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Abstract

This paper aims to define the underlying di-
mensions of unemployment benefits in Slovenia
using the principal component approach. We
identified three determinants of unemployment
benefits: the general economic environment, so-
cial protection, and the functioning of the labour
market. Results of the research show that the
poorer the general economic environment, the
greater the pressure on unemployment benefits.
Second, the more generous the social protection

1. INTRODUCTION

The continuation of the global financial
crisis in the second half of 2008 had severe
consequences for Slovenia. There was a
significant decline in general economic ac-
tivity during the recession, most evident in
the gross domestic product (GDP), employ-
ment, income, wholesale and retail sales,
and industrial production. GDP declined
by 7.5 percentage points and bottomed out
in 2013 when it was 8.9 percentage points
lower than in 2008. Numerous corporate
bankruptcies and mass layoffs led to a 2.4 %
year-on-year decline in the labour force in
2009. According to the Statistical Office
of the Republic of Slovenia, the number of

on the labour market is, the higher the pressure
on unemployment benefits. Third, poor functio-
ning of the labour market increases the pressu-
re on unemployment benefits, although the last
effect was found not to be statistically significant.

Keywords: labour market, unemployment,
social transfers, unemployment benefits, labour
market policy

employed people reached its lowest level
of 781,561 in January 2014. By the end of
September 2018, 862,000 people were em-
ployed, i.e., the same number as in 2008,
before the crisis hit.

Moreover, the number of unemployed
people increased significantly from 60,000
in 2008 to 96,000 by 2009. With the sec-
ond wave of the financial crisis in 2013, the
number of unemployed increased signifi-
cantly again. In January 2014, the number
of unemployed reached its peak — 129,843
unemployed. In the following years, un-
employment decreased. In 2019, on av-
erage 74,178 people were registered as
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unemployed in Slovenia, which is still 14.8 %
more than in the pre-crisis period.

The number of recipients of unemploy-
ment benefits in Slovenia increased dra-
matically in 2009 due to the financial cri-
sis. In the first year alone, the number of
claimants rose from 14,000 people to more
than 27,000. Due to the increasing propor-
tion of unemployed and recipients of un-
employment benefits, the government had
to take appropriate measures. According to
many economists, structural reforms and
labour market reforms help improve the la-
bour market conditions and achieve greater
prosperity on the labour market (Kajzer,
2015). Structural reforms are changes that
adjust the economic system and the in-
stitutional and administrative structure in
which businesses and people operate. They
often address obstacles related to growth
drivers processes, such as reorganising la-
bour markets, products and services, and
financial markets, ensuring job creation,
and contributing to productivity. If struc-
tural reforms are well-chosen and put into
practice, they can accelerate the process of
upward economic and social convergence.
The Slovenian government has implement-
ed numerous critical structural reforms in
recent years to increase economic growth. It
is essential to keep in mind that economic
conditions also influence the impact of the
reforms and that the short- and long-term
effects may vary (Bouis et al., 2012). To as-
sess the impact of labour market reforms, it
is essential to understand that there was a
turnaround in economic activity following
the implementation of the changes. After
2014, the number of registered unemployed
persons began to decline, with the number
of recipients of unemployment benefits.

In addition, labour market policy is a
critical regulator of the labour market and
aims to reduce unemployment and improve
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employment (Juznik Rotar, 2011). There
are two types of measures within labour
market policy: active and passive labour
market policy. Active labour market policy
(ALMP) aims to provide unemployed peo-
ple with better chances of finding a job,
e.g. through education, training, subsidised
employment etc. In contrast, passive labour
market policy (PLMP) are cash transfers
that enable unemployed people to compen-
sate for income losses. Comparing active
and passive labour market policies, the lat-
ter accounts for more than 70 % of total la-
bour market policy spending and can lead
to long-term unemployment (Martin, 2014).
Therefore, the activation of the unemployed
is of great importance.

A significant challenge for the economic
policy decision-makers is to increase the
volume of work, which would significantly
improve the situation in the labour market.
Due to demographic changes, especially
the ageing of the population, faster activa-
tion and integration of the unemployed is
necessary. Such a policy orientation would
help reduce dependence on social transfers,
allocate labour resources better, increase
national output, and, consequently, use pub-
lic resources more effectively through evi-
dence-based policymaking.

