-6 months.®* The length of benefits are determined thusly: workers with a
minimum of six and maximum of 11 months of prior employment earn three monthly
payments (parcelas); four parcelas for 12-23 months of service; and five parcelas for
more than 24 months of service. One can see that, as constructed, the benefit structure
does not scale up significantly for workers who have greater labor force experience (many
years of employment).

The amount of unemployment insurance received depends on the worker’s former income
within a specific band. The benefit varies from the minimum wage ($120 realessmonth) to
amaximum of twice the minimum wage (R$224.54); the higher amounts are for workers
having a previous salary over $330.21 realessmonth.®* Table 2.6 displays the beneficiary
levels, expenditures, and median benefit levels of the Brazilian Ul system. It demonstrates
that the average beneficiary earns a bit more than 1.5 times the minimum wage. This
average is down slightly from the early 1990s.

%At the end of 1997, the maximum period of benefits was extended to six months, and in January 1998 returned
to five months. The governing board of the FAT (the CODEFAT) is also authorized to extend the benefit period
to 12 monthsfor certain groups on an exceptiona basis.

#Seguro esemprego-1 nformeativo, overnment of Brazil, 6. Found on
http://www.mtb.gov.br/spes/segdp/infv/sdinter.htm.



-32-

Table2.6
BRAZIL
Ul BENEFICIARIESAND BENEFIT LEVELS
(1986-1998)
Y ear Beneficiaries Tota Program Expenditures Median
(in thousands US$) Benefit
(1=wage)
1986 204.324 16.006.745 -
1987 999.967 166.289.225 1.15
1988 1.322.432 198.767.074 122
1989 1.912.185 398.393.493 17
1990 3.099.910 1.236.731.2%4 1.75
1991 3.724.840 1.412.893.566 1.83
1992 4.015.225 1.440.626.233 1.69
1993 3.830.420 1.559.105.700 141
1994 4.091.318 1.846.798.526 155
1995 4.789.307 3.146.551.407 154
1996 4.395.977 3.289.268.149 1.56
1997 4.428.757 3.200.247.989 157
1998 739.091 547.898.179 1.58
TOTAL 37.553.753 18.459.587.587 155

Source: Brazilian Ministry of Labor

Analysis of Beneficiaries. In absolute terms, the Brazilian Ul system isthe largest in
Latin America. It currently serves an average of 300,000-400,000 beneficiaries per month,
over four million beneficiaries ayear. The average recipient is male, in the services or
industrial sector, 35 or younger with an eighth grade education.

As the Brazilian program has expanded over time, statistics published by the Brazilian
Ministry of Labor®? indicate that recipients have continued to be relatively young, but
increasingly at relatively higher former incomes. Male recipients have heavily dominated
the beneficiary pool, with women typically comprising approximately 20-30% of all
beneficiaries, 30% in the most recent calendar year (1997). Fully one-half of recipients
areonly 30 yearsold or less, which is particularly striking in comparison to other Ul
systems that emphasize rewarding long-term commitment to the labor force. More than
one-quarter of these are 18-24 yearsold. Fewer and fewer low-income people benefit
from the program. As Table 2.7 demonstrates, in 1992, 11% of recipients had previous
incomes of the minimum wage or below. By 1997, this percentage has been cut in half,
with only 5.9% at thisincome level. Nearly 12% earn more than five times the minimum
wage. There have been less striking shifts overtime in the educational level of recipients.
Nearly one-half (45%) of recipients have an eighth grade education or better. Since 1992,
the educational level of recipients has shifted upward dlightly. 1n 1992, 39% of recipients
had a fourth grade education or less; in 1997, this figure was 31%.

#The following figures come from tables provided by the Brazilian Ministry of Labor, Secretariat of
Employment and Sdlary Policy, General Coordinator of Unemployment Insuranceto the IDB. They are
published regularly in various series.
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Table2.7
BRAZIL:
Ul BENEFICIARIESBY FORMER SALARY: 1992 and 1997
(in increments of the minimum wage)

Former salary 1992 % of tota 1997 % of tota % change
Lessthan .5 20,845 0.5 9,337 0.2 -0.3
51-10 423,995 10.9 248,308 5.7 -5.2
101-15 820,355 211 657,899 15.0 -6.1
151-20 726,260 18.7 751,277 171 -1.5
201-30 851,534 219 1,298,416 29.6 1.7
3.01-50 600,996 155 895,354 204 5
5.01-10.0 285,477 7.3 385,978 8.8 15
Morethan 10 87,436 22 128,932 29 0.7
Unknown 69,780 18 6,848 0.2 -1.6
TOTAL 3,886,678 100.0 4,382,349 100.0 0.2

Source: Brazilian Ministry of Finance

3. Financing

Employers pay into the "FAT" (Fundo do Amparo ao Trabalhador) which funds a series
of labor market and development programs. There are a number of different taxes on
employers that finance the FAT, but largely a .65% tax on total business sales goes to
finance UI.

4. Adminigtration

If aworker is dismissed, the employer isrequired to give them a form that they can then
use to apply for unemployment insurance. The Brazilian worker has three different types
of offices they could bring their application to: the state-supported banks, the caixas
economicas federales (there is an office in every municipality), an office of the Ministry of
Labor (there are four separate types),* or aloca employment service office (SINE). Once
the application is made and approved, the worker receives his benefit checks through the
CEF local bank. With eligibility fairly clear, there is currently a high rate of acceptance of
original applications (rate of habilitation), well over 90%.

The centralized, yet three-alternative delivery system, plus the contracting out of data
processing to DATAMEC, who subcontracts further to Método, contributes to multi-
agency montage used to administer the program. While there are three options available,
the most preferred option of workersisto register and receive their checks from the state

#Ddegacias Regionais do Trabalho (DRT), Subdelegacias do Trabalho (SDT), Postos Regionais do Trabalho
(PRT), and Postos Locaisdo Trabalho (PLT).
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banks (the CEFs). These function like typical neighborhood or commercial banks and
there is little stigma attached to going there.

5. Key Observations. Brazil

Weakening Connection Between Unemployment and Ul Demand. Despite
Brazilian Ul being short-term and at relatively low income levels (1.5 times the
minimum wage), the demand for the program is relatively high with substantial
budgetary costs to the country. Figure 3 shows annual costs reaching near
US$3.5 hillion. Demand, though, seemsto rise less in response to economic
cyclesthan to eligibility for the program. Inthe Brazilian case, other factors
continue to push costs and the number of beneficiaries up. Growth of the labor
force is one factor, but importantly, so isthe easing of criteria for dligibility and
temporary expansions of the length of benefits. An increase can be seen
particularly in 1990 where the first expansion of dligibility occurs. 1n 1994,
there was a further easing of eligibility and atemporary extension in the length
of monthly payments; another bulge can be noted in contrast to the official
unemployment rate. While the easing of dligibility typically isintended to
respond to worsening economic circumstances, the unemployment rate does not
appear to rise as sharply. Some observers believe that some of the disconnect
between demand for Ul and unemployment rates might also be related to
fraudulent claims. The size of the program also puts stresses on an
administrative structure that was originally intended to serve only 100,000
workers amonth; currently the rateis triple that.>*

Figure 3
BRAZIL: ANNUAL Ul EXPENDITURES: 1986-97
(in US$ millions)
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*Beatriz Azeredo and José Paulo Chahad, O Programa Brasileiro de Seguro-Desemprego: Diagnostico e
Proposi coes de Aperfeicoamento, Rio de Janeiro, Centro de Estudos de Politicas Pablicas, December, 1992, 78.
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Increasing Use by Young and Better Off. Demand for the program will
likely continue to be strong in a young labor force where digibility for
unemployment insurance is So generous as to require only six months of work
in athree-year period. Asthe anayss of beneficiaries above demonstrates, the
system increasingly is being utilized by the young (30 years or less) aswell as
by the relatively better off. Nearly 12% of recipients earn more than five times
the minimum wage, while only 6% earn the minimum wage or less. Thistrend
away from poor recipients is reinforced by the concentration of the poor in
informal employment, where they are ineligible for Ul. The question in each
national context is whether the resulting beneficiary pool of Ul isthe one policy
makers want to serve. InLatin America, Ul is often talked of as one of a
number of potential "safety net" programs, because of the region’slarge, poor
populations. However, the concluding chapter will raise questions about Ul’s
utility as a social safety net for the region based on the case experiencesin this

study.

Poor Integration with Labor Market Programs. Brazilian Ul isan isolated
instrument: it has very weak connections to the national employment service
(SINE) and virtually none to the extensive Brazilian training system. While
workers have a choice whether to register for Ul at a state employment agency,
few typically do. Inthe case of Sao Paulo, for example, only 2% did so, with
the others going to the Caixas Economicas Federales (CEFs), (56%) or offices
of the Ministry of Labor (41%).%® National figures for 1997 show that the
reliance on the employment service offices for insuring beneficiaries was 23%,
ranging from 9% in the Southeast (including Sao Paulo, Rio, Minas Gerais),
where the most beneficiaries are, to 57% in the South (Parand, Rio Grande do
Sul, Santa Catarind) where SINE hasiits largest number of offices. 1n some
parts of the country, the SINES have the reputation of being very politicized and
much of the private sector does not register their available jobs with them. The
benefit-only focusto the Ul system is reinforced by the ability of workersto use
the state banks (the caixas) to register for Ul and receive their checks. Without
any requisites for job-hunting, a number of interviewees sensed that many
workers, particularly younger ones, were waiting out the period of Ul benefits
before looking for work.*

There is an even weaker connection between unemployment benefits and
retraining programs. Thisisaparticular shame in the case of Brazil asit hasa
wide variety of high-quality worker training that could be utilized more
effectively to reskill the unemployed, and, with better labor market
intermediation, channel them into new jobs. The disadvantages of the current
poor linkage of Ul with training and job placement are being recognized,;
currently there are two pilot programs, in Brasiliaand Rio, which are testing
waysto better link Ul with initiatives in training and new job creation. Any

*Francisco Marseglia, Secretary of Labor for the State of Sao Paolo, meeting with the author, May 12, 1998.
%)van Gongalves Ribeiro Guimaraes, interview, May 14, 1998.
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future integration of Ul benefits with either training, job placement, or new job
creation will be made more difficult by the multi-agency administrative
structure in which the program operates.

Centralized and Multi-Administrative Structure. The system was conceived
of as acentralized program, yet because of Brazil's Size and regiond diversity,
there result quite different regional demands and an uneven quality of
implementation and service based on varying local capacity. Interms of size of
the labor force, the Brazilian system compares, for example, with the United
States, which runs state-level programs under federal guidelines. As explained,
Brazilian Ul beneficiaries can register at one of three different local offices
(SINE, CEF, and Labor ministry), which have different regional quality and
representation. Almost by definition and certainly in practice, this means the
beneficiary can receive varying levels of quality of service. The number of
SINE-national employment service, CEF, and Labor Ministry offices, for
example are within a similar range nationally®”, but at the regional level their
distribution varies more markedly. There are 300 SINE offices in the South
(Parand, Santa Catarina, and Rio Grande do Sul) where only 18% of Ul
recipients are located, while only 139 officesin the Southeast (Sao Paulo, Rio,
Minas Gerais) where 57% of the Ul beneficiaries live.*® This multi-agency
structure contributes as well to a varying range of services and type of staff
serving the unemployed. In astudy of the system, Paulo Chahad points out as
well additional administrative problems and notes that many local officesarein
precarious physical condition with poorly trained staff.

Dual Termination Payments. In addition to unemployment insurance,
workers who are laid off in Brazil receive aform of severance pay from the
Fundo de Garantiado Tempos do Servicio (FGTS). The Fundo works like a
series of individual workers savings accounts.”> A portion of aworkers wages
are placed each year in an individua account and earn interest. The worker can
monitor the amount accumulating in their account. Upon termination, the
worker receives the balance of this account, and if the firing was unjustified, the
employer must pay a40% pendty on top of this. The FTGS is a benefit whose
origins stretch back to 1967 when, in return for giving up the guarantee of
permanent employment, worker savings accounts were created.** Today if a

¥"They range from 550 to 700 offices nationally.
$Bgaguro-Desemprego, sintese mensal, Ministério do Trabalho, February 1998, 2 and 13.
*Azeredo and Chahad, 35.

“°A number of countriesin the Latin American and Caribbean region have similar type funds. See Economic
and Social Progressin Latin America: 1996 (Washington, DC: Inter-American Development Bank, 1996), 189-
197).

