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Unemployment shocks are characterized by a substantial drop in per-
sonal and/or household income. This drop affects consumption patterns and
household finances (consumption on durables and non-durables, debt, collat-
eral, credit riskiness, credit constraints, etc.). Given the magnitude of the
income loss, the nature of these consumption responses has major implica-
tions at the aggregate level, for the transmission of shocks from the labor
market to other sectors of the economy, and therefore, for the understanding
of aggregate fluctuations in economic activity. It also has critical welfare im-
plications, and is central to the design of optimal unemployment insurance
policies.

Despite the importance of the topic, we know surprisingly little, empir-
ically, about how consumption patterns are affected by unemployment and
the length of unemployment spells. Nor do we know much about how credit
constraints evolve over the time of an unemployment spell. The only avail-
able evidence is Gruber [1997] who shows using US survey data that food
consumption drops during unemployment and Browning and Crossley [2001]
who show using Canadian data that total household expenditures experience
a decline at the moment a member of the household becomes unemployed.
But we know very little about the timing of responses or about how con-
sumption evolves over the unemployment spell. This might prove extremely
important to understand consumption patterns in recessions as the dura-
tion of unemployment and the incidence of long-term unemployment tends
to increase sharply. We also know nothing about the anatomy of the behav-
ioral response (what type of consumption adjusts, does debt increase, etc.),



or about the heterogeneity of responses across households. Finally, we know
very little about how unemployment insurance (UI) may mitigate the adverse
effects of income losses incurred during unemployment.

The reason for the lack of empirical evidence is simply the lack of good
data on household consumption and assets matched with precise information
on employment. Our research project plans to bridge this gap in the litera-
ture. We will create a unique dataset, which merges at the individual level
the universe of employment and Ul records in Sweden with detailed income
and wealth! information from the tax administration and direct consump-
tion information from consumption surveys. The merge of these data sets
allows us to study the evolution of household finances over the time of an
unemployment spell.

There are several key innovations in our project. First, unlike existing
studies, our study will be the first to have high-quality and detailed informa-
tion on consumption, income, wealth and employment. This allows us to look
directly at consumption profiles but also at asset and debt profiles to ana-
lyze the full response of household finances to the unemployment shock. The
second innovation of our project is that by using precise administrative data
on Ul and quasi-experimental variation in the level of benefits brought about
by the functioning of the Swedish UI system (Bennmarker et al. [2005]), we
will be able to credibly identify the effects of Ul on expenditure and debt
over the unemployment spell. Finally, the last innovation of the project is
to use this empirical evidence to provide practical recommendations on the
time structure of Ul benefits. This policy analysis builds on a simple, but
robust characterization of the optimal profile of unemployment benefits that
we have developed in the spirit of the sufficient statistics approach (Chetty
[2009], Chetty and Finkelstein [2012]).

We have successfully completed the application process for the data,
which will become available on June 30. The research grant will be used
for acquiring the data, for research assistance and I'T support. We will also
have to travel to Sweden to organize the data and plan to disseminate our re-
search in seminars and conferences in Europe and the US. We have included
two appendices below. The first appendix provides more detailed informa-
tion about the data set. The second appendix provides an itemized budget.
We have included our CV’s as well.

! This is made possible by the existence of very precise wealth information collected in
Sweden by the tax administration until the abolition of the wealth tax in 2007.



Appendix A: Data

Our project is based on the creation of a unique dataset spanning between
1991-2010 and merging three different data sources: (1) employment and un-
employment registry data (2) asset and income information from the Swedish
Tax administration and (3) consumption information from the household con-
sumption surveys HUT. This is the very first time such information would
be put together.

Employment and Unemployment data

The unemployment data in Sweden comes from the unemployment history
data from the Swedish Public Employment Service (Arbetsférmedlingen).
The two relevant data sets here are HANDEL and ASTAT (AKSTAT in the
1990s). The data contains weekly updated information on unemployment
duration, date of registering as unemployed, eligibility to receive Ul benefits,
and earnings used to base Ul payments on. It will be matched with LISA-
data that contains yearly plant-level data on all workers that were employed
at a plant some time during each year, irrespectively of being employed on
a fixed-term or a permanent contract. This data set includes information on
total annual earnings as well as the first and the last remunerated month for
each employee, which enables us to construct monthly wage data by dividing
total earnings during the year by the number of remunerated months. LISA
also contains important background characteristics such as family situation,
education, additional social benefits such as housing or social aid and place
of residence.

Asset and income data from the tax administration

Up until 2007, Sweden levied a wealth tax. To establish who qualified,
the Swedish tax authority had therefore the mandate to collect detailed in-
formation about each tax payer’s holdings of financial assets, such as bond,
stocks, mutual funds or simply balances of households’ bank accounts. The
data collection took place through the financial institutions. The collected
data also contains information on coupon income from bonds and interest
income from bank accounts. Since 1999 these data have been delivered to
Statistics Sweden. The financial asset registry data (Fomogenhetsregistret)
between the years 1999-2007 is merged with the national real estate reg-



istry (Fastighetstaxeringsregistret) which records every purchase or sale of a
house or cabin, along with the transaction date and gives a detailed picture
of household’s real estate wealth. For details about the various data sources
and how the registry data can be used to compute credible measures of con-
sumption, see Koijen et al. [2013].

Consumption survey data
Consumption information comes from HUT, yearly household consumption
surveys, that will be matched to the registry data using individual identifier
(social security numbers). The relevant surveys are those made in 1992, 1995,
1996, 1999, 2000, 2001 and 2003-2009.



Appendix B: Budget

The research grant will be used for acquiring the data, for research assistance,
travels and IT support. We are asking for a total budget of $17,500. A
detailed breakdown of the budget is provided below with explanations for
the different budget lines.

e Data acquisition: $10,000

The total cost for the data prepared by Statistics Sweden is $21,000.
We have already secured $13,000 from our own research accounts and
therefore need an extra $8,000 to complete the purchase to Statistics
Sweden. We are also including an extra $2,000 to purchase additional
variables / data along the way in case we need extra information or
years of data.

e Research assistance: $5,000

We need research assistance to organize the data. We are asking for
5 weeks full time (40 hours per week). The hourly rate for graduate
student is 15 GBP & $25. This means a total of $25 x 200 hrs = $5,000.

e IT support: $1,000

e Travels: $1,500
We will have to travel to Sweden to organize the data and plan to
disseminate our research in seminars and conferences in Europe and

the US.
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