This paper contributes to the literature
by examining the underlying dimensions
of unemployment benefits using the prin-
cipal component approach, thus contribut-
ing to evidence-based policymaking. This
research contributes to a better understand-
ing of the Slovenian labour market and un-
employment benefit system. The research
findings can benefit economic policy deci-
sion-makers in designing and implementing
such a labour market policy that promotes
work instead of social transfers, that sup-
ports activation of the unemployed, that,
in interaction with the tax system, sends
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a clear message that it is more beneficial
to work than to rely on and depend on so-
cial assistance and other transfers for the
unemployed.

The structure of the paper is as follows.
In the second section, we provide a litera-
ture review to present the theoretical basis
of our empirical research. We then present
the data and methods used in the empirical
investigation. The fourth section offers the
results, while the fifth section discusses the
implications. The last section concludes the

paper.

2. LITERATURE REVIEW

Although the economic effects of un-
employment benefits have been the sub-
ject of much research, they remain poorly
understood. The effects of extensive eco-
nomic outcomes such as employment lev-
els, unemployment rates, job openings, and
worker wages are unexplained and highly
problematic, especially in the context of the
Great Recession. The majority of empirical
studies have focused on assessing the im-
pact of individual variables on labour mar-
ket outcomes. Despite extensive literature
on the impact of unemployment protection
systems on labour market outcomes, no
consensus has been reached on the direc-
tion and magnitude of the effect (see, e.g.,
Vodopivec et al., 2017).

High unemployment means that the
economy is working below its total capacity
and is inefficient, leading to lower incomes
and lower overall output. The fewer peo-
ple are working and thus producing prod-
ucts and services, the lower the economy’s
output. One of the studies suggests that the
associated decline in GDP growth can be
about two percentage points for every per-
centage point increase in the unemployment

rate (Owyang and Sekhposyan, 2012).
More extended periods of unemployment
lead to more considerable GDP losses
(Gonshorowski and Greszler, 2020). During
economic expansion, when aggregate de-
mand increases, new jobs are created,
which leads to a decrease in unemployment,
and affects the number of recipients of un-
employment benefits. Unemployment leads
to increased government spending in the
form of social safety net programmes while
reducing government revenues. Fewer peo-
ple in the labour force leads to declining
incomes and tax revenues, lower consumer
spending, declining sales taxes, and deterio-
rating corporate profits (Gonshorowski and
Greszler, 2020).

Unemployment benefit programmes
support economic structural change toward
higher productivity and promote worker
mobility and retraining in the labour market
(Behrendt, 2013; Berg and Salerno, 2008).
Unemployment benefits are an effective
tool to avoid the devaluation of skills and
protect human capital, mainly because they
can mitigate evolution and improve work-
ers’ productive skills. Laporsek and Dolenc
(2011) and Bekker (2018) analysed the re-
lationship between labour productivity and
flexicurity in EU countries and found a sig-
nificant relationship. They showed that rigid
labour market regulation is associated with
low worker security due to substantial dif-
ferences in labour market security and flex-
ibility across EU countries. Noja (2018)
also focused on the relationship between
labour productivity and flexicurity, but only
in CEE countries. She found that increas-
ing resilience through fixed-term and tem-
porary contracts and a higher engagement
in education and training, combined with
more extensive spending on active labour
market measures, positively impact labour
productivity.
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Unemployment benefit programmes
may encourage people who receive benefits
to try less hard to find a new job than they
otherwise would. This side effect occurs
for two reasons. The first is that during the
maximum benefit period, the advantage of
finding a job is smaller for someone receiv-
ing benefits. If one is not receiving benefits,
the more significant benefit is usually the
wages for the new job. With eligibility for
unemployment benefits, this advantage is
reduced to the difference between the wage
paid for a new job and the unemployment
benefit, primarily because payments stop
when someone finds a job. This is called
the moral hazard because individuals adjust
their behaviour after becoming eligible for
unemployment benefits. The second reason
is a liquidity constraint problem, where in-
dividuals may be forced to take a job with
lower pay or a job that does not match their
skills rather than wait until they find more
suitable employment. The unemployment
compensation programme removes this
pressure and allows unemployed individu-
als to maintain their consumption without
having to accept unsuitable work (Moffitt,
2014). This has also been highlighted by
Behar (2009). In addition, it also strength-
ens their bargaining position, allowing them
to bid up the equilibrium wage at the cost
of higher unemployment benefits. The pres-
ence of minimum wages or unemployment
benefits may make the efficient labour sup-
ply curve more resilient for workers with
lower wages. Mrnjavac and Blazevi¢ (2014)
argue that employers will allocate more sig-
nificant amounts to paying contributions
when the minimum wage is raised, which
positively impacts the government budget.
However, the minimum wage effects may
indirectly affect and disrupt in the long
run, which may contribute to an increase in
government spending through social trans-
fers. This means that the increase in the
minimum wage may lead to the dismissal
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of workers, which, together with the likely
difficulties in finding a new job, could dis-
courage workers and consequently lead to
an increase in PLMP expenditure.

