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INTRODUCTION

Changes to New Zealand's income support system during the last decade have focused on reducing benefit dependency and curbing growth in government expenditure. The real level of benefits was cut in 1991, and increased emphasis has been placed on targeting assistance to those in greatest need. New incentives and active assistance have been introduced to encourage greater independence from the benefit system.

Reducing the level of unemployment remains a key objective of the current Government. In February 1994 the Government convened a Task Force to look at ways of reducing unemployment. Among the submissions received by the Task Force was one from the New Zealand Business Roundtable which, among other things, proposed "redesigning unemployment income support so as to introduce a fall in benefit levels after a fixed period of time" (Prime Ministerial Task Force on Employment 1994b).

In August 1994, Bob Matthew of the Business Roundtable restated the organisation's support for a time limit on the Unemployment Benefit (UB). "Such a policy is widely applied in other countries and it would be surprising if it were not adopted in New Zealand within the next ten years," he said (NZ Press Association 1994). Matthew did not spell out the details of the proposal and the Task Force did not investigate it in any depth. However, the time limited schemes in other countries and the idea of a limited duration UB in New Zealand are worth assessing.

This paper starts with a brief description of UB and recent unemployment trends in New Zealand before introducing time limit theory and considering overseas experience with time-limited unemployment insurance. Three time limit options for New Zealand are presented, along with a description of the role of active assistance in reinforcing a time limit policy. The paper finishes by identifying key factors which policy makers should think about if a UB time limit were to be considered in New Zealand.

UNEMPLOYMENT BENEFIT

The main objective of UB is to prevent poverty and assist with job search by providing some compensation for loss of income through unemployment, but the eligibility criteria for this benefit indicate appeal to particular principles and constraints, in particular a concern with fiscal constraints and a desire to encourage independence and self-reliance (Royal Commission of Social Policy 1988).

UB provides assistance for people physically capable of work but who, through no fault of their own, are unable to find work (Ibid.). Accordingly, New Zealand residents, who want but are unable to find work, have a right to assistance through the UB programme. They also have a responsibility to actively seek work and to be prepared to accept any job offer. UB provisions are designed to reinforce this responsibility.

Although unemployment levels are influenced by external factors such as the state of the economy, UB policy recognises that people in this group have a degree of ability to improve their situation. UB rates (lower than other benefits), entitlement rules and other provisions strongly encourage self-reliance through incentives and sanctions.

Recipients of UB are "work tested". Applicants must register as job seekers with the New Zealand Employment Service (NZES) of the Department of Labour and sign a declaration that they are available for and actively seeking work. UB recipients are also expected to check NZES job vacancy notice boards at regular intervals.

Work focus interviews are held after 26 and 52 weeks of unemployment, to verify individuals' job search efforts and to offer advice where needed. A person who leaves a job for an inadequate reason, refused a suitable job, or fails to take steps to find employment, may face a "stand down" and become ineligible for a period of up to 26 weeks. This "stand down" is designed to encourage people to take responsibility for their own welfare before turning to the State.

Sanctions and incentives built into the benefit system are complemented by individualised assistance and other programmes which help overcome labour market disadvantage. For example, NZES runs compulsory Job Action courses for beneficiaries who have reached two years of unemployment.

The Department of Social Welfare is also involved in delivering non-financial assistance to job seekers and other beneficiaries. The Income Support Service (ISS) is phasing in a new mode of operation called customise service, which involves developing one-on-one relationships with customers with a view to "helping them feel much more motivated about their future and their capacity to make positive changes" (ISS 1995a).

unemployment trends

Unemployment over the last decade has closely followed both the state of the economy and changes to the structure of New Zealand's population. Between 1985 and 1992 unemployment trebled, peaking in March 1992 with 181,400 (11% of the labour force – see Figure 1) unemployed.

Since 1992 unemployment has followed a downward trend, dropping to 107,000 (6.1% of the labour force) out of work as at September 1995. This is a lower unemployment rate than the September 1995 OECD average of 7.6%.

