N6 BANCA D'ITALIA

M EUROSISTEMA

Questioni di Economia e Finanza

November 2014

(Occasional Papers)

Just round the corner? Pros, cons, and implementation issues
of a fiscal union for the euro area

by Fabrizio Balassone, Sandro Momigliano, Marzia Romanelli and Pietro Tommasino

245

Number







B BANCA D'ITALIA

EUROSISTEMA

Questioni di Economia e Finanza

(Occasional papers)

Just round the corner? Pros, cons, and implementation issues
of a fiscal union for the euro area

by Fabrizio Balassone, Sandro Momigliano, Marzia Romanelli and Pietro Tommasino

Number 245 — November 2014



The series Occasional Papers presents studies and documents on issues pertaining to
the institutional tasks of the Bank of Italy and the Eurosystem. The Occasional Papers appear
alongside the Working Papers series which are specifically aimed at providing original contributions

to economic research.

The Occasional Papers znclude studies conducted within the Bank of Italy, sometimes
in cooperation with the Eurosysten or other institutions. The views expressed in the studies are those of

the authors and do not involve the responsibility of the institutions to which they belong.

The series is available online at www.bancaditalia.it .

ISSN 1972-6627 (print)
ISSN 1972-6643 (online)

Printed by the Printing and Publishing Division of the Bank of 1taly



JUST ROUND THE CORNER?
PROS, CONS, AND IMPLEMENTATION ISSUES OF A FISCAL UNION
FOR THE EURO AREA

by Fabrizio Balassone*, Sandro Momigliano*, Marzia Romanelli* and Pietro Tommasino*

Abstract

The experience of other successful monetary unions and economic theory suggest that
the euro area would benefit from the establishment of a supranational fiscal capacity.
Institutional reforms prompted by the crisis (e.g., the European Stability Mechanism and the
banking union) are introducing — though to a limited extent — elements of cross-country risk
sharing. Nevertheless, further steps are probably needed. Proposals to create a sort of rainy-
day fund present major practical difficulties — associated, inter alia, to the uncertainty
characterizing the identification of shocks in real time. A more appropriate solution,
consistent with how risk sharing operates in existing federations, may be centralizing
specific public functions (for instance, by introducing a common unemployment benefit
scheme). We argue that consideration could also be given to the creation of a euro-wide,
notional defined-contribution pension scheme.

JEL Classification: E42, E62, F15, F42, H77.
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1 Introduction*

The sovereign debt crisis taught European policikersa several lessons: first, European
fiscal rules were backed by weak enforcement measires) second, those rules were in any case
insufficient, since they did not consider other msaconomic imbalances; third, the European
framework lacked crisis-resolution instruments &aldwith sovereign crises in an orderly way;
fourth, the potential implications of the link betan sovereigns and banks in a monetary union had
been underestimated; and, fifth, the costs of deldveraging and macroeconomic adjustment are
exacerbated in a monetary union, if there is noafifederal authority and national ones are
constrained by insufficient fiscal space.

Some of these lessons were predictable on the bbwisll-established economic principles
(as argued forcefully by Krugman, 2013) but theyoimed thorny issues, such as the necessity to
complement a monetary union with a fiscal union,iclwvhwere knowingly side-stepped by
European policy makers. Indeed, a report on theaffisinion (the MacDougall Report) was
published already in 1977 on behalf of the Europ@ammission, and a mention concerning the
economic desirability of a Community budget is preéseven in the 1970 Werner Report.

In the end, the crisis prompted serious effortaddress the above-mentioned shortcomings.
Fiscal rules have been strengtherdtirough the Six-pack, the Two-pack and the FiStahpact
— and mechanisms for crisis management have beendimted: the European Financial
Stabilization Facility (EFSF) first, and the EurapeStability Mechanism (ESM) later. The Six-
pack has also provided a new surveillance tool ¢mitor and correct imbalances other than the
fiscal ones,.e. the macroeconomic imbalances procedure (MIP).dditen, the creation of a
banking union was devised as a means to seventhbdtween banks and sovereigns.

Much work is still needed to refine the new toatsraduced by these tightly sequenced
reforms: the management of sovereign insolvensesriemains somewhat unstructured compared
to the detailed procedures defined for dealing wehidity crises through the ESM; the banking
union project needs completing; the effectivenésheMIP remains to be tested.

Most importantly, little progress has been madethie way of defining stabilization
mechanisms which can supplement national budgdts. need to remedy the asymmetry of a
single monetary policy and multiple national budgets recognized in reports released in 2012 by
the European Commission and by the President oEtlepean Council. Both reports envisaged
the creation of a fiscal capacity for the econoand monetary union (EMU) to support member
states in the absorption of shocks and in the imeigation of structural reforms. However,
discussion of a subsequent proposal by the Euro@eammission in March 2013 to implement
such contractual agreements lead to no constructiselt® Since then, the official debate on a
fiscal union for EMU has been at a stand-still.

Against this background, the paper reviews the eman rationale for a fiscal union in EMU
(Section 2) and the lessons learned from otheresstal federal countries (Section 3). It then

The opinions expressed in this paper are the asithod do not necessarily reflect those of the Bahkaly. We thank Georg
Fischer, Eugenio Gaiotti, Paolo Sestito, seminatigipants at the Bank of Italy, the XXVI Villa Maltagone International
Economic Seminar and the 107th Annual Conferenc&aration of the National Tax Association for helptomments and
suggestions. Corresponding author: Piero Tommagpietro.tommasino@bancaditalia.it.

Later on, the technical papers accompanying 889 Delors Report and especially European Comnmg4i893a, b) discussed the
topic in depth. On May 3, 1998, when Europe waspleting the last steps before the adoption of thgls currency, Tommaso
Padoa Schioppa wrote in a column for Corriere dé#lea: “The Union has full competence for microesnit policy (...), but its
capability for macroeconomic policy is, with theception of the monetary field, embryonic and unbedal: it can avoid harm
(excessive deficits) but it cannot do good (a prdigeal policy). (...) It is thus right not only t@pplaud yesterday’s step but also to
underline its unfinished nature, the risks andréshness”.

3 Communication from the Commission to the Europeanidnent and the Council COM(2013) 165 final.




summarizes the “official” proposals put forward timee debate (Section 4), examines existing
risk-sharing mechanisms in the euro area (Sechi@mé discusses the possible ways to implement
a fiscal union in Europe (Section 6). Section 7ahades.