The evidence on the comprehensive
effect of unemployment assistance pro-
grammes on job search and unemployment
duration is extensive. It indicates a positive
effect on unemployment duration and a neg-
ative effect on job search. Studies typically
examine either the effect of the level of un-
employment benefits, generally in the form
of a wage replacement ratio, or the effect
of the maximum duration of benefit receipt
(Moffitt, 2014). The higher the value of the
wage replacement ratio (a percentage of the
unemployed person’s net income relative to
their previous after-tax income), the higher
the long-term unemployment rate because
the incentives to work become lower. This
situation is called an unemployment trap
(Hanc¢lova et al., 2016). Numerous stud-
ies also show that longer maximum benefit
duration and higher unemployment benefits
increase unemployment (see, for exam-
ple, Card et al., 2015; Gonshorowski and
Greszler, 2020). Increasing unemployment
benefits increases the incentives for people
not in the labour market to look for a job,
but it also gives unemployed people an in-
centive to remain unemployed. Although
labour force participation increases when
unemployment benefits are higher, the un-
employment rate also increases because
more people are looking for work (Chia-
hui, 2020).

Moreover, increasing the duration of
unemployment benefits may have an op-
posite effect on job supply. Namely, more
generous unemployment benefits increase
wages mainly because they are more selec-
tive in their job search, making employers
less willing to advertise jobs. To find a suit-
able employer, unemployed workers have
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to search longer for a job because there
are fewer vacancies in the labour market
(Gonshorowski and Greszler, 2020).

On the other hand, high tax rates can
create disincentives to work and cause un-
employment or an inactivity trap (Tomi¢,
2020). Moreover, high tax wedges make
unemployment and work in the informal
sector more attractive (Behar, 2009). The
tax wedge on labour costs is defined as the
income tax on gross wage income, supple-
mented by employee and employer social
security contributions, stated as a share of
total labour costs. Tvrdon (2011) confirms
the positive effect of a high tax burden on
long-term unemployment. Similar conclu-
sions are found in a study by Bassanini and
Duval (2009) for a sample of 21 OECD
countries. The researchers confirm that
a combination of a high tax wedge and a
longer duration of unemployment benefits
increases aggregate unemployment and re-
duces employment opportunities.

In contrast, highly coordinated and cen-
tralised wage bargaining systems are pre-
dicted to lower unemployment rates. Using
a sample of EU member states, Gora et al.
(2006) showed adverse effects of the tax
wedge on employment growth. They also
provided evidence that the tax wedge has
a more substantial impact on employment
rates for low-skilled workers. The nega-
tive impact of a higher tax wedge on labour
force participation and employment rates
were also shown by Vork et al. (2007) and
Dolenc et al. (2011).

The effects of passive labour market
policies (PLMPs) on labour market perfor-
mance are ambiguous. On the one hand,
they play an essential role in ensuring the
social standard of the unemployed; on the
other hand, they can easily lead to ineffi-
ciencies in job placement, reduce the inten-
sity of job search and lower the motivation

of the unemployed (see, for example,
Fialova and Schneider, 2009; Laporsek
and Dolenc, 2012). In Slovenia, spend-
ing on ALMPs is three times lower than on
PLMPs (Laporsek, 2020).