During the last three years, long-term unemployment (people who have been unemployed longer than 26 weeks) has decreased more rapidly than general unemployment. Numbers of long-term unemployed peaked in September 1992 at 54% of total unemployment. By September 1995, the proportion had fallen steadily, notwithstanding seasonal fluctuations, to 37%. However, long-term unemployment is still markedly higher than its 1985 level of 11%.

Figure 1
Numbers of Unemployed and Long-term Unemployed in New Zealand, 1985-1995.
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Labour Force Participation

Labour force participation rates have taken longer to respond to the economic recovery than unemployment levels. Between 1987 and 1993, the labour force participation rate (the proportion of working-age people who work or are looking for work) declined from 66.3% to 63.2%. About 42% of that loss has since been recovered (Birch 1995).

However, although participation is now increasing, numbers of people receiving Domestic Purposes, Sickness and Invalids Benefits have continued to increase steadily. For example, Sickness Benefit numbers have been increasing at an average of 11% a year since 1980.

WHO ARE THE UNEMPLOYED?

The characteristics of unemployed and long-term unemployed people, and of individuals entering and exiting unemployment, are important factors to take into account when considering strategies to reduce long-term unemployment.

Unemployment is highest amongst people aged under 20 and over 55, males, and Māori and Pacific Islands people (HLFS and DSW statistics). While the causes of long-term unemployment are multitudinous – and include the general state of the economy – lack of skills and qualifications, and mismatch of skills and location are significant.

Most unemployed people have not deliberately chosen to become unemployed. Up to half of all unemployed have lost their most recent jobs due to redundancy or reaching the end of a temporary employment contract. A high proportion have left work for valid reasons such as ill health, unsatisfactory work conditions or family responsibilities (Table 1).

Table 1
Reason for Leaving Last Job.

	Reason for Leaving Last Job
	1986
	1988
	1990
	1992
	1994

	Redundancy/dismissal/laid off
	15%
	25%
	25%
	28%
	23%

	Unsatisfactory work conditions
	9%
	9%
	8%
	5%
	6%

	Own ill health or injury
	6%
	5%
	5%
	4%
	4%

	Temp/seasonal; end of contract
	27%
	25%
	22%
	23%
	24%

	Returned to studies
	4%
	3%
	3%
	2%
	3%

	Family responsibilities, pregnancy
	8%
	6%
	6%
	6%
	5%

	Move house/spouse transfer/travel
	6%
	7%
	8%
	6%
	6%

	Other
	13%
	9%
	9%
	7%
	6%

	Not specified
	11%
	10%
	15%
	18%
	23%


Source: Household Labour Force Survey 1995

A large proportion of the long-term unemployed population appears to be "static". Almost 10% of UB recipients (11,000 people) have been in continuous receipt of UB for at least five years and 24% for at least two years (NZISS September 1995b). Continuing economic growth and job creation, and the introduction of work incentives and sanctions, may not have a significant impact on these individuals whose most significant unemployment problems may relate to severe labour market disadvantage, including a lack of confidence, motivation and skills.

The true incidence of static long-term unemployment may be even higher than the above statistics suggest. Currently for NZES and NZISS statistical purposes, the unemployment duration of individuals who leave unemployment for a brief spell restarts from zero when they re-register as unemployed. It is difficult to draw firm conclusions about flows into and out of unemployment from the available data. However, given that less than 10% of lapsings of long-term unemployed from the NZES register are due to placement in work (compared to 16% amongst short-term unemployed) it is possible that many of those who lapse return to unemployment within a relatively short time span.

time limits: theory and empirical evidence

One of the reasons postulated for high unemployment levels both in New Zealand and overseas is the existence of unemployment benefits. It is argued that benefits provide an incentive both for working people to leave employment, and for unemployed people to remain unemployed for longer periods of time
 (Brosnan et al.1989).