2 The economics (and politics) of fiscal unions

Economists have discussed the costs and benefitewibership of a monetary union since
Mundell (1961). The main intuition behind the sdlaxtheory of optimum currency areas (OCA)
is that, once the exchange rate is irrevocablydfixeation-specific shocks to aggregate demand
induce current account imbalances that — to thengéxhat domestic prices are sticky — translate
into lengthy and painful internal deflation whichnmot be addressed by the area-wide monetary
policy. Therefore the expected net benefits of anetary union are higher if each member
economy produces a quite similar and well-diveesifimix of products (so that sizable asymmetric
demand shocks are rare), if domestic wages arilieeand cross-country labour mobility is high,
and if labour market institutions are simifar.

Kenen (1969) was the first to point out that a stdrscal policy could reduce the costs of
being a member of a monetary unfdde argued that the operation of area-wide autenfisiial
stabilizers would allow to re-establish equilibriwvhile limiting the necessary reduction (increase)
in domestic prices and wages in a countries affiebtiean adverse (positive) asymmetric demand
shock. This mechanism would be particularly de$érabthe euro area as its member states display
less cross-country labour mobility compared toWwBand other established federations (Obstfeld
and Peri, 1999) and appear relatively more likelypoé hit by asymmetric shocks (Bayoumi and
Eichengreen, 199p

Kenen’s (1969) argument is subject to three majaadions:

1 Member states’ fiscal policies could be in prpiei sufficient to absorb the effects of
cyclical fluctuationsIndeed, member states of the euro area run sibalolgets and the
EU budgetary framework grants enough fiscal roomni@anoeuvre to countries which
enter a “normal” downturn with deficits near to itheedium-term objectives and debts
close to 60 per cent of GDP. However, economies imonetary union are more
integrated than stand-alone countries. This magmifi spillovers and reduces the
effectiveness of national fiscal reactions. As réwad by Oates (1972), “[in highly open
economies] the leakages from a marginal dollarrviape spending are likely to be quite
large. As a result, in a simple Keynesian systém eixpenditure multiplier is likely to be
quite small”! Coordination of national fiscal policies could he alternative way to
internalize cross-country spillovers, but it is jgab to the delays and the difficulties
inherent in international negotiations.

2 Financial markets could provide insurance againsational income fluctuations
analogous to that provided by a fiscal unidndeed, well-developed financial markets
could be used by citizens of a country hit by avease economic to smooth consumption

4 For a survey of the OCA literature, see Mong@0(@5), Dellas and Tavlas (2009) or De Grauwe (2012)

The importance of area-wide automatic stabilizergreater in the case of adverse shocks, givenptizes and wages are more
likely to be rigid downward than upward.

Frankel and Rose (1998) argued that the intibolu of the single currency itself would have e&sed the synchronization of
business cycles across member states and the defyfeexibility and competitiveness of the internadarket, thanks to the
elimination of the exchange rate risk and the rédnof transaction costs. However, this processnsefar from complete (Afonso
and Furceri, 2008).

The size of fiscal policy spillovers in the eun@a has been assessed in several papers (e.ga@iWieland, 2011, Beetsrea
al., 2006). Recently it has been shown that crossicpuspillovers tend to be larger in recessions (Aaeh and Gorodnichenko,
2013).



ex postborrowing from citizens of countries which hawa been hit by the shock. More
importantly, financial markets providex anteincome insurance: holding foreign assets,
citizens of each member country can build a padfelhose returns are not correlated
with economic conditions in their own country. Thetent to which it is possible to
insure against country-specific shocks using fimdmoarkets is an empirical matter: this
risk-sharing channel is much more developed inUlsethan in Europe (Atkeson and
Bayoumi, 1993, Sorensen and Yosha, 1998), wherre fkestill a pronounced national
segmentation, even if there are some signs of c¢gaxmee (Afonso and Furceri, 2008,
Kalemli-Ozcan et al., 2005). Moreover, this charfioelrisk-sharing might not be easily
accessible to low-income households, and it idylike become less accessible during a
major recession. Finally, Fahri and Wening (2018)ehrecently argued that, even with
perfect financial markets, economic agents tenaghtter-insure, because they neglect the
aggregate-demand externalities inherent in theifoels®

3 The insurance-incentives trade-ofA strong political-economy objectiorto the
establishment of a fiscal union is the increasett of moral hazard (Persson and
Tabellini, 1996). For example, if countries coulmlnt on supranational instruments to
reduce the cost of unemployment, they would hags lacentives to pursue policies
which might reduce unemployment risk to start wéhpecially if such policies entailed
significant political costs. However, it must b&iaowledged that the reform of European
governance has strengthened the safeguards agmiredthazard.

3 The size of federal automatic stabilizers in suessful fiscal unions

While economic theory identifies the main tradesaffvolved in the decision to complement
a monetary union with a supranational fiscal caga@nd therefore it is helpful to frame the
discussion about a possible fiscal union for the ewea, theory alone cannot say whether such a
fiscal union is desirable, let alone determinepgimal scope and size. In this section we tryatst c
more light on these questions, considering the amai fiscal risk-sharing prevailing in
established federations.

Starting from Asdrubalet al. (1996), the literature on risk-sharing in federalintries has
focused on three main channels. First, (as we weedi above) each region can smooth country-
specific income shocks by holding a geographica#yi-diversified portfolio of assets; second, it
may benefit from transfers from other states omfrisigher levels of government; third, it may
reduce its savings.

What is mainly relevant for our discussion is thacfion of risk-sharing obtained through
the federal budget — currently close to zero fa& #duro area. Concerning the US, there is a
consensus that 10-15 per cent of individual stewesme variability is offset by the federal fiscal
system (Asdrubalet al, 1996; Melitz and Zumer, 2002). Similar resulte &und for Canada
(Melitz and Zumer, 2002; Obstfeld and Peri, 1998) ather federal countries.

These findings suggest that the absence of a ‘ddeudget puts euro area countries at a
disadvantage compared to US states when facedagytinmetric adverse shocks.

Interestingly, in the US, the most significant shifthe fiscal balance of power between the
Federal government and the individual states wasrag by the Great Depression. At the
beginning of the ‘30s about 70% of government erlgares in the US pertained to the sub federal

8 By making their income less volatile, each esoit agent contributes to make aggregate-demarsdvigigtile, which entails
benefits for other agents as well.



level, while in 1940 this share dropped to slighalyove 50%, with overall government spending
remaining almost unchanged (Wallis, 1984).

4 A fiscal union for the euro area: the official deate

The official debate on a fiscal union for EMU startin mid-2012, when the European
Council invited its President “to develop, in closellaboration with the President of the
Commission, the President of the Eurogroup and Rhesident of the ECB, a specific and
time-bound road map for the achievement of a genbtonomic and Monetary Union”.