The effects of ALMPs have been in-
tensively analysed and summarised in nu-
merous meta-analyses (Card et al., 2017,
Crepon and van den Berg, 2016; Kluve,
2010). The stronger linkage between in-
come support and ALMPs has recently be-
come a global trend. This originates from
recognising that guaranteeing support to
income cannot improve an individual so-
cial situation or employment status (Martin,
2014). Interventions are considered ad-
equate if they motivate or activate the un-
employed to find suitable employment more
quickly. Their main objective is the (re)inte-
gration of unemployed persons. Generally,
they are a combination of measures aimed
at jobseckers to improve and adapt their
skills, competencies, and knowledge and,
consequently, promote job creation. The
measures also include support for career
counselling and direct job search, skills
development and various training (Peyron
Bista and Carter, 2017).

Several studies have considered general
economic factors such as gross domestic
product, labour productivity, wages, and
union density as additional variables to ex-
plain the effectiveness of labour market pol-
icies (Gonzalez Carreras et al., 2015; Juznik
Rotar, 2018; Martin, 2014; Card et al.,,
2015). Researchers (Bassanini and Duval,
2009; Martin, 2014; Murtin et al., 2013;
Sahnoun and Abennadher, 2020) suggest
that active labour market policies reduce
unemployment and long-term unemploy-
ment. Juznik Rotar (2018), who estimated
the impact of spending on labour market
policies on the unemployment rate, also
found that spending on ALMPs harms the
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unemployment rate, while the impact of ex-
penditures on PLMPs on the unemployment
rate is positive, suggesting that spending on
PLMPs is not effectively allocated.

The relationship between labour market
performance and flexicurity policy compo-
nents was studied by LaporSek and Dolenc
(2012). The sample included 20 EU coun-
tries over the period 1990 to 2008. The
results showed that spending on ALMPs
is positively associated with labour mar-
ket outcomes due to their positive impact
on human capital. In contrast, generous
PLMPs have adverse effects on the transi-
tion to employment. A micro-econometric
evaluation by Burger et al. (2017) shows
that ALMPs in Slovenia perform relatively
well when cost-effectiveness and effects
on labour market outcomes are considered.
To increase the effectiveness of ALMPs,
Slovenia should improve activation mea-
sures by introducing mandatory participa-
tion in ALMPs for recipients of unemploy-
ment benefits who are unemployed for a
more extended period (Vodopivec et al.,
2017). The degree of flexibility in the la-
bour market is also reflected in the share
of part-time and temporary employment.
There is a strong segmentation between
workers with fixed-term contracts and
those with permanent contracts in Slovenia.
The largest share of fixed-term contracts
in Slovenia is found among young people.
Such forms of employment remove barri-
ers to transition between jobs and transition
out of unemployment or economic inactiv-
ity (Hanclova et al., 2016; Pankova, 2005;
Haltiwanger et al., 2014; Micco and Pages,
2006).
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3. METHODOLOGY

3.1. Data

Based on the literature review, our data
vector consists of GDP per capita in EUR
at current prices (vl), unemployment rate
(v2), long-term unemployment rate (v3),
participation rate (v4), the employment rate
(v5), the part-time employment rate (vo6),
the temporary employment rate (v7), trade
union density in % (v8), labour productiv-
ity as GDP per hour worked (v9), average
gross annual wage in EUR (v10), average
gross monthly salary in EUR (v11), public
expenditure on ALMP as a percentage of
GDP (v12), public spending on PLMP as a
percentage of GDP (v13), public expendi-
ture on total labour market policies as a per-
centage of GDP (v14), the average annual
number of cash social assistance benefits
paid (v15), and the average annual num-
ber of recipients of unemployment benefit
(v16).

The data for our empirical investiga-
tion were obtained from various database
sources. Data for variables vl to v7 come
from the Eurostat database, for variables v8
to vl1 from the OECD database, for varia-
bles v12 to v14 from the D.G. Employment,
Social Affairs, and Inclusion database,
while the data for variables v15 and v16
come from the Employment Service of the
Republic of Slovenia database. Data were
collected on an annual basis for the period
1995-2017. The descriptive statistics for the
variables are presented in Table 1.
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Table 1. Descriptive statistics

Variable Mean Std. dev.
vl 14,858.48 3,906.22
v2 7.10 1.43
v3 49.21 7.08
v4 70.05 1.95
V5 64.99 2.09
v6 7.98 1.79
v7 13.38 2.13
v8 3422 10.29
v9 30.89 8.51

v10 16,660.93 5,568.58
vll 1,388.41 464.05
v12 0.30 0.09

v13 0.55 0.22
v14 0.85 0.29

vls 50,749.75 6,149.59
v16 25,638.22 7,597.96

Source: Authors’ calculations.