The relationship between unemployment benefits and unemployment may be simplistically considered in terms of the ratio between income out of employment and income derived from employment (the replacement rate). The existence of UB may have an adverse effect on unemployment if some people perceive that the gains from employment are not sufficient to offset the loss of UB, extra employment-related costs and reduced leisure time.

Without benefit entitlement, replacement rates would be reduced to zero. This leads to the idea, first developed by Mortensen (1977, cited in Carling 1994), that a benefit time limit may have incentive effects
. The key implication is that the minimum wage for which the unemployed individual is prepared to work (the reservation wage) falls as the benefit expiry date approaches. This principle can be demonstrated in an economic model of job search
.

Empirical studies have produced results which are largely consistent with this theory. For example, a microsimulation study using United States data by Katz and Meyer (1990, cited in Carling 1994) shows a sharp rise in the outflow rate from unemployment about the time of Unemployment Insurance (UI) exhaustion. Notably, they conclude that changes in UI duration have greater work incentive effects than changes in UI levels, and their simulations show that a given UI expenditure cut achieved by reducing the length of entitlement has twice the effect on unemployment duration of savings achieved through a cut in benefit levels (Whitlock 1994).

Studies by Solon (1979, cited in Brosnan et al. 1989), Barron and Mellow (1981, cited in Brosnan et al 1989) and Carling (1994) have also produced findings which support the theory that a time limit reduces the average duration on unemployment benefits.

Caution Needed

However, theory and overseas evidence should be treated with caution in assessing the effects of a time-limited UB in New Zealand. Models such as the job search model referred to above are simplifications of the real world. In reality a complex interaction of factors can have a large bearing on the end result. For example, it is an oversimplification of the labour market to consider only the two categories "employed" and "unemployed". Atkinson and Micklewright (1989:9) suggest that the labour market may be summarised in terms of a minimum of five states: unemployment, regular employment, marginal employment, not in the labour force, and in training/education.

The categories "not in the labour force" and "in training/education" are important in this context because a benefit time limit may not only increase numbers of people entering employment, but may also motivate people to leave the labour force, as discussed later in this paper (e.g. shifting from UB to Sickness Benefit).

Equally important is the distinction between "regular" and "marginal" jobs. Regular jobs come with the expectation of lengthy employment, are covered by statutory employment protection and are part of the legal economy. Marginal jobs lack one or more of these attributes and are associated with a greater risk of return to unemployment. It would be an undesirable side-effect of any labour market policy to increase the incidence of marginal jobs.

In addition, there are a number of other complexities in the real world such as institutional rigidities, power imbalances, imperfect information and discrimination, which are not taken into account in the job search model. These complexities reduce the degree to which we can have confidence in the predictions of this model.

The empirical evidence cited above should be interpreted with a similar degree of caution. It is problematic to use outcomes in one country to predict outcomes in another. The effect of a time-limited benefit on the unemployed population, the labour market and the economy may be affected by economic and cultural circumstances, and the administrative arrangements of the country in which the time limit operates.

In particular, it is important to note that the empirical evidence cited above relates to insurance-based schemes, which differ from welfare benefits in several important ways. Unemployment insurance is typically restricted to individuals with a history of paid employment. Payouts are related to contribution. In countries with UI schemes, there are fall-back welfare provisions for those ineligible for UI.

Unemployment benefits, on the other hand, have a wider target group which includes individuals at greater labour market disadvantage, such as school leavers and other people who have never worked. Amongst the primary objectives of unemployment benefits are poverty alleviation and income redistribution. Eligibility is linked to job-seeker status rather than work history or contribution. Hence time-limited welfare is a very different proposition to time-limited unemployment insurance.

With the exception of some experimental programmes in the United States, there are no time-limit unemployment benefits. Therefore, there are no real precedents anywhere in the world for limiting the duration of New Zealand's UB.

