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1. Introduction

The reduction of the persistently high unemploy-
ment rate ranks high on the political agenda in
Greece." Unemployment is a serious economic
and social predicament, both for those who expe-

rience it and for the economy as a whole.?

The unemployment rate itself is not, however, a suf-
ficient indicator of the extent of flux in the labour
market. A high unemployment rate may reflect
either a labour market in which a large number of
participants experience brief unemployment spells
or a labour market in which a smaller number of
individuals remain unemployed over longer peri-
ods.? The nature of unemployment is, however, dif-
ferent in the two instances. Evidence on the dura-
tion of unemployment spells is therefore needed,
both to identify the causes of unemployment and
to design the appropriate policy measures espe-
cially given that the adverse effects of unemploy-

ment worsen as spells become longer.*

The data show that in Greece there is limited

mobility between employment and unemploy-

* This paper reflects the views of the authors and not necessarily
those of the Bank of Greece. The valuable comments of Professor
George Dimopoulos, Heather Gibson, Isaac Sabethai, George
Hondroyiannis, Costas Kanellopoulos, llias Kikilias and loannis
Theodossiou are gratefully acknowledged. Any errors and omis-
sions remain the authors’ responsibility.

1 The average unemployment rate during the decade 1996-2005
stood at 10.6% (see Chart 1).

2 There is by now an extensive literature, both in economics and
in social psychology, regarding the effects of unemployment and
its duration on the physical and mental health of the unemployed
(for the economics literature see, inter alia, Clark, 2002; Layard,
2005 and Panagiotopoulos, 2005).

3 Time-series and cross-sectional analysis, however, suggest that
in most countries there is a positive correlation between the
unemployment rate and its duration (for the magnitude of this
correlation in the OECD see Machin and Manning, 1999, while for
the strength of this correlation in Greece see next section).

4 See, inter alia, Pissarides (1992).



ment. Specifically, a high percentage of labour
force participants experience unemployment
spells of rather long duration. In fact, the dura-
tion of unemployment is amongst the longest in
the European Union of 15 member states (EU-
15) as evidenced by, inter alia, the high percent-
age of long-term unemployed (unemployed who
have been looking for a job for a year or over). In
the second quarter of 2005 the percentage of
long-term unemployed stood at 53.6% in Greece
versus 41.8% in the EU-15.5

The present study is an initial investigation of
trends in the long-term unemployment rate and the
incidence and composition of long-term unem-
ployment. In particular, this is an attempt to pro-
vide evidence on unemployment duration in the
Greek labour market, to identify the features of
those most likely to be long-term unemployed and
to associate the differences in unemployment dura-

tion with the characteristics of the unemployed.

The evidence indicates that in the last two
decades the upward trend in the unemployment
rate has been accompanied by a prolongation of
unemployment spells. The analysis suggests that
women, elderly individuals and individuals in
regions with a high overall unemployment rate
are more vulnerable to longer unemployment
spells. Factors that are potentially subject to the
influence of economic policy such as the use of
active labour market policies, so that the unem-
ployed have an opportunity to gain work experi-
ence or to be educated and retrained in the skills
in demand, might succeed in shortening unem-

ployment spells.

In addition, cross-country comparisons suggest

that certain institutional features of the product

and labour markets (e.g. administrative burdens
faced by businesses), which prevent prompt reac-
tion to ongoing developments (e.g. technological
progress, globalisation) and hinder the creation of
new enterprises and jobs, may impact on unem-

ployment duration.

It should be stressed at the outset that this is not
an investigation into the increase of the overall
unemployment rate and its divergence from the
corresponding EU-15 rate. Such a study would

require extensive macroeconomic analysis.

This study makes use mostly of the Greek Labour
Force Survey (LFS). The Greek LFS follows the def-
initions of the European Union Labour Force
Survey which closely adhere to those adopted by
the 13th International Conference of Labour
Statisticians. According to these definitions individ-
uals between 15 and 74 years old are classified as
unemployed if they:(@) did no work (in paid
employment or self-employment) for even an hour
during the week of the survey (reference week) and
(b) were actively seeking work by having taken spe-
cific steps in this direction during the 4 weeks end-
ing with the survey reference week. Long-term
unemployment refers to unemployment of twelve
months and over following the practices adopted
by the International Labour Office (ILO) and the
Organisation for Economic Cooperation and
Development (OECD).®

5 Data from Eurostat (New Cronos). The Eurostat data for Greece
differ slightly from those published by the National Statistical Service
of Greece (NSSG). According to the latter the percentage of long-
term unemployed stood at 56.0% in the second quarter of 2005.

6 At the beginning of the 1980s, and before unemployment
started increasing significantly in OECD countries, long-term
unemployment was defined on the basis of individuals who were
unemployed for 6 months or longer. The reasons for which a
twelve-month limit is now used are best explained in OECD
(1983).
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Chart 1

Overall unemployment rate (%) in Greece, 1981 - 2005'
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1Refers to the second quarter of each year.

Source: NSSG, Labour Force Surveys.

An alternative potential source of data on unem-
ployment duration is the European Community
Household Panel (ECHP).” The LFS was preferred
here over the ECHP owing to the more detailed
information available in the former on location of
residence and the education level of individuals.
The ECHP data, however, will be used in a follow-
up study to investigate further the issue of unem-
ployment duration dependence since, compared
with the LFS, the ECHP has the advantage of
tracking individuals for a longer time period (8

years versus 18 months for the LFS).

The rest of the paper is organised as follows: the
next section presents some facts regarding changes
over time in unemployment duration and compares
the duration of unemployment in Greece with that
in the EU-15, while the third section offers a more
complete picture of unemployment duration in
Greece today. The fourth section attempts to iden-

tify the features of the long-term unemployed and to
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associate the differences in unemployment duration
with the characteristics of the unemployed. Finally,

the fifth section summarises the findings.

2. Unemployment duration: developments
and comparisons with the European Union

The unemployment rate in Greece nearly doubled
between 1981 and 1985 (from around 4% in 1981 to
around 8% in 1985, see Chart 1). This development

is partly attributed to a significant rise in the real unit

7 The European Community Household Panel (ECHP) is a cross-
national longitudinal household survey conducted, under the
supervision of Eurostat, in most EU-15 countries in every year of
the period 1994-2001 using a more or less harmonized question-
naire. The survey contains information on household and individ-
ual income, employment and living conditions, education and
training, health conditions and other social welfare indicators.
Due to panel attrition Eurostat decided in 2003 to replace the
ECHP with the European Union Statistics on Income and Living
Conditions (EU-SILC) and to provide for the replacement of the
households that drop out of the sample. For Greece, the ECHP
and the EU-SILC surveys are administered by the NSSG.



Chart 2

Inflow rate into unemployment and unemployment rate, 1981 - 2005’
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labour cost (see Alogoskoufis, 1995). Between 1986
and the beginning of the 1990s the unemployment
rate fluctuated around 7%, while from the start of the
1990s the number of unemployed increased again
substantially and the unemployment rate reached
12% in 1999. Since then there has been a mild slow-
down and in 2005 the unemployment rate stood at
10%, while in the first quarter of 2006 it decreased
further to 9.7%. Comparisons of developments in
Greece with those in other EU-15 countries suggest
that the increase in the unemployment rate started
later in Greece and remained at a high level for
longer, despite the robust growth rates of the last
decade. The persistently high unemployment rate in
Greece is attributed to inter alia the continuing con-
traction of the agricultural sector, the rapid and
continuing expansion of the labour force due to
the increased participation of women and immi-
grants, the lack of competition in product markets,
and to labour market rigidities (see Demekas and
Kontolemis, 1998 and Lyberaki, 2005).

10

There is evidence that since the beginning of the
1980s the rise in the unemployment rate was
accompanied by longer unemployment spells. This
section first presents evidence on unemployment
duration in Greece and then draws comparisons

with the European Union.

2.1 Changes in unemployment duration over time

In a steady state, when the inflow and outflow
from unemployment are equal, the unemploy-
ment rate in any one month can be decom-
posed into the product of the inflow rate into
unemployment in that month and the average

duration of unemployment (in months).® In

8 This decomposition can be illustrated as follows: in an econ-
omy with a labour force equal to 100, an unemployment rate of
10% in one year might be consistent either with 10 people
remaining unemployed over the whole year or with the entire
labour force remaining unemployed for 1.2 months or with some
other combination of inflow and duration that would result in 120
total person unemployment months.

ECONOMIC BULLETIN, 27 7/06
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Table 1
Transition into long-term unemployment', 1984-2005
(Percentages)

Total Men Women
1984-1989 413 - -
1990-1994 48.2 - -
1995-19992 55.3 41.0 68.7
2000-2005 55.2 44.1 64.1

1 Probability of going from short-term unemployment (under one year) to long-term unemployment (over one year) calculated as the ratio of the number of persons
unemployed for 12 to 23 months in year t over the number of persons unemployed for less than 12 months in year t-1. The figures are annual averages of the

respective 5-year periods.

2 The average for this period excludes 1998 due to the break in the LFS series in that year.
Sources: OECD (2002), Chart 4.3 p. 193 for the period 1984-94 and NSSG, Labour Force Surveys for the period 1995-2005.

Greece, the monthly inflow rate® declined in
the 1980s and has since fluctuated around the
level reached at the end of that decade (see
Chart 2). The combination of a relatively con-
stant inflow rate with a rising overall unem-
ployment rate suggests that unemployment

spells have become longer.

Additional indications of the prolongation of
unemployment spells is the increased transition
from short-term to long-term unemployment and
the resulting increase in the percentage of long-
term unemployed. Data on the former are pre-
sented in Table 1. The data presented there indi-
cate that while in the period 1984-89 around 41%
of short-term unemployed in year t continued to
be unemployed in year (t+1), this percentage
increased to 55% during the period 2000-2005. In
other words, in the period 2000-2005 around 55
out of the 100 short-term unemployed became
long-term unemployed. The difficulty in finding a
job appears to be more pronounced for women
for whom this percentage stood at 64.1% com-

pared with 44.1% for men.