3.2. Methods

To define the underlying dimensions of
unemployment benefits, we use the prin-
cipal component approach. This approach
involves determining what linear compo-
nents exist in the existing data and how a
particular variable might contribute to that
component (Field, 2009). The goal is to re-
duce the size of a data set and reduce it to
an actual underlying dimensionality. This
means reducing the large group of variables
to fewer previously unknown dimensions
(components).

The components identified were used in
further least-squares analysis to determine
the relationship between each component
(denoted K in the regression function) and
unemployment benefits (denoted U.B. in

the regression function). The Statistical
Package for the Social Sciences (SPSS) was
used for the calculations. The fundamental
regression function, where a is an intercept,
Bs are regression coefficients, and ¢ is an er-
ror term, can be written as follows:

4. RESULTS

We proceeded with the principal com-
ponent approach, using a correlation matrix
as input, through which standardisation is
automatically performed to deal with differ-
ent units of measurement. Bartlett’s test for
sphericity (p-value<0.05) and KMO statis-
tic 0.612 (>0.5) indicate that the analysis is
reasonable.
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Table 2. Total variance explained

Initial Eigenvalues Rotation Sums of Squared Loadings
Component
Total | % of Variance | Cumulative % | Total | % of Variance | Cumulative %
1 8.11 54.06 54.06 5.67 37.81 37.81
2 3.43 22.84 76.90 4.69 31.27 69.08
3 1.64 10.96 87.86 2.82 18.78 87.86
4 0.86 5.74 93.60
5 0.63 4.19 97.79
6 0.18 1.23 99.02
7 0.08 0.56 99.58
8 0.04 0.27 99.84
9 0.02 0.10 99.95
10 0.01 0.05 100.00
11 0.00 0.00 100.00
12 0.00 0.00 100.00
13 0.00 0.00 100.00
14 0.00 0.00 100.00
15 0.00 0.00 100.00

Source: Authors’ calculations.

Table 2 shows that the first compo-
nent explains 54.06% of the total variance
and that the first three components togeth-
er explain 87.86% of the total variance.
The scree plot (Figure 1) also provides

information on the number of components
to be obtained. However, we decided that
three components were the correct number
for the analysis.
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Figure 1. Scree plot
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Based on the results of the rotated com-
ponent matrix (table 3), we define three
underlying dimensions of unemployment
benefits, namely the general economic en-
vironment (component 1), social protec-
tion (component 2) and functioning of the
labour market (component 3), allowing for

variable weights above 0.6. Component 1 is
a linear combination of variables v1, v8-v11
and v15. Component 2 is a linear combina-
tion of variables v6, v7, v12-v14, whereas
component 3 is a linear combination of var-
iables v2-v5.
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Table 3. Rotated component matrix

Component
1 2 3
vl 0.97 0.12 -0.16
v8 -0.91 -0.36 -0.15
v9 0.90 0.26 0.34
v10 0.88 0.46 0.06
vil 0.88 0.46 0.06
vl5 -0.74 0.06 0.27
v12 0.03 0.92 -0.05
v14 0.25 0.92 0.19
v13 0.33 0.83 0.27
v -0.16 -0.71 -0.04
V6 0.60 0.67 0.05
v3 -0.03 -0.20 0.91
V5 -0.07 -0.54 -0.83
v2 0.34 0.59 0.71
\Z 0.55 -0.17 -0.67

Source: Author’s calculations.