Official proposals put forward since then, share tbllowing conclusions — though with
differences in emphasis:

1 a fiscal capacity is necessary for the EMU taéase its ability to absorb asymmetric
shocks;

2 a microeconomic approach, supported, for instadge unemployment benefits, is
preferable over a macroeconomic one, grounded lerbased transfers from a common
pool of resources accrued to a “rainy-day fundcf®a 6 provides a thorough discussion
of both approaches);

3 the related increase in risk-sharing should lmempanied by adequate safeguards against
moral hazard (some further strengthening of suamge and coordination mechanisms
may be therefore needed);

4 a fiscal union for the euro area is a mediumiotmy-run project, not something to be
implemented to help countries out of the curreisisr

Manifest controversy concerns instead the posiibilb accompany such risk-sharing
arrangement by some form of redistribution throyggrmanent transfers, and to extend the
common fiscal capacity to cover common shocks arfthince euro-wide investment projects.

In its November 201Blueprint for a Deep and Genuine Economic and Manyet/nion the
European Commission proposes a phased approattengtiening the EMU and developing its
fiscal capacity. In the short term (within the néx18 months) there would be “the establishment
of a financial instrument within the EU budget wpport re-balancing, adjustment and thereby
growth of the economies of the EMU” (p. 12). In thedium term (18 months to 5 years), a proper
fiscal capacity for the EMU should be establishedstipport the implementation of the policy
choices resulting from deeper policy coordinatibimally, in the long term (beyond 5 years), “the
establishment of an autonomous euro area budgeidprg for a fiscal capacity for the EMU to
support Member States in the absorption of sholciald become possible” (p. 12).

A similar approach is taken in Report by the Prasicf the European CounéiSetting up
“a mechanism for stronger coordination, convergeara enforcement of structural policies based
on arrangements of a contractual nature betweenberestates and EU institutions [backed by]
temporary, targeted and flexible financial supp@n”4) is recommended in the short term, before
end-2014. “[E]stablishing a well-defined and lindtéiscal capacity to improve the absorption of
country specific economic shocks, through an insteaystem set up at the central level” (p. 5) is
seen as a goal for the longer term.

Concerns over moral hazard are voiced more explicbmpared to the Commission’s
Blueprint fiscal risk-sharing “needs to be complementechveitmechanism to induce stronger
economic convergence, based on structural polamsg at improving the adjustment capacity of
national economies and avoiding the risk of moeaand inherent to any insurance system. Hence,

9 The reporfTowards a Genuine Economic and Monetary Uni@s presented in June 2012 and updated the folp@ecember.



in addition to fulfilling their intrinsic purposesuccessfully implementing reforms specified in a
contractual arrangement could also serve as aiontéor participating in the asymmetric shock
absorption function” (p.10).

TheReportstresses that: “elements of fiscal risk-sharingteel to the absorption of country-
specific shocks should be structured in such a thay they do not lead to unidirectional and
permanent transfers between countries, nor shbeldlie conceived as income equalisation tools.”

(p. 12).

A recent IMF Staff Discussion Note (Allart al, 2013) argues along similar lines. Four
elements are identified as essential for a suagesstal union: first, better oversight and streng
incentives for sound national fiscal policies; satoand subject to the above, some system of
temporary transfers or joint provision of commonblpz goods or services to increase fiscal
risk-sharing; third, credible pan-euro area bagystéor the banking sector to help break the
sovereign-banking link; fourth, some form of commmrrowing (backed by common revenue) to
provide a safe asset and reduce the potentiahifge Iportfolio shifts between sovereigns.

The IMF Staff Note excludes a redistributive rabe the common fiscal capacity. Diverging
from the Report of the President of the Council amade aligned with the CommissiorBsueprint
the Noteputs significant weight on the issue of commorrdemg°

A recent paper by French Treasury Staff (Cawdadl, 2013) also argues in favour of “a
permanent stabilisation mechanism capable, inquaati, of dealing with asymmetric shockS”
However, the French paper does not limit the fumctf the common budget to the absorption of
asymmetric macroeconomic shocks. First, “the fumctf a public backstop at European level
within the framework of the banking union couldeafiepend ultimately on the euro area budget.”
(p. 6). Second, “giving the budget a capacity tovmte fiscal stimulus in the event of a
simultaneous contraction of activity in all eure@@member states would complete the action of
monetary policy [...]. Moreover, over and beyondfisgal stimulus function, one could envisage
authorising a limited structural deficit, for exalemn order to finance investments” (p. 8).

The paper argues that the euro-area central budgdd also involve an element of permanent
redistribution: “given the highly heterogeneoususture of the individual member states’
economies, and the existence of potential agglamera&ffects within currency areas leading to
the concentration of activity at the area’s coréhat expense of peripheral states, some regions
could experience greater and more recurring diftfiesi than others. It could therefore be
justifiable, in economic terms, for these peripheegions to benefit from the common budget
more frequently.” (p. 11).

The issue of moral hazard is not overlooked in ahalysis: “the creation of a euro area
budget, reflecting greater solidarity between memdétates, could ultimately justify a further
strengthening of European economic governance.esuldp the democratic legitimacy of the
arrangement” (p. 11).

The position of the French paper echoes the réspladopted by the European Parliament
on November 20, 2012 on th&terim Reportby the President of the European Council. Indées,
Parliament “is of the opinion that a ‘genuine EMtHnnot be limited to a system of rules but
requires an increased budgetary capacity basegexifis own-resources (including a financial
transaction tax) which should, in the frameworktled Union budget, support growth and social

10 As a way to deal with the existing debt overharapfem theNoterefers to the Debt Redemption Fund proposal putdod by the
German Council of Economic Experts (Dolwetaal, 2012). A similar reference can be found in thenBassion’sBlueprint, not in
the Reportof the President of the Council.

The paper is critical of the solutions based aaiay-day fund. In a recent follow-up (Directioré@rale du Trésor, 2014), the
French Treasury Staff discusses in more detailémphtation issues (see Section 6).
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cohesion addressing imbalances, structural divesgerand financial emergencies which are
directly connected to the monetary unidh”.

5 Prodromes of a fiscal union for the euro area

Before discussing proposals for a fully-fledgeddisunion, it must be acknowledged that the ESM
and the banking union, once fully established, pvilvide for a non-negligible degree of shock giitsmm
at the supranational level.

51 The ESM

The ESM is a permanent mechanism providing findratipport to countries in (potential)
distress. It was created in 2011, following in gteps of the European Financial Stability Facility
(EFSF), a temporary mechanism with the same fumetioich was set up a year before.