“ICapital from the FTGS has been invested in housing and sanitation projects, and, with different governmental
policies and hyperinflation has accumulated significant financial problems. Beatriz Azeredo da Silva, Paliticas
Publicas de Emprego no Brasil: A Experiéncia Recente, dissertation presented to the Federal University of Rio
de Janeiro, 1997, 305
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worker has been working just afew years, it islikely that his’her FTGS account
will exceed any Ul benefit. Since Brazilian Ul is largely a cash benefit program
with only limited tiesto efforts at job placement and connections to retraining,
guestions arise, asin many other programs, asto what specific role
unemployment insurance is supposed to play. Sorting out the objectives of Ul
and other termination benefits is discussed, more broadly, in the concluding
chapter.

Potential Distorting Effect of Informal Sector. Evenin theinitia years of the
Ul program, the informal sector was already a significant factor in the Brazilian
labor market. Estimates on the size of the informal sector see a growth from
approximately 45% of the labor force in 1988 to 57% today (1998). Asin the
case of Argentina, interviewees across al three sectors -- business, labor, and
government -- felt that the existence of thislarge, informal sector and a Ul
program for the formal sector interacted in a negative way. Since Brazilian Ul
is relatively short-term (three-five months) it would only provide an equaly
short-term income supplement for moving from formal to informal work. More
fundamental was the perspective of program administratorsin Brazil, one of
whom felt that it was becoming very difficult to place older, unemployed
workers (more than 33 years old) in formal sector work. Ivan Gongalves
Ribeiro Guimaraes, who runs the state employment and job service in Brasilia,
says only about 2-3% of those receiving Ul in this age group are able to go back
to formal sector work.*? These trends toward increasing informality are
influenced by broader labor market factors (e.g., cost to hire or fire workersin
formal jobs, ability to evade labor laws), but it appears that Ul can play a
reinforcing role in these trends. Thisis distinct from a more classical economic
approach which argues that the existence of Ul provides an incentive to workers
to seek formal sector work.

D. GERMANY

1. Originsof the System

Germany has one of the longest histories of social legislation mirroring the wave of
industrialization in the early 20th century. Despite being the first country to establish
social insurance (1889), Germany was relatively late in Europe to establish unemployment
insurance. As a German government publication describesit: "Before 1914 the opinion
prevailed that anyone failing to find work only had himself to blame."** As a consequence
of the First World War, though, a system of state unemployment welfare was introduced
for those displaced by the war and of economic need. This evolved into a broader program
of unemployment insurance in 1923-24 for those affected by economic circumstances and
was formally institutionalized into an independent institution, the Reichsanstalt for Job
Placement and Unemployment, with employer and employee participation in the German

“2|van Gongalves Ribeiro Guimaraes, interview, 14 May 1998.
“**The Bundesanstalt fiir Arbeit Introduces Itself (Nuremberg: Bundesandstalt Fiir Arbeit, 1993), 8.
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law of 1927. Important in the German case is the early integration of job placement and
unemployment insurance benefits in one system with one institutional administration. The
system provided up to 26 weeks of benefits with contribution rates varied for different
wage classes. Coverage was nearly universal.

Before significant reserves could be built up, Germany faced massive unemployment
stemming from the global depression of 1929-32. Unlike the British, who tried to
incorporate most of the unemployed under Ul and ran into massive deficits, the Germans
progressively restricted their unemployment insurance system and changed it more and
more into arelief (welfare) type system.** Contribution rates were sharply increased,
waiting periods were extended, benefit levels cuts, and eligibility tightened. Further
changes were instituted beginning in November of 1929, all aimed at keeping the
insurance scheme solvent. The proportion of unemployed covered by Ul peaked at 80% in
January 1929 and fell to 30% by January 1932, with the largest decreases likely
attributable to those who had exhausted their benefits.** Administratively, under Hitler's
National-Socialist regime, the Reichsanstalt lost al its independence and was heavily
politicized.

Slowly following the end of WWII, Germany moved to create again an independent
institution, now called the Bundesandstalt, with equal employer and worker participation,
which was charged with carrying out unemployment insurance, public job placement and
vocational guidance. The program's structure, based on a 1969 law, is similar to that of
1927. Administratively, the system has undergone further evolution and today the
Bundesandstalt fiir Arbeit handles Ul, vocational guidance, job counseling and placement,
and promotion of vocational training. The following chapter, which considers Ul and
training, discusses further the German case with respect to training.

2. Program Characterigtics. Benefit Levels, Eligibility, and Analysis of Beneficiaries

Eligibility. To be eligible for unemployment benefits a worker must have been in
insurable employment (e.g., formal sector work paying into the social security system) for
at least 12 months of the last three years. Workers are eligible if their employment was
part-time, but it must have been for a minimum of 18 hours/week. Exempt from making
insurance contributions, and thus exempt from receiving unemployment insurance are civil
servants, students, and those on disability pay.

Once unemployment benefits expire, workers are eligible for unemployment assistance at
dightly lower benefit levels but with a stronger means test insuring that workers do not
have access to other income (e.g., spousal earnings or investment assets).

If a person becomes unemployed due to their own behavior or even gross negligence
without good reason, they are still eligible for assistance but are disqualified for benefits

*4Saul J. Blaustein with Wilbur J. Cohen and William Haber, Unemployment Insurance in the United Sates: the
Firgt Half Century, (Kalamazoo, MI: W.E. Upjohn Institute for Employment Research, 1993), 96.
“Blaugtein, 99.
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for 12 weeks. They can be disqualified for 8 weeks if they refuse to accept offered,
suitable employment or a place in vocational training or retraining. These periods can be
reduced in cases of particular hardship.

Benefit Levels. Workersreceive 67% of their former salary in unemployment benefits,
60% if they have no children, for a period from 12 months to 32 months depending on
their age. Workers under the age of 42 receive the minimum 12 months for at least two
years of previous work. Thisincreasesto 18 months of benefits for those over 42 (at least
three years of work experience); 22 months over 44 years of age; 26 months over 49; and
32 months for those over 54 who have been employed at least 5 years and four months.
Unemployment assistance which can follow the expiration of unemployment benefitsis at
10% lower benefit levels: 57% of the workers former salary, 50% if the worker has no
children. There are a series of additional benefits for seasonal workers, particularly those
in the building trades. For the building trades, workers can receive additional bad-weather
and winter allowances to smooth out the temporary losses of income.

There is also short-term assistance for workers who are temporarily laid off due to awork
shortage but will be returning to the same job. This could be due to atemporary or
seasonal downturn of work or corporate restructuring. The short-term assistance is paid
for up to six months. The company or employer must report the temporary work stoppage
to the employment office and it is they who would make the payment of the short-term
assistance.

3. Financing

Employers and employees pay into insurance funds at a 3.15% rate on wages taxable to a
specified ceiling. The rate was raised in the early 1990s. Employers, though, pay the
worker share of contributions for employees earning less than 10% of the ceiling.
Unemployment assistance is financed by government funds. Figure 4 provides a summary
of German expenditures for Ul from 1980 — 1995, showing a significant rise in demand in
the mid-1990s.



-40-

Figure4
GERMANY

UNEMPLOYMENT COMPENSATION EXPENDITURES: 1980-1995
(in constant US$ 1990)
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4. Adminigtration

Program administration is relatively autonomous and conducted by the Bundesandstalt fur
Arbeit, whose main office is in Nuremberg, with offices throughout the country. The
Bundesandstalt fur Arbeit administers Ul as well as gives vocational guidance, job
counseling and placement services, and promotes vocational training.

Once unemployed, workers must report in person to the local employment office in the
district in which they reside to register for benefits and insure they meet dligibility criteria.
Unemployment benefits are then transferred by accounts: a beneficiary does not need to
report regularly to the benefits office.

5. Key Observations. Germany

Integration of Ul, Job Placement, Training, and Employment Creation
Functions. From nearly its inception, the 1920s, the German system has sought
to connect its Ul program with training and job placement functionsin asingle
executing ingtitution. Its social program contains arelatively diverse range of
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instruments which permit the combination of Ul with training, Ul benefits or
assistance with ajob creation measure (e.g., awage subsidy to employers), and
training/retraining with a part-time job subsidy. Due to the high cost of this
combination of benefits, special regulations were created when East Germany
was integrated into the West, which limit the job creation subsidiesto those
unemployed who are the most difficult to place.

Combined Ul to Social Welfare Assstance. The German system provides
unemployment benefits to unemployed workers who pay into the syssemon a
contributory basis. Once these benefits are exhausted, a worker may still be
eligible for alower, but longer-term unemployment assistance, which is more
akin to awelfare system. The German system provides benefits, thus, of nearly
an infinite duration. This open length of benefit eligibility would be hard to
maintain in a developing country economy.

E. JAPAN
1. Originsand Overview of Insurance/Services System

Unemployment insurance in Japan was first introduced following the end of the Second
World War. There was a system of general unemployment insurance and a separate
program for temporary day workers which each exist today. The Japanese unemployment
insurance system itself remained financially sound as the country underwent dramatic
shifts in employment and unemployment in converting to a modernized, peacetime
economy. The program often ran in surplus and employer/employee contribution rates
were lowered on a number of occasions. Demands on Japanese unemployment insurance
were constrained by two major factors. First, the bulk of the insured population in Japan
were salaried workers in large firms who did not draw heavily on Ul due to traditions of
"lifetime employment” and retraining and reemployment within firms. Second, only 60%
of the workforce were insured; the more marginal workers were not in stable, insurable
occupations.*®

The most significant changes to the program came in 1974-75 in the wake of oil price shocks
which led to an employment crisisaswell. The changes expanded and refined benefitsin a
number of ways and introduced three specific programs or servicesto help prevent
unemployment and improve working conditions. These services, coupled with the provision
of integrated job placement servicesto al Ul recipients, help define the Japanese approach to
what they term "employment insurance" rather than unemployment insurance. These
employment-related services and training within the framework of an unemployment
insurance program are discussed further in Chapter 111. The description in this chapter is
oriented specifically towards the unemployment insurance benefit itself. Briefly, employers
in Japan pay an additiona 3% to cover the costs of the following three employment services:

“®Akira Takanashi et a., Employment Insurance Law, Japanese Economy and Labour Series, no. 3 (Tokyo: The
Japan Ingtitute of Labour, 1997), 7.
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1 Employment Stabilization. Employers can receive a subsidy up to 100% for
avariety of initiatives to stabilize employment. For example, employers can
be paid to hold open a position while the occupant goes on training or is
transferred to another facility during a reduction in business activity or
changesin industrial structure. Stabilization measures aso include subsidies
for the wages of older (61+) workers, regional incentives (in areas designated
for employment expansion), or family care leave. The grants or subsidies
cover the employee's wages and temporary leave allowances. Thisisthe most
widely used of the three services.

2. Assistance for Developing Worker Capacitiesin Business Restructuring.
Employers who are restructuring their business operations to provide more
stable employment in the medium to long-term can receive subsidies for a
number of initiatives: for education and training of workers assigned to new
posts; vocational training undertaken by small and medium-sized businesses,
assistance for skill evaluation; and, for setup and maintenance of facilities and
equipment for reassigned personnel.

3. Servicesto Improve Worker Welfare. Thisis principally for programsto
improve the workplace for hedlth, safety, and environmental reasons.

2. Program Characterigtics. Benefit Levels, Eligibility, and Analysis of Beneficiaries

Eligibility. The program is open to al insured workers who have paid into the system for
at least six months out of the last year. Domestic workers, students, directors and officers
of corporations, and those working less than 20 hours per week are not covered. Certain
sectors can join the insurance scheme on a voluntary basis -- agriculture, fishing, and
forestry -- and thus coverage in these sectorsis variable. There are separate eligibility
criteriafor "specially insured" categories (as opposed to the regularly insured) such as
short-term workers (e.g., construction) and day laborers. Asin Germany and Barbados, a
worker can receive Ul if they have quit or lost their jobs due to their own actions but they
are subject to an initial waiting period before receiving any benefits. Workers can till
receive Ul while in training programs.

Benefit Levels. The length and amount of benefits varies proportionately to a worker’s
age and length of service, providing substantially longer benefits at greater amounts for
older, more experienced workers. For regularly insured workers, they can receive from
60-80% of their former salary within limits established for their age group. For example,
the upper limit for daily basic benefits is 8,830 yen for those 29 and under, while it is 18%
higher for those in the 45-59 age category, 10,790 yen. Benefits decrease somewhat
between ages 60 to 64, where other programs supplement income until retirement at age
65.



Japanese benefits are of relatively shorter duration compared to other OECD countries,
particularly Europe. The duration of benefits varies from 90 days (for those younger than
30 with less than ayear in their current employment) to 300 days for those age 45 and
older with over 20 years of experience. A 45-year old worker receives 180 days of Ul if
their period of employment is from five to nine years. The Japanese system has an
important feature called are-employment bonus. Thisis paid to workerswho are re-
employed with up to one-third of their eligible benefit period remaining. For workers who
are eligible for the full 300 days of benefits, if they are re-employed within 100 days, they
receive an additional lump sum of 120 days of benefits.*” The bonus can range from 30 to
120 days of benefit. The intention of the re-employment allowance isto provide an
additional incentive for workers to become re-employed more quickly. Figures for 1995
show about 40% of Ul recipients receiving some form of re-employment bonus.