As a result of the increased difficulty in finding a

job, the percentage of long-term unemployed

ECONOMIC BULLETIN, 27 7/06

amongst the unemployed increased significantly
over time. Specifically this figure increased dur-
ing the 1980s from 39.0% in 1984 to 52.2% in
1989." This upward trend continued, albeit at a
slower pace, until the mid-1990s when the per-
centage of long-term unemployed was over 59%
(1996). Since then this percentage has been
exhibiting narrow fluctuations around this level

(see Chart 3). In 2005 on average, approximately

9 The inflow rate into unemployment in one month is here
defined as the ratio of the number of unemployed who will either
now start seeking work or who have been unemployed for less
than a month, over the size of the population 15-64 years old (see
OECD,1995).

10 Data on unemployment duration are also available from
administrative sources namely from the Greek Manpower
Employment Organisation (OAED). These data are, however,
only available from 2004 onwards and paint a different picture
to that provided from the LFS. More specifically, according to
OAED data the percentage of long-term unemployed amongst
those registered unemployed was around 29% in 2005 (com-
pared with around 56.0% according to the LFS). The difference
may be due to the absence of incentives to register with OAED
for those who have been unemployed for longer than 12 months
since the maximum length of time for which the unemployment
benefit is paid is in general a year. The conditions, the level and
the length of payment of the unemployment benefit are pre-
sented in Section 4 of the Appendix. Indicative of either the lack
of incentives to register with OAED or of the difference in defin-
ing the unemployed is the fact that of the LFS unemployed in the
second quarter of 2005 only 58% are registered with OAED, and
from those only about a quarter are unemployment benefit
recipients. These percentages were even lower at the beginning
of the 1990s but the legislative changes that took place may
have also contributed to these developments.

11



Chart 3

Distribution of unemployed by duration, 1981 - 2005’
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55% of the unemployed were long-term unem-
ployed." The increase in the percentage of long-
term unemployed during the period 1981-2005
reflects increases in this rate for both genders

and for all age groups (see Table 2).

From the above it appears that in Greece, as in
most OECD countries, there is a positive correla-
tion between the overall unemployment rate and
the percentage of long-term unemployed.” The
main reason for this correlation is that as the
unemployment rate increases there are continu-
ously fewer vacancies and the first to leave the
unemployment queue are those with the skills in
demand (see, inter alia, Blanchard and Diamond,
1994). As the number of long-term unemployed
continues to rise those lacking these skills have
increasingly fewer chances to find a job. In addi-
tion, even when demand picks up employers are
often reluctant to hire people who have been

unemployed for a long time, since they fear that

12

these individuals have already been rejected by
other employers. Furthermore, they might also
suspect that these persons are not as productive
as others with the same formal qualifications,
who have not, however, been unemployed for as
long (see, for example, Pissarides, 1992). In other
words, a prolonged stay in unemployment is due
not only to insufficient demand but also to nega-

tive unemployment duration dependence.

The increase in the percentage of long-term
unemployed in Greece has led to the introduction
of income support measures. More specifically,
Law 1545/1985 exceptionally provides for the
payment of regular benefits for a period of 5

11 The percentage of long-term unemployed in the first quarter of
2006 (53.6%) is unchanged compared with that in the corre-
sponding quarter of 2005.

12 For the period 1981-2005 the correlation coefficient between
the overall unemployment rate in Greece and the percentage of
long-term unemployed is 0.85.
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Table 2

Percentage of long-term unemployed' by gender and age group, 1981-2005

(Second quarter of each year)

Men Women
15-29 30-44 45-64 15-29 30-44 45-64
Men Women years old years old years old years old years old years old
1981-84 20.8 38.4 21.1 20.1 20.8 38.5 37.5 39.7
1985-89 37.0 55.1 37.0 36.4 37.9 54.7 57.5 51.2
1990-94 41.2 57.4 40.8 42.0 40.8 56.3 60.8 54.7
1995-99 48.8 63.0 47.4 49.3 52.3 61.8 64.9 63.3
2000 51.7 62.7 50.0 53.8 54.4 61.1 64.4 65.6
2001 48.3 58.2 46.5 48.1 54.8 54.8 62.8 58.9
2002 49.9 58.2 49.6 47.6 53.7 53.5 63.8 60.8
2003 51.9 62.4 51.5 52.0 52.8 58.0 68.1 62.1
2004 48.7 61.0 48.8 48.5 48.5 55.3 65.6 66.1
2005 46.4 61.4 45.2 44.8 51.5 55.3 64.3 70.0

1 The figures represent the percentage of the unemployed who have been in this state for 12 months or longer; for example in 2005 45.2% of unemployed men

between 15 and 29 years old had been unemployed for 12 months or longer.
Source: NSSG, Labour Force Surveys.

months to young persons (between 20 and 29
years old) with no previous work experience, who
have registered as unemployed for over a year.
Law 3016/2002 provides for the payment of a
special benefit (for a period up to a year) to long-
term unemployed between 45 and 64 years old
after regular benefit payments have been
exhausted. Special provisions have also been
introduced to cover those fired from the textiles
industry (Law 3460/2006, article 13), while the
intention to create a social cohesion fund to pro-
vide income support to unemployed older than 50
was recently announced.’ The conditions for the
receipt of benefit payments, the level of the bene-
fit and the duration of benefit payments are pre-
sented in Section 4 of the Appendix. In addition,
measures to assist the long-term unemployed in
finding a part-time job in the public sector have
been introduced in the form of, for example, quo-
tas for hiring long-term unemployed in such posi-
tions (Law 3250/2004).
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2.2 Cross-country comparisons

Since 1990 the percentage of long-term unem-
ployed in Greece has been higher than in the
EU-15 (see Graph 4). This gap reflects mainly
the much longer unemployment spells of
women in Greece. In fact, until 1998 the per-
centage of long-term unemployed men in
Greece was lower than that in the EU-15."
Since then, however, the percentage of long-
term unemployed for both genders is higher in
Greece than in the EU-15. During the period
1998-2005 the percentage of long-term unem-
ployed men in Greece was on average 47%
compared with 43.9% in the EU-15, while the

13 See the speech (in Greek) of the Minister of Employment and
Social Protection on the 27th June 2006 at the deliberations of the
National Employment Committee (http://www.ypakp.gr/downloads/
texts/2190.pdf).

14 See the Statistical Annex to various issues of the OECD
Employment Outlook.

13



Chart 4

Long-term unemployment in Greece and the EU', 1983 - 2005
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Sources: OECD (2005, 2006), and NSSG, Labour Force Surveys.

corresponding figures for women were 59.3%

and 46.3%, respectively.'

This positive correlation between the unemploy-
ment rate and unemployment duration could go
some way towards explaining the difference
between Greece and the EU-15 regarding the

higher percentage of long-term unemployed.

Institutional factors could also potentially explain
the divergence in the long-term unemployment
rate between Greece and the EU-15. Certain insti-
tutional factors as, for example, product-market
regulation could be preventing the prompt reac-
tion of markets to ongoing developments (e.g.
technological progress, globalisation).'® For exam-
ple, product market regulations that prevent the
functioning of competition might be restricting
the establishment of new firms and, hence, job
creation. In addition, the reluctance of employers

to create new jobs, owing to the size of non-wage

14

costs and the difficulties in creating and destroy-
ing these jobs, might also be prolonging unem-

ployment duration.

The OECD has constructed a number of indices to
capture certain institutional aspects of product
and labour markets. As Chart 5 suggests there is a
positive correlation between the extent of product
market regulation and the percentage of long-
term unemployed. Greece and Italy which have
the least business-friendly regulation also have
the highest percentage of long-term unemployed.

Denmark, on the other hand, with a more busi-

15 It should be mentioned, however, that in 2005 in Greece the
percentage of long-term unemployed men is marginally lower
than the respective figure for the EU-15 (43.1% compared with
43.9%) while the percentage of long-term unemployed women
continues to be much higher (59.6% compared with 44.8% in the
EU-15).

16 See Blanchard and Portugal (1998) for similar arguments for
Portugal, and Blanchard (2005) for the role of institutional factors
in explaining the unemployment rate in Europe.
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Chart 5

Percentage of long-term unemployed and product market regulation index, 2003
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Source: OECD, Employment Outlook (2006) and Conway et al. (2005).

ness-friendly climate has a considerably lower

percentage of long-term unemployed."”

A positive correlation has also been found
between the Employment Protection Legislation
Index (EPL)'® and the percentage of long-term
unemployed (Chart 6). It should, however, be
mentioned at this point that the EPL index ignores
cross-country differences in the extent of self-
employment or undeclared work which, in turn,
however, could arise as a result of product and

labour market restrictions.

A further potential explanation for the longer
unemployment duration in Greece is the limited
implementation of active labour market pro-
grammes (ALMPs). According to Eurostat data the
percentage of GDP spent on ALMPs in Greece is
much lower than in the EU-15." More impor-
tantly, in a recent evaluation of ALMPs the OECD

notes that, rather than increasing spending, there
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is need to improve the effectiveness of ALMPs
through, inter alia, the early intervention of
employment services and active job search sup-
port (see OECD, 2006).

The foregoing paragraphs presented some evi-

dence on developments regarding the length of

17 The product-market regulation index reflects aspects of the
quality of the business environment in each country (e.g. state
control; barriers to entrepreneurship such as administrative bur-
dens, regulatory and administrative opacity and barriers to com-
petition; barriers to trade and investment). The index takes values
between 0 and 6 from least to most restrictive. The index is avail-
able from the OECD for 1998 and 2003 and its construction is
described in detail in Conway et al. (2005). For Greece, despite a
significant improvement in the index from 2.8 in 1998 to 1.8 in
2003, regulation is still more restrictive than in all other OECD
countries presented, with the exception of Italy (see Chart 5).

