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From Unemployment Benefits to Employment Insurance Accounts:

Reforming Unemployment Insurance in Israel

November 15, 2015

Abstract
Unemployment Accounts are private mandatory savings accounts which can only be used during
unemployment or retirement. As opposed to unemployment insurance, unemployment accounts are
able to mitigate the problem of moral hazard but at the cost of denying the unemployed any public
insurance. We study a mixed approach, called Unemployment Insurance Accounts (UIA), which takes
elements from both Unemployment Accounts and unemployment insurance. Under UIA, workers save in
a mandatory savings account when employed and withdraw from that account when unemployed.
Unemployed workers with depleted accounts receive unemployment benefits. This approach is more
efficient than unemployment insurance since it can provide benefits selectively. We calibrate the model
to the Israeli economy by making use of both existing and newly developed parameter estimates. We
find that the transition to UIA yields a welfare gain of about 1%, measured as consumption equivalent

variation.
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+(1—m)VU2(t+1,a',z,d + 1,e)}}
S.t.

3)

a =a(l+r)—c+x

a

Qiexplke +2z)(1 —1Y"%) if e=1 and d <Dy,

X = QIZIIZeXp(kt + Z)(]- - TUIZ) lf e=1land d > DUIZ
0 if e=0
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'NOT I'RW TAIY 1Y .QF, LJIWRIN N9I7NNN DTPNY DXNNAI NINNKD N0 TINKD NIYKIN NATAN
.09X7 NY x ,n70aX NIALNY

: MmN Ul2 nnn 7oym T2y 1Ay 1yn Ny
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+ VU2t +1,a',2',1,1)}} (4)
s.t.
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a' =>a
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.(d) n70axn Ywn 7w NTYN
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JUIA(t,a,a,, 2, €) = {accerz%%ject}{WU’A (t,a,a,,,z),VU"(t,a,a,,ze)}

JUIA(t,a,a,,,2) = {retg}s)éuit}{wum (t,a,a,,z),VU"(t,a,a,,z0)}

[1AYNN ND'YUNN NKR aX'"N m MYKXD ,X2N |9IXA nio+Y7 in1 UIA nnn 70am T2 Y 1N

: N7unnn |Nn NMAVYNN NK axX'"nN b 1 naInn

VUIA(t,a,a,,, z,€) = r£12,><{u(c) + B Efm VAt + 1,a',a, z, €)

+(1 —m)VUA(t +1,ad’, a},, z,€)}}
S.t.
a =a(l+r)+m+b—c

Ay = anp(1+71)—m
(5)
b= {QIZJIAeXp(kt +2)1 -t —m if e=1 &ay < QllleeXp(kt +2z)(1 - TUIA)}
0 otherwise

m = {min{QlluAexp(kt +2)(1—1Y"),a,,} ife=1 }
0 otherwise
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:mn UIA nnn poyin Ta1y 11y N2yinn N'yain

WUIA(t: a, am; Z) = rglcelllx{u(c) - ( + :8¢tEt{(1 - lpt)]xIA(t + 1' a,' a;n' Z,)

+¢tVUIA (t + 11 a,' a;n' ZI' 1)}}
S.t.:
a' =a(l+71)+explk+2)(1—tU") —c— (ap, — a1 +1)) (6)

a,, = min{@,,, a,,(1 +r) + exp(k, + z2)(1 — V"M, }
a'>a
[1PoN jawn N7 awlenn nx N2 WU 2 maw qay anpnn n7aan naiwxkan nvaana
NN DTN NTIAYA 10] N0DNA NWIDNN DTPR N79o17 N It awlon .(a’y, — a, (1 + 1)) nainn
1D 1"¥1 .|I"7UN DONY [AWNN NON' X X'2NY D207 NIY NN AWI9NN ,NINK .4y, 7V D71V DR [1AWNN
("o 1M1 NIWN [1DONT NTP9N DAY '9)) 1107 NAINI NAIND [1D0N [IAWN7 NWIDINY 101NN
NO17 N1 .[120NI NDMIX a7 nV7NNN DX 71 NI7201 UIA 1 UI2 21y DNt n'0197 ax'x'n niva
11N 1770 NI'Yvann NN 721 1an 7w 1axn 'o17'n? UIA Ik UI2 ¥ Tnim najpn im2 198 NIvivo Nirya
nnponn 110 1w UIA NNN D wiam L1279 [1DONN NN DX a 1 TAIN W 172 DR A t WWRD L (L, a, Z,g0)
NIV AN "MI7YN NYAP7 UNw' 0n'0197 NR'N'N YA Z ¢ 1Dy .T'N' NIYWA [1I20N7 N'0197 NR'X'N DY D' TARNN
SMINTN
N'7MIV9IN 270X NI''TN 10 2.4
n73an NNN ANINA NYNIM X nnopnny {Dy,, @5, Q251 nwhw man n'rvoikn UI2 a nirm

2PN

max  {Eg{&WV2(t=0,a2)+ (1 -&)VU2(t=0,azd=1e=1}}

DU12'Q11112JQ12112
s.t.
exp(k, + z)TV? =
1 _ U2
<TRXAXZx1sd<Dyjpxe=1 Qurzexp(k, +2)(1 —777%) +
2 _ . UI2
t<TRXAXZxd>Dypxe=1 Qurzexp(k +2)(1—777) +

t2TRXAXZXDXE exp(ke +2)g(2) + foAXZXDXE G

b

t<TRXAXZXd=0XE

—
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Heathcote, 2 7'7nnn 7y 0oian Mxy N101dNAN '70N 178 DI TAINA XN D2 NP7 ,N°w 4,290 ,nTIavn

v (nmiwn) niwn 1 7 anw L,p ,n01dN7 VITyTn 7w nTannn oTpn 1w Perri, and Violante (2010)
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