Whether increased job search leads to lower unemployment levels depends fundamentally on the availability of jobs and the level of job creation in the economy. Although the main thrust of a benefit time limit is to change labour supply characteristics, it may also affect demand for labour if the labour market experiences increased numbers of people competing for jobs they may not otherwise have pursued. As people's reservation wages decrease, competition for work in some sectors could increase, placing downward pressure on market wages. Employers may be enticed to offer extra positions they otherwise could not have afforded. A benefit time limit may thus have a positive impact on economic growth. There is, though, a need for caution about the types of jobs created, which may primarily be marginal jobs.

Before proceeding with the analysis of options, one important caveat must not go without mention. For the sake of this analysis, it is assumed that New Zealand's UB generates a work disincentive effect akin to those proposed in theory and evidenced in overseas studies. However, before a UB time limit is given serious consideration, the strength of this effect in New Zealand should be quantified to establish whether in fact a substantial work disincentive exists.

OPTIONS FOR TIME-LIMITED UB AND CRITERIA FOR EVALUATION

This paper analyses three options in terms of their suitability for New Zealand:

· the status quo (UB with no time limit) is used as a benchmark against which to compare two time limit options;

· a hard time limit (complete withdrawal of assistance after a certain duration); and

· a soft time limit (partial or progressive withdrawal of assistance after a certain duration).

Key considerations in assessing these three options have been targeting efficiency, coverage of need, incentives to work, poverty alleviation and fiscal implications.

No Time Limit (status quo)

Under the current UB regime, eligibility for the benefit is not contingent on how long, or how often, job seekers have been unemployed. UB's coverage of need (the extent to which those who should be included in the target group are included (Jensen 1994) reflects the intention that UB should provide assistance for all residents who are physically capable of work but who, through no fault of their own, are unable to find work.

Some proponents of open-ended benefits argue that the lack of a time limit enhances long-run economic efficiency by allowing benefit recipients time to find an appropriate job that they will keep for a reasonable length of time (Brosnan et al.1989(. However, this argument does not reflect current work-testing arrangements in New Zealand, which require people to accept any offer of suitable employment (failure to accept two offers results in a 26-week stand down).

The work test serves primarily as a gatekeeping mechanism. Its intention is to improve targeting efficiency (the degree to which the policy excludes those who should be excluded from the target group (Jensen 1994) by identifying and sanctioning people who are clearly not looking for work. It may motive people to comply with minimum process requirements (exhibiting the behaviour of looking for a job) to ensure continuation of benefit, but in itself does not produce a strong incentive to pursue the desired result of employment. Job-seekers who become discouraged can meet work test criteria although they may have settled for not finding a job.

Individualised assistance programmes such as Job Action (provided by NZES) and customised service (provided by ISS) are more results-focused, aiming to motivate people to find work by encouraging them to gain skills and seek employment. However, it is still possible to comply with these programmes without genuine motivation to leave the benefit system.

Hence, current arrangements do not guarantee that job search activity takes place as ardently, or as successfully, as it might.

Hard Time Limit

The simplest concept of a benefit time limit is one which involves the total cessation of UB after a certain period of receipt. In the United States, this regime has been described as a "hard time limit". On the basis of economic theory and overseas experience with unemployment insurance schemes, it may seem reasonable to suggest that such a policy would keep job-seekers firmly focused on the outcome of paid employment, would save taxpayers money and produce impressive reductions to long-term unemployment. However, closer examination raises serious doubts about the validity of these claims.

The impact of a hard time limit on targeting efficiency is difficult to predict. Targeting efficiency would be enhanced if a greater proportion of UB recipients were motivated to actively seek work and fewer people were inclined to declare themselves in the labour force solely to claim UB. Further, if people who are not seriously looking for work are concentrated at the long-term end of the spectrum, a hard time limit would improve targeting efficiency by excluding these people. Although the extent of these effects cannot be reliably quantified from existing information, some improvement in targeting efficiency seems likely on the basis of economic theory.