Each component thus defined was then
used in a regression analysis to determine
the relationship between each component
and unemployment compensation. The
regression model according to the F-test
proves to be statistically significant (p-
value<0.05) with R? 0.88. The results ob-
tained (Table 4), considering standardised
coefficients, show, first, that the worse the
general economic environment, the greater
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the pressure on unemployment benefits (p-
value<0.05). Second, the more generous the
social protection in the labour market is, the
higher the pressure on unemployment ben-
efits (p-value<0.05) is. Third, a non-func-
tioning labour market increases the pressure
on unemployment benefits, the last effect
being borderline and has not been statisti-
cally significant.
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Table 4. Estimation of coefficients

yodel Unstandardised Coefficients Standardised Coefficients ¢ Sig.
Std. Error Beta
(constant) 24,233.00 943.74 25.68 .000
component3 | 1,784.16 985.70 0.22 1.81 .108
1
component2 | 6,743.27 985.70 0.83 6.84 .000
component 1 3,008.75 985.70 0.37 3.05 .016

Source: Authors’ calculations.

5. DISCUSSION AND
IMPLICATIONS

Slovenia offers a comprehensive so-
cial protection system. The Unemployment
Insurance Programme is part of PLMPs and
provides financial assistance for unemploy-
ment. Those who are not eligible for un-
employment benefits may apply for social
assistance. Unemployment does not only af-
fect unemployed people. The extent and du-
ration of unemployment have far-reaching
effects on the entire economy. Workers lose
income while output and consumption de-
cline. The results show that the pressure on
unemployment benefits is more significant
during poor economic conditions. The study
period includes crisis years, which could
bias the results.

Countries attempt to mitigate labour
market failures through various regulations,
and the most important is employment pol-
icy. Within such a policy, active and pas-
sive labour market policies are available.
ALMP is primarily an attempt to strengthen
the link between active and passive labour
market policies and to equate social pro-
tection policies and employment in gen-
eral. The aim is to shape activation poli-
cies within a common framework. On the
other hand, PLMP is especially important in

economic crisis, as it replaces lost personal
income and serves as a basic safety net to
the unemployed.

The main shortcoming of the system
is that it does not encourage active job
search, although the rights and obligations
of benefit recipients are relatively strict.
The primary condition for a person to be
eligible for benefits is the obligation to par-
ticipate in the labour market actively. The
academic background suggests that unem-
ployment insurance systems cause differ-
ences in unemployed individuals’ behav-
iour (Williamson, 2006). They determine
their equilibrium outcome from the prefer-
ences of job seekers and the wages offered
by employers, also known as reservation
wages. It allows them to weigh the possible
positives and negatives between remain-
ing unemployed and finding a job. More
generous benefits lead to an increase in the
recipient’s reservation wage and less inten-
sive job search compared with unemployed
workers who are not eligible for unemploy-
ment benefits since remaining unemployed
under a more generous system is less costly.
Several studies (Hornstein in Lubik, 2015;
Marinescu and Skandalis, 2018; Rothstein,
2011; Schmeider et al., 2015; Juznik Rotar
and Krsnik, 2020; Tatsiramos and Ours,
2012) confirm that this leads to a decrease
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in employment levels and an increase in the
duration of unemployment. The results also
show that the more generous social protec-
tion is, the higher pressure on unemploy-
ment benefits.

In addition, labour market activity con-
cerns macroeconomic effects such as the
long-term unemployment rate, labour force
participation and their links to aggregate
supply and demand. Long-term unemploy-
ment was a noticeable problem in Slovenia
even before the financial crisis, and it ac-
counts for about half of all unemployed.
The results of many studies indicate that the
duration of unemployment is significantly
longer for recipients of unemployment ben-
efits than for the unemployed who are not
entitled to compensation. In addition to the
period of entitlement to unemployment ben-
efits, the level of benefits also has an impor-
tant influence on the longer time spent look-
ing for a new job. On the one hand, a more
generous unemployment benefit system in-
creases pressure for higher wages. As a re-
sult, companies are unwilling to hire work-
ers, while the unemployed have difficulties
finding a job.

On the other hand, a more generous un-
employment benefit system may lead to less
intensive job search because it is better to
stay at home than to work, as the opportuni-
ty cost is are lower (Fujita 2010; Kyyré and
Pesola, 2017). Overall, the results obtained
suggest that a non-functioning labour mar-
ket increases the pressure on unemployment
benefits. However, the effect is not statisti-
cally significant.

