Does the role of political parties In
unemployment benefit reform
depend on economic conditions?
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Partisan politics and deteriorating economic situations

- Budgetary pressure: cuts in NRR by rightist and leftist
parties (vis, 2009)

- Median voter: both parties expand spending at high
levels of unemployment (Jensen, 2012)

- Do partisan differences (not) matter?

- Both left-wing and right-wing governments opt for
retrenchments in times of high levels of unemployment,
also in CEE countries.

=) Hypothesis: effect of partisan government composition
on NRR is conditional on economic shocks
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Employment relations

Generally, a positive effect of a corporatist tradition of
coordinated bargaining by strong and centrally
organized social partners (Ebbinghaus and Hassel, 2005; Swank,
2011):

- Unions exchange wage moderation for full
employment commitments and expansions Iin
unemployment protection

- Collective bargaining at the national level: social
partners are able to resist welfare state .
retrenchments
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Data

Panel data: 34 countries, period 1990-2009

27 EU member states and 7 non-EU countries

Unemployment benefits: own update of Scruggs

Partisan politics - left and right cabinet seats:
Armingeon et al (2011)

Corporatism - labor relations: own index, based on
Swank (2011)

Other variables: World Development Indicators
- Globalization / trade openness / financial openness
- Socio-economic variables (GDP per capita; unemployment rate)
- Demographics (age dependency ratio)
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http://www.hsz.leidenuniv.nl/

Net unemployment replacement rate (NRR)

- NRR: netincome from unemployment benefits

net income from work

- Calculations assume:
- Worker, aged 40, earnings wage APW
- Initial phase of unemployment

- Family benefits include child / means tested benefits

Note: There is no such thing as the replacement rate in any country, rather

there is a myriad of replacement rates >

personal and family characteristics of the unemployed, history of work and
unemployment, different structures and entitlements of unemployment .
Insurance and social assistance systems, interaction with tax systems.
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http://sp.uconn.edu/~scruggs
http://www.hsz.leidenuniv.nl/

Net unemployment replacement rates

Single person Omne earner couple with two children

2000 1990 2000 2009

Mean 34 countries
Coef of Variation

Mean 27 EU

Coef of Variation

Mean 15 West-EU
Coef of Variation

Mean 10 CEE-EU
Coef of Variation

Levels vary to a large extent across countries

High NRR around 2009: Luxembourg, Switzerland and Portugal

Low NRR: Australia, Greece, Malta, Poland, and the United Kingdom

Generally: NRR single persons < NRR one earner couples with two children

Exceptions: Japan, Latvia, Portugal, Slovak Republic, Slovenia and the United States .
15 EU-West versus 10 CEE-EU: levels NRR considerably lower in 10 CEE-EU

Mean NRR in CEE countries have fallen 1990-2009
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Figure 5. Mean of net unemployment replacement rates across (subgroups of) countries, 1971-2009
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Figure 6. Convergence of net unemployment replacement rates across (subgroups of) countries, 1971-2009
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Method

Error correction model:

Ayit = a + Byie1 + Z Pi X2 + X yIAXY, + &

- Changes NRR are regressed on lagged levels NRR, and
both lagged levels and changes of independent variables.

- Estimator captures both short-term transitory effects and
long-term structural effects.

- OLS regressions.
- Panel corrected standard errors.

- Negative coefficient 0: below average NRR are catching up,
conditional on other independent variables. .

- Fixed effects (country — time): sensitivity analysis.
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Method (2)

Conditional to socio-economic situation = interaction term

Examination to what extent the relationship between partisan
differences and corporatism on the one hand and NRR reforms on
the other is conditional on the socio-economic situation.

Interaction term between left-wing (right-wing) governments and
unemployment rates.

Left-wing governments are positively and significantly related NRR,
but that this effect becomes smaller at higher unemployment rates.

At high unemployment rates, leftist governments are even
negatively associated NRR.