Three elements make the ESM a starting block afrangon fiscal capacity. It may provide
stability support also on a precautionary basiseréunds by issuing financial instruments (or by
entering into other financial obligations) mutuadjyaranteed by member states, even if only up to
the capital committed by each of them.

However, there are limits to the analogy betweenESM and a fiscal union. First, ESM
financial assistance is not automatic: it is preddto requesting countries subject to strict
conditions and to a preliminary debt sustainabidibalysis; for countries whose debt is deemed
unsustainable, a debt-restructuring plan would Haviee negotiated with private creditors; these
features can strongly reduce moral hazard but ks the extent of possible stabilization.
Second, the lending capacity of the ESM is strictpstrained by the amount of its capital (paid-in
and callable) that was agreed upon when it wasiseFinally, if ESM assistance is not provided
on a precautionary basis, it risks being systerallyi¢ate, providing support when the social and
economic costs of a crisis have already turnedtanbal.

5.2 The banking union

The crisis made patent to what extent a countryiblip finances and stability of the
financial sector are interrelated. The ongoing snpgntation of a banking union aims at: (a)
breaking the link between sovereigns and bankscambing the probability of future systemic
banking crises, and (b) avoiding the fragmentatibfinancial markets along national borders, thus
limiting the risk of abrupt reversal of capital rker flows (see Beck, 2012; Goyat al, 2013;
Draghi, 2014).

As argued by Rey (2013), a well-designed bankirigruwill help in smoothing out some of
the most relevant asymmetric shocks that can affeceuro area, given also the relevance of its
banking sector relative to other areas (e.g. th&)uS

The banking union has three key components: aesisgpervisory mechanism (SSM), a
single bank resolution mechanism (SRM) and harnamhdeposit insurance schemes. Priority has
been given to the construction of the first compan¢he SSM, comprising the ECB and the
national supervisory authorities. Its launch isestthed in November 2014. An agreement on the
SRM was reached by the European Council in Dece2®EB and amended and finalized with the

2. Resolution P7_TA(2012)0430, 20.11.2012, Par. 11.
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European Parliament and the Commission in Marcl 2Btbreover, the receank Recovery and
Resolution Directiveharmonizes heterogeneous national practices, andstools for bank crisis
management. Concerning the third component of #mkibhg union, a directive has been approved
that standardizes all relevant features of natideposit guarantee schemes.

A well-functioning SRM requires a common, stabled asizable pool of resources: “if
markets cannot ascertaen antehow resolution will be financed, and in what quized, they may
find themselves having to price-in a residual rigk national government involvement, thus
perpetuating the bank-sovereign nexus” (Draghi42d1

According to the recent agreement, a Single Resalttund will be established to which all
banks in the participating member states would rdmute. The Fund has a target level of
€55 billion and will be able to borrow from the rkats. Its resources will have to reach at least
1 per cent of covered deposits over an 8-year gebaring the transition, the Fund will comprise
national compartments corresponding to each ppaticig member state. The resources
accumulated in those compartments would progrdgstve mutualised within 8 years, starting
with 40 per cent of these resources in the firsrye

The agreement reached includes a commitment tevalh® Fund to borrow from the
market** The loans should be repaid by future contributitnosn the banking sector itself. In
principle, there is no limit to the ability of tH&RF to borrow. However, during a financial crisis
such ability could prove insufficient, as marketsymmot be willing to lend.

6 Implementing a fiscal union for the euro area

Regardless of the elements of a fiscal union thatleady present, even if not explicit, in
the ESM and in the banking union, the inherentthtions of these institutions as risk-sharing
tools, in particular in addressing real shocksratarly stage, call for an additional shock absorbe
at the euro area level.

In designing this additional element, two options available. In the first, insurance against
country-specific income shocks would be providedtle basis of aax anteformula, by transfers
from the euro area budget to the government suffefiom the shocks. In the alternative case,
insurance would be provided implicitly by the cgeli characteristics of the euro area budget. For
example, as revenues are counter-cyclical, whipeeditures are a-cyclical or counter-cyclical (as
in the case of unemployment benefits) this implied the country hit by the shock would be a net
beneficiary, drawing from the common pool of regmgran amount larger than its contribution to
it. This second mechanism is the standard stabdizaiool in existing federations, generally
complemented by discretionary transfers.

6.1 Rainy-day funds and temporary cross-countrggfers

Rainy-day funds would reallocate resources intevprally but also across participants in
different positions along the economic cycle. Tdheai is quite simple: member states at the top of
the cycle would contribute to the fund whereassfers would be granted to those at the bottdm.

2 Indeed, all the existing federations, at leastrduthe current crisis, have kept the responsjbiftresolution and deposit insurance

at federal level with substantial support from plublic finances.

If the exclusion of a common fiscal backstop te 8RF is eventually confirmed in the final legiglat then the agreement would
represent a step back compared to the explicitaeée in the December 2013 agreement to a comrscal fiackstop.

An early proposal is the one by Hammond and vagei (1998). More recently, Gros (2014) highligtits advantages of
providing for a deductible in the design of theestle.

14
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Permanent transfers from one region to the otheddvbe avoided: in the long-term there should
be neither net recipients nor net contributors.

One of the main problems of such a mechanism dsnisighe identification of a country’s
position in the economic cycle and consequentlyhim measure of the net contributions each
member state will have to pay in a given periodeRmnce is often made to estimates of the output
gap, which however have proved to be quite fragileeal time. Caudadt al. (2013) clearly show
this point by highlighting the differences betweeal-time estimates arek postevaluations of the
output gap, which do not only concern the magnitoflthe estimated gaps but also their sign. In
these conditions, one could find @x postthat those who were net recipients based on ireal-t
estimates should have been net contributors instead

The allocation of net contributions could also lzsdd on differences between the actual
unemployment rate and a measure of structural ulesment (Artuset al, 2013). In this case, net
contributions would be computed as a percentaifehe aggregate payroll multiplied by the gap
between actual and structural unemployment rateswukt be noted thahe problem of the
cyclical position of an economy is in this case @inshifted from estimating the output gap to
determining the structural unemployméhioreover, the support would reach the country sith
substantial delay, summing the lags with which emmlent reacts to the shock to those with
which this reaction is recorded by official statistand the rainy-day funds allocated.

In order for the stabilisation fund to properly &tion in case of negative symmetric shocks
as well, its size and possibly its ability to bavravould be crucial. Concerning the size, Allard et
al. (2013) indicate in 1.5 to 2.5 per cent of GRE annual contributions required by each euro area
member state so as to achieve a level of overabbnme stabilization comparable to the one
commonly observed in existing federations. Suffidye large contributions would allow the
accumulation of resources in good times, providimgproper inter-temporal smoothing also in
case of large common shocks. As for the abilityptwrow, a stable and guaranteed flow of
revenues (for instance, a dedicated tax stream)dywovide a means to ensure a high rating and a
low cost of funding.