According to our analysis, some ap-
proaches to labour market policy decision-
making can be defined to improve the per-
formance of the Slovenian labour market.
In designing a flexicurity system, Slovenia
needs to pay more attention to creating ap-
propriate work incentives. Unemployment
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benefits and social transfers, combined
with high-income taxation, can discourage
the unemployed from finding employment
(Fialova and Schneider, 2009; Laporsek and
Dolenc, 2012). Compared to other coun-
tries, the unemployment trap in Slovenia
is very high in the initial phase of unem-
ployment. The unemployment trap indica-
tor shows the difference in a person’s net
earnings from unemployment to employ-
ment. This difference results from social
contributions, higher taxes and lower so-
cial transfers when employed than higher
social transfers and payments when unem-
ployed. It has increased over the last dec-
ade and means a lower motivation to work.
Therefore, social security systems need to
be redesigned to enable faster reintegra-
tion into the labour market. This means
strengthening measures to prevent the tran-
sition to long-term unemployment, which
usually leads to inactivity and, thus, slower
economic development, as the country fails
to realise its full potential.

The design of a social security system
and the choice of different parameters, such
as benefit levels and duration, is about find-
ing the right balance between protecting the
unemployed and avoiding too much distor-
tion of work incentives (Schmeider and
Wachter, 2016). Policies should primarily
focus on increasing the responsiveness of
the employment service, which could be
significant in preventing inactivity among
the unemployed. Dealing with the unem-
ployed is of great importance to a person’s
success in returning to the labour market.
Accordingly, they should strive to provide
adequate education, counselling, and com-
munication to encourage individuals to seek
employment actively. Particular attention
should be paid to older unemployed people,
who make up the highest proportion among
the long-term unemployed, the low-skilled,
and recipients of unemployment benefits. It
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would be necessary to support these meas-
ures with an effective ALMP, as financial
compensation alone cannot motivate in-
dividuals to find work. PLMP over a long
period with no or few active programmes
leads to more long-term unemployed
(O’Higgins, 2010). Evidence-based policy-
making should be encouraged. Measuring
outcomes and evaluating programmes are
of great importance. Otherwise, we cannot
know which policies or programmes are
effective and which only alleviate social
problems and therefore do not positively
impact individual development, even if they
cost the country a lot of money.

5.1. Enterprise-level implications

The global financial crisis has impacted
all types of businesses, small and large, due
to tight credit conditions, lower demand,
and general uncertainty and fear. Increased
unemployment also impacts companies as
they are burdened with taxes, further af-
fecting their business and operations. Under
these circumstances, businesses have no
interest in hiring new workers. In addition,
Hagedorn et al. (2013) found that unem-
ployment benefits lead to a decrease in job
creation by employers because they cause
an increase in the equilibrium wage. As a
result, firms’ accounting profits decline and
job postings are reduced to restore the equi-
librium relationship between the cost of en-
try and expected profits. In addition, when
revenues and profits decline, companies
must limit or eliminate hiring. This means
that more work has to be done by fewer
people. While this leads to an increase in
productivity per employee, on the other
hand, working conditions become more ar-
duous, wage increases are halted, and work-
ers may fear further layoffs.

To reduce costs and improve the overall
situation, companies may cut spending on

research and development, stop introducing
new products, and stop buying new equip-
ment, which is critical in enhancing sales
and increasing market share. Spending on
marketing and advertising may also be cut.
Declining GDP also negatively impacts
consumer confidence and spending, affect-
ing business performance. Declining aggre-
gate demand also most likely leads to busi-
ness closures, especially for newly open
businesses (Geroski et al., 2010), allowing
surviving companies to capture higher mar-
ket share.

Corporate strategy and performance
depend on capabilities and resources, man-
agement’s perception of opportunities and
risks, and the overall cultural, market, in-
stitutional, and organisational situation
(Sternad, 2012). The financial, product and
labour markets in which companies oper-
ate, their acute sense of economic dete-
rioration, and other institutional conditions,
such as the nature of government support
for business and their performance, have a
significant impact on how companies ad-
just to recession conditions and their future
performance.

