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Abstract

In many OECD countries, e.g. in Germany, France, or the UK, unemploy-ment
compensation consists of unemployment insurance and unemployment
assistance. Unemployment assistance is provided subsequent to the expiration
of entitlement to unemployment insurance and is lower. The effects of this two-
tier unemployment compensation system are studied in a general equilibrium
job search model with endogenous distributions of in-come, wealth, and
employment which is calibrated with regard to the charac-teristics of the
German economy. Our results are as follows: i) employment is a decreasing
function of both unemployment insurance and unemployment assistance. ii)
Savings are (not) a monotone increasing function of unemployment insurance
(unemployment assistance payments). iii) Optimal unemployment
compensation payments are found to be a decreasing function over time.
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@hi i^�@* �? |�i iUL?L4) @?_ UL4T�|i |�i t�hT*�t @UUh�i�?} |L |�i @�ih@}i

i4T*L)i_ �Lh!ih @t E�� �����LU �
(`

3(r7r
7S3j

c ��ihi 7r @?_ 7S @hi |�i @�ih@}i

ti@hU� igLh| @?_ UL?t�4T|�L? Lu |�i t�Lh|�|ih4 �?i4T*L)i_ �Lh!iht E" ' 2��

A�i t�hT*�t Lu |�i �h4 �t }��i? M) |�i 4@h}�?@* ThL_�U| Lu *@MLh 4�?�t |�i

�@}ic �fE��k�&k?3k��� Wu b _i?L|it |�i M@h}@�?�?} TL�ih Lu |�i �Lh!ihc

.



�@t� M@h}@�?�?} �4T*�itG.

� ' b�fE�� k�&k?3k n E� � b�

%
�

� � �

#
�LU n

(
`
�(

77r

7S3j

$&
� E2��

2�D 5|@|�L?@h) ,^��*�Mh��4

A�i UL?UiT| Lu i^��*Mh��4 @TT*�i_ �? |��t T@Tih �tit @ hiU�ht��i hiThiti?|@�

|�L? Lu |�i UL?t�4ih<t ThLM*i4 uL**L��?} 5|L!i) i| @*� E�bHb�� wi| `}E@c "c |�

Mi |�i �@*�i Lu |�i LM�iU|��i u�?U|�L? Lu @ }i?ih@|�L?�} @}i?| �? Tih�L_ | ��|�

Mi}�??�?}�Lu�Tih�L_ @tti| �L*_�?}t @ @?_ i4T*L)4i?| t|@|�t "� `}E@c "c |� �t

_i�?i_ @t |�i tL*�|�L? |L |�i _)?@4�U ThL}h@4G

`}E@c "c |� ' 4@ 
Sc@�cr

%
S
�3j

� �

�� j
�(

` �"'� �(
7
rn q.| i`}E@

�

c "c |n ��j

&
c

E22�

t�M�iU| |L |�i M�_}i| UL?t|h@�?| E2�� .| _i?L|it |�i i TiU|@|�L? LTih@|Lh

UL?_�|�L?@* L? �?uLh4@|�L? �? Tih�L_ |�

#i�?�|�L?
� 5|@|�L?@h) ,^��*�Mh��4 uLh @ }��i? ti| Lu }L�ih?4i?| TL*�U) T@h@4i|iht

l ' iiLUc iL�c i` c i-c �j �t @ UL**iU|�L? Lu �@*�i u�?U|�L?t `}E@c "c |� Lu

|�i �L�ti�L*_t @?_ T E?c &� Lu |�i �h4tc �?_���_�@* TL*�U) h�*it S}E@c "c |�c

r}E@c "c |�c @?_ @
�

}E@c "c |�c @}i�_iTi?_i?|c |�4i��?�@h�@?| 4i@t�hit Lu @}i?|

|)Tit �}E@c "c |� uLh i@U� }i?ih@|�L? } ' �c 2c � � � c A n A
-c hi*@|��i Th�Uit Lu