18 The index summarises a set of rules governing hiring and fir-
ing policies (mostly those provided through legislative measures)
regarding both regular employment and temporary work. The
index takes values between 0 and 6 from least to most restrictive.
Details of the precise definition and construction of the index can
be found in OECD (2004).

19 In 2004 expenditure on ALMPs in the EU-15 amounted to
0.64% of EU-15 GDP compared with only 0.17% in Greece.

15



Chart 6

Percentage of long-term unemployed and employment protection legislation index, 2003
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unemployment spells and changes in the per-
centage of long-term unemployed over time,
while the next section presents a more com-
plete picture of unemployment duration in

Greece today.

3. Unemployment duration: characteristics of
its distribution

The above focused on the percentage of long-
term unemployed without presenting a complete
picture of the distribution of unemployment
duration. The data, however, suggest that there
is substantial variation in the length of unem-
ployment spells. Table 3 presents information on
the length of time individuals have been unem-
ployed in the period 1993-2005. Despite the fact
that duration is grouped in relatively wide inter-
vals,?® the data suggest that there is a consider-

able dispersion of values and the percentage of

16

those who have remained unemployed for 4

years or over is quite high.

Using these data one could proxy average unem-
ployment duration. Complications arise, how-
ever, because durations are grouped in relatively
wide intervals and furthermore the first and last
intervals are unbounded. As is usual in these
cases (see inter alia Meghir et al., 1989; Kanel-
lopoulos, 2005), the average length is proxied by
the mid-point of the interval, while two assump-
tions are made regarding the unbounded inter-
vals: (a) individuals that are about to start looking
for a job are grouped together with those who
have spent less than one month looking for a job

and the assumption is made that they have all

20 The LFS records the replies to the question “How long have
you been looking for a job?” in the following 9 intervals: (i) will
start looking for a job now, (ii) less than a month, (iii) 1-2 months,
(iv) 3-5 months, (v) 6-11 months, (vi) 12-17 months, (vii) 18-23
months, (viii) 24-47 months and (ix) 4 years or over.
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Table 3

Percentage distribution of unemployed by duration of unemployment spell’, 1993-2005

(Second quarter of each year)

Over Over Over Over Over Over

Less or 1 month 2 months 5 months 11 months | 17 months | 23 months

equal to and up to andupto [andupto |andupto |andupto andupto | Over
Year one month? | 2 months 5 months 11 months | 17 months | 23 months | 47 months® | 47 months | Total
1993 6.9 9.8 12.6 19.6 14.5 8.0 28.6 - 100.0
1994 5.0 7.8 13.7 21.2 13.5 8.2 30.6 - 100.0
1995 4.5 8.6 13.2 20.8 14.7 8.5 29.7 - 100.0
1996 4.1 7.5 12.5 17.4 14.2 8.9 35.4 - 100.0
1997 3.9 7.0 11.4 20.2 14.4 7.7 35.4 - 100.0
1998 4.3 6.5 12.5 19.0 11.8 7.8 38.1 - 100.0
1999 4.8 6.8 12.1 17.8 13.9 9.9 19.3 15.4 100.0
2000 3.9 8.2 13.3 16.4 14.7 9.9 16.5 17.1 100.0
2001 5.8 12.4 12.3 15.3 13.7 9.1 15.3 16.1 100.0
2002 3.9 7.7 14.6 18.8 12.6 9.5 16.1 16.8 100.0
2003 3.6 7.8 12.7 17.6 15.7 11.4 15.4 15.8 100.0
2004 4.2 7.2 12.6 19.5 13.4 10.4 15.2 17.5 100.0
2005 5.3 8.9 12.1 17.7 14.0 9.3 15.4 17.3 100.0

1 In completed months.

2 The figures in this column include those who have not started looking for a job.

3 Up to 1998 the figures in this column represent all those who have been unemployed for 2 years or over.

Source: NSSG, Labour Force Surveys.

spent a month unemployed (b) individuals unem-
ployed for 4 years or more are assumed to have

been unemployed for 5 years (60 months).?’

Under these assumptions the average length of an
incomplete unemployment spell in the second
quarter of 2005, is around 22 months (around 18
months for men and approximately 24 months for
women) while the median length of unemploy-
ment is one year; 9 months for men and 14
months for women.??> This estimate, however, is
only a proxy since most intervals are 5 months
long and thus there is a sizeable range from which

this estimate can deviate.
Besides the “technical” issues mentioned above,

it is possible that the estimator arising from data

such as that used here, which depict the time

ECONOMIC BULLETIN, 27 7/06

those currently unemployed have spent seeking
work, might not accurately measure the average
length of time these people spend unemployed
for three reasons. First, because those who are
currently unemployed will continue searching for
a job until they find one (assuming they do not

withdraw from the labour market).?* Secondly,

21 The Greek Manpower Employment Organisation (OAED) data
cannot suggest a maximum value for unemployment duration. The
value used here appears reasonable, however, given that those
unemployed for over 5 years are likely to withdraw from the labour
force. Furthermore, only 12.5% of the unemployed with previous
work experience who declared (in the 2005 survey) the year in
which they worked last, indicated that this was before 2000.

22 Even though these grouped data permit only an approximate cal-
culation of the median this is more representative than the mean, as
a measure of the length of the average unemployment spell, given
the wide dispersion of the unemployment duration distribution.

23 The distinction between the average length of unemployment
and the average length of time to find a job is analogous to the dif-
ference between the average age of the population and the
expected life time (see Akerlof and Main, 1980).
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because the probability of an unemployed person
being in the sample is higher the longer the unem-
ployment spell the individual is experiencing.?
Finally, because most individuals have only lim-
ited ability to accurately recall past events (see
inter alia Torelli and Trivellato, 1993). The first
two of the above shortcomings affect unemploy-
ment duration in opposite directions. In particu-
lar, ignoring the fact that the length of the unem-
ployment spell is incomplete will lead to a
reduced estimate of average unemployment dura-
tion, while not taking into account the short-term
unemployed leads to an overestimate of unem-

ployment duration.

In order to estimate the average length of a com-
pleted unemployment spell, i.e. the time needed
to find a job, we exploit the longitudinal nature of
the LFS. More specifically, the LFS tracks a num-
ber of individuals over 6 consecutive quarters.
From this information one can calculate the length
of time it takes to find a job for those who were
successful in doing so. In our sample 198 individ-
uals, unemployed in the first quarter of 2004,
found a job at some point in time during the sub-
sequent five quarters (until the second quarter of
2005). From these data one can calculate the
overall median unemployment duration at about
9 months (the median duration in this sample is
higher for men than women). The data thus show
that in 2005 the incomplete length of the unem-
ployment spell is longer than the complete length
of unemployment; an indication of negative dura-

tion dependence (see Salant, 1977).

The estimated average length of an unemploy-
ment spell on the basis of data on the most recent
such spell ignores the fact that some individuals

experience repeated unemployment spells. The
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LFS is not, however, designed to study repeat inci-
dences of unemployment, since the length of time
over which it tracks the same individuals is short
(only 6 quarters). The European Community
Household Panel (ECHP) data, on the other hand,
which tracks the same individuals over a much
longer time period (8 years) shows that in Greece
over 33% of individuals with at least one unem-
ployment spell (none of which was longer than a
year) in the period 1994-1997, had 4 discrete
unemployment spells (OECD, 2002). The per-
centage of unemployed with repeat unemploy-
ment spells appears in fact to be higher in Greece
than in the other EU-15 countries, possibly
because of the seasonal nature of a significant part

of economic activity (e.g. agriculture, tourism).

From the above it appears that the persistence of
unemployment in Greece reflects both the
lengthening of unemployment spells for some
individuals —the length of which for some
unemployed (around 17%) exceeds 4 years— as
well as the recurrence of shorter unemployment
spells interspersed with intermittent periods of

employment for other individuals.

4. Differences of unemployment duration

The differences by gender in the incidence of

long-term unemployment and in unemployment

24 For example the seasonally unemployed, the inclusion of
whom in the calculation of unemployment duration would reduce
the average length of unemployment, have a lower probability of
being included in the sample since the chance of someone regis-
tering as unemployed in the survey is directly related to the time
he/she has been unemployed. Unemployment is seasonal in
Greece as indicated by, inter alia, the fact that the proportion of
the unemployed who have been unemployed for 2 months or less
is higher in the last quarter of each year.
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duration have already been mentioned. The inci-
dence of long-term unemployment and the length
of unemployment spells also differ by age, region,
previous work experience etc. Job search theory
provides a useful framework in which to consider

these differences.

4.1. Job search theory: a brief exposition

According to job search theory the probability of
exiting from an unemployment spell depends on
the joint probability of receiving a job offer and
accepting this (see, inter alia, McKenna, 1990,
and Mortensen, 1986, for a presentation of the
theoretical framework and Nickell, 1979,
Arulampalam and Stewart, 1995, and Layard et

al., 2005, for empirical applications).

In general, the probability of receiving a job offer
depends on both the prevailing macroeconomic
conditions and the skills of the unemployed.
Macroeconomic conditions are proxied either by
the local unemployment rate or the number of
vacancies. Skills, and more generally the produc-
tive features of the unemployed, are proxied
through their demographic features (age, marital
status), their education, their previous working
experience etc. The probability of finding a job
also depends on the intensity of job search (e.g.
search through work agencies, direct applications

to employers etc.).

The probability of accepting a job offer depends
on: (a) the wage offered relative to the reservation
wage (the reservation wage is the minimum wage
for which the unemployed would agree to work),
(b) the cost of searching for a job, (c) income from
alternative sources, and (d) the size of the unem-

ployment benefit. The job search cost includes
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both direct costs (e.g. application costs, costs for
participating in competitions etc.), as well as the

present value of forgone income.