Analysis of Beneficiaries. Japanese Ul recipients are relatively evenly distributed among
age categories. Asshownin Figure 5, 18% were under 30 years of age, 18% from 30-44
years of age, 23% from 45-59 years of age, and 20% over 60 years old for the financia
year of 1995. Considering the reduced level of benefits for younger workers, participation
of youth is relatively high.

Figureb
JAPAN: Ul BENEFITSBY AGE GROUP
(1995)
Less than 30 years of age
60 years of age or more 19%

35%

30 to 44 years of age
16%

45 to 59 years of age
30%

Source: Takanashi et al, Employment Insurance Law, Japan Institute of Labor

Figure 6 shows the industry classification of those who received benefitsin 1995. They
show that the predominant users of the Ul system are workers in the manufacturing and
services sectors. Remember again, that these workers are primarily in the small and
medium-sized industries.

“"As atemporary measure to March 1999, the government has provided an additional 20 days of re-employment bonus for
those re-employed by the mid-point of the duration of benfits, (except those only eligible for 90 days of benefits.)
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JAPAN: Ul RECIPIENTSBY INDUSTRY
(1995)
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3. Financing

The Japanese Ul system is a mixed system financed by both employer and employee
contributions and a smaller amount of government tax revenues. Costs for unemployment
insurance are paid equally by employers and employees; but employers pay solely for the
three employment service programs. The combined rates for employers/employees vary
somewhat per sector: 1.15% of wages for general establishments, 1.35% for farming,
forestry, fisheries, and breweries, and 1.45% for construction. These figuresinclude the
.35% supplemental for the employment services, so for example, employers of general
establishments each pays .75% and employees .4% of wages.

Table2.8
JAPAN: Ul BUDGET 1991-97
(inhillions of yen)

Year
1991 1992 1993 1994 1995 1996 1997
Tota Revenue 20,514 | 19,254 | 18,187 | 17,797 | 18,593 | 18,413 | 19,462
Employer/ee Contribution 15662 | 13,713 | 12,266 | 12,270 | 12,457 | 12,650 | 13,104
Government 2,492 2,614 2,810 2,672 3,374 3,273 4,202
Ul Expenditures 11,514 | 13,475 | 16,126 | 17,996 | 20,221 | 21,358 | 23,011
Surplus or Deficit 9,000 5,779 2,061 (199) (1,628) | (2,945) | (3,549)

Source: Minigtry of Labor, Japan

The Japanese government contributes specific proportions to specific Ul programs,
typically in the one-third to one-quarter of total expensesrange. Table 2.8, for example,
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shows for 1997 Ul expenditures, employer/employee contributions constituted two-thirds
of revenues to the government's one-third.

4. Adminigtration

Once unemployed, the candidate reports in person to alocal Public Employment Security
(PES) Office where they must submit the required separation form and make applications
for jobsand Ul. There are over 600 PES offices in the country. The Employment Security
Bureau under the Ministry of Labor is in charge of the planning and implementation of all
aspects of employment policy except for vocational training, which is under the Human
Resources Development Bureau of the Labor Ministry. The majority of the staff of the

L abor Miniary (15,284 out of 24, 897) work in the front-line offices dealing with the
public.

5. Key Observations: Japan

System Reflects Particular Japanese Context That |s Now Changing.
Therelatively "good fit" to date of the Japanese unemployment insurance
program to the Japanese macroeconomic context and industrial structure reflects
at least three characteristics distinctive to Japan that have kept demand for the
program relatively constrained and manageable. One, demand in terms of
number of users has been largely concentrated in small and medium-sized

firms. Owing to Japanese traditions, larger firms have tended to reemploy
workers within the firm under conditions of lifetime employment. To put it
bluntly, large firms in Japan have been willing to subsidize
employment/unemployment programs for smaller firms for social and economic
reasons. Two, official unemployment levels have been traditionally low in
Japan, and within that the Ul system finances only roughly 40% of the officially
unemployed over the last few years.*® The percent of unemployed covered by
Ul isshown in Figure 7. Those excluded encompass those who do not qualify
for Ul aswdll asthose who don't wish to accept it; the stigma attached to
unemployment is relatively strong in Japan. Three, the employment services
financed under the Japanese program also constrain the number of people
seeking or needing unemployment insurance, although it is not known by how
much.

“*80rganization for Economic Cooperation and Development, The Public Employment Service in Japan, Norway,
Spain and the United Kingdom, Paris: Organization for Economic Cooperation and Development, 1994, 129.
“Takanashi et d, 174.
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The economic, socia and cultural conditions that have kept the Japanese Ul
program relatively solvent and contained since its inception, though, may be
shifting. Official unemployment, after decades of low levels, ison therise.
Previously only small firms laid off workers, but now every type of firmis
doing so. Japanese firms are using contingent workers more along the U.S.
model. Job service centersin Japan are becoming inundated with workers.*
The program, as shown in Table 2.8, has begun to run a small annual deficit
since 1994. Under conditions of increasing loss of profit margins and the
impact of the Asian financia crigis, it will likely be harder for large Japanese
firmsto elther continue paying the employment tax or not to make great
demands on it themselves. What may be more ingtructive in the Latin
American and Caribbean context is less the specia inter-firm relationship and
macroeconomic context under which the program has functioned, but rather the
emphasis on employment and training in the context of Ul and special program
features like the re-employment bonus.

System Incorporates Employment Initiativesand Training Support with
Ul. The Japanese system actively incorporates employment initiatives and job-
finding/placement into its unemployment insurance system, first by funding

Figure7
JAPAN:

Ul RECIPIENTSASA PERCENTAGE OF TOTAL UNEMPLOYED
(1986-1995)
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aternative activities or "services' within the insurance system, and second, by

T akasaki, Labor Attache, Japanese Embassy, meeting with author, 31 March 1998.
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trying to integrate training, job placement and Ul on-site through the public
employment service.

While the employment services generally represent only one-quarter of the
expenditures for Ul,>* their purpose is targeted to preventing further
unemployment, for example, through retraining workers or seconding workers
to another firm temporarily. The combination of specific subsidies for
retraining under the employment initiatives plus other training initiatives for the
unemployed permits a fair amount of opportunity to get workersinto training.
Ul recipients can receive job placement and training referral services within the
public employment service system. Without field research, it is beyond the
scope of this study to assess how effective both the smaller employment
services and the integrated system are. Anecdotal information, for example,
indicates that some Japanese feel the work centers do not offer awide enough
array of job opportunities. In principle, though, they represent amore
comprehensive approach to delivering unemployment insurance while practical
application requires a separate investigation.

*Figures from Japanese Ministry of Labour for 1997 budget.



F. POLAND

1. Originsof the Syssem/Eastern European Context

In the early 1990s, as Eastern Europe and the former Soviet Union (FSU) underwent
dramatic, and often radical transitions from state to market-led economies, unemployment
insurance was frequently initiated to protect incomes and lessen the shock of impending
unemployment. The path taken and recommended for many Eastern European and FSU
countries was arelatively radical transition to a market economy, with arapid transition to
competitive prices, reduction/elimination of production subsidies, and large scale layoffs
in state industry.

The fear of widescale unemployment from this transition was particularly great, as
unemployment had been both theoretically and socially inconceivable in the former
communist bloc. Projected layoffs in Poland were very high, over one million new
unemployed within a year or two of market reform. An unemployment insurance system
was designed not just as an emergency measure to facilitate the market transition but to be
integrated in the labor market policy of the country. Polish officials perceived that the free
market economy would continually generate unemployment and a system was needed over
the long term.

In retrospect, many analysts are now beginning to question whether the Eastern European
transitions really needed to lay off workers on such awide scale in order to stimulate
private sector growth. Studies, instead, have found that the rate of new job creation and
the rate of layoffsin the state sector had no correlation. Labor economists Richard
Jackman and Catalina Paean write:

The belief that unemployment is needed in the particular
circumstances of the trangition, because it would facilitate the
movement of workers into growth sectors, seems to us
mistaken -- private firms appear to recruit dmost exclusively
from those with jobs in the state sector or new entrants to the
labor force rather than from the unemployed.>

2. Early Program Design

The original design of the Polish Ul system in 1989 was open-ended with broad eligibility,
reflecting the deep apprehension and concern about the potential impact unemployment
would have. Under the initial design, anyone who was without ajob was eligible for
unemployment insurance and benefits could be continued indefinitely. Thus, a worker
who had not been in the labor force before could still receive unemployment insurance.

*?Richard Jackman and Catalin Pauna, "Labour Market Policy and the Reallocation of Labor Across Sectors," in
Lessons fromthe Economic Trandition: Central And Eastern Europe in the 1990s, ed. Salvatore Zecchini
(Dordrecht, Netherlands: Organization for Economic Cooperation and Development and Kluwer Academic
Publishers, 1997), 387.
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From 10-20% of the initial recipients, it was found, fit this category. Benefit levels varied
with previous income or were set at a minimum level.

Asthe levels of unemployment exploded in the early 1990s this structure became untenable.
Demand for the program far outstripped administrative capacity and costs were escalating. In
the 1991-92 period three important changes were made to restrict dligibility: awork test was
imposed (recipients had to have worked at least 180 days in the previous 12 months); an
eligibility period was defined (12 months); and, the benefits level was largely changed to one
flat rate, 36% of the minimum wage, for al recipients. It isthe changesin 1991-92 period
which largely constitute the current structure of benefits in the Polish system described
below.

3. Financing

Polish unemployment and related benefits are financed out of a Labor Fund. This fund has
two sources of income: a 2% employer payroll tax and transfers from the central
government budget. It was originally conceived that payroll contributions would fund the
whole Labor Fund; this concept was soon abandoned, as contributions could not keep pace
with the huge increase in unemployment over a short period. Government funds by far
became the principal financiers of unemployment insurance. In 1990 and 91, government
financing accounted for 73% and 61%, respectively, of U1.>® The Labor Fund, a concept
similar to the Fondo de Empleo in Argentina, also finances smaller programs for the
unemployed, training/retraining, assistance for self-employment, and subsidies for job
creation. However, the vast mgjority of funds go to UlI.

4. Program Characterigtics: Eligibility, Benefit Levels, and Analysis of Beneficiaries

Eligibility. Workers must have worked at least 180 days in the previous 12 months.
School levers must wait three months before claiming benefits and then they can claim
only the remaining nine months of benefits.

Benefit Levels. Under the original system, benefit levels varied according to previous
income with afloor of 95% of the minimum wage. For the first three months, benefits
were paid at 70% of arecipient's former wage, 60% for the next six months, and 40%
thereafter.

*3poland: Income Support and the Social Safety Net During the Transition, Washington, DC: World Bank, 1993.
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Table2.9
POLAND: Ul BENEFIT STRUCTURE
CATEGORY DURATION OF UNEMPLOYMENT (MONTHS)
| 4 | 6 | 12
New entrants 95% minimum wage (mw)
School leavers University 125%mw 95%mw
Others 110% mw 95% mw
Individual Lay-Off 35% average wage (aw)
Training New Entrants |
Others 125% mw Eligibility exhausted
41.1% mw Eligibility exhausted

Source; Poland: |ncome Support and the Socia Safety Net during the Transtion, The World Bank, 1993,25.

With changesin 1991 and 1992, the Polish system moved to aflat rate of benefits -- 36%
of the average wage for the previous quarter with an additional 15% if the recipient isin
training. Workers are eligible for up to 12 months of benefits. The only exceptions are for
workers close to retirement and in some regions of high unemployment. For these
workers, the benefit period can be extended to 18 months. Table 2.9 shows the benefit levels
under the flat rate system with variability by class of recipient with additional benefitsto
those in training.

By calculating the wage based on the previous quarter, so-called "backward indexation,"
real benefit levels were actually even lower asrising inflation continually eroded the real
value of benefits. The flat-rate system uses a different calculation for school leavers, 75%
of the minimum wage, and shortens their eligibility to 9 months. Originaly, higher
benefits were granted to those near retirement with long-term job experience, but this
benefit category was eliminated in 1994 and had few users (around 20,000).