The difficulties in identifying idiosyncratic shosland the consequent possible delivering of
permanent transfers exacerbates the moral hazatdepr. Imposing arex postconditionality
would, however, contrast the very nature of a 8tation fund, thus the free-riding problem
should be addressed, as much as possiéxXeante Strengthening fiscal rules and improving
coordination in the policy making process are timeportant tools. Conditioning the access to the
implementation of agreed structural reforms (aldhg lines suggested in the Report of the
President of the Council and discussed in Sectfjaodld also be considered.

6.2 Unemployment benefits

Unemployment insurance has been another widely tddbaolution for organizing
temporary transfers among countries hit by idiosgtic shocks. Both the funding of
unemployment benefits and their use in the sharhtare indeed highly correlated with the
economic cycle. The development of a common uneynpmit scheme would thus, at least in part,
overcome the problem of identifying the positioory the economic cycle, which is one of the
drawbacks of rainy-day funds. Moreover, risk sh@gnmould directly concern individuals (with

6 such percentage should be set as a fraction @fuiient average replacement rate provided by uteymment insurance schemes in

member states.

For a survey of the debate on the structuralatsmemployment, see Richardsetnal. (2000).National may also hamper the use of
the actual unemployment rate as a cyclical indicato
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transfers provided to those hit by exogenous shaoid contributions paid in proportion to
salaries), rather than being managed at the aggrégauntry) level (Dullien, 2013).

In this case too, however, the risk of a time lageen the economic crisis and the fiscal
response is present. Indeed, as already mentiaradployment tends to react with some delay to
economic downturns, depending also on labour markatacteristics (e.g., employment labour
protection legislation, wage bargaining arrangesietie relative weights of temporary and
permanent contracts, etc.; see IMF, 2010a). Intatithis mechanism would smooth out the
impact of a negative shock only for those who haseess to unemployment benefits, leaving the
remaining part of the population out in the cold.

A centralized unemployment scheme, in terms of inopdnd benefit provisions as well as a
harmonized legal framework, is a feature commosotoe, but not all federations. Interestingly, in
the US unemployment schemes are basically deceetlaht the state level, even though the
federal government usually supplements the systétim eiscretionary transfers during severe
downturns.

The realization of a European unemployment schemeadvrequire the harmonization of
labour market legislation at least partially acrtes euro area, leading to a stronger integratfon o
the single market. This would be a good thing gelft but is not an easy task, given the highly
heterogeneous level of employment protection (Tapt&

The common scheme could be set up at the levéleolieiast generous system for short-term
unemployment currently present in the euro arehl€T2)!° leaving it to member states whether to
provide any integrations. Taking the least geneystem as a minimum reference point could
facilitate a political agreement on the charactessof the common mechanism.

Alternatively, federal resources could kick in omty particular circumstances and add to
state programmes: for instance, additional benedfitdd be provided (or the time-span over which
benefits are granted extended) only where unemmaoyrexceeds a given threshold. Once the
parameters are set, the insurance would operatmatitally, with less room for political
bargaining among participating countries.

In both the alternatives just discussed, it seeikalyl that the amount of resources
channelled to a country by the common unemployrhengfit system would not be large, even in
the case of a sizeable asymmetric shock.

Another important issue to be settled is whethentrdoution rates should be fixed (in this
case, an area-wide recession would induce a dedicadjusted in order to ensure that the scheme
is balanced at each point of the business &cle.

Treatment of long-term unemployment, which is k&b be more dependent on structural
weaknesses and thus endogenous to national pdicices, should be left at national level.
Otherwise, the common system would provide permanest transfers to those regions
characterized by higher structural unemploymernit) #ie risk of discouraging reforms. This could
be partially overcome by conditioning participationthe common (short-term) unemployment
benefit scheme to the implementation of a Europeamployment contract containing those
elements deemed necessary for a more functionautaimarket (Artuset al, 2013). Another

8 For a comparison between labour market institstiaxross euro area countries, see Estsar (2013).

According to OECD data, net replacement ratesiio area countries for the initial phase of unemplent varied between 20 and
more than 90 per cent in 2011.

A paper by the the French treasury staff (Lelloaod Sode, 2014) argues for the second optiompeombses that in the case of an
aggregate recession the temporary deficit of tierse should be funded by jointly-issued debt sgear{in their plan, in the
medium run, fiscal neutrality should be achievegbyiodical adjustments of the initial contributicates)..
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possibility (Lellouch and Sode, 2014) would be riapose higher contribution rates to countries
with higher structural unemployment.

6.3 A contribution to the debate: a centralized Np&hsion scheme

Even though federations tend to have a single adificentrally-funded public pension
system, to our knowledge the centralization of t(pdrthe pension system has not been proposed,
either in the official or in the academic debatefwnfiscal union for the euro area during theigris
This is all the more surprising in view of the faéleat an authoritative proposal for a coordinated
pension system in Europe had been put forth beferecrisis (Holzmann, 2008) This neglect
may be related to the lengthy transition associatitd any changes to such systems. However,
since there is a wide consensus that the fiscalnuisi a long-term project, this should not warrant
the outright exclusion of pensions from the toolkit

Stabilization achieved through a unified pensiostesyn would not be negligible. If the size
of the system were limited to that of the countmdsere the first-pillar public scheme provides
only a basic support (being heavily complementeddgupational schemes or mandatory private
pensions), the revenue and expenditure involvedldvba of the order of 5 per cent of GDP.
Allowing an exception for these (few) countriese 8ize of the centralized scheme would amount
to 7 per cent of GDP (Table 35.

Most of the stabilizing power of public budgets @smfrom their size, as revenue are
cyclical while expenditure are largely insensititce the cycle. Centralizing the pension system
would imply shifting to the euro-area level betwd#8 (if the first alternative mentioned above is
adopted) and 1/6 of national budgets and a cormeipg quota of the associated automatic
stabilizers. This is still small compared to otlfiederations (the share ranges between 34 and 61
per cent in the sample surveyed in Allard et &13).

A standard analysis to gauge the stabilizing caéypaxdithe public sector follows two steps
and refers to a balanced shock to all private corapts of GDP. In the first step, the automatic
reactions of revenue and cyclical expenditure @negal, unemployment benefits) to such shock is
computed (in the reference scenario all budgetanyponents remain constant). In the second step,
short-term fiscal multipliers are applied to theselical reactions. In our case, assuming an
elasticity of 1 with respect to GDP for social aimitions and a fiscal multiplier of 193 the
stabilizing effect of the reformed euro-area budgetld be of the order of 2 per cent of the shock,
against an estimate of around 17 per cent, on gegtéor national budgets in the euro area.