The reservation wage, which in certain instances is
observable by the researcher,” depends on the
person’s skills and the opportunity cost of the time
spent searching or working (e.g. child care). The
reservation wage is not necessarily time invariant
and in fact is probably a negative function of time
as the cost of being jobless increases over time
(since over time both the psychological cost of
being jobless increases and the probability that the
savings/liquidity constraints become binding rises).
At the same time, the expectations of the unem-
ployed (or in general of the person seeking work)
regarding the probability of finding a job become
more realistic. The reduction in the reservation
wage increases the probability of finding a job. This
change does not, however, necessarily imply that
the probability of leaving unemployment increases
over time since this probability is also influenced
by other factors already mentioned in earlier sec-
tions (e.g. negative stance of employers to long-

term unemployed, obsolescence of skills etc.).

Economic theory has proposed a number of job
search models depending on (a) whether individ-
uals can search while on the job and (b) the
method of job search followed. Regarding the
method of job search, some models assume that
the unemployed have a predetermined number

of firms that they visit and choose the best

25 The ECHP asks individuals looking for a job to report their
reservation wage. The Greek LFS, on the other hand, asks only
those who have rejected a job offer to report the reason for doing
so. In the second quarter of 2005 13% of all unemployed rejected
a job offer and amongst them 16.3% did so because the remuner-
ation offered was not considered adequate.
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amongst the offers received (fixed search mod-
els). Other models, however, assume that indi-
viduals search sequentially and stop when the
wage offered is higher than the reservation wage
(sequential search models). These two categories
of models have different implications regarding
the level of the reservation wage and the rate at
which this varies, which are, however, difficult to

distinguish empirically.

The main ideas outlined above are applied in what
follows in trying to identify the characteristics that
influence the probability of long-term unemploy-
ment (Section 4.2) and the length of unemploy-
ment spells (Section 4.3).

4.2. Features of the long-term unemployed:

estimates from a probability model

In trying to understand long-term unemployment
and to make the appropriate policy decisions it is
useful to know the features of the long-term
unemployed, both features that are thought to
influence the probability of receiving a job offer
(e.g. education level of the individual, local labour
market conditions, family status, work experi-
ence) as well as features that influence the proba-
bility of accepting this offer (e.g. education level,

unemployment benefit, alternative uses of time).

The features of the long-term unemployed in
Greece have already been investigated by
Dedousopoulos, Labrinides, Serafetinides (1991)
and Kostaki and loakimoglou (1998). The first of
these studies presents the features of the long-term
unemployed in 1988, compares these with those of
the long-term unemployed in 1983 and tries to
identify what distinguishes the long-term unem-

ployed from those who are employed. The second
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study looks at the characteristics of the long-term
unemployed in a more recent time period (1994)
and looks at the features associated with the prob-
ability of being long-term versus short-term unem-
ployed. Kostaki and loakimoglou (1998) define as
long-term unemployed those who have been look-
ing for a job for a period of 2 years or more and
estimate a logit regression. Their estimates show
that the probability of long-term unemployment is
associated with gender (women are more likely to
be long-term unemployed), with age (the probabil-
ity of long-term unemployment increases with
age), with marital status (married men are less
likely to be long-term unemployed), but find no
association between the level of education and the

probability of long-term unemployment.

The association of long-term unemployment with
gender appears to hold for the entire period 1981-
2005 and for all age groups (see Tables 2 and 4). As
an indication, note that in the period 2000-2005
the percentage of long-term unemployed women
exceeds the corresponding figure for men by 10
percentage points on average. The probability of
becoming long-term unemployed also differs by
age, a variation which is more prominent amongst
women. The percentage of long-term unemployed
women is higher for women aged between 30 and
44 years old (see Table 2).

The percentage of long-term unemployed also
varies significantly by region (see Table A1). The
ranking of regions according to this rate appears
relatively stable with only minor variations from
year to year; the lonian islands, the South
Aegean and Crete have the lowest long-term
unemployment rates for both genders, while
West Macedonia and Western Greece show the

highest rates.
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Table 4

Distribution of unemployed by duration of unemployment spell', by gender and age group

(Second quarter of 2005)

Over Over Over Over Over Over

Less or 1 month 2 months 5 months 11 months | 17 months | 23 months

equal to and up to andupto [andupto |andupto |andupto andup to | Over 47

one month? | 2 months 5 months 11 months | 17 months | 23 months | 47 months | months Total

Total
15-19 7.3 16.4 18.7 27.9 10.5 9.3 8.8 1.1 100.0
20-24 5.9 10.1 12.1 19.9 18.7 12.0 14.6 6.7 100.0
25-29 4.2 9.8 12.3 18.5 14.0 9.4 18.6 13.2 100.0
30-44 5.1 8.1 11.7 16.9 12.0 8.7 15.7 21.8 100.0
45-64 59 6.9 11.3 13.7 14.4 7.1 13.5 27.2 100.0
Total 5.3 8.9 12.1 17.7 14.0 9.3 15.4 17.3 100.0
Men
15-19 14.1 6.4 24.1 25.7 8.0 9.7 9.3 2.7 100.0
20-24 4.9 13.6 12.7 19.9 20.9 9.4 10.7 7.9 100.0
25-29 5.1 10.3 19.3 20.0 10.5 7.8 18.0 9.0 100.0
30-44 7.3 11.3 16.5 20.0 10.1 9.2 13.1 12.5 100.0
45-64 6.1 10.0 13.8 18.6 14.1 6.4 12.0 19.0 100.0
Total 6.5 10.9 16.2 20.0 12.9 8.4 13.3 11.8 100.0
Women

15-19 2.3 23.7 14.8 29.5 12.2 9.1 8.4 0.0 100.0
20-24 6.4 8.0 11.8 19.9 17.5 13.5 16.9 6.0 100.0
25-29 3.7 9.5 8.3 17.7 16.0 10.4 18.9 15.5 100.0
30-44 4.1 6.6 9.6 15.5 12.8 8.4 16.9 26.1 100.0
45-64 5.9 4.7 9.4 10.0 14.6 7.6 14.5 33.3 100.0
Total 4.6 7.8 9.9 16.4 14.6 9.7 16.6 20.4 100.0

1 In completed months.
2 Includes those who have not started looking for a job.
Source: NSSG, Labour Force Surveys.

The probability of becoming long-term unem-
ployed also varies depending on previous work
experience and on the job search tactic followed.
More specifically, the incidence of long-term
unemployed is higher amongst those with no
previous work experience. Especially amongst
women the majority (around 51% in the second
quarter of 2005) of the long-term unemployed
have no previous work experience. Amongst
those with previous work experience the reason
for which they lost their job does not appear to

be related to the length of time for which they
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are unemployed. From those long-term unem-
ployed who became unemployed because they
were made redundant most men were previ-
ously working in the construction sector, while a
high percentage of the women were working in
the retail trade sector and in hotels and restau-
rants.2® Finally, the long-term unemployed
appear, paradoxically, to use more alternative

search methods.

26 The concentration of long-term unemployed women in these
sectors is higher than for employed women.
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The partial correlations presented above between
certain variables and the percentage of long-term
unemployed cannot provide for a ceteris paribus
estimate of the influence of each feature on the
probability of long-term unemployment. To this
effect a model of long-term unemployment
should be estimated to investigate the contempo-
raneous impact of all these factors and to find out
whether the conditions in the local labour market
are correlated with the probability of long-term
unemployment conditional on age, gender and

level of education.

The estimated model is of the following form:

P(ltu=1)=®(z,,g;,q,)

where P(Itu), the dependent variable, is the prob-
ability that the unemployed has remained without
employment for a period of 12 months or longer
and takes the value 1 when this is the case and the
value 0 otherwise. Amongst the independent vari-
ables z; includes demographic features (age, mar-
ital status, location of residence, number of chil-
dren), g; includes variables measuring the level of
education, while g, represents variables which
proxy other productive features of the unem-
ployed (e.g. previous work experience). Subscript
i denotes the individual. The model has been esti-
mated by maximum likelihood using the cumula-
tive normal density function as the @ function
(Probit model) and the estimates are presented in
Table 5.

The model is estimated with data from the second
quarter of the 2005 LFS sample which includes
1,100 unemployed men between 15 and 64 years
old and 2,079 women between 15 and 59 years

old.? The percentage of long-term unemployed men
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in this sample is 46.7% and the percentage of long-
term unemployed women is 61.2%. Descriptives
of the variables used are presented in Table A2 in

the Appendix.

The estimates suggest that the probability of long-
term unemployment increases with age for both
men and women. Married men are less likely to be
long-term unemployed but marriage does not affect
the probability of long-term unemployment for
women. The number of children does not appear to
have an impact on the probability of long-term
unemployment and this result holds true even if we
restrict the sample to include only married women.
Regarding the influence or otherwise of education
it appears that men who are higher-education grad-
uates and are younger than 45 years old have little
chance of becoming long-term unemployed. For
younger women the level of education does not
appear to be related to the probability of becoming
long-term unemployed, while for women over 45
years old it appears that the probability of long-
term unemployment is lower amongst those with a
lower education level. This result could reflect the
low long-term unemployment rate of women in
rural areas. Local labour market conditions, as
proxied here by the unemployment rate in the
region of residence, influence the probability of
long-term unemployment in the expected direction
but the correlation is much higher for men than for
women. Finally, there is a negative correlation
between the probability of becoming long-term
unemployed and previous work experience.