Beneficiaries. As benefit levels are kept relatively low (36% of the average wage) and
income levels of workers under the former communist regime had less variability than for
other nations, the program is continued to be perceived as serving lower-income
populations. The unemployed in general in Poland have very low levels of educational
attainment: 22% had only primary or lower education; 58% had less than secondary
education.>* The largest group of unemployed are the young, 15-24 years old, constituting
around 40% of the unemployed pool.*

5. Adminigtration

Unemployment insurance is administered by regional and local labor offices (LLO) that

were originally set up under the communist government to assist workers moving to jobs
in different parts of the country. Each of the 49 voivodships (local areas) has a number of
local offices under it (335 intotal). The local offices have the most direct contact with Ul

“Marek Gora, "Employment Policies and Programmesin Poland,” in Martin Godfrey and Peter Richards, editors,
Employment Policies and Programmesin Central and Eastern Europe, Geneva: International Labour Office, 1995.
**Alain de Crombrugghe, "Wage and Pension Pressure on the Polish Budget," Washington, DC: World Bank
Working Paper Series, June 1997.
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beneficiaries. Beneficiaries must register at these offices and their eligibility is determined
there. Benefits are distributed in cash at these offices and recipients must report monthly
to receive their benefits. The staffs at the offices are first supposed to find a suitable job or
training for the unemployed person, and then if not, register them for unemployment
benefits. In practice, these offices are heavily understaffed and ill equipped for such
functions. Asthe program began in 1990, only one office in the country had an old
computer and others did not even have calculators for calculating benefits. Conditions
apparently have improved substantially since the first years of the program but, as one
analysis put it, "The unemployed have to queue in most of LLOs [local labor offices] in
order to register or get their benefits and have limited chances of being offered ajob."®

6. Linkageswith the Training and Placement System

Through the local labor offices an unemployed person can be connected with a
training/retraining program or offered ajob listed in the employment service. The labor
offices themselves offer training programs or the unemployed person can take a course
offered by a private contractor. The labor office pays the full costs of training, which
typically varies from two weeks to six months but is on average 2.5 months.>’ The
unemployed person may also be eligible for subsidized work or a public works job. All of
these programs are paid through the Labor Fund but are funded at much lower levels than
unemployment insurance. Table 2.10 shows the breakdown in expenditures between Ul
and early retirement (another passive labor market program) and active measures such as
the employment service, training programs, and subsidized employment. As a percentage
of GDP they are both small, but Ul consumes more than five times the resources of active
labor market programs.

7. Key Observations: Poland

Lessons of Administration: Advantages of Flat Rate Benefits/Need for
reparation. The administration of the Polish Ul system was overwhelmed in a
short period with the huge influx of demand for benefits. The case clearly
demongtrates the need to have developed systems and trained staff prior to
initiating aprogram.  In addition, the administration of the system was
improved as well by moving to aflat rate system. Loca administrators didn't
have to make case-by-case calculations of 60%, 40%, etc. percent of aworker's
former salary before distributing benefits; cash disbursements were greatly
gpeeded up. It was aso found that the flat rate system induced more malesto
leave unemployment for regular work, athough not females.™® It is believed
that the males had more possibilities of job offers and higher reservation wages
than women did. Thisisan interesting lesson for Latin American systems
which more typically provide benefits smilarly at lower rates, near or at some
multiple of the minimum wage. If a country isto provide a generally lower

*Géra, “Employment Policies,” 124.

>'Géra, “Employment Policies” 128.

*essons from Labour Market Policies in the Transition Countries (Paris. Organization for Economic
Cooperation and Development, 1996), 157.
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level of benefits (i.e., it isnot seeking to replace former incomes), it isworth
considering whether the advantages of smpler administration of flat rate
benefits and potential inducementsto re-enter the labor force outweigh the
preference to give some varied level of benefits to high former wage earners.

Informal Economy Effects. The Polish economy has a significant amount of
informality, although not at the levels experienced in many Latin American
countries (closer to 20%-30%). The informality aswell is of a different type
than Latin Americain that bartering for goods is common as well as home
production. Workers may engage in a mixed form of commerce, some
informal, some formal. One survey found that 46% of unemployed people had
some form of work, generally only part-time or casual; another found that 35%
of employers were hiring people informally who were registered as
unemployed.® It is perceived that the program is helping to reinforce lower
incomes in the informal sector and contribute to the informal sector's growth.

Ease of Eligibility Initially Increased Unemployment. Polish officials soon
realized that their initial design with unlimited benefits, no prior work
experience needed, and free health care actualy induced people not actively
engaged in the labor forceto register as unemployed. An OECD study
concludes:

Poland can serve as an example where the existing
structure of incentives combined with a poor
performance of the monitoring system allowed
unemployment to rise substantially above the level
required to facilitate the necessary reallocation of
labour during transition.®

In Poland, it was the combination of generous dligibility plus lax enforcement
which provided a significant inducement to registered unemployment.
Researchersin this study found that, in contrast, the Czech Republic case
demonstrates that the rapid rise in unemployment can be controlled through a
better institutional and regulatory framework.®*

%9 Jackman and Pauna, 387.
80 essons from Labour Market Policies, 152.

&1 pid.
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G. UNITED STATES
1. Originsof the System

From the outset, the U.S. system was intended to permit broad flexibility to individual
states to set their own guidelines. President Franklin D. Roosevelt's Committee on
Economic Security recommended that " States shall have broad freedom to set up the type
of unemployment compensation system they wish. We believe that al mattersin which
uniformity is not absolutely essential should be left to the States."®* Despite the fact that
equivalent individuals may be eligible for Ul in some states and not others and eligible for
different amounts of benefits, the emphasis on state-level programs has persisted in the
United States. In 1966, for example, Congress considered imposing uniform benefit
standards, setting minimum levels of earnings for entitlement and bills were passed in each
house of Congress. These versions were never reconciled and thus no change in law was
enacted.

Asthe Ul program began, benefits were relatively short, particularly as the system's financial
viability was still in question. By 1950, only 13 States had a maximum duration of 26 weeks;
by 1960, 42 States had this level of benefit or higher; and, by 1970, al states had reached this
minimum standard. Beginning in 1958, the U.S. Ul program has undergone specific
"temporary” expansion periods when longer-term benefits are permitted. Inthe early 70s, a
permanent extended benefits program was enacted permitting extensions for an additional 13
weeks (up to 20 in some States), typicaly using atrigger for higher state level unemployment
rates. Asthe United States underwent a deeper recession in the late 70s and early 80s, Ul
benefits were extended further, again on atemporary basis. Theinitia financing of extended
benefits have typically been split 50%state/50%federal, but further extensions have been
100% federdly financed from either genera revenue or the federal Ul fund.

2. Financing

The U.S. Ul system is based on a self-financing principle, although general federal
revenues have been used to pay for specific extended benefits. Currently, the U.S. system
is funded almost entirely by a payroll tax on employers; only four states have provisions
for worker payment through a small payroll tax.

Employers are taxed by both their resident state and, a smaller amount, by the federal
government which goes to the respective state and federal Ul funds. State funds are used
to pay out the bulk of Ul benefits. Federal Ul taxes are built up to increase the balances
available for the federal share of extended benefits and to provide re-payable loans to
States with low balances. Federal Ul taxes aso pay for administrative funding of the Ul
program and 97% of the funding for the federal Employment Service offices that
administer Ul.

®2Technical Supplement: Ul Program Mission and Principles (Washington: U.S. Department of Labor, 1998), 1.



Experience Rating. The U.S. system isunique in that, rather than aflat rate, it charges
employers a variable rate depending on how much unemployment they have generated, a
so-called "experience rating." Employers who lay off few employees receive a discounted
contribution rate, while employers causing large layoffs pay a higher rate.

There are important trade-offs in developing an experience-rated system. Some pool must
be reserved for shared risks: for example, bankrupt firms who no long pay into the system,
start-up firms which have not yet established a track record, or unemployment that is not
the fault of the employer.®® The U.S. system allows each state to set the experience rating
for firms within the state; new firms are charged a standard rate until they establish a track
record. Thereisgreat variability among the states in how they calculate experience, and
how much of the rate is experience rated.

Current index figures indicate that, on average, about 61% of state level benefits are paid
by the employers actually causing unemployment, and the rest is paid by shared risk.** The
index level for the nation has fluctuated in the 60% range since it was developed in 1988.
However, within this average, thereis still agreat deal of variability among the states. For
example, in 1996, 86% of New Y ork's Ul benefits were paid by employers causing the
layoffs, while only 42% did so in Wyoming.®®

Maximum and minimum Ul tax rates for employers can thus vary substantially by state.
For example, for the 1993 tax year, the minimum tax rate varied from 0% (in 7 states) to a
high of 2.5% in New York. The maximum tax rate varied from 5.4% (in 13 states) to
10.5% in Pennsylvania.®

The U.S. system was developed on the forward financing principle. State and federa
surpluses are supposed to be built up during years of economic prosperity to pay for the
downturns that require greater Ul disbursements. There has, however, been great variability
over timein states Ul fund solvency, with some needing to borrow frequently from the
federal government to cover greater demands. This has called into question the long-term
viability of the forward financing principle.

3. Program Characteristics: Eligibility, Benefit Levels, and Analysis of Beneficiaries

Eligibility. The basic requirement for all U.S. programsisthat Ul recipients be able to
work and available to accept and offer of work. Beyond this, states are able to set awide
range of eligibility conditions for their specific programs. Workers must, though,
demonstrate significant prior workforce attachment; new entrants are not eligible. The
self-employed are also not covered in the United States. Typically, States tend to
disqualify individuals who leave jobs without good cause, carry out misconduct on the job,
or refuse suitable work.

®350me states in the United States pay benefits to those who quit work voluntarily.
64 1
Ibid, 8.
®Technical Supplement: Benefit Funding (Washington, DC: U.S. Department of Labor, 1998), 5-6.
% Advisory Council on Unemployment Compensation, 75.
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The Federal government does set a few additional guidelines which require states to deny
benefits to some or permit them for others. Federal law, for example, requires workersin
approved training to receive benefits if they are otherwise qualified. States are required to
deny benefits to teachers between terms and certain athletes between seasons.

Benefit Levels. Aswith eligibility, benefit levels are determined at the state level. All
States provide a maximum duration of 26 weeks during the 12 months following the filing
of the claim; two provide longer-term benefits. This makes the United States a relatively
shorter-term benefit program in comparison with Western Europe, which typically exceeds
one year, often many more. Even with that, the percentage of claimants exhausting their
full benefits has varied from the 1980s from 30-40%.°"

A permanent program of extended benefits, required since the early 1970s by Federal law,
provides an additional 13 weeks of benefits and an option of a further seven weeks beyond
the 13. Congress has provided even further extensions in periods of recession by special
supplemental legislation.

Benefits are not means-tested; they are available to any worker who qualifies. Benefit
levels are intended to replace a given level of previous income, so the beneficiaries former
salary is key to their level of benefits. The mgjority of states replaced one-half or less of
pre-tax weekly earnings. 1n 1997, the national average pre-tax wage replacement was
47%, with the national range spanning form 32.2% to 57.3%.% All states cap benefit
levelsin some form. The lowest State cap is $180 per week; the highest (without
dependents) is $390. Thirteen states provide additional benefits if the recipient has
dependents; the highest dependency allowance would bring weekly benefits to $573.

Analysis of Beneficiaries. In line with overall unemployment trends, the U.S. Ul system
has increasingly served older, more professional workers, although the majority of
claimants make less than $25,000/year. The average American Ul recipient is awhite
male earning less than $25,000/year. From 1988 to 1997, the average age of Ul claimants
rose from 38.2 to 40.1, following national trends in which the average age of job losers
rose.® The greatest age increase among the unemployment was for professionals whose
average age rose from 39.9in 1988 to 42.1 in 1997. The magjority of recipients continue to
be male (56% in 1996), although female rates have been increasing. Over two-thirds of Ul
recipients (77% in 1996) made less than $25,000, and 48% earned below the poverty level
for afamily of five.”” Figure 8 demonstrates the current racial breskdown of recipients
who are predominately white. Black and Hispanic recipients make up alittle over one-
guarter of recipients.

7 Advisory Council, 21.

%A Dialogue: Unemployment Insurance and Employment Service Programs (Washington: U.S. Department of
Labor, 1998), 5.

®Beneficiary characteristics are from State data submitted to the Characteristics of the Insured Unemployed
(ETA 203) as shown in Technical Supplement: Current Environment (Washington: U.S. Department of Labor,
1998), 3.

"Family level data, however, was not included.
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Figure8
U.S. UNEMPLOYMENT INSURANCE RECIPIENTSBY RACE
(1996)

B White OBlack @Hispanics @ Others ONot identified

Source: US Department of Labor

4. Administration

Federal law requiresthat Ul be paid through public employment offices or other such
offices approved by the Secretary of Labor. At the same time, the Ul system is becoming
increasingly automated. In many states, workers need only report in person to make an
initial claim; thereafter they can mail in weekly claims or use a telephone voice response
unit. This has been a more convenient process for workers, and in many instances was
motivated by cost savings, as states could no longer afford to keep many local offices
open. Some states have even started taking initial claims over the phone, and others are
considering letting workers use the Internet to make claims.