Besides enhancing fiscal risk sharing, a unifieht@lly-funded public pension system for
the euro area would have a number of advantages.

First, it would eliminate an obstacle to labour nfigbacross countries in the area. The
comparatively low labour mobility is probably theost important factor hampering adjustment to
shocks within the euro area. According to Holzn2006), “one important mechanism to support a
common currency and adjustments after shocks enaipn system that does not lock persons into

2L The Holzmann’'s proposal envisages a European iwmtedi system of NDCs, while here we discuss arakaed euro-area

scheme.

These values can be seen as upper bounds, aithege also elements of social assistance, whieheatraneous to a NDC
scheme.

This estimate, in line with that used by Caudaale (2013), is also consistent with estimatesréwenue items in Jerome et al
(2004) for the euro area countries and with analléscal multiplier close to 0,5 — as found by iM2010b) using a sample of
advanced economies from 1980 till 2009 - taking iatcount that most empirical evidence indicatas short term expenditure
multipliers are higher than revenue ones.

Caudalet al.(2013) obtain this estimate by assuming revenugipliats equal to 1/3 and expenditure multipliegsial to 1.
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sectors and countries, but instead supports fathua mobility across professions and States — a
requirement that is far from reality in the Europé#nion. (...) The European Union does not have
a coordinated — and even less a harmonized — persistem, which characterizes other
economically integrated areas under a common ccyréauch as Australia, Brazil, Canada,
Switzerland, and the United States). These fedemstor confederations exhibit many differences
at state or provincial levels (including incomedsor short-term social benefits), but they have
one thing in common — a public retirement incomeeste across states.” (p. 240).

Second, centralizing the pension system would iniglge economies of scale in terms of
management of financial flows and of data storagkmocessing, while the size of the staff in the
new pension institution would be limited comparedother functions: European citizens would
still largely interact with their national institahs. Notwithstanding this, the reform may lead to
significant improvements, in some countries, inm®rof transparency and communication to the
public by setting minimum/uniform standards.

Third, the establishment of a common pension systeay also reduce uncertainty
concerning fiscal sustainability in specific couedr and the capacity of the respective national
institution to fulfil pension commitments.

Fourth, this reform could also reduce mistrust s&r&uropean citizens concerning fiscal
behaviour in other countries, thereby lesseningsiipn to solidarity mechanisms among member
states (on this point, see also the remarks byu&scfelors reported at the end of Section 2).
Indeed, at the height of the crisis, a number e¥gpaper articles pointed out that a main concern
in Germany was the too generous pension systemaacg’>

Fifth, contrary to unemployment insurance, it wob&lrelatively easy to design the system
so that no redistribution between States is inwhlwgsing an actuarially fair Notional Defined
Contribution (NDC) Systeni® Actually, a properly design NDC system guarantéest no
redistribution takes place not only across coustiieit also across and within generations. Indeed,
for each cohort in each country the internal rdteeturn of the system would depend on the
growth of the wage bill recorded during its own Wing years in the country, and on its own life
expectancy. This rate of return would be the saareefery individual in the cohort (in the
appendix we provide a slightly more formal introtioe to the logic of NDC pensions and to our
proposal of a European NDC scheme).

Finally, a NDC system presents a number of additiadvantages with respect to alternative
arrangements. It guarantees financial stabifisy-a-viseconomic and demographic shocks. As it is
actuarially fair, it minimizes distortions in thaddour marketife., it reduces the incentive to early
retirement). As an NDC pension scheme can be imgiéed by crediting workers’ contributions in
personal accounts resembling standard banking atsioit is also easy to understand and
contributes to broadening pension literacy.

While entailing the many potential benefits desedilabove, the establishment of a common
pension system is a challenging endeavour, in wéwhe variety of pension arrangements now
existing in euro area countries. It will also reqgua number of crucial decisions concerning the

% The article “Greece’s Generous Pensions. What M&amans So Very Cross About Greec&2onomistweb site, Feb 23, 2010,

made exactly this point: “IT IS the pensions, stufihat, | am coming to conclude, is the causéefreal venom being expressed
towards Greece in places like Germany. [...] It i&stg how often their annoyance is expressed graoomparisons of the Greek
and German retirement pension rules.” See @AtsoSpiegelMay 18, 2011:

http://www.spiegel.de/international/europe/gerncaancellor-on-the-offensive-merkel-blasts-greeceraetirement-age-vacation-
a-763294.html

Differences in growth between countries could deeih into account by allowing for rates of retuonbe linked to the national
origin of contributions. An analysis of notionaffied contribution (NDC) pension schemes can badan Palmer (2006).
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design of the system and its implementation, irtipaar with respect to its phasing ihAs
already mentioned, it may indeed be reasonablesmd such reform so that it would produce its
effects very gradually, considering also that woskelose to retirement are unable to adjust to
sudden changes to the pension rules. The new sy$teuld be applied only to contributions paid
after a certain date, posterior to the approvahefreform. As happened in Italy following the 1995
reform introducing a NDC system, two systems to pot® benefits would coexist for several
decades: the old one, with reference to contribgtioaid until the selected date, and the new one,
with reference to the contributions paid afterwaitisnay also be reasonable that the new euro
area pension institution be given responsibilitiyaver the new system. For a long period, social
contributions paid would largely exceed benefitgrimy this period, it may be reasonable that
national budgets would continue to record contidng paid in, transferring to the new institution
only the amount sufficient to match the payments?u

7 Final remarks

The EU has been called by some commentators abhdtfhouse” (Spolaore, 2013) and the
problems of being in mid-stream are constantlyssed both by those who advocate more
integration and by sceptics who think that inteigrahas gone too far.

The architects of the monetary union were fully savaf its unfinished nature. The need to
complement the single currency with a federal btidges stressed already in the ‘70s, during the
early discussion of the project. The fiscal uni@ver came because the political conditions were
not there. Too much sovereignty was to be forgifen,too deep were the changes needed to
fundamental laws and institutions in individual oties.

Nowadays, official reports once again explicithjktaf a fiscal and political union as the
cornerstone of a “deep and genuine economic andetapn union”. Yet it is a long-term
endeavour. It is not just the depth and technioatpexity of the reform, it is once again a matter
of political conditions. In particular, a cruciatgeondition is a deeper sense of trust among
(citizens of) Member States (Algaet al. 014) argue that this is true for any social insuea
scheme), whereas currently trust seems to be lqékithe European conteXt.