Following the identification of certain factors

associated with the probability of one becoming

27 Individuals with long-term illness have been excluded from
the sample.
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Table 5

Marginal effects from the estimation of the probability of long-term unemployment (probit model)

Dependent variable: probability of long-term unemployment, second quarter 2005 '

Variables

Unemployed men

Unemployed women

Demographic features

Age

Marital status

Presence of children aged between 0-6
Presence of children aged between 7-10
Presence of children aged between 11-15
Semi-urban

Rural areas

Highest education level

Compulsory education * Age < 45 years old
Compulsory education * Age > 45 years old
Tertiary education graduates * Age < 45 years old
Tertiary education graduates * Age > 45 years old
Local labor market conditions

Local unemployment rate

Other

Previous employment experience

0.020  (0.0032)**
-0.22 (0.048)**

-0.025 (0.050)
-0.031  (0.041)

0.021  (0.044)
-0.23 (0.066)**
-0.11 (0.046)*
-0.10 0.11)

0.023  (0.0092)**

-0.36 (0.041)**

0.014  (0.0019)**
0.0083 (0.032)
0.028 (0.037)
-0.0074 (0.038)
-0.016  (0.033)
-0.014  (0.034)
0.0045 (0.030)

-0.025 (0.034)
-0.13 (0.060)*
-0.024  (0.029)
-0.036  (0.10)

0.0064 (0.0031)*

-0.27 (0.025) **

Long-term unemployment rate in the sample (%)
Predicted long-term unemployment rate (%)

Log likelihood

Likelihood Ratio

Pseudo-R?

Sample size

46.7
46.5
-697.5
X2(10)=95.6
8.2
1,100

61.2
62.1
-1.295.2
X2 (13)=140.9
6.7
2,079

1 The dependent variable is binary and takes the value 1 when the individual has been unemployed for a year or longer and the value 0 when the individual has been
unemployed for a shorter time period. All independent variables with the exception of age and the local unemployment rate are dummy variables which take the
value 1 when the individual possesses the feature in question otherwise take the value 0.

2 The table presents marginal effects which measure the impact of the change of an independent variable on the deviation of the probability of becoming long-term
unemployed from the same probability for the reference group. Standard errors are presented in parentheses below the marginal effects. The statistical significance
at 1% and 5% is denoted by ** or * respectively. Unemployed high-school graduates who are not married, live in urban areas and have no previous work experi-

ence constitute the reference group.

long-term unemployed, the next section estimates
models of the probability of exiting from unem-
ployment at various points in time given that it is
clear from the previous sections (see, for exam-
ple, Table 3) that there is considerable variation,
from a few weeks to over 4 years, in the length of
unemployment spells. From the previous results it
is clear that the probability of exiting from unem-
ployment differs by gender. In what follows this
probability is only modelled for men. The proba-

bility for women will be modelled in a follow-up
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study since it requires more elaborate analysis to
deal with the probability of transition both from
unemployment to employment as well as with the
transition from unemployment to inactivity,

which is most common among women.

28 The use of a dummy to discriminate between genders would
not assist in identifying the differences in unemployment dura-
tion of the two genders since it would not allow for differences
in the slope of the estimated function. Furthermore, for women
there is need to study more variables that reflect their alternative
or additional activities (e.g. number of children, childcare avail-
ability etc.).
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4.3 Characteristics of unemployment duration

The estimation methods used for modelling vari-
ables that measure the time elapsed until a certain
event occurs have their origins in the area of med-
ical research and industrial engineering. A brief pre-
sentation of these is contained in the Appendix.
This section first discusses the data used in the
analysis and then presents the estimates found. In
the economics literature there are only two well-
known studies that deal with the estimation of
unemployment duration models for Greece using
individual-level data. The first, that of Meghir et al.
(1989), makes use of the 1981 LFS to identify fac-
tors that have an impact on the unemployment
duration of men. From the results it appears that
ceteris paribus there is a positive correlation
between unemployment duration and education
level. This result is taken as an indication that an
improvement in the education level increases the
reservation wage and thus prolongs unemploy-
ment duration. From the analysis there are no indi-
cations of duration dependence. The second rele-
vant study, that of Kanellopoulos (2005), estimates
the probability of exiting from unemployment in
the period 1998-99 for both men and women and
reaches the conclusion that tertiary education grad-
uates have, ceteris paribus, a higher probability of
exiting from unemployment. Furthermore, the esti-
mates suggest that vocational training also shortens

the length of unemployment spells.

The analysis that follows uses two samples. The first
sample is the same as that used in estimating the
probability of long-term unemployment in the pre-
vious section and includes 1,100 unemployed men
between 15 and 64 years old. The second sample
includes information on 343 men who were unem-

ployed in the second quarter of 2004 and were still
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present in the LFS sample until the second quarter
of 2005. By the second quarter of 2005, 63.8% of
these men continued being unemployed, while the

remainder had found a job in this interval.?°

In terms of the statistical methodology followed,
all observations of the first sample are censored in
that the total length of time these individuals will
remain unemployed is not known.3® The second
sample, on the other hand, includes both uncen-
sored and censored observations. The uncen-
sored observations include those individuals who
exited from unemployment at some point in time
between the second quarter of 2004 and the first
quarter of 2005 and are employed in the second
quarter of 2005. The censored observations
include those individuals who are still unem-

ployed in the second quarter of 2005.

In the analysis that follows unemployment dura-
tion is determined by the replies given to the LFS
question on the length of time the interviewee has
spent looking for a job.>' Since, as already men-
tioned, the replies are recorded in intervals®

rather than in exact number of months or weeks,

29 The sample does not include 10 individuals who were unem-
ployed in the second quarter of 2004 but had withdrawn from the
labour force by the second quarter of 2005.

30 The available LFS observations are both right (since all individ-
uals have not yet found a job) and left censored (since all individ-
uals were unemployed when the survey started). The fact that
observations are left censored does not influence the estimates
under the assumption that the probability of becoming unem-
ployed has not changed significantly in the last few years.

31 The relevant question is addressed to all individuals, indepen-
dently of whether they are unemployed or employed (in which
case they might be looking for an alternative or an additional job).
Here, however, only the replies of those who according to the LFS
are unemployed are used.

32 The LFS includes an additional question on the year in which
those who are not currently working worked for the last time. The
replies to this question cannot be used, however, to determine
with greater precision the length of the unemployment spell, since
it is not clear that these individuals were looking for a job during
the entire intervening period.
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Table 6
Distribution of the length of unemployment spells’ in the two samples
(Percentages)

First sample Second sample

(1,100 individuals) (343 individuals)
Up to 2 months 17.7 3.4
Over 2 months and up to 11 months 35.8 29.7
Over 11 months and up to 23 months 21.4 30.2
Over 23 months and up to 47 months 13.3 18.5
Over 47 months 11.8 18.2
Total 100.0 100.0

1 In completed months.

unemployment duration is proxied by the mid-
point of the interval and with values of one month

and 60 months for the open intervals.

As in the model of the probability of long-term
unemployment the explanatory variables used are
demographic features (age, marital status, num-
ber of children, area of residence), the level of
education, past activity of the individual, the
receipt of unemployment benefit and local labour
market conditions. The means of these variables
for both samples as well as for the entire male
labour force are presented in Table A3 of the
Appendix, while the distribution of unemploy-
ment duration in both samples is tabulated in
Table 6. The results from the estimation of the

models are presented in Tables 7 and 8.

As far as the explanatory variables used, as Table
A3 suggests, the two samples differ only regard-
ing the degree of urbanization. In the first sample
a larger share of the unemployed lives in urban

areas compared with the second sample.

As for the distribution of unemployment dura-

tion as it appears from Table 6 there is quite a
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large variation in the length of unemployment
spells in both samples. In the second sample,
however, the average unemployment spell is
longer since there are fewer people with short
unemployment spells given that, by construc-
tion, this sample does not include people who
have been unemployed for a month or less.
More specifically, in the second sample around
67% of the unemployed are long-term unem-
ployed compared with approximately 47% in the
first sample. Furthermore 18.2% of the unem-
ployed in the second sample have been unem-
ployed for over 4 years compared with 11.8% in

the first sample.

Results from the estimation of unemployment

duration models

Table 7 presents the estimates on the basis of
the first sample in which, as already mentioned,
all observations are censored. The estimation
method followed assumes that all observations
are uncensored and as a result might overesti-
mate the probability of exiting from unemploy-
ment (see, inter alia, Kiefer, 1988). Nevertheless,

the results are useful as indications of the factors
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that have an impact on the length of time
searching for a job. The first 3 columns of the
table present the results from the estimation of
the model by Ordinary Least Squares (OLS),
where the dependent variable is the logarithm
of unemployment duration (in months). The
columns differ only with respect to the addition
of one independent variable every time. OLS is
not usually followed for the estimation of dura-
tion models for two reasons (see, inter alia,
Jenkins, 2005): first, because OLS cannot han-
dle censored observations and secondly,
because it does not permit the use of time-vary-
ing explanatory variables. Given, however, that
on the one hand we are here assuming that all
observations are uncensored and on the other
hand that time-varying explanatory variables
are not being used, the results from the OLS
estimation are an alternative way of investigat-
ing the factors that influence the length of the
job search. A negative coefficient on any vari-
able in the first 3 columns suggests that this
variable leads to a prolongation of unemploy-
ment duration (or, in other words, to a
decrease in the probability of exiting from
unemployment), while a positive coefficient
leads to a decrease in unemployment duration
(or, in other words, to an increase in the prob-

ability of exiting from unemployment).

The last 3 columns of this table present the results
from estimating the model by maximum likeli-
hood on the assumption that the baseline hazard
follows a Weibull distribution. These columns
present the exponent of the coefficients and mea-
sure the impact of the independent variables on
the probability of exit.?* Coefficients (or more pre-
cisely the exponents of the coefficients) with val-

ues lower than one suggest that the probability of
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exiting from unemployment decreases as the
value of the independent variable increases. The
conclusions reached by the two methods of esti-
mation do not differ although the statistical signif-
icance of the variables is lower with maximum

likelihood estimation.