To leverage their capabilities, compa-
nies can use different strategies, such as
portfolio strategy (new product develop-
ment, alliances, acquisitions, divestments),
growth strategy (consolidation, entry into
new markets, withdrawal, new product in-
troduction), financing strategy (e.g., debt
restructuring, equity raising), and business
strategy (cost focus, differentiation, or hy-
brid) (Kitching et al., 2009). Circumstances
or resources often constrain the choice of
strategy. Kitching et al. (2009) found that
larger companies are more sensitive to their
choice of strategy because of their better
resource base and greater flexibility in the
face of environmental shocks.

57



Journal of Contemporary Management Issues

Companies’ network of relationships
with other stakeholders or competitors af-
fects corporate strategy and performance.
For example, companies operating in mar-
kets that require continuous product in-
novation face pressure to innovate even in
times of recession, which often requires un-
interrupted investment in intellectual prop-
erty and R&D. Companies with limited re-
sources that are unable to allocate sufficient
assets may have difficulty spending heav-
ily on investment strategies (see, for exam-
ple, Raisch and Birkinshaw, 2008). On the
contrary, companies have to weigh which
price is more likely to lead to higher sales
in price-sensitive markets, especially when
competitors have lower prices.

Companies that adapt faster and bet-
ter have a higher probability of surviving
the dire economic situation and position-
ing themselves well in the market (Pajunen,
2008; Soininen et al., 2012). Increased risks
and uncertainties, rapid changes in the glo-
balisation of the economy, communica-
tion, changes within markets and technol-
ogy force companies to respond and adapt
to such influences. Moreover, a favourable
business environment signals workers to
increase their confidence and invest in ad-
ditional skills and competencies that com-
panies need to develop or maintain their
competitive advantage.

6. CONCLUSION

Social transfers have many different ef-
fects on the labour market and how the un-
employed behave in other circumstances.
For example, a higher value of unemploy-
ment causes the reservation wage of the
unemployed to increase. The unemployed
become choosier in their choices and wait
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for a better offer. They may also be less mo-
tivated to look for work, especially if they
receive unemployment benefits for a more
extended period.

Many different factors influence the
number of people receiving unemployment
benefits. This paper defines the underly-
ing dimensions of unemployment benefits
in Slovenia using the principal component
approach. Using the principal component
approach, we defined three components of
unemployment benefits referred to as the
general economic environment, social pro-
tection, and functioning of the labour mar-
ket. Each component so defined was then
used in the regression analysis to determine
the relationship with unemployment ben-
efits. The results show that the general eco-
nomic environment, social protection and
functioning of the labour market are essen-
tial components of unemployment benefits,
with the first two proving to be significant.

The Slovenian social security system
is quite generous. Unemployment benefits
and social transfers combined with high
tax rates create strong incentives to work.
Slovenia should therefore promote the tran-
sition from nonemployment to employment,
focusing on the most vulnerable groups. It
would be necessary to reduce the popula-
tion’s dependence on social benefits and
ensure social security to a greater extent
through employment. We emphasise that
social security systems should be rede-
signed to promote activation and optimise
faster reintegration into the labour market.
Evidence-based policymaking should be
encouraged to use public resources effec-
tively. Moreover, companies can hardly be
expected to hire new workers without an
improved business environment.
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ANALIZA KLJUCNIH DIMENZIJA NAKNADA
ZA NEZAPOSLENE U SLOVENLJI I IMPLIKACIJE
NA RAZINI PODUZECA

Sazetak

Cilj je ovog rada utvrditi kljucne dimenzije
naknada za nezaposlene u Sloveniji, koristeci
pristup temeljnih komponenti. Utvrdili smo po-
stojanje triju determinanti naknada za nezaposle-
ne: opc¢e gospodarsko okruzenje, razinu socijalne
zastite i funkcioniranje trzista rada. Rezultati
istrazivanja pokazuju da nerazvijenost gospo-
darskog okruzenja, kao i razina socijalne zastite
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povecavaju pritisak na naknade za nezaposlene.
LoSe funkcioniranje trzista rada takoder poveca-
va pritisak na naknade za nezaposlene, iako na-
vedeni efekt nije statisticki znacajan.

Kljuéne rijedi: #rZiste rada, nezaposlenost,
socijalni transferi, naknade za nezaposlene, po-
litika trZista rada