To get out of this deadlock, one possibility, s.glgd among others by Habermas (2013), is
to increase perceived democratic legitimacy byngjiteening the role of the European Parliament,
moving toward a closer political unidreforethe establishment of a fiscal union.

Alternatively, one could hope that a well-desigaed gradual introduction of elements of a
fiscal union could in itself contribute to rebuitdoss-country solidarity Sharing part of their
welfare system, European citizens would gradualyrn its benefits and the whole process of the
European integration would re-gain legitimacy amshmntum. Delors himself stated in one of the
papers accompanying his 1988port “...federal budgetary mechanisms (...) are both tioelyct

2 In discussing how a pan-European pension systemidwaome about, Holzman (2006) conjectures thah ssheme “at some

moment in the future [will be] espoused by a chaaic European politician as reform champion. Peshhis will happen after the
first main asymmetric shock hits Euroland”.

Moreover, national budgets may permanentlyigielthe flows pertaining to the country specifimponent of the pension scheme.

Guisoet al.(2013) reports survey evidence that the majorittefmans were consistently against financial ai@reece, and at the
same time most Greeks had an unfavourable vieneah@ny.

This approach is in line with the considerations$ forward by Draghi (2012):“A new architecture fitre euro area is desirable
(...). Yet this new architecture does not requireottipal union first (...). Economic integration arpblitical integration can
develop in parallel. (...) How far should this go? At not need a centralisation of all economic pedicinstead, we can answer
this question pragmatically: by calmly asking olwsg which are the minimum requirements to compéetenomic and monetary
union. (...) Those who claim that only a full fedésatwould be sustainable set the bar too high”.
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and the source of the sense of national solidarttich all the relevant economic and monetary
unions have”.

For this second strategy to be successful, theceremd the design of the starting block of
the fiscal union is crucialn this paper we propose for consideration, as ssipte first step
(possibly complementary to other initiatives), acewide pension system based on the notional
defined contribution logic.
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Appendix 1: the simple arithmetic of a (supranatioral) NDC pension scheme.

Consider a very simple economy in which each imtlial lives at most two periods. He works
with probability (1-4) during the first period, and he survives withkability o; into the second period,
during which he is retired. Assume a simple lingarduction technology, in which labour is the only
factor of production:

yi= (L-wAL..

The size of each generation)(grows at rateand productivity grows at rate aabour is paid
its marginal product: wages are equal to A

A PAYG pension scheme is such that each periocikogntributions are equal te(1-u)wiL; (wheret
as the payroll contribution rate) and outlays ab®1-u.;)L, (where bis the amount of each pension).
The pension deficit is therefore given by:

Def|C|tt = (Xt(l'ut_l)b[Lt_l' T(l'U[)WtLt.
To grant a balanced pension budget, one needs:

b= (tlo)[(1-up)/( 1-.1)](1+r) W

or, put differently, one needs a replacement edjgal to:

1) b/wia=(t/og) [(1-u)/(1-u)](1+n)(1+a)= (t/a)(1+Q),

where g=Y/Yiis the growth rate of the economy. In general, d¢@mr (1) will not be satisfied in a
standard Defined Benefit (DB) system. Indeed, bfindon, in DB schemes the replacement ratio is
fixed, therefore it cannot be a function of economévelopments, such as the rate of growth, nor of
demographic developments: longevity) (does not play any role in the determination ef itidividual
pension benefit.

An NDC system addresses specifically these isNie§€ pensions are computed as a function of three
elements:

* what the retiree has “saved” in a (notional) acteumen youngrw,.;

« the “notional” rate of return awarded to those sgsj which depends in turn on the rate of
growth of GDP;

< a “transformation coefficient” which captures exigetclongevity at retirement (in our stylized
setting, it is equal tay) in an actuarially fair way, analogously to whatvate insurance
companies do when pricing annuity contracts.

Therefore, in an NDC scheme, the benefit is equal t
b= twia(1+a)(1/ o)
which is exactly the condition for a balanced pendiudget according to equation (1).
Suppose now that the growth rate is not constahtefual to gy, with probability %2 and

Oow<Ohigh With probability ¥2. Then if the notional rate afturn of the NDC scheme is set equal to
YaQowtY2 Ghigh the system will be balanced in expectation: il & in surplus in good years and in
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deficit in bad yeard! As risk is pooled across different generations, siystem is able to provide
insurance to workers.

Assume now that that there are two countries, stilbgecountry-specific growth shocks. For
simplicity we will assume here that they share shme average growth ratg)( and that there is no
aggregate uncertainty (as in the single countrg)cd®r example, assume that:

with probability ¥2: gryit+e; and g=yq-&*

with probability %2: gry-grand gi=y+e*,,

whereg, g* are both positive, ang=(Y*/Y ) &*;

(the last equality captures the no-aggregate-usiogythypothesis).

Then, it is easy to see that in this setting fisk4sharing and budget balance can be achievedcat i
a common pension authority collects contributiopsvorkers in both countries at the same contrilsutio
ratet, and awards to retirees in different countriesftilewing pensions:

b = tweg(1+ y)(1/ ay)
b* = tw* g (1+ v (1/ a*y)

Under this rule, benefits are different in the teauntries, reflecting different fundamentals at
the beginning of the period, however each workeaibile to know ex ante with certainty the rate of
return awarded to his/her contributions.

On average there will be no redistribution acrossntries, but in each year the “unlucky”
country will be subsidized by the “lucky” one. This an improvement with respect to the single-
country case discussed above, which can be clapdyeciated in the aftermath of a bad shock: & thi
case, workers of the “unlucky” country are not lmureld with debt to be carried-on, such as in the cas
of a single-country scheme. On the contrary, thégkt of the pension scheme (which is now an area-
wide budget) will be always balanced. Put diffelgntia the budget of the common supranational
pension institution, pensions in the adverselyelotintries are subsidized by workers of the “lucky”
country.