In particular, the estimates presented in Table 7
show that older men have ceteris paribus a
lower probability of exiting from unemploy-
ment. The probability of finding a job is higher
for married men. The presence of children, their
total number or the number of children in three
distinct age brackets (0-6 years old, 7-10 years
old, 11-15 years old) have not been found to be
related with the probability of exiting from
unemployment. In addition, the data do not
show that unemployment duration differs
depending on the presence or otherwise of an
employed spouse. The negative correlation
between unemployment duration and age,
which is also found by Meghir et al. (1989), con-
ditional on all other variables included in their
analysis, could be due either to a higher reser-
vation wage or to the fact that employers are

reluctant to hire older people.

As expected, the location of residence, used to
capture differences in the local labour market
conditions, has an impact on the probability of
exiting from unemployment. In the maximum
likelihood estimates (columns 4-6), the local
unemployment rate has a negative impact on
the probability of exiting from unemployment,
even though this variable is only marginally sig-

nificant (statistical significance at 7%). In the

33 See footnotes to Table 7 regarding the standard errors.
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estimates presented in Table 7 the probability of
exiting from unemployment does not appear to
differ significantly between semi-urban areas on
the one hand and urban areas (reference group)
on the other.?* In specifications which do not
include the overall unemployment rate, how-
ever, there is some indication of a higher prob-
ability of exiting from unemployment in semi-
urban areas compared with urban areas. The
probability of exiting from unemployment does
not appear to differ, however, between rural
and urban areas. Estimates, which are however
not presented here, using the dummy variables
for the 13 standard regions show that the prob-
ability of exiting from unemployment is higher
in touristic areas of the country. It appears
therefore that the conditions in the local labour
market are associated to some extent with the
length of the unemployment spell and could
constitute an explanation of the variation of
unemployment duration by region confirming
the positive correlation between the total unem-
ployment rate and unemployment duration

observed over time (see Section 2).

A higher education level is expected to lead to an
increase in the reservation wage, thus having a
negative impact on the probability of accepting a
job offer. On the other hand, however, more edu-
cated individuals receive more job offers. The final
outcome will thus depend on the relative
“strength” of these influences. The estimates pre-
sented here show that for individuals younger
than 45 years old a high education level (tertiary
education graduate) improves the chances of exit-
ing from unemployment while a low education
level (compulsory education graduate) lessens
this chance. For older individuals, tertiary educa-

tion again has a negative impact on duration but a
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low level of education does not appear to be a dis-
advantage in terms of unemployment duration.
Another distinction which appears to be impor-
tant is between those with “technological educa-
tion” and the rest. More specifically, the results
suggest that those who have graduated from
Technological Education Institutes (TEI/KATEE)
and certain higher education schools (science,
engineering, architecture and medical) have a bet-
ter chance of exiting from unemployment com-
pared with the remainder. Other variables that
were investigated were the length of studies and
the different definitions of technological educa-
tion (e.g. defined as to include only TEI graduates)
but these variables were not significant. As
already mentioned, the above results are consis-
tent with those of Kanellopoulos (2005) but not
with those of Meghir et al. (1989). This difference
may be due to the fact that Meghir et al. do not
allow for an age-education interaction, while their
results refer to a completely different period
(1981) during which significant changes, that
could impact on the demand for certain skills/pro-
fessions and on the unemployment rate, were tak-

ing place.

Previous work experience appears to have an
impact on the probability of exiting from unem-
ployment. More specifically, unemployed with
previous work experience have a significantly
higher chance of exiting from unemployment

compared with the remainder.

Another variable which is being investigated is
the rejection of a job offer. The question asked in

the context of the LFS is whether the unem-

34 The Meghir et al. (1989) estimates suggest that unemploy-
ment duration is longer in rural areas.

ECONOMIC BULLETIN, 27 7/06



Long-term unemployment in Greece: developments, incidence and composition

ployed during the time he has been looking for a
job has rejected any job offers and why. In the
sample under investigation around 12% of the
unemployed rejected some job offer. Amongst
those who rejected a job offer approximately
23% did so because the remuneration offered
was not adequate, 20% rejected the offer
because the workplace was not located in an
accessible location, 23% because the job offered
no career prospects and 9% because the job did
not match their formal qualifications. This vari-
able is, however, potentially endogenous since
the rejection of a job offer leads by definition to
a reduction of the probability of exiting from
unemployment.®* The coefficient on this variable
has the expected sign but its addition does not
alter either the coefficients or the significance of

the rest of the independent variables.

A further variable that we looked at, although esti-
mates are not presented in Tables 7 or 8, is the
receipt of unemployment benefit. We find that the
receipt of unemployment benefit is associated
with a shorter unemployment spell, a result also
found by Meghir et al. (1989) and Kanellopoulos
(2005). It is possible, however, that this result is
due to the fact that the maximum duration of reg-
ular benefit entitlement is one year and the possi-
bilities for extending this are rather limited. At the
same time, among those who receive unemploy-
ment benefit (17% of all unemployed in the sam-
ple) there is a large number of seasonally unem-
ployed (see Appendix for the conditions of receipt
of the unemployment benefit and the duration of
benefit entitlement).>® In no way, however, should
this result be considered to imply that a potential
increase in the unemployment benefit will lead to
a reduction in the duration of unemployment. The

unemployment benefit and the disincentives that
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this might create when this (or better the replace-
ment rate) is high or when it is granted without
pre-conditions and for an unlimited period of time
has been the subject of the investigation of
researchers in other countries (see, for example,
OECD, 2006).

As for the existence of duration dependence, the
results indicate that there is no duration depen-
dence; the parameter of the Weibull distribution

does not differ significantly from one.

Since the estimates presented in Table 7 are from
a sample where all observations are censored
and might overestimate the probability of exiting
from unemployment (see, inter alia, Kiefer, 1988)
the robustness of the results has been checked
using a smaller sample of 343 individuals, the
characteristics of which have already been men-
tioned. The estimates from this sample are pre-
sented in Table 8 which shows the results from
maximum likelihood estimation assuming that
the baseline hazard follows a Weibull distribution
(Column 1) or allowing for a more flexible form
of the baseline hazard and estimating either a
Cox proportional hazard model (Column 2) or
following the Prentice-Gloeckler-Meyer method-
ology (Column 3).%7

35 Since 2002 when this information first became available the
percentage of unemployed men who have rejected a job offer
shows some decline from 19% in 2002 to 12% in the second quar-
ter of 2005.

36 LFS data, however, show a significant increase in the percent-
age of unemployed men who are registered with OAED and
receive unemployment benefit. This percentage was only 7% at
the beginning of the 1990s but has doubled by 2005.

37 The Cox and Prentice-Gloeckler-Meyer (PGM) methods do not
enforce some specific assumption as to how the probability of
exiting from unemployment changes as the spell lengthens but
leave the data decide. Furthermore, the PGM method tests for the
possible heterogeneity that remains even after conditioning on the
explanatory variables.
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Table 8

Estimated models of unemployment duration with uncensored and censored observations'

(second sample)

Maximum likelihood estimates

Weibull Cox PGM?

Demographic features
Age 0.94 (0.015)** 0.94 (0.014)** 0.93 (0.019)**
Married 2.056 (0.57)** 1.76 (0.47)* 3.33 (1.24)**
Semi-urban area 2.20 (0.55)** 1.76 (0.41)* 2.32 (0.72)**
Rural area 1.27 (0.28) 1.045 (0.22) 1.31 (0.37)

Highest education level
Compulsory education graduates * Age < 45 years old 1.43 (0.32) 128  (0.25) 1.30 (0.35)
Compulsory education graduates * Age > 45 years old 1.15 (0.59) 1.11 (0.52) 0.56 (0.31)
Tertiary education graduates * Age < 45 years old 1.57 (0.41) 1.30 (0.32) 1.35 (0.45)
Tertiary education graduates * Age > 45 years old 1.096 (0.88) 1.34 (1.01) 1.67 (1.44)

Local labour market conditions
Local unemployment rate 0.97  (0.062) 0.95  (0.061) 0.93  (0.066)
Other
Previous work experience 2.12 (0.47)** 2.45 (0.52)** 2.68 (0.84)**
Likelihood Ratio X 2(10)=42.43 X 2(10)=43.33 -
Log-likelihood —291.22 -575.62 -471.11
a 1.26 (0.089) - - - -
Sample size (in the case of the PGM model
individuals * length of unemployment in months) 343 343 8,564 (343 individuals*
25 months average
duration per individual)

1 Also see footnotes 2-4 to Table 7.

2 The PGM estimation also includes dummy variables to capture time duration dependence.

The results do not differ, in general, from those
presented in Table 7 but it is worth making the
following points: use of Cox’s proportional haz-
ard model makes clear that the baseline hazard is
not monotonic as the Weibull model assumes.
On the contrary, the probability of escaping
unemployment increases for approximately the
first year and a half and then decreases until
around the third year when it starts increasing
again. This pattern might reflect the increased
probability of exiting from unemployment of
those who are seasonally employed and thus
have limited unemployment duration and high
(and known ex ante) probability of exiting from

unemployment. It also reveals that remaining
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unemployed after a certain point in time has a
negative impact on the probability of finding a
job. The estimates of the time variation of the
probability of exiting from unemployment as the
length of the spell is prolonged is, however, also
influenced by the specific time intervals used by
the LFS to record unemployment duration, which
are very wide for spells longer than 2 years. It
should also be mentioned that, owing to the lim-
ited size of the sample and especially to the short
time period that the sample covers, it is difficult

to reach statistically significant results.

The significance of age and family status in pre-

dicting the probability of exiting from unemploy-
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ment continue to hold. A difference is also
observed between urban and semi-urban areas.
These results together with the impact from pre-
vious work experience are in fact those results
that continue to hold independently of the speci-
fication estimated. The coefficients on the remain-
ing variables, however, are dependent on the
specification estimated. More specifically, the
education level no longer appears to be statisti-

cally significant in the second sample.

