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		Abstract

		In an influential paper, Baily (1978) showed that the optimal level of unemployment insurance (UI) in a stylized static model depends on only three parameters: risk aversion, the consumption-smoothing benefit of UI, and the elasticity of unemployment durations with respect to the benefit rate. This paper examines the key economic assumptions under which these parameters determine the optimal level of social insurance. A Baily-type expression, with an adjustment for precautionary saving motives, holds in a very general class of dynamic models subject to weak regularity conditions. For example, the simple reduced-form formula derived here applies with arbitrary borrowing constraints, endogenous insurance markets, and search and leisure benefits of unemployment. A counterintuitive aspect of this result is that the optimal benefit rate appears not to depend on (1) any benefit of UI besides consumption-smoothing or (2) the relative magnitudes of income and substitution effects in the link between UI benefits and durations. However, these parameters enter implicitly in the optimal benefit calculation, and estimating them can be useful in testing whether the values of the primary inputs are consistent with observed behavior. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Chetty,  Nadarajan (Raj), A General Formula for the Optimal Level of Social Insurance (May 2005). NBER Working Paper No. w11386,  Available at SSRN: https://ssrn.com/abstract=731041
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Nadarajan (Raj) Chetty (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of California, Berkeley - Department of Economics  ( email )

			

			
			
				
				
				
					549 Evans Hall #3880
Berkeley, CA  94720-3880
United States
510-643-0708 (Phone)
510-643-0413 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       69

			

		
		
		
			Abstract Views

			    1,647

		

		
		 
		
			Rank

			  601,721

		

		
	


	
		
            
            	       75 Citations
		

	

	
		
			
				       15 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,244

                                    

                                    
                                        PAPERS

                                           32,680

                                    

                                

                                
                            

                        

                    

                
	
                    Unemployment Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Unemployment Insurance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              878

                                    

                                    
                                        PAPERS

                                              612

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marc Baldwin at Government of the State of Washington - Office of Financial Management, Stephen A. Wandner at National Academy of Social Insurance (NASI)

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Sustainability & Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Sustainability & Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              874

                                    

                                    
                                        PAPERS

                                           27,585

                                    

                                

                                
                            

                        

                    

                
	
                    Sustainability at Work eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Sustainability at Work eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              564

                                    

                                    
                                        PAPERS

                                            7,627

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Labor Supply Effects of Social Insurance

                        
                            By
                                
                                
                                    
                                    Alan B. Krueger
                                     and 
                                
                                    
                                    Bruce D. Meyer
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Cash-on-Hand and Competing Models of Intertemporal Behavior: New Evidence from the Labor Market

                        
                            By
                                
                                
                                    
                                    David Card, 
                                    
                                
                                    
                                    Raj Chetty, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Unemployment Insurance and Reservation Wages

                        
                            By
                                
                                
                                    
                                    Martin S. Feldstein
                                     and 
                                
                                    
                                    James M. Poterba
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Moral Hazard vs. Liquidity and Optimal Unemployment Insurance

                            
                                By
                                    
                                    
                                        
                                        Raj Chetty
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Liquidity and Insurance for the Unemployed

                            
                                By
                                    
                                    
                                        
                                        Robert Shimer
                                         and 
                                    
                                        
                                        IvÃ¡n Werning
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Liquidity and Insurance for the Unemployed

                            
                                By
                                    
                                    
                                        
                                        IvÃ¡n Werning
                                         and 
                                    
                                        
                                        Robert Shimer
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Unemployment Insurance Savings Accounts

                            
                                By
                                    
                                    
                                        
                                        Martin S. Feldstein
                                         and 
                                    
                                        
                                        Daniel Altman
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Reservation Wages and Unemployment Insurance

                            
                                By
                                    
                                    
                                        
                                        Robert Shimer
                                         and 
                                    
                                        
                                        IvÃ¡n Werning
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Reservation Wages and Unemployment Insurance

                            
                                By
                                    
                                    
                                        
                                        Robert Shimer
                                         and 
                                    
                                        
                                        IvÃ¡n Werning
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Sufficient Statistics for Welfare Analysis: A Bridge between Structural and Reduced-Form Methods

                            
                                By
                                    
                                    
                                        
                                        Raj Chetty
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.101 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