Benefit administration itself is considered relatively responsive. Timeliness of benefit
payment has gone down considerably over the life of the program. While in the early
1970s, between 75%-85% of payments were made within 14-21 days, currently that figure
is over 90%.” Employer payments and record keeping is also being simplified and better
automated with new methods being tested as of 1995 to integrate federal reporting and tax
requirements of all federal agencies (e.g., Treasury, Labor-Ul, Social Security).

A key problem related to administration of the U.S. systemisin the funding. In principle, the
federal government isto provide funds to the states for the administration of the Ul system.

"Technical Supplement: Additional Information on the Ul Program (Washington: U.S. Department of Labor,
1998), 7.
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In practice, through complicated budget regulations, Ul administration funds actually
compete with other discretionary budget programs for funds and savings from Ul
administration are not necessarily turned back to the Ul program. States also complain about
the formulas used to calculate how much administrative money each State receives, with
different adjustments made for case load and cost of living. To date, there has been no
agreement between Federal and state officials on how to change alocation for administrative
expenses. Change to current formulasis no easy task, as many states oppose changes that
would decrease the funding for their program administration. In sum, it is harder under the
vagaries of the U.S. system to equitably equilibrate administration costs to actual costs and
this can provide unequal incentives for administrative savings and reform.

5. Key Observations: United States

Diverging Trendsin Integrating Ul and Re-Employment Services. In
principle, the U.S. system seeks to facilitate the trangition of workersinto new
employment by connecting Ul recipients with reemployment services (national
employment service, job banks, job-finding services, and training). The national
data bank, America's Job Bank, and the national resume service, Americas
Talent Bank, use Internet servicesto provide job finding and search services on-
line. Simultaneous, there has been atrend to increase automation of the system
and reduce the need for expensive physica office space. In some states,
workers can apply by phone and never need to visit a caseworker or office.
Concern has been raised that these two trends are running counter to each other
and that, as automation increases, it will be harder and harder to link
reemployment and training services. Thisis particularly true for the hard-to-
reemploy. This could be reinforced as well by the continued perception that the
national employment service is not widely used by the private sector and thus
represents only a narrow segment of available employment. The effects of such
automation on service delivery, cost, and system integration have not been fully
studied, but have been duly identified by the U.S. Secretary of Labor for future
investigation.”

Decreasing Coverage of the Unemployed. The United States has been
successful in covering increasing percentages of wage and salary employment
under the Ul program. Coverageis near universal of the civilian workforce
with the exception of the self-employed and workers on small farms.
Nonetheless, while coverage has expanded, agreater proportion of the
unemployed do not collect unemployment insurance. Figure 9 shows this
change over timein the percent on unemployment insurance of the total
unemployed. There are a multitude of explanations behind this trend; no single
one provides the full explanation. One, federal and state policy changes have
restricted eligibility and benefits overtime and taxed benefits. Two, there has
been a decline in employment in the manufacturing sectors typically drawing on
unemployment insurance. Three, there has been a decline in the unionized

"Technical Supplement: Additional Information, 8.
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workforce and rise in the number of self-employed and independent workers
who do not participate in Ul. Four, there have been population shifts out of the
industrial statesto states with traditionally low Ul claims.

Figure9
UNITED STATES: INSURED UNEMPLOYMENT AS A
PERCENT OF TOTAL UNEMPLOYMENT
(1950-1996)
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Financial Solvency of Continued Concern. The great variability in state-level
Ul demands, in eligibility criteria and benefits, and differencesin fiscal
administration contribute to very different conditions of financial soundness and
sustainability of state Ul funds. By default, rather than design, many state-level
systems are functioning more on a "pay-as-you-go" fashion, rather than as
intended by forward funding funds in prosperous years to save for lean ones.
Following the severe recession of the early 1980s, 33 States did not have
enough fundsto pay Ul benefits and had to take loans from the Federal
Government. Figure 10 below shows the decline over time of state Ul trust
funds as a percent of total wages. The return to forward funding isagoa
advocated both in the Secretary of Labor's current dialogue and in the findings
of the Advisory Council on Unemployment Compensation appointed by the
President.”

"Advisory Council, 13.
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Figure 10
UNITED STATES: Ul TRUST FUND BALANCES
(1950 - 1996)

Percent of total wages

State-Level Systems. FitsU.S. Context. As noted above, the U.S. system, by
definition, permits a great deal of flexibility and variation at the state level, in
what it charges employers for Ul, what benefits are received, and who is
eligible. This approach fits appropriately the U.S. context in which state
administrative capacity is relatively strong and traditions for state management
of social benefits are long-standing. This capacity and social tradition for state-
directed benefits, as well as tolerance for differing levels of benefits, may not fit
appropriately many other nations, Latin America and the Caribbean included.
The United States is one of very few nations which has a decentralized, state-UI
benefit system; the vast mgjority have uniform benefit and eligibility criteria
and are run by federal agencies.”

[11. UNEMPLOYMENT INSURANCE AND THE FINANCING OF TRAINING
In the terminology of the field, unemployment insurance is considered a "passive" labor

market program in that it transfers income to a recipient without actively engaging themin
reemployment. Early retirement programs, too, are considered passive labor market

"Canadaiis recently moving to devolve Ul responsibilities to the provinces.
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policies as there is no intention of workers returning to active employment. Passive
policies are contrasted to so-called "active" labor market policies that more directly seek to
integrate workers into the marketplace. The principal forms of active labor market
policies are: training and retraining, job search assistance, employment services,
employment subsidies, and measures for the disabled. Active labor market policies are
exclusively for the unemployed. Many policies seek to improve the skills match or
upgrade the productivity of workers who are already in jobs.

The table below (3.1) demonstrates the current balance between active and passive labor
market policiesin arange of OECD nations as a percent of Gross Domestic Products
(GDP). One can observe the large proportion of funding devoted to passive measures
relative to active measures.

As a separate subquestion of this study, the sponsors requested a brief inquiry into whether
countries were using revenues from passive unemployment insurance to fund training
programs. Can and do countries use unemployment insurance to fund their national
training systems? For this study not only were the seven cases studied reviewed, but also a
much wider range of literature and cases were surveyed.

Table3.1
ACTIVE VS. PASSIVE
LABOR MARKET POLICIES
(Select OECD Countries) 1996-1997

(as% of GDP)
Countries
Programs France | Germany | Netherlands | Norway | Poland | United United
(1996) | (1997) (2997) (2997) (1996) | Kingdom | States
(1996/97) | (1996/97)
Passive Measures
1. Unemployment Compensation 144 2.49 333 0.70 177 1.05 0.26
2. Early Retirement for Labor 0.36 0.05 NA NA 0.05 NA NA
Market Reasons
Active Measures
3. Public Employment Service 0.16 0.21 0.35 0.16 0.02 0.18 0.06
4. Labor Market Training 0.36 0.36 0.13 0.17 0.02 0.09 0.04
5. Youth Training 0.24 0.07 0.10 0.04 0.10 0.13 0.03
6. Subsidized Employment 0.48 0.34 0.42 0.07 0.16 NA 0.01
7.Measures for the Disabled 0.08 0.28 054 0.47 0.01 0.02 0.03
Total
Passve Measures (1-2) 1.80 254 3.33 0.70 1.82 1.05 0.26
Active Measures (3-7) 1.32 1.26 154 0.91 0.31 0.42 0.17

Source: OECD Socia Expenditure Data Bank

The question asked in this chapter is a very narrow one: the use of Ul moniesto fund
training on a significant scale. By any account, if one examines the literature on the
financing of training, using unemployment revenues is rarely mentioned. The vast
majority of training around the world is financed by: (1) direct government tax revenues
(or rebates); (2) contributions by employers; and, (3) fees/contributions by beneficiaries
(workers). Most systems contain a mix of financing by all three partiesin very different
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forms. Unemployment insurance revenues come from either government taxes or
contributions of employers/employees, or again, a combination of these sources. Thus,
rather than a distinct new area of financing, using unemployment insurance revenues to
finance training simply means redirecting government revenues or employer/ee
contributions from their intended purpose -- paying Ul claims -- to a broader purpose.

A. Training and Unemployment Insurance

A review of current experience of the financing of national training systems through
unemployment insurance revenues yields a very simple answer. It does not happen. No
country surveyed uses Ul revenuesto directly and exclusively finance training on any
substantial scale. There are many reasons for this.

First, training and Ul have different cyclical funding demands and linking the two creates
greater instability in funding for both. The financial demands on unemployment insurance
are very cyclical; training is more an investment function that is needed in a down cycle
but has a more fixed, long-term demand. Depending on Ul revenues to fund training
typically has meant that funds for training are cut back when unemployment is high. This,
unfortunately, is just when training programs are likely to be the most desirable. Thisis
precisely what happened in Poland even without formal linkage between Ul and training.
As unemployment rose sharply in the early 1990s, the Polish government had to cut back
drastically on the funds from its Labor Fund going to training and other active labor
market policiesin order to channel it into Ul benefits. The percentage share of
expenditures from the Labor fund going to active labor market policies declined from
32.1% in 1990 to 7% in 1991 and fell even further to 4.7% in 1992."

Second, drawing training monies out of Ul funds risks greater insolvency in the Ul
program. Countries typically want to maintain the solvency of their Ul funds for the
periods when they really need them, so they often require the accounts to be kept separate.
Insolvency is of great concern because Ul is aform of insurance that pays out frequently.
It is not, for example, like high end, flood or disaster insurance that can pay out
infrequently. It israreto see a case of the long-term accumulation of surpluses. Even with
separation of Ul funds from other labor market initiatives, funding crises still result where
training monies are cut to pay for Ul.

Third, if unemployment insurance generates significant surplus revenuesit is likely
because the contribution rate is set too high relative to demand. This was the case of
Barbados, discussed in Chapter |1, which was one of the rare cases of a Ul program
generating significant surplus revenue. The Barbadian government significantly raised the
contribution rate quite dramatically to 5.5% (total) during the structural adjustment years
of the early 1990s,”® left it at this higher level too long, then reduced it to atotal of 3% and

"Hartmut Lehmann, Labour Market Flows and the Evaluation of Labour Market Policiesin Poland, Discussion
Paper No. 161 (London: Center for Economic Performance, London School of Economics, July 1993), 7.

"The combined rates for workers and firms were increased from 1 to 2.75% in October 1991, and thenin
December 1991 from 2.75% to 5.5% (2.75% workerg/firms).
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that was till too high for the demand for the program. Graph 1 in Chapter Il displays the
annual creation of net surpluses beginning in 1992. The Barbadian government does not,
however, intend for its Ul program to generate such large surpluses forever. One problem
that resultsin setting contribution rates above anticipated demand is to undermine long-
term support within the business community. More typically, countries would seek
multiple uses for a high contribution rate. Below is described the "large pool” model
where a portion of the resources are devoted to Ul, others to active labor market activities.

A fourth factor keeping training and Ul apart is a bureaucratic one. In some countries, the
agencies handling Ul and training are distinct; they require different skills and a different
bureaucratic set-up. Ul is sometimes handled as aform of social insurance with a more
social-oriented agency, although in a number of countriesit is affiliated with the Labor
Ministry. Distinct from training, Ul requires a system of local offices and accounting
procedures to handle weekly/monthly disbursements.

Finally, limited experience with utilizing Ul revenues for the financing of training
indicates that combining the two programs may make it harder to direct training funds to
the most disadvantaged groups. If Ul monies come from paying employer and employee
contributors, then they have aright to expect that the training funds be returned to them.
Thiswas what was found by the OECD in the case of Austria, which previously had
funded a small amount of training from the residual of Ul contributions over benefits paid:

..the financing of programs through the Ul system seems also to
have impeded the broadening of the spectrum of activitiesto
include disadvantaged marginal groups (who, as arule, have not
been regular contributorsto U1).”’

B. Modesfor Funding Ul and Training

Although no country uses Ul revenues to exclusively fund training on any substantial
scale, there were a number of systems noted in the research for this study which link, in
part, the financing of the two. For the purposes of analysis, most systems can be
categorized as one of two types of models. Thefirst isthe large pool model. Inthese
cases, alarger contribution rate is assessed on business (and workers) and funds are pooled
into a fund or institute that finances a range of passive and active measures. Germany isa
primary example of this model. In such acase, there is typically not a specific
contribution rate destined just for Ul. There are variations of this model in which Ul funds
are channeled into alarger pool, but one can still identify the Ul revenue stream.