5. Conclusions

This study is an initial attempt to investigate
developments and features of unemployment
duration. In addition to presenting evidence on
the duration of unemployment spells in the Greek
labour market this study has attempted to iden-
tify, on the basis of the LFS sample, explanatory
factors of the probability of long-term unemploy-
ment and of variations in the length of unemploy-
ment spells. The study does not try to explain the
increase in the overall unemployment rate, a task
which would necessitate extensive macroeco-

nomic analysis.

The analysis suggests that in the last 2 decades
unemployment duration has lengthened. In 2005,
around 55% of the unemployed are long-term
unemployed. At the same time there are other
individuals who experience repeated unemploy-
ment spells and who within a period of a few
years have in total remained unemployed for over
a year. The lengthening of the unemployment
spells reflects the increase in the overall unem-
ployment rate and the increased probability of
transition from short-term to long-term unem-

ployment. The limited number of new jobs due to
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the stringent regulatory environment in product
and labour markets could perhaps explain the dif-
ferences in the percentage of long-term unem-

ployment between Greece and the EU.

The estimates presented suggest certain factors that
differentiate the probability of long-term unemploy-
ment and the length of unemployment spells. In
particular, older individuals with no previous work
experience in regions with high unemployment
rates are more likely to remain unemployed for
longer periods. For younger individuals a high level
of education is associated with a lower probability
of becoming long-term unemployed and in general
with shorter unemployment spells. As for duration
dependence there is some evidence of positive
duration dependence in the first few months of the
unemployment spell, which, however, turns nega-
tive as the unemployment spell continues. This
result should, however, be investigated further
since the estimates presented herein are influenced
greatly by the specific width of the intervals in
which unemployment duration is recorded in the
LFS, by the significant number of individuals who
are seasonally unemployed and by the fact that dur-
ing the specific period under investigation unem-
ployment was decreasing. Use of ECHP data might

help to clarify some of these issues.

The results presented above suggest therefore that
policy measures which increase the effectiveness
of active labour market policies so that the unem-
ployed gain labour market experience and are
trained in skills that are in demand will lead to a
shortening of unemployment spells. Furthermore,
measures that enhance demand through improve-
ment of the business climate could lead to job cre-
ation and a decrease in the percentage of long-

term unemployed.
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Appendix

1. Geographical distribution of the long-term unemployed

Table ATl
Percentage of long-term unemployed' by region, 1993-2005
1993-99 2000 2001 2002 2003 2004 2005
Men
Eastern Macedonia & Thrace 39.2 44.1 37.8 51.3 45.7 50.5 42.8
Central Macedonia 43.8 51.3 43.2 47.3 56.9 52.2 46.4
West Macedonia 49.1 57.1 54.5 64.0 51.7 63.3 65.2
Epirus 53.3 62.8 65.3 54.6 56.7 61.4 46.9
Thessaly 55.1 59.8 48.2 54.2 50.3 58.0 38.7
lonian islands 42.2 36.4 45.1 33.4 41.7 16.4 21.0
Western Greece 61.3 57.2 66.4 66.6 71.7 58.7 54.0
Sterea Ellada (except for Attica) and Evia 53.4 58.6 44.5 63.2 56.0 53.5 41.1
Attica 44.6 51.4 50.0 51.2 51.8 44.0 45.7
Peloponnese 49.6 51.8 55.5 51.8 48.8 61.6 62.7
North Aegean islands 40.6 58.0 45.4 48.9 56.6 40.1 43.6
South Aegean islands 26.6 18.0 14.9 15.2 11.6 17.0 28.8
Crete 41.2 45.8 39.0 32.0 44.0 31.6 34.6
Women

Eastern Macedonia & Thrace 55.6 50.8 47.4 66.7 56.7 64.4 68.8
Central Macedonia 54.2 60.1 53.5 53.9 63.2 59.3 57.0
West Macedonia 63.5 70.8 71.1 73.5 70.3 75.9 73.8
Epirus 67.2 78.1 75.1 54.0 69.0 68.4 73.0
Thessaly 70.2 72.5 63.8 65.5 70.2 76.6 70.1
lonian islands 54.4 38.8 34.8 35.1 37.7 25.6 26.4
Western Greece 71.9 71.6 66.3 71.8 64.7 66.9 63.9
Sterea Ellada (except for Attica) and Evia 67.4 78.8 70.3 77.1 75.9 66.6 68.1
Attica 59.5 61.6 60.3 57.5 62.9 58.5 60.7
Peloponnese 66.5 62.6 60.1 47.6 60.9 66.0 61.6
North Aegean islands 66.1 59.0 52.8 50.9 72.6 53.1 69.7
South Aegean islands 38.2 23.0 9.7 25,3 24.6 33.5 35.6
Crete 55.2 49.3 37.3 49.0 52.5 39.1 50.2

1 The data refer to the percentage of individuals who have remained unemployed for 12 months or longer amongst all unemployed in each region.
Source: NSSG, Labour Force Surveys.
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2. Descriptive statistics of the samples used in the estimation of the probit and duration models

Table A2
Means of the variables used in the probit long-term unemployment model’
(Percentages)
Unemployed men Unemployed women
Demographic features
Age (in years) 33.7 33.1
Marital status 29.9 48.2
Presence of children aged between 0 - 6 - 15.2
Presence of children aged between 7 — 10 - 13.5
Presence of children aged between 11 - 15 - 18.2
Urban areas 70.2 70.9
Semi-urban areas 11.6 12.1
Rural areas 18.2 17.0
Education level
Compulsory education graduates 37.1 27.2
High education graduates 36.0 37.5
Tertiary education graduates 26.9 35.3
Local labour market conditions
Local unemployment rate 6.1 16.0
Other
Previous work experience 71.3 55.9
Percentage of long-term unemployed in the sample 46.7 61.2

1 The means presented refer to the population means. For all variables except for age and the unemployment rate the figures presented refer to the percentage in the
population which possesses the feature in question. Small discrepancies between the percentages presented in the above table and those in the text are due to
inconsequential changes in sample composition (e.g. different age groups etc.).
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Table A3
Descriptives of the two samples used in the estimation of the duration models and of the male
labour force (second quarter 2005)"

(Percentages)
First sample Second sample Male labour force
(15-64 years old,
Long-term unem- Long-term unem- | second quarter
Complete sample | ployed Complete sample | ployed 2005)
Demographic features
Age
Average age (in years) 33.7 34.3 33.9 34.2 40.0
Under 25 24.3 23.5 22.7 21.9 8.1
25-29 21.4 20.9 23.6 23.4 13.2
30-44 33.9 33.0 33.2 33.4 42.6
45-54 13.7 14.4 12.8 12.1 23.6
55-64 6.7 8.2 7.7 9.2 12.5
Marital status

Married 29.9 25.6 27.6 29.3 63.2

Degree of urbanisation
Urban 70.2 70.6 65.5 63.5 66.7
Semi-urban 11.6 10.4 14.4 14.9 13.1
Rural 18.2 19.0 20.1 21.6 20.2

Education level
Compulsory education 37.1 36.8 37.3 36.5 37.1
High-school education 36.0 37.6 38.4 41.0 33.9
Tertiary education 26.9 25.6 24.3 22.5 29.0
Technological education? 9.4 6.9 9.0 9.5 11.2
Labour market related features
Labour force status

Unemployed 100.0 100.0 63.8 69.5 5.8
Employed - - 36.2 30.5 94.2
Previous employment 71.3 61.9 67.6 62.6 71.3

Rejection of job offer
Rejection of job offer 12.0 16.3 - - 12.0

Local labour market conditions

Average unemployment rate
in the region of residence 6.1 6.3 6.2 6.3 5.8

Sample size 1.100 515 343 230 19.343 individuals

1 The averages presented refer to the values for the population using the LFS imputation coefficients.
2 Technological education graduates refers to TEI/KATEE graduates and graduates of the following schools: engineering, science, architecture and medical.
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3. Estimation methods of unemployment duration

models

The estimation methods used for modelling variables
that measure the time elapsed until a certain event
occurs have their origins in the area of medical
research and industrial engineering. In these sciences
such models (also known as survival models)® are
used to test, for example, the impact of drugs on the
probability of survival or differences in the time of
uninterrupted operation of machines.? An idiosyn-
cratic feature of these models which complicates their
estimation is that observed durations are often cen-
sored in that they do not reflect the full record of the
patient, the unemployed or the machine given that at
the time of recording the phenomenon under investi-
gation is still in progress. Observations are thus classi-
fied as uncensored or censored. In the case of unem-
ployment duration, observations for which the com-
plete length of the unemployment spell is known are
uncensored. On the other hand, observations, for
those that are still unemployed at time ¢, and for which
the total length of time they will remain unemployed is

unknown are censored.

Survival models are characterised by three related func-
tions: (a) the distribution function F(t) = Pr(T<t),
which depicts the probability that the random variable
(e.g. unemployment duration) takes a value less than ¢
(i.e. shows the percentage of unemployed who have
found a job by point t) (b) the survivor function S(t) = 1
- F(t) = Pr( T=t), which shows the probability that the
random variable T takes a value equal to or greater than
t (e.g. shows the probability that the length of the unem-
ployment spell exceeds ) and (c) the hazard function
h(t) defined as the ratio of the density function f(z)*
over the survivor function S(¢) i.e. h(t)=f(t)/S(t). This
function shows the probability of transition from one

state to another (e.g. finding a job, death, machine
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breakdown) given the time that the person (or the
machine) has already spent in the initial state. For the
issue under investigation, the hazard function h(t)
shows the probability of exiting from unemployment (or
alternatively of finding a job if we assume that there are
only two states). This function usually depends on the
length of time the individual has spent unemployed
(t)as well as on other factors, some of which might also
be time varying (e.g. macro-economic conditions, fam-
ily status etc.). On the basis of the assumptions made
about the time-varying nature of i(t), we distinguish
between the proportional hazard models and the accel-
erated failure time models. In the former class of mod-
els the probability of exiting from unemployment is rep-
resented as the product of the so-called baseline hazard
A(t) which is itself a function of time, and the explana-
tory factors x which in these models change the position
but not the slope of the hazard function. To estimate
this model we need to add an error term i.e. a random
variable v, which captures unobservable influences, and
is taken to be orthogonal to the independent variables x.
The hazard function to be estimated could be succinctly

presented as follows:
h(t;x) =v¥A(1) *ep{G(x;B)} M
Usually it is further assumed that the impact of the

explanatory variables is multiplicative so that equation

(1) becomes:

h(t;x) =v*A(1)*ep (B) (2)

38 These models are also referred to as hazard models, transition
models or failure models. A detailed presentation of these models
and the techniques used for their estimation can be found in, inter
alia, Kiefer (1988) and McCullagh and Nelder (1995).