*@MLh @?_ U@T�|@* i�c ojc t�U� |�@|G

�� B��i? hi*@|��i Th�Uit i�c oj @?_ |�i }L�ih?4i?| TL*�U) lc |�i �?_���_�@*

TL*�U) h�*it S}E��c r}E��c @?_ @
�

}E�� tL*�i |�i UL?t�4ih<t _)?@4�U ThL}@4

E22� @?_ �h4t 4@ �4�3i ThL�|t E�2� ��|� hitTiU| |L �?�it|4i?| � @?_

�@U@?U�it ��

:Qrwlfh wkdw/ frqwudu| wr wkh zdjh htxdwlrq lq Frvwdlq +4<<:,/ xqhpsor|phqw lqvxudqfh
sd|phqwv zXL dqg wd{hv � kdyh d gluhfw h�hfw rq wkh zdjh1 Lq Frvwdlq +4<<:,/ xqhpsor|0
phqw lqvxudqfh sd|phqwv dqg wd{hv rqo| d�hfw zdjhv wkurxjk wkhlu jhqhudo htxloleulxp
h�hfw rq zhdowk dffxpxodwlrq/ frqvxpswlrq/ dqg hpsor|phqw1

H



2� A�i }LL_t 4@h!i| U*i@hG

�f&
k
?
�3k '

[
@c"c}

S}E@c "c |��}E@c "c |� n �n �� E2��

�� OL�ti�L*_t �L*_ i^��|) Lu |�i �h4t� A�i �?|ihit| i@h?�?}t M) |�i �L�ti�

�L*_t L? |�i @tti|t @hi i^�@* |L |�i _���_i?_ T@)4i?|t _ M) |�i �h4tG

o
[
@c"c}

�}E@c "c |�@ ' _ ' �f&
k
?
�3k

� �?� �� �� E2e�

e� W? i@U� Tih�L_ |c
S

@ �efE@c �c |� @}i?|t hi|�hi uhL4 �Lh! @?_ |�i uh@U|�L?

e
3B Lu |�iti �LMt �t �?�ih�|i_ M) |�i ?i�MLh? }i?ih@|�L?c �4T*)�?}G

Rf '

S
@ �efE@c�c |�e

3B

�*Sf
� E2D�

D� @̀}it � hit�*| uhL4 _iUi?|h@*�3i_ M@h}@�?t @UULh_�?} |L i^�@|�L? E2���

S� A�i ?�4Mih Lu |L|@* 4@|U�it uLh4i_ �? |�i *@MLh 4@h!i| �t i^�@* |L

|�i ?�4Mih Lu �LM L�|�L�tG

^� '
[
@c"c}

�}E@c "c |�
�
� � e

3Zr}E@c"c|�
5
�
'
�
� � e

3B
�
?� E2S�

.� 6�?@**)c |�i }L�ih?4i?| M�_}i| E��� �t M@*@?Ui_�

� �@*�Mh@|�L? @?_ �L4T�|@|�L?

��� �@*�Mh@|�L?

A�i t|i@_) t|@|i _�t|h�M�|�L? Lu �i@*|�c ti@hU� igLh|c @?_ i4T*L)4i?| @?_

|�i igiU|t Lu @ U�@?}i �? |�i �?i4T*L)4i?| UL4Ti?t@|�L? t)t|i4 L? �i*�

u@hi @?_ _�t|h�M�|�L? U@??L| Mi t|�_�i_ @?@*)|�U@**) M�| L?*) ?�4ih�U@**)�

b



6Lh |��t hi@tL?c |�i 4L_i* �t U@*�Mh@|i_ �? Lh_ih |L 4@|U� U�@h@U|ih�t|�Ut

Lu |�i Bih4@? iUL?L4) @u|ih �?��U@|�L?� Wu ?L| 4i?|�L?i_ L|�ih��tic |�i

|�4i tih�it _@|@ hiuih |L |�i Tih�L_ �bb��b.� A�i @??�@* _@|@ L? |�i �?�

i4T*L)4i?| h@|ic |�i ?�4Mih Lu �@U@?U�itc |�i �L� Lu i4T*L)i_ �Lh!iht

�?|L �?i4T*L)4i?|c @?_ |�i ?�4Mih Lu �?i4T*L)4i?| �?t�h@?Ui @?_ �?i4�

T*L)4i?| @tt�t|@?Ui hiU�T�i?|t @hi |@!i? uhL4 |�i )i@hMLL!t Lu |�i Bih4@?
5|@|�t|�U@* ��Ui E5|@|�t|�tU�it ��?_it@4|�� A�i _@|@ L? *@MLh �?UL4i Lu