The second group of cases can be called the small pool model. In these cases, a portion of
Ul revenues goesto fund specific training initiatives related to unemployment. These do

""Unemployment Insurance and Active Labour Market Policies (Paris: Organization of Economic Cooperation
and Development, 1993), 188.
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not represent the bulk of training financed by the country, but rather a method of financing
afew discrete programs.

1. LargePool Model

In the large pool model, contributions destined for paying unemployment benefits are
pooled in alarge pot that finances a range of active and passive training programs. It is
not that Ul "surpluses’ are used for training; Ul is considered part of an integrated mix. In
Germany, the payroll tax on employers and employees funds an Institute (the Federal
Employment Institute), which uses the money to fund a host of programs including: Ul,
unemployment assistance, and training. The government makes up any deficit. It should
be emphasized, though, that even in this case the German system relies heavily on
employer involvement and employer voluntary financing of training, particularly
apprenticeships. So even in this case, the large pool does not encompass all. The German
case, though, is still instructive in how Ul and training funding interact in alarge pool
model:

It showsthat drawing training and Ul monies from the same pot runs into fiscal
difficulties, particularly in economic downturns when so much money is needed
for Ul; and,

That the mixing of the funds, also contributed to programmetic difficulties:
when surpluses were large in the 60s - 70s this led to generous design of
programs, and time consuming changes in terms and conditions of programs.

A variation of the large pool model can be seen in the case of Argentina where Ul funds
are pooled with other revenues, including financing from multilateral institutions in the
National Employment Fund, the Fondo de Empleo. The National Employment Fund
finances the youth program (Programa Joven), infrastructure investments, and limited
employment subsidies. Ul is by far the biggest consumer of the fund, comprising just over
the majority of its expenditures.”® In the Argentine case, though, the business contribution
to Ul isfairly explicit. The 1.5% tax on employersis considered the limit the business
sector will sustain and as the case study in Chapter 11 layed out efforts have been made
over time to adjust program eligibility to meet anticipated revenues from this contribution.
Thus, it cannot be argued that Ul revenues are being utilized to fund active labor market
programs; these programs have different sources of financing.

One might argue that the large pool model has some parallels to the payroll training taxesin
many Latin American countries. In the case of the payroll training tax, though, the fund pool
all goesto one state ingtitution. 1f the government chooses to fund additional programs, it
does so outside the training tax.

81n 1995, U1 comprised 54% of the Fundo de Empleo, from Estimating the Benefits of Labor Reformin
Argentina (Washington DC: World Bank, Annexes, 1992), 34.



2. Small Pool M odd

In contrast to the large pool model, the funds destined for unemployment insurance are
clearly demarcated for Ul. Inthe small pool model, a portion of these designated funds go
to fund specific training or other active labor market policies. In the language of the field
thisis called "developmental uses of UI." This means that a portion of the Ul funds are
directed to activities to reduce or ameliorate the effects of unemployment.

There are a number of different variations and cases in the small pool model. The most
prominent case is Japan. Austria and Canada used to use Ul funds for some training but
have both recently changed their systems for different reasons. One might even argue the
United States fits the small developmental uses model, since it funds exclusively its small
national employment service from Ul monies.

While unemployment insurance does exist in Japan, it does not have the central role it
does in the OECD countries because of the importance of "lifetime employment,” in-
company training, regional development, and other measures that keep formal sector
workers from the unemployment rolls. Nonetheless, Japanese Ul has a number of unusual
features and employs the "developmental uses of UI" in interesting ways.

The Japanese system is financed by a payroll tax on employers and employees (1.15% of
wages) which is supplemented by the government, sometimesto one-third the costs. The
Japanese system is called "employment insurance” for an appropriate reason, because it uses
the extrafinancing to prevent unemployment, promote worker training, and correct "improper
employment Situations." Three services are funded from Ul monies. These servicesare
funded from an explicit levy just on employers. These services are:

Stabilization of employment. Programsto prevent unemployment in insured
workers, rectify improper employment situations, and increase employment
opportunitiesin firms. Includes subsidies for employment development for
specific job applications and human resource capacity building within firms,

Servicesfor Developing Workers Abilities. Includes establishment and
operation of workers education and training facilities, assistance for workers
receiving education and training, other training upgrades.

Servicesfor Promoting Workers Welfare. Includes funds for improving
working environments, job finding assistance, and promoting worker welfare.

It isimportant to remember that these are relatively small initiatives, as Japanese firms,
then other government programs, provide the lion’s share of training done in the country.
Nonetheless, these initiatives have an intellectual consistency in the use of Ul revenues
and provide an interesting case of a "developmental uses' model.
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C. Conclusionson Financing Ul and Training

Thisreview has argued that the proposition that unemployment insurance revenues could
be used to finance training is not only unrealistic but also not in the best interests of stable
funding for either Ul or training. Supporting this argument is the fact that no Ul system
surveyed attempts to fund all its training programs through surplus Ul revenues. Instead,
the chapter showed that there are broadly two groups of modelsin relating Ul financing
with training. One isthe large group model in which Ul funds are pooled with other funds
to finance both active and passive labor market programs. The second group is the small
group model in which some Ul funds are utilized for specific training initiatives or
employment initiatives related to unemployment. But these are not the bulk of training or
active labor market policies conducted in the country.

It must be kept in mind that most OECD countries, with far greater resources than Latin
America and the Caribbean, are struggling with how to devote more resources to active
labor market policies and in doing so cut back benefits or control coststo fund the heavy
existing demands on their unemployment insurance systems. This does not provide a
workable environment for financing training. In the case of the large pool model, there are
risks during periods of high unemployment that training programs may need to be scaled
back. Inthe small pool model, the expenditures for training out of Ul funds are limited so
there istypically little such risk. Broadly, though, current realities must be emphasized.

In contrast to one program financing the other, there has been atrend in OECD countries
that the rise in unemployment has increasingly "crowded out” resources for active labor
market policies in favor of unemployment benefits, rather than create conditions for ample
financing. "

V. Lessonsand Recommendationsfor Latin America and the Caribbean

Given the limited experience in Latin America and the Caribbean with unemployment
insurance systems, this study has sought to survey a broader range of experience in order
to draw potential lessons for countries in the region considering whether Ul makes sense
for their nation. The lessons drawn from this study constitute only a preliminary input into
an emerging national dialogue within each country on labor market policies. Would
unemployment insurance be a useful instrument in a specific country in the region? Does
it fit a country's national objectives, labor market characteristics and needs, and resource
constraints?

The experience surveyed in this study shows that unemployment insurance isin no way a
"one size fits al" program. Unemployment insurance exhibits some basic, common
features across countries: it is largely a short-term income replacement program for the
unemployed of the formal sector who have demonstrated labor force attachment. But
within this general framework, there is a notable diversity in terms of length/type of

Harmut Lehmann, Active Labour Market Policies in the OECD and in Sdected Transtion Economies
(Washington, DC: World Bank, Policy Research Working Paper, August 1995), 2.
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benefits, eligibility, design features, and national objectives. This diversity is significant
enough that unemployment insurance can range from the largest labor market program run
by a country, asin most OECD countries (in dollar terms) or, in a smaller number of cases,
it can be a circumscribed program applying to a small segment of the workforce (e.g.,
Argentina) or single sector (e.g., construction in Argentina or artisan fishermen in Brazil).
Importantly, there isinterest in the Latin American region in moving away from traditional
tax-based unemployment insurance programs to ones where workers accrue individual
savings accounts to use during unemployment.

This study reveals the need for a great deal of caution in broadly applying unemployment
insurance models to Latin America and the Caribbean. First, because unemployment
insurance has a mixed record in many countries in terms of policy effectiveness and
financial viability. Secure funding for Ul has been a challenge and a number of countries
have run into funding crises just when demand is highest. There is concern as well that Ul
has not been used effectively to channel workersinto new employment. Many OECD
countries are struggling to reorient their labor policies away from reliance on primarily
"passive” labor market policies -- Ul and early retirement programs -- in favor of more
active labor market policies -- job placement assistance, retraining and education, and
employment creation. The Latin American and Caribbean region should not be quick to
embrace existing models which themselves are under scrutiny.

Second, caution is required in applying Ul models to the region because there are a
number of traits of Latin American and Caribbean labor markets which would likely make
Ul narrower in scope and effectiveness, depending on the labor market objective sought
for Ul. Through the case study research, it became clear that a number of Latin American
and Caribbean regional characteristics might distinctly affect the application of Ul to the
region. These regional characteristics include large informal sectors, high youth
unemployment and young working populations, and the existence of nationally-mandated
job termination benefits.

The conclusions of this study are presented in two parts. Using the case study research,
the first part discusses specific regional traits and their relevance to unemployment
insurance, providing an initial screen to whether and what type of unemployment
insurance might be applicable to countriesin the region. The second section presents
broader conclusions and lessons learned about consideration of unemployment insurance
models in the region, by the type of objective sought, again drawing on the case study
research.

Broadly, the paper concludes that unemployment insurance in the Latin American and
Caribbean context is not universally applicable to the region. Rather, its application
depends on specific country labor market conditions and how these fit with the desired
purpose of unemployment insurance. |s unemployment insurance to be intended for
macroeconomic stabilization, a labor market transition and restructuring tool, or a social
safety net for the poor? The difference in objectives yields a very different answer in each
country about whether and what form of unemployment insurance is applicable. This
chapter organizes its recommendations in terms of the potential objectives sought for UI:
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macroeconomic stabilization, social safety net, income replacement/labor force attachment
reward, labor market transition tool.

Overall, the study concludes that unemployment insurance is most applicable to the region
as alabor market transition tool, and least applicable as awide social safety net or tool for
macroeconomic stabilization. There are other policy instruments which are likely more
effective for the latter two goals.®® Before these more generalized conclusions about how
Ul might be applied in the Latin American and Caribbean context, there are a number of
factors regarding the region's labor market that are worth considering in both assessing and
tailoring a Ul program to the Latin American context.

A. Labor Market Characterigtics in Latin America and the Caribbean Important
to Assessing/Designing Ul Systems. Lessons and Consderations

There are many factors which affect how unemployment insurance might interact in a
specific national labor market. Would a large segment of the unemployed be ineligible for
assistance because they work in the informal sector? Would unemployment insurance
benefits be significant enough given other termination benefits available?

This section reviews four important regional labor market characteristics which have come
out during the case study research of other systems. This section discusses how these
characteristics might interact with unemployment insurance, affecting its impact and
utility. In some instances, the paper suggests design features that can compensate for these
traits. The four regional characteristics discussed are: high rates of informal sector
employment; high payroll and other labor taxes; existence of severance pay and other job
termination benefits; and large youth populations. 1t must be emphasized that thisis a
descriptive analysis as there has been simply little labor market research and survey work
donein the region on labor market traits relevant to Ul. It isimportant to stress as well
that these four characteristics, while common in the region, vary markedly between
countries and their relevance depends thus on the particular Latin American or Caribbean
nation.

1. Largelnformal Sector

In the vast majority of cases of unemployment insurance worldwide (e.g., OECD)
informality is not a predominant feature of the labor market. Neither was it afeature of
the industrial economies which first developed and implemented Ul. Informality, or dual
labor markets (mixed informal and formal), have arisen predominantly in developing
economies, but not universally. It is apredominant feature of Latin American labor
markets, but is much less prevaent in the Caribbean.

805ee Gustavo Mérquez, "Unemployment I nsurance and Emergency Employment Programsin Latin America
and the Caribbean: An Overview", Office of the Chief Economigt, Inter-American Development Bank, February
1999.
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But where informal sector islargein Latin America, it is quite large. Informal sector
employment for the Latin America and Caribbean region as a whole is notably high and
has continued to grow, increasing on average from 51.6% in 1990 to 57.4% in 1996.%*
Every Latin American country in the region has shown increased rates of informality, with
countries like Paraguay, Bolivia and Mexico showing urban informality rates over 60%.%

Logically, unemployment insurance is a system that applies only to the formal sector.
Informal sector work is not recorded; there are no consistent records about start and end
dates and salary levels. Thereisno way to consistently and fairly document
unemployment and salary on the same basis for all workers for the informal sector.®® Nor
isit easy to imagine how one could collect Ul contributions in the way that they are
deducted from formal sector workers paychecks. In light of these challenges, no Ul
system in the world tries to incorporate informal sector workers and only a handful even
incorporate formal sector workers who are self-employed.®*

At first glance, though, it wouldn't seem to matter much whether Ul applied just to the
formal sector. AsUI istypically "self-financed" -- contributions are paid for out of
contributions from formal sector workers and employers -- it constitutes a form of "self-
taxation." Thus, it is up to the formal sector whether it wishes to insure itself against
unemployment and trends in one sector would not seem to necessarily affect the other.
The only direct inequity would come in the use of general government revenues to finance
Ul, rather than taxation, as this might mean government revenues supporting formal sector
workers at the expense of aternatives for informal workers.