3L A similar arrangement is in place in the Italiarsion of the NDC mechanism: the notional ratestdm is indeed equal to the 5-year
average of GDP growth.
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Appendix 2: Tables

Table 1
OECD indicators on Employment Protection Legislatim 2013
Protection of Protection of Specific Requlation on
Permanent Workers Permanent Re l?irements T(gm orar
Country Against Individual | Workers Against d : porary
. o for Collective Forms of
and Collective (Individual) o
. o Dismissal Employment
Dismissals Dismissal
Austria 2.44 2.12 3.25 2.17
Belgium 2.95 2.08 5.13 2.42
Estonia 2.07 1.74 2.88 3.04
Finland 2.17 2.38 1.63 1.88
France 2.82 2.60 3.38 3.75
Germany 2.98 2.72 3.63 1.75
Greece 2.41 2.07 3.25 2.92
Ireland 2.07 1.50 3.50 1.21
Italy 2.79 2.41 3.75 2.71
Luxembourg 2.74 2.28 3.88 3.83
Netherlands 2.94 2.84 3.19 1.17
Portugal 2.69 3.01 1.88 2.33
Slovakia 2.26 1.81 3.38 2.42
Slovenia 2.67 2.39 3.38 2.50
Spain 2.28 1.95 3.13 3.17
Latvia 2.91 2.57 3.75 1.79

(1) Data refer to 1 January 2013. Scale from Gsflesstrictions) to 6 (most restrictions).
Source OECD Employment Protection Databag813 Update.
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Table 2

Net Replacement Rates for Single Earner, 2011: Inél Phase of Unemploymerit
(available euro-area countries)

Not Qualify for Cash Housing or Qualify for Cash Housing or
Social Assistance “Top Ups® Social Assistance “Top Ups®
Country 67% of AW | 100% of AW| 150% of AW | 67% of AW | 100% of AW| 150% of AW
No 2 No 2 No 2 No 2 No 2 No 2
child. | child. | child. | child. | child. | child. | child. | child. | child. | child. | child. | child.
Austria 55 71 55 68 45 54 55 83 55 68 45 54
Belgium 85 85 63 67 47 52 85 85 638 6|7 47 52
Estonia 55 63 54 60 53 58 55 63 54 g0 53 58
Finland 57 73 53 66 46 57 64 8% 54 T4 46 60
France 69 67 66 67 69 64 69 6[7 66 67 69 68
Germany 59 72 59 70 57 65 59 79 59 70 57 65
Greece 49 55 35 39 24 2§ 49 56 35 39 D4 P8
Ireland 50 64 36 63 28 52 73 65 58 614 41 53
Italy 68 76 55 68 40 53 70 75 51 69 4p 54
Luxembourg 83 89 85 92 77 80 83 9D 85 92 17 B0
Netherlands 76 71 75 71 58 5] 76 76 15 Y7 58 57
Portugal 75 77 75 77 75 71 75 v 75 17 75 V7
Slovakia 62 72 65 93 67 87 62 72 6b 93 67 B7
Slovenia 85 85 76 86 54 65 85 ol 76 g8 54 58
Spain 79 77 58 73 40 51 79 7Y 58 73 40 b1
Latvia 86 76 87 80 78 74 86 74 87 80 78 14
Malta 39 63 28 48 20 34 51 64 39 53 28 38

(1) Initial phase of unemployment but following amiting period. Any income taxes payable on uneymplent benefits are

determined in relation to annualised benefit val@gs, monthly values multiplied by 12) even if the mmaxim benefit duration is

shorter than 12 months. Where receipt of sociab@sge or other minimum-income benefits is subjecctivity tests (such as active
job-search or being “available” for work), thesgugements are assumed to be met. Children are fmgedand six and neither
childcare benefits nor childcare costs are consitler
(2) After tax and including unemployment benefitel gamily benefits. No social assistance “top-ups’cash housing benefits are
assumed to be available in either the in-work draftwork situation.
(3) After tax and including unemployment and famignefits. Social assistance and other means-tbsteefits are assumed to be
available, subject to relevant income conditiongusing costs are assumed equal to 20 per cent of AW
Source: OECDTax-Benefit Modelflast revised 06/12/2013); www.oecd.org/els/sdsialkincentives
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Table 3
Public Expenditures on Old-age and Survivors’ Benétfs

Public Expenditure on Cash Benefits for Old-age an&urvivors Total
L Level Inc.
evel in Net Non-
Level Change (petroctearl]t o Terms (p%?ignt
(percent of GDP) (percent|
government of of
Country spending) GDP) GDP)
1990 | 1995 | 2000 | 2005 | 2009 | 1990-2009| | 1990 | 2009" 2009* 2009*
Austria 114 | 123 |(12.2 | 124 | 135 18.3% 22.1 255 11.8 14.0
Belgium 9.1 9.3 8.9 9.0 | 10.0 10.2% 17.4 18.7 8.9 10.2
Czech Republic | 58 | 6.1 | 72 | 7.0 8.3 42.9% 18.5 8.3 8.6
Denmark 5.1 6.2 5.3 5.4 6.1 19.3% 9.2 10.5 4.5 8.2
Estonia 6.0 5.3 7.9 17.6 7.8 8.1
Finland 73 | 88 | 76 | 84 9.9 36.3% 15.1 17.7 8.3 11.1
France 10.6 | 12.0 (11.8 | 124 | 13.7 29.2% 21.4 24.2 12.8 14.1
Germany 9.7 105 | 111 (114 | 113 15.7% 23.4 10.9 11.3
Greece 9.9 9.7 1108 [11.8 | 13.0 31.2% 24.2 13.0 13.2
Hungary 7.6 8.5 9.9 194 9.9 10.5
Ireland 4.9 4.3 3.1 34 5.1 5.2% 11.5 10.5 4.8 5.6
Italy 10.1 | 11.3 | 135 [ 139 | 154 53.3% 19.1 29.8 13.5 15.6
Luxembourg 8.2 8.8 7.5 7.2 7.7 -6.1% 21.6 17.8 6.9 7.7
Netherlands 6.7 5.8 5.0 5.0 5.1 -23.9% 12.2 9.9 4.7 6.1
Norway 5.6 55 4.8 4.8 5.4 -5.2% 115 4.4 7.4
Poland 51 94 |105 (114 | 118 129.1% 26.4 10.8 11.8
Portugal 4.9 7.2 79 (103 | 12.3 151.9% 24.8 11.6 125
Slovak Republic 6.3 6.3 6.2 7.0 16.9 7.0 7.4
Slovenia 105 | 9.9 | 10.9 221 10.9 11.0
Spain 79 | 90 | 86 | 8.1 9.3 17.3% 20.1 9.0 9.9
Sweden 77 | 82 | 7.2 | 7.6 8.2 6.8% 15.0 6.2 10.8
United Kingdom | 4.8 5.4 5.3 5.6 6.2 28.1% 11.6 12.1 5.9 6.8
OECD 6.1 6.7 6.9 7.0 7.8 27.0% 16.6 7.3 8.3

Note: See Adema, W. and M. Ladaique (2009), “Howpdnsive is the Welfare State? Gross and Net Imaticah the OECD Social
Expenditure Database (SOCX)”, OECD Social, Emplaymand Migration Working Paper, No. 92, OECD Publg, Paris,
http:/dx.doi.org/10.1787/220615515052 for moreadeton the data, sources and methodology.
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