�Lh!ihtc B#�c |�i U@T�|@*�L�|T�| h@|�Lc @?_ |�i ?�4Miht Lu ti*u�i4T*L)i_

@?_ �Lh!iht @hi |@!i? uhL4 5|@|�t|�tU�it ��?_it@4|c 6@U�tih�i �H�

A�i uL**L��?} T@h@4i|iht ?ii_ |L Mi U@*�Mh@|i_G jc qc (` c (7c |�i hiT*@Ui�

4i?| h@|�Lt Lu �?i4T*L)4i?| �?t�h@?Ui iLU c �?i4T*L)4i?| @tt�t|@?Ui iL�c

�i*u@hi T@)4i?|t i` c @?_ Ti?t�L?t i-c >c Bc B&c kc lc 5c @?_ b� A�i hi4@�?�

�?} �@h�@M*it @hi UL4T�|i_ i?_L}i?L�t*) �? L�h 4L_i*�

OL�ti�L*_t

W? L�h Mi?U�4@h! U@tic �i ��** @tt�4i @ ULi�U�i?| Lu hi*@|��i h�t! @�iht�L?

j ' 2�H A@h}i|�?} @? @??�@* hi@* �?|ihit| h@|i Lu @TThL �4@|i*) o ' e�DIc

|�i �L�ti�L*_<t _�tUL�?| u@U|Lh �t ti| i^�@* |L q ' f�bb�

BL�ih?4i?|

A�i }L�ih?4i?| ThL��_it �?i4T*L)4i?| UL4Ti?t@|�L?� �hi��L�t it|�4@|it

Lu Bih4@? hiT*@Ui4i?| h@|�Ltc �i?UiuLh|� _i�?i_ @t |�i h@|�L Lu ?i| Mi?i�|t

hiUi��i_ �? �?i4T*L)4i?| |L ?i| i@h?�?}t hiUi��i_ @| �Lh!c �@h) UL?t�_ih@M*)�

+iT*@Ui4i?| h@|�Lt UL4T�|i_ M) |�i �,�# E�bbS� @hi ti?t�|��i ��|� hi}@h_

|L |�i �L�ti�L*_ UL4TLt�|�L?� W? �bbec UL�T*it ��|� ?L U��*_hi? hiUi��i_

SfI Lu Mi?i�|t hi*@|��i |L |�i�h ?i| i@h?�?}t �? |�i �ht| 4L?|� Lu �?i4T*L)�

4i?|c ���*i UL�T*it ��|� |�L U��*_hi? @?_ �L�t�?} Mi?i�|t hiUi��i_ i�i?

HHI Lu ?i| i@h?�?}t EuLh |�i @�ih@}i ThL_�U|�L? �Lh!ih�� �u|ih D )i@ht Lu

�?i4T*L)4i?|c |�iti ?�4Miht _hLT |L �.I @?_ .�Ic hitTiU|��i*)� �UULh_�?}

|L @ �i?|hi _<,|�_i _it +i�i?�it i| _it �L	�|t E�,+�� t|�_) Lu ,�hLTi@?

�?i4T*L)4i?| ThL}h@4t U�|i_ M) ��h|*itt E�bH.�c hiT*@Ui4i?| h@|�Lt _hLT

;Doo rxu txdolwdwlyh uhvxowv dovr krog iru wkh fdvh � 5 i4>7j1

�f



uhL4 SSI |L DSI uhL4 |�i �ht| |L |�i tiUL?_ )i@h Lu �?i4T*L)4i?| uLh |�i

@}i?| ��L i@h?i_ |�i @�ih@}i �@}i Lh |�L�|��h_t Lu |�i @�ih@}i �@}i� 6Lh

|�i @}i?|t ��L i@h?i_ |��Ui |�i @�ih@}i �@}ic |�iti ?�4Miht u@** |L D�I

@?_ eeIc hitTiU|��i*)�b 5|i�?ih E�bb.� UL4T�|it |�i hiT*@Ui4i?| h@|�L ��|�

hitTiU| |L i TiU|i_ ?i| �@}i )�i*_�?} @ 4i@? �@*�i Lu DfI uLh |�Lti hiUi���

�?} �?i4T*L)4i?| �?t�h@?Ui Mi|�ii? �bH� @?_ �bbe� W? @UULh_@?Ui ��|� |�i

*@||ih |�L t|�_�itc |�i hiT*@Ui4i?| h@|�L Lu �?i4T*L)4i?| �?t�h@?Ui @?_ �?�

i4T*L)4i?| @tt�t|@?Ui @hi ti| i^�@* |L DfI @?_ efI �? |�i Mi?U�4@h! U@tic

hitTiU|��i*)c M�| @ ti?t�|���|) @?@*)t�t Lu �LU @?_ �L� �t TihuLh4i_ �? tiU|�L?
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