This section looks alittle closer at what relevance a large informal sector might have to
achieving the objectives of and executing well an unemployment insurance program. To
date, there has been limited study of the interactions of unemployment insurance in dua
labor markets, largely studies and surveys in Eastern Europe which have smaller informal
sectors than Latin America. There has been no systematic study in Latin America among
the limited Ul systems as to how they function in relation to the informal sector. Short-
term field research conducted in Argentina and Brazil for this study and the experience of
Eastern Europe indicate a few potential implications from the introduction of Ul into
economies with informal sectors, trends which may likely weaken the impact of
unemployment insurance for certain objectives and give perverseincentivesto

8 |oraand Mérquez, 9.
#bid., 10.

8| nformal sector workers could save for the possibility of unemployment or contribute to some individual
savings account (athough unlikely for low-income informal sector workers). Y et, because the period of
unemployment would be impossible to uniformly document, access to the savings account would have to be so
open as to be used for purposes well beyond unemployment.

| ndividual savings accounts could be generated by informal sector workers, but since workers could not certify
when they began and ended jobs using similar criteria, the accounts would have to be available on demand, that
is, they would be essentia the same as any other savings account.
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increase further theinformal sector. It must be stressed that these are only potential
implications; much more systematic study is needed and recommended by this study
before firmer conclusions can be drawn. The implications fall into two generally
categories. how Ul might affect the interaction and mix between the formal and informal
sectors; and, how alarge informal sector affects which objectives of a Ul program are

achievable.

a Potential Interaction of Ul in Informal/Formal Labor Mix

Following are some potential implications of the interaction of Ul with informal
labor markets in the Latin American context:

Undermine Utility of Ul: If alarge proportion of workers receiving Ul benefits
are also working on the side in the informal sector this undermines some of the
key rationales for providing workers with unemployment insurance benefits.
Asit existsin the OECD countries, Ul beneficiaries are to be available for work
and utilizing the time to find work roughly equivalent to their former skill and
income level. Because workers are less available to look for work if engaged in
the informal sector, the trangition to new employment may take longer or a
worker may smply continue to work in the informal sector once benefits expire,
likely at lower levels of remuneration. Ul for many workers then functions as a
"short-term salary supplement,” rather than income support as a trangtion tool
to finding new, skill-appropriate work. Aswell, a perverse pendty would be set
up: lose your Ul benefitsif you obtain formal sector work, keep them if you
work informaly. This disincentive is not necessarily decisive; there are many
more benefits to long-term work in the formal sector. It might, though, provide
incentives for workersto prolong entry into the formal sector, undermining the
rationale for Ul asatrangtion tool, and making it less likely that the worker
ever returnsto formal sector work.

Reinforce Greater Informality: qualitative evidence indicates that with the
existence of Ul, a segment of workers are entering into informal sector
arrangements -- sometimes with the employer who just laid them off -- and are
able to use Ul as a cushion against the reduction of income and loss of benefits
from the trangition from formal to informal work. Without more intensive
survey research it is difficult to determine to what extent thisis occurring in the
few Ul systemsin Latin America. It issignificant, though, that this short-term
cushion for informal sector employment was mentioned by all types of
participants in Brazil and Argentinain interviews for this study -- unions,
government administrators, and business leaders. The incentive to undertake
informal sector work and collect Ul benefits as well isreinforced in systems
where the level of Ul benefits are kept near the minimum wage, asin many
developing countries.

It isimportant to stress that in economies with large informal sectors, there
already exists incentives for employers to hire informally given the cost savings
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and limited fear of detection/sanctions. It isnot known what further incentive
Ul might add. At a minimum, though, the existence of Ul makesit easier for
employers to convert formal to informal sector jobs and convince workersto go
along withit.

Reinforce Job Insecurity in the Informal Sector AsFormal Sector
Employment Becomes M ore Protected. Job insecurity is very high and of
concern to workers throughout Latin America. Countries with higher levels of
job insecurity are also the ones with greater informal sectors.®> Unemployment
insurance has been viewed as one policy tool that would help reduce job
insecurity among workersin the region. It isimportant to stress, however, that
enacting a Ul system in countries with large informal sectors would not help
lessen insecurity in the larger informal sector. Indeed, such insecurity would
likely worsen as the formal sector would become proportionately more safe and
secure.

b. Ul ObjectivesCritical in Large Informal Sector Economies. Poor
Instrument for Social Safety Net

Beyond the implications for the interaction between Ul and the informal
and formal sectors, the existence of alarge pool of informal sector workers
in aLatin American or Caribbean country affects the national utility and
purpose of enacting a Ul system. Simply put, the existence of alarge
pool of informal sector workersin a given country renders Ul decidedly
lessuseful as a social safety net or macroeconomic stabilization
instrument. Ul could not be useful on a broad basis to stabilize incomes in
the economy when less than half of the working population was eligible for
assistance. It would be unable to protect incomes at the lower end of the
scale when the vast majority of the poor would also be ineligible.

This does not mean Ul should be abandoned as a policy option in countries
with large informal sectors. Rather, countries would have to be much
mor e car eful about which objective was sought by Ul and tailor
program design accordingly. Countries with large informal sectors
should understand that it will be impossible to insure that Ul recipients
meet the criteria of available to work by being 100% unemployed. It is
important to decide whether there is a national interest in till providing
some income protection to unemployed formal sector workers (labor
attachment reward objective) or facilitating the labor market transition of
formal sector workers (labor market transition objective). Rather, it means
that Ul is better used for the objective of alabor market transition tool for
formal sector workers. If so, countries should consider providing greater
job search requirements and assistance as way to reinforce the use of Ul

&oraand Méarquez, 16.
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as amarket trangition tool, rather than reinforce supplementary work in the
informal sector. A second consideration would be to means-test benefits
as away not to reinforce informality at higher wage levels. Finally,
countries in the region would benefit from greater study on the interaction
of Ul and dual labor markets before major policy changes as suggested by
this study.

2. Payroll and Other Labor Taxes

One of the factors contributing to the rise in informal labor markets in the region is the
avoidance of the payment of heavy taxes on labor. Effective tax rates for labor vary
markedly across the region. Costs of socia security are lowest in the Caribbean while
highest in Uruguay, Argentina, Colombia and Brazil.®® An estimate of the total cost of
labor benefits and social programs®” among Mercosur countries finds a variance in total
costs from 102% of aworkers salary in Brazil, to 70% in Argentina, and 41% in

Paraguay.®®

High tax requirements on labor can provide a disincentive to hire labor over investing in
capital and may discourage investment in a high-tax country at the expense of a low-tax
one. There has also been a strong positive link between high labor costs and increasing
informality.®® This, of course, does not mean that taxes on labor are not important to
providing for basic social security and other labor market programs; it is the comparative
burden of taxation and how the funds are used that is most relevant.

In considering whether to impose additional taxes for contributionsto a Ul program, Latin
American and Caribbean countries with high effective labor taxes need to consider that Ul
may need to be part of an overall restructuring and labor market reform. OECD
nations largely had the advantage of creating Ul systems at earlier stages with lower
effective tax rates or with greater ability to sustain higher effective rates. Latin American
and Caribbean nations will need to be more creative in how they might incorporate Ul
systems within their current labor market mix. Perhaps a portion of current payroll
training taxes could be devoted to a Ul system; or, as discussed below, a Ul system
could be part of areform of the gamut of severance and termination benefits. Thisis not
to imply that key benefits must be reduced for labor, but rather that to incorporate a new
benefit in Latin America, other benefits may need to be better structured so as not to

8 Economic and Social Progressin Latin America, Washington, DC: Inter-American Development Bank, 1996,
188.

8" This includes contributions to social security, training and socia programs (e.g., SENAI, SESI), holiday and
vacation pay, and 13th month salary.

8 José Pastore, Encargos Sociais. |mplicagBes para o Salario, Emprego e Competitividade (Sao Paulo: Editora
LTr, 1997), 91.

8Economic and Social Progressin Latin America: 1996, 205.
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disadvantage labor by discouraging employment and feeding the growth of the informal
sector.

3. Exigtence of Severance Pay and other Termination Benefits

A third factor that needs to be considered in proposing or designing Ul systems for Latin
Americaisthe extent of severance and other termination benefits already in place, the
objectives and amount of benefits, and the potential interaction with Ul. Here again, Latin
American and Caribbean labor market characteristics can vary with the OECD countries
where Ul originated. In many of the OECD countries, there were few nationally-mandated
termination benefits before Ul was created. In contrast, the Latin America and Caribbean
tradition has been to rely on nationally-mandated requirements rather than create specific
benefit programs or rely on collective bargaining mechanisms.

Most countries in the region require an employer to provide termination benefits to
workers fired without just cause. Thisis meant to protect workers against arbitrary
dismissal as well as provide a penalty to employers who do so. Countries vary as to how
substantial unjust dismissal benefits are, and importantly, whether economic circumstances
are defined as an "unjust cause". In countries where economic or market changes are not a
reason to fire aworker, the requirement provides additional disincentives to restructuring.

Fewer countries in the region have legislated severance benefits. Severance pay requires
employers to pay workers upon termination -- for any reason -- an amount prorated with
their years of service. In some countries in the region, severance pay can be quite
generous. Colombia and Ecuador require as much as 25 months pay after 10 years or
more of seniority®; Argentina provides one month for every year worked, with a
minimum of two months provided for a minimum of three months worked.

These types of benefits -- unjust termination and severance pay -- are intended to
discourage firings and reward employment stability. Unemployment insurance has a
different function in that it is not aimed at changing the incentives of the firing decision,
but rather assisting the unemployed once terminated. Even though they have different
objectives they can serve similar secondary purposes in providing income to workers once
terminated. Depending on the labor market context, all three types of benefits can co-exist
in one country, but this may not be the best alternative. For Ul to be effective it must be
seen to be areward for labor market attachment and aid a worker in cushioning the
transition to new employment, ideally utilizing their long-acquired skills. Severance and
other termination benefits may be so substantial in some countriesasto dwarf, and
make irrelevant, any Ul program.

It isimportant in Latin America and the Caribbean that unemployment insurance
programs be considered in the context of the entire mix of termination and severance
benefits. The existence of termination benefits was not necessarily a factor in other

®°Economic and Social Progressin Latin America: 1996.
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countries that enacted unemployment insurance. In the United States, for example,
severance pay agreements are made through collective bargaining agreements; there are no
national standards or requirements. When Ul was enacted in the United States following
the Depression, it was seen as the only support mechanism for alarge portion of the labor
force. Inacertain way, one could argue that many of the severance and termination
benefits legislated in the developing world needed to compensate for the absence of any
other form of a social safety net like Ul. In Barbados, a Ul system was enacted in 1982,
after a severance pay requirement had been on the books since 1967. The Barbadian
legidature, in order to garner support for the new Ul program, agreed to place a cap on the
maximum amount and number of years available for severance pay.

It isimportant to consider whether in Latin American and Caribbean countries enacting
unemployment insurance will not duplicate existing benefits, nor will Ul be so minor
asto beirrelevant in employersor employees employment decisions. Important
guestions are: what percent of the unemployed received termination benefits, and how do
these benefits compare with proposed Ul (i.e., could Ul serve its function of replacing lost
income?) Is anew program of unemployment insurance needed or would workers be
equally served with a reform of severance packages?

4. Youth Labor Market

A fourth and final factor in considering and designing unemployment insurance programs
in the region regards whether and how much to cover unemployed youths. Depending on
how eligibility is defined and the level of youth unemployment in a particular nation, the
Ul program could end up -- perhaps unintentionally -- principally serving very young
populations. Many European systems allow youths to collect unemployment if they do not
find employment immediately after leaving school (typically at lower remuneration levels
than adults). Other Ul systems, such asin the United States, place alength of work
requirement of two years or more in a single establishment which effectively limits the
number of youths who are eligible; other programs are intended to cover the more
specialized problem of youth employment. The concern over providing unemployment
insurance to youth who have not yet developed an initial labor force attachment is that it
can corrode the development of early workplace skills and undermine their attitudes to the
workplace.

For Latin American and Caribbean economies this can be a particular issue because of the
large cohort of young people among the population and high levels of youth
unemployment in many nations. While there has been some aging over time of the
region's population, comparatively Latin America and the Caribbean is till the second
youngest region of the world with an average age of 27 years to Africa's 22 years.** There
is great variability within the region, with particularly young populationsin Central
America and higher average age populations in the Southern Cone and parts of the
Caribbean. Despite differences in the relative proportions of the youth populations, youth

**United Nations, World Population Prospects: The 1996 Revision (New Y ork: the United Nations, 1997).
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unemployment is typically high in the region. For example, among 12 countries
throughout the region, urban unemployment rates were highest in every country for the 15-
24 age group. Thisincludes the highest rates of 31% in Panama, 24% in Uruguay, and
22% in Argentina, of which the latter two have relatively smaller youth populations.*?