Constraining effect of rising unemployment stemming from
budgetary pressure dominates the effect of higher demand for
unemployment protection from the median voter.
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Regression results

34 countries

27 EU
countries

15 West-EU
countries

10 CEE-EU
countries

Left gov. (1) x unem. rate (t-1) -0.004**
Left government (t-1) 0.027%*
Right gov. (t-1) x unem. rate (t-1) -0.001
Right government (t-1) 0.003
Corporatism (t-1) 0.375%*
Capital mobility (t-1) 0.001
Trade openness (t-1) -0.003*
Unemployment rate (-1) 0.179*
GDP per capita (x 102) (t-1) 0.004**
Age dependency ratio (t-1) -0.058
Replacement rate (t-1) -(.048%
Constant 3.525*
NxT 515

-0.005*
0.047*
-0.001
0.008
0.365*
0.000
-0.006*
(.214*
0.006*
0.070
-0.056%
3.753
382
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-0.002*#

0.009
-0.000

-0.005
0.022
0.004*
0.005
0.037
-0.005%*
0.026
-0.044%
2553
269

0.016**
0.156**
-0.010*
0.117*
2027+
-0.004
0.024*
0.623*
0.037+*
-).525**
{0.216**
28.654*
9




Marginal effect of left-wing governments (EU 27)

Marginal effect of left-wing governments

95% Confidence Interval

10 15
Unemployment rate

Left-wing governments are positively related to NRR, but that this
effect becomes smaller at higher unemployment rates.

At high unemployment rates, leftist governments are even .
negatively associated with unemployment protection levels.

Turning-point for 27 EU: 7 percent unemployment rate (EU15 : 9%)
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Conclusions

= Left-wing governments are positively related to
unemployment benefit replacement rates; this effect
becomes smaller at higher unemployment rates

= Coordinated bargaining by strong and centrally organized
labour unions is positively related to benefit generosity

= No substantial differences between Western and Eastern
European countries

= Convergence of unemployment benefit levels to some extent;
relatively strong for Eastern European countries
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Data and Codebook

Unemployment Replacement Rates Dataset
via

Olaf van Vliet & Koen Caminada
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http://www.hsz.leidenuniv.nl/

Descriptive statistics (1)

Net replacement rate Left government Right government

1990 2000 2009 | 1990 2000 2009 | 1990 2000 2009
Mean 34 countries | 0.61 058 057, 282 385 33| 413 1 417
Standard Deviation | 0.17 014 013 300 334 296 357 326 324

Mean 27 EU 061 058 057 270 440 37.1| 373 348 380
Standard Deviation | 0.18 015 043 276 339 288| 343 3.6 315

Mean 15 West-EU 063 062 061, 315 576 361 380 2.1 387
Standard Deviation | 0.18 015 043| 277 346 302, 389 261 371

Mean 10 CEF-EU 057 053 052 247 303 415 399 552 421
Standard Deviation | 0.17 014 011 275 246 265| 275 229 210
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Descriptive statistics (2)

Corporatism (-/+ 1.76) FDI as % GDP Trade as % GDP

1990

2000

2009

1990

2000

2009

1990

2000

2009

Mean 34 countries
Standard Deviation

Mean 27 EU
Standard Deviation

Mean 15 West-EU
Standard Deviation

Mean 10 CEE-EU
Standard Deviation

0.13
0.73

0.21
0.66

0.41
0.68

-0.11
0.52

-0.02
0.82

0.10
0.78

0.4
0.69

-0.43
0.66

-0.07
0.74

0.03
0.71

0.41
0.63

-0.53
0.47

4.2
114

4.6
12.3

1.3

20.5
63.5

24.4
13.3

39.8
97.2

3.3
24

30.6
113.6

36.7
126.8

4.9
167.4

13.2
16.2

71.0
40.4

8.0
40.5

73.6
40.8

91.7
30.3

93.8
48.8

103.7
48.5

93.4
56.4

109.0
30.7

103.1

34.1

115.1

33.3

105.7

64.3

125.3

29.4
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Descriptive statistics (3)

Unemployment rate

1990

2000

2009

GDP per capita

1990

2000

2009

Age dependency ratio

1990

2000 2009

Mean 34 countries
Standard Deviation

Mean 27 EU
Standard Deviation

Mean 15 West-EU
Standard Deviation

Mean 10 CEE-EU
Standard Deviation

8.2
4.6

8.6
4.9

8.3
4.0

10.4
5.9

8.0
4.0

8.7
4.1

1.3
3.

11.5
3.9

6.6
2.1

1.1
2.0

6.9
2.0

1.8
1.3

20.5/0
9.589

18.45
9.397

25.191
0.921

9.177
2.997

24.903
11.674

22.54]
11.626

30.701
8.812

11.212
3.990

30.253
13.782

28.028
14.276

36.433
13.781

16.890
4,829

50.2
3.

50.4
3.

48.9 473
28 39

48.6 469
28 41
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