39 Other applications in economics include the investigation of
the determining factors of the length of time some firms survive
until they are taken over (see Dickerson et al., 2001) or the length
of time until exchange rate realignment occurs (see Gibson,
2003).

40 Where f(t) = dF(1)/dt.
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Two important distinctions can be made in estimating
these models depending on: (a) the adoption or other-
wise of a specific statistical distribution for the baseline
hazard and (b) the distribution assumed for the random
variable v. Depending on the distribution function
adopted for the baseline hazard, the models can be dis-
tinguished into parametric, non-parametric and semi-
parametric. In parametric models, the baseline hazard
is assumed to follow a specific statistical distribution
and the most commonly used distribution for model-
ling the exit from unemployment is the Weibull which

includes the exponential as a special case.

The adoption of the Weibull implies that the probability
of exiting from unemployment changes monotonically;
in other words, as the unemployment spell lengthens the
probability of exiting from unemployment continuously
moves in the same direction. Specifically if a>1 (a<1)
the probability of exiting from unemployment increases
(decreases) as the spell lengthens. If a=1 we have a spe-
cial case where the probability of exiting from unem-
ployment does not change over time. In this last case,

the Weibull distribution coincides with the exponential.

Survival models are estimated by maximum likelihood
and the likelihood function which is being maximised
is the following:

L =3 winflt) + (1-w)InS()} 3)
i=1

Where n is the number of uncensored observations

which contribute by f{t) to the likelihood function and

m is the number of censored observations which con-

tribute by S(z) to the likelihood function. The weight w

takes the value 1 for uncensored observations and the

value 0 for the remainder.

When a specific distribution function for the baseline

hazard has not been selected then semi-parametric or
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non-parametric models are being estimated. The most
popular estimation method in the economics literature
is the semi-parametric method known as Cox’s propor-
tional hazards method,*' where no specific function is
adopted for A(z). Section 4.3 presents the results from
estimating unemployment duration models by Weibull,
Cox and the Prentice-Gloeckler-Meyer methods (see
Prentice-Gloeckler, 1978 and Meyer, 1990). The latter
constitutes a more flexible variant of the Cox model

when durations are grouped.®

4. Unemployment benefits: conditions, level and

length of payment

The conditions for the receipt of unemployment bene-
fit together with the level and the length of time over
which this is paid are related to previous work experi-
ence of the unemployed.®* In general, unemployment
benefit is paid to individuals insured against unemploy-
ment either whose contract has expired or who were

made redundant.

Employment conditions

First-time claimants need to have worked for: (a) at
least 80 days in each of the last two years before
application and (b) for at least 125 days in the year
ending 2 months prior to application. For second-

time claimants, it suffices to have worked 125 days in

41 See Cox (1972).

42 See Meyer (1990) for a detailed presentation of all the above
models.

43 Law 2961/1954 (article 11), Law 1545/1985, Law 1836/1989
(article 15) and Law 1892/1990 (article 37) provide for the pay-
ment of regular unemployment benefit and a benefit to young
long-term unemployed. Furthermore, Law 3016/2002 (article 27)
specifies the terms and conditions for the payment of unemploy-
ment benefit to the long-term unemployed, while Law 3460/2006
(article 13) provides for special provisions for those made redun-
dant from the textiles industry.
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the year ending 2 months prior to application. For
certain occupations (e.g. employees in the tourism
sector) these conditions are more flexible and the
unemployment benefit can be granted even if the
individual only worked for 100 days during the last
year. Law 1545/1985 provided, exceptionally, for the
payment of unemployment benefit to young individ-
uals (aged between 20 and 29) without previous
work experience who after their studies, or after serv-
ing their military service, have been registered unem-

ployed for a year.

Benefit duration

The period over which unemployment benefit is paid
varies according to the individual’s employment record
in the year ending 2 months prior to the application for
benefit. The maximum length of time for which regular
unemployment benefit is paid is 12 months. Since
2002, however, after the termination of the payment of
the regular benefit, a special benefit is paid (for a max-
imum of an additional year) to long-term unemployed

between 45 and 65 years old.

Size of the benefit

According to article 12 of Law 2224/1994 ('Regulation
of employment issues, trade union rights, worker
health and safety and organisation of the Ministry of
Labour and the legal persons supervised thereby’), the
regular unemployment benefit is equal to 40% of the
daily wage of blue-collar workers or 50% of the
monthly salary of white-collar workers under the
restriction that this benefit will not be less than 2/3 of
the daily wage of an unskilled worker or higher than a
ceiling specified by ministerial decision. Article 12 of
law 2224/1994, however, stipulates that if “the contri-
butions-benefits balance in (OAED’s) Unemployment

Budget does not allow the above ratios to be imple-
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mented, the Minister of Employment may, after a con-
sidered opinion by OAED’s Board of Directors, may
adjust these limits accordingly”. For 2006, the mini-
mum daily unemployment benefit is set at €12.45
(€311.25 per month) and the maximum daily unem-
ployment benefit is set at €13.17 (€329.25 per
month). The benefit is increased by 10% for each fam-
ily member. The above suggest that for 2006, the min-
imum unemployment benefit corresponds to 45.3% of
the minimum daily wage and the maximum to 48%
and thus is significantly lower than the average daily
wage or salary. The special benefit for the long-term
unemployed amounts to €200 per month. The
monthly unemployment benefit for young people
between 20 and 29 years old without work experience
amounts to €73.37 per month for single individuals
and €79.24 for married individuals and is increased by

€5.87 for each child.

Recently the Ministry of Employment and Social
Protection announced its intention to create a social
cohesion fund to provide income support to unem-
ployed older than 50 who were made redundant from
declining sectors of economic activity and for whom all
other active and passive labour market measures have
been exhausted.** The support can reach up to 80% of
the previous wage or some limit set by the Ministry of
Employment and will be paid under the condition that
the recipient will continue to look for a job or to partic-

ipate in education programmes.

Compared with other OECD countries the minimum
contribution period is longer in Greece while the

benefit replacement rate is lower (see Table A4). In

44 See the speech (in Greek) of the Minister of Employment and
Social Protection on the 27th June 2006 at the deliberations of the
National Employment Committee (http://www.ypakp.gr/downloads/
texts/2190.pdf).
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Table A4

Unemployment benefit: minimum unemployment insurance contribution periods, duration of entitle-

ment to unemployment benefit and benefit replacement ratios in OECD countries, 2004

Minimum contribution Minimum benefit entitlement
period' period 2 Duration Net replace- Net replace-
of benefit enti- | ment rates at | ment rate for
tlement over initial phase of | long-term
contribution unemployment® | unemployed
period
(1 ) 3) 4) (5)
Austria 28 weeks 20 weeks 0.7 82 71
Belgium 468 days (78 weeks) indefinite - 74 68
France 4 months 4 months 1.0 84 48
Germany 12 months 6 months 0.5 91 58
Denmark 6 months or 1 year 4 years 4or8 77 58
Switzerland 12 months 2 years 2.0 87 48
Greece 125 days (25 weeks) 5 months 1.0 60 41
UK c. 10 weeks 182 days (6 months) 2.6 65 62
USA 2 quarters 6 months 1.0 80 54
Japan 6 months 90 days (3 months) 0.5 79 51
Ireland 13 weeks 390 days (65 weeks) 5.0 65 65
Spain 360 days (12 months) 120 days (4 months) 0.3 87 44
Italy 78 days (3 months) 78 days (3 months) 1.0 79 56
Canada 420 hours (11 weeks) 45 weeks 4.1 83 57
Norway c. 10 weeks 3 years 15.6 83 47
Netherlands 26 weeks 6 months 1.0 83 47
Portugal 540 days (18 months) 18 months 1.0 88 59
Sweden 6 months 300 days (60 weeks) 2.3 88 49
Finland 10 months 500 days (100 weeks) 2.3 79 63

1 The figures in this column refer to the duration of entitlement for a 40-year old unemployed individuals who receives unemployment benefit for the second time.
The data refer to 2002 for all countries except for Greece for which they refer to 2006. More details on certain countries can be found in OECD (2002).

2 This is the time period that corresponds to the minimum contribution period presented in the first column.

3 For Greece the initial phase covers the period when regular benefits are paid (i.e. up to one year). The replacement rates in columns 4 and 5 have been calculated
as net (of taxes) and include all allowances (e.g. family, housing etc). The data refer to an unemployed individual with a four-member family who while in employ-
ment earned the average production worker wage while the spouse earns 2/3 of that wage.

Sources: OECD (2002), Table 4.10, p. 219 and OECD, Tax-Benefit Models (www.oecd.org/els/social/workincentives).

particular, while for those who have only a few years
of work experience there is reciprocity in the system
(since the length of time over which the unemploy-
ment benefit is paid is equal to the minimum period
over which contributions must be paid - see column
3 of Table A4), the replacement rate is in general
lower than in most OECD countries. Table A4 pre-

sents the replacement rate for an unemployed indi-
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vidual with a four-member family with previous
income equal to that of the average production
worker while the spouse earns 2/3 of that. As it
appears from the Table the replacement rate is the
lowest among all OECD members both regarding
regular unemployment benefit (column 4) and
regarding the benefits to long-term unemployed

(column 5).
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