The region has already begun experimenting with specific labor market programs targeted
to youth such asin Chile, Argentina, and Venezuela and pilot efforts in Panama and other
nations. These youth programs aim at addressing specific barriers to youth entry into the
workplace through short-term internships and training. This type of youth-specific
intervention address problems that unemployment insurance cannot, such as employer
attitudes, basic work skills and readiness training for youth. In considering
unemployment insurance programs, Latin American and Caribbean nations should
examine closely their youth unemployment problem and make policy decisions about
whether and how much youth should be covered by Ul, and/or whether youth
unemployment is better addressed with a more specific intervention.

Latin American and Caribbean countries with high youth unemployment rates need to give
consideration to the large number of young recipients that would result from more open
eligibility and more limited work requirements. In Brazil, where recipients are eligible
after working only six months in the last three years, fully one-half of al Ul recipients are
under 30 years of age, and more than one-quarter are under 24 years of age.

Latin American and Caribbean nations with high rates of youth unemployment should give
particular consideration to two key issues: (1) the eligibility and work requirement criteria
for Ul and how broadly this would encompass youth populations; and, (2) whether the
application of Ul to youth populations would best serve national labor market needs or
whether other forms of more active measures -- training and workforce development
programs would better address early new job entrants.

B. Lessonsand Conclusions for Latin America and the Caribbean in Implementing Ul
Systems

There is no such thing as an ideal unemployment insurance system. The record of
unemployment insurance is a mixed one: while providing important income replacement
for many laid-off workers, many programs have had significant fiscal difficulties and/or
been accused of being overly generous with benefits and have generally been less effective
as vehicles to get workersinto new employment. A key difficulty over time within OECD
countries has been that while unemployment insurance is designed to address temporary,
short-term unemployment it has overlapped and provided benefits to the growing
problem of the long-term unemployed. The long-term unemployed have much greater
barriers to reentering the labor force. Some programs have tried to compensate by

25uzanne Duryea and Miguel Székely, "Labor Marketsin Latin America: A Supply-Side Story" in Employment
in Latin America, 26.
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permitting Ul beneficiaries to receive retraining, but al told, Ul isan inappropriate
instrument for addressing the larger problem of long-term unemployment.

Many OECD countries are striving to redress an imbalance they see between passive (Ul)
vs. active labor market policies. Passive policies have consumed the lion's share of
resources, but active measures, while their record is not totally proven, offer the prospect
of more directly retooling workers for a rapidly changing workplace. Latin American
and Caribbean economies should not repeat OECD mistakes by rapidly installing
unemployment insurance systems at the expense of active labor market policies.

Nonetheless, unemployment insurance can be an important instrument for assisting and
facilitating workers through temporary periods of unemployment, in helping make labor
markets more flexible, if countries are careful to tailor the benefit system to their country
circumstances, labor market needs, and administrative capabilities. In considering the
implementation of an unemployment insurance system, this study has revealed the need for
assessment in a number of areas. important pre-conditions for program success, consideration
of objectives sought and design adaptations for these objectives.

1. Important pre-conditionsfor Ul success

Short-term unemployment should be of particular concern. Insome
countriesin the region, long-term unemployment and poverty far outweigh the
concerns of protecting againgt short-term unemployment which, as yet, does not
play a significant labor market role. Ul should be considered an important
policy tool when the issue of concern is dealing with short-term unemployment
flows.

Job creation should be sufficient to support worker transitions The
unstated assumption of an unemployment insurance program isthat thereis
sufficient job creation and mobility in the economy to handle the transition of
workers from one job to another; Ul isjust needed just to bridge that transition.
If job creation is extremely limited in a particular Latin American or Caribbean
nation, Ul would have little chance of being effective. 1t would merely serve as
a short-term income supplement.

Sufficient administrative capabilities needed. If alarge segment of the labor
force isto be potentialy eligible, unemployment insurance requires an
extensive and efficient administrative structure. It requires a network of
regional offices, mechanisms for transferring weekly or monthly substantial
sums, and the ahility to verify income and eligibility. An exception would be
for small economies that could do with just afew officesto serve the
population. Thisadministrative apparatusis not cheap, and depending on the
length and amount of benefits a Latin American/Caribbean country is willing to
provide there may be less costly dternatives. In particular, aLatin American or
Caribbean country could choose to:
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a. develop a form of unemployment insurancethat isin bulk
payments (1-3) that does not require an extensve adminigrative
apparatus.

b. use aflat-ratelevel of benefits. Poland found an important ease in

administration by smplifying its system to one rate for al, eliminating
the need for income verification and clerk calculations. This reflects,
though, the type of Ul that provides a minimum socia safety net
rather than substantial income replacement.

C. combine Ul dedlivery within an existing service ddlivery network.
Argentina runs its unemployment insurance program through its social
security offices; Brazil uses a combination of its Labor Ministry
offices and state-supported banks. While thisisalogical response to
the administrative demands of the program, it has its trade-offsin
terms of linking workersto job search, training, and other services.

2. Clarity of Objectivesand Design Featuresto Achieve Objectives

Many Ul systems in both developing and industrial countries were created in the
midst or in the wake of a major employment crisis. Thisis often one of the more
difficult times to assess what role Ul isto play in the long-term labor market mix
when the principal impulse is sSimply to protect against the current or another crisis.

Chapter | laid out four objectives typical of modern-day Ul systems. They are:

Social Safety Net;

Macroeconomic Stabilization

Promote Restructuring/Labor Market Efficiency; and
Income Replacement/Reward Labor Force Attachment.

One of the principal conclusions of this report is that clarifying the objective
sought by unemployment insurance and squaring this with the national context and
needs is the critical variable in deciding whether and what form of unemployment
insurance is appropriate for a given country in the region. Below is summarized
the report's conclusions that the most applicable objectives to the region is utilizing
Ul as alabor market transition tool. The social safety net objective for Ul, while it
is the more intuitively appealing objective given the region's high levels of poverty
are least applicable.

3. Social Safety Net Objective: Less Applicableto the Region

On the surface, one might assume that Latin American and Caribbean countries
would tend towards utilizing Ul as a social safety net for the unemployed poor.
The case study analysis of this report has revealed that Ul systems, even in the
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absence of alarge informal sector, tend to serve the middle-income range of
beneficiary, not the poorest. With alittle examination, this makes intuitive sense.
The poor have a more unstable employment profile and are less likely to have the
years of job tenure needed to qualify for Ul. Thisis much worse in economies
with large informal sectors as the poor are disportionately represented in this
sector. Lowering the requirements for length of time in employment, as was the
case in Brazil, still doesn't necessarily reach the poor. By reducing work test
requirements, one also brings in a younger population and in those cases Ul might
not be the best labor market instrument, as discussed above.

Other developing country systems, such as Poland, have reached the poor by
putting benefit levels so low (at one-third the minimum wage) that only lower
income levels are likely to participate. But even this change might not be sufficient
for the region, where alarge proportion of the poor are in the informal sector. The
Argentine case, for example, showed that even as benefit levels were kept close to
the minimum wage to 1.5 times the minimum wage this did not prevent the average
income of beneficiaries from continuing to increase. In recent data, only 6% of
beneficiaries in Argentina earned less than the minimum wage (300 pesos/month)
and more than 17% of recipients earned three times the minimum wage before Ul,
over 1,000 pesog/month (Chart 2.3, Chapter 11). Higher income workers were
likely viewing Ul more as a salary supplement than income replacement.

Latin American/Caribbean programsthat have a greater interest in using Ul
asa social safety net should seek programsthat subject beneficiariesto a
means-test. One way would be to bar recipients whose former incomes are above
acertain level from participating in Ul. For higher income workers, providing job
search assistance could be the primary form of assistance.

4.  Macroeconomic Stabilization Objective: Requires Specific Country
Circumstances and Program Design Features.

Using Ul as a macroeconomic stabilization tool is becoming less relevant even to
industrial country economies. Chapter |1 demonstrated, for example, that in both
the United States and Japan, Ul is continuing to cover a smaller percentage of the
employed labor force. This downward trend is largely because of the greater
diversity in part-time employment, self-employment, and other forms of non-
covered employment. Further, study on the U.S. system has had a harder time
verifying, if indeed, Ul has provided this stabilization function in the U.S.
economy. It, has, for certain, provided an instrument for extended benefits during
economic downturnsin the U.S. in key regions such as the Midwest. One key
problem in using Ul to meet macroeconomic stabilization goals is whether the
system is financially able to do this. A number of countries, including the cases of
Argentina and Germany in this study, sought to cut benefit levels as demand
increased to prevent the Ul program from exceeding fiscal constraints.
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The objective of macroeconomic stabilization should thus be subject to caution in
any country context, with serious study employed on the target population to be
reached in macroeconomic crisis and the country's labor market profile. A system
would need to be designed that had sufficient reservesto cover acrisis period. In
the Barbados case, the country substantially increased the unemployment insurance
tax on business during an economic crisis to cover greater Ul claims. The program
was able to meet stabilization needs but this action of raising rates, of course, has a
countercyclical economic effect. The United States extends benefits only for
regions of higher unemployment.

For the Latin American and Caribbean region, this study recommends that
macroeconomic stabilization be carefully considered before being employed asthe
objective of aUl program. Consideration must be given to the financial ability of the
system to provide funding in an economic downturn. For countries with large
informal sectors, this study argues that macroeconomic stabilization is an
inappropriate goal for aUl program as it would reach too small a percentage of the
population.

5. Income Replacement/Labor Force Attachment Objective:  Achievablein
the Region but Requires Policy Decision

Providing workers with income following a layoff for those who have
demonstrated a significant attachment to the labor force is one of the most common
objectives of unemployment insurance systems worldwide. The intention of Ul
programs, as described in Chapter 1, istypically to provide sufficient income so
that workers have time to seek new work at appropriate skill and income levels.

No Ul system seeks to completely replace lost income. Gross unemployment
benefits in the OECD countries typically range from 40-75% of average earnings,
most are capped at the higher income levels. When taxes and other factors are
considered, net replacement rates are much lower and very variable among OECD
nations. Net replacement rates vary from the high end of 81%
Denmark)/69%6(Netherlands) to the low end of 20% for the United States™ and
[taly.

For developing countries, the fiscal burden of replacing large percentages of former
income must be considered. It isimportant to note that of the developing economy
case studiesin this study, only Barbados seeks to replace a percentage of lost income.
In the other cases -- Argentina, Brazil, and Poland -- benefit levels more typically are
calculated as a multiple of the minimum wage based on the worker’s former saary.

®ThisisaU.S. average; replacement rates vary markedly among U.S. states.

% John Martin, "Measures of Replacement Rates for the Purpose of International Comparisons: A Note," OECD
Economic Studies No. 26, 1996/1, 107.
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For developing countries, maintenance of a minimum standard of income is a more
feasible policy goadl.

6. Labor ForceRestructuring Objective: Most Applicableto the Region

Using unemployment insurance as a vehicle for transitioning workers from one job
to the next is not atypical, primary goal of Ul asit existsin the industrial
economies, although many systems are moving in this direction. To use Ul asa
transition tool requires countries to design and implement "passive" unemployment
insurance as part of a package of active labor market measures delivered to the
unemployed. This package could include job search assistance, placement, skills
assessment and training. Ul thus serves as an income supplement to encourage and
enable workers to effectively transition to new employment, helping reduce the
initial resistance to job change.

Latin American and Caribbean countries are continuing to undergo dramatic
changesin how their labor markets operate. We see in the region greater volatility
in employment and greater numbers of job changes. If we accept that Ul isan
instrument only for the formal sector, facilitating labor market transitions might be
an appropriate goal for this segment of the labor force and one fitting growing
regional needs.

The real challenge to making Ul more of atrangition tool is how to do thisin any
particular national context. OECD nations are experimenting with incorporating
training and self-employment in Ul delivery and linking Ul with national job
placement programs. As discussed in the Ul case study, the United Statesis
grappling with the contradictory trends of linking Ul better to training and
placement while at the same time trying to reduce administrative costs -- which has
encouraged the closing of regional offices and less human contact through
mail/phone systems for checking in with Ul officers. Latin American and
Caribbean countries would have an initial advantage in trying to create systems
from the start which sought to achieve job transition goals. Such Ul systems,
however, would require a number of key elements, including: efficient
administrative apparatus, support and participation of the private sector, and
diversified training systems. This echoes previous recommendations that any Ul
system in the region be conceptualized within the framework of an overall labor
market reform and restructuring to enable al the components to more successively
meet national labor market goals.
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