However, UB's coverage of need would unquestionably be reduced. Any people involved in earnest but fruitless job search, who were unable to secure employment within the time frame of the benefit, would inevitably be penalised. This is potentially a large group of people (depending on the time limit's impact on successful job search amongst long-term unemployed): for example, 11,000 people having been receiving UB continuously for longer than five years
.

This group is likely to include people at greatest labour market disadvantage, for whom there should arguably be more assistance to find work, rather than greater penalties for failure to find work. By removing resources needed for job search, a hard time limit may further disadvantage groups already disadvantaged in the labour market and discourage active job search amongst people whose benefit entitlement has run out (Solon 1979, cited in Brosnan et al. 1989)
. Further, as there are disproportionate numbers of Māori and Pacific Islands people amongst the long-term unemployed (Prime Ministerial Task Force on Employment 1994c), a hard time limit could be viewed as discriminatory.

A basic tenet of New Zealand's social security system is that people should not suffer material hardship because of events beyond their control. A benefit time limit is arbitrary by nature and ignores individual characteristics and labour market peculiarities. Because there are so many external factors affecting people's employability, it cannot be held that people become long-term unemployed by their own doing. Thus it would be indefensible to exclude people from income support because of the length of time they have been unemployed. If UB were to cease, some other form of assistance would have to be made available.

Some of these people may be able to qualify for Sickness, Invalids or Domestic Purposes Benefits. Steadily increasing expenditure in these areas suggests that this trend may be more difficult to reverse than long-term unemployment. It is undesirable for any labour market policy to encourage increased levels of migration from UB to these benefits.

A more significant number of people may choose to take up a training course and claim Training Benefit (arguably a desirable strategy for some people who have been unemployed for a lengthy period, as it may enhance their employability).

However, many other people would have to rely solely on assistance through supplementary programmes such as Accommodation Supplement, Disability Allowance and Special Benefit. These programmes are subject to tighter means-testing and are generally paid at much lower rates than UB, so to this extent perhaps they are consistent with the time limit approach.

However, entitlement to assistance under these programmes is not contingent on job search. Therefore the availability of such assistance would largely defeat the purpose of a UB time limit by allowing long-term unemployed people to access benefit assistance without work testing or other compulsory labour market assistance. This is tantamount to society writing these people off as unemployable and paves the way for increased long-term benefit dependency. In the context of New Zealand's social security system, a hard time limit could have the opposite effect on many long-term unemployed to that intended, further entrenching some individuals into long-term benefit dependency.

Would a UB time limit save money? In terms of UB expenditure alone it would but, in terms of the overall effect, the fiscal impact is by no means clear. Restricting the UB target group to those who have been unemployed five years or less would reduce UB expenditure
 by a minimum of $120 million per annum, even if the mean duration and incidence of unemployment receipt were not reduced by work incentive effects. A one-year time limit would reduce UB expenditure by at least $530 million per annum, again assuming no work incentive effect. However, this figure is likely to be eroded by a multitude of second-round fiscal impacts which may include transfers to other benefits, reduced national output as a result of reduced labour force participation, and downstream effects on health care, law and order and tax revenues.

While the effects of the time limit on targeting efficiency are difficult to predict, it is clear that UB's coverage of need would be severely reduced. Policy makers must balance uncertain estimates about positive and negative behavioural effects against the certainty that large numbers of people would cease to be covered by UB.

It seems likely that the negative impacts of a hard time limit would outweigh the positive impacts. Furthermore, there is more certainty attached to the negative impacts than the positive ones. Therefore, there is not a strong argument for the introduction of a hard time limit.

Soft Time Limit

The question of whether UB should have a limited duration is not purely on "all or nothing" proposition. As an alternative to the options of a hard time limit or no time limit at all, UB may be paid indefinitely but reduced in one or more steps after a certain period of time. In the American time limit debate, this has been dubbed a "soft time limit". This is the sort of time limit the Business Roundtable advocated in its submission to the Employment Task Force.

Theory predicts that by retaining a degree of open-ended assistance, a soft time limit may produce a weaker work incentive effect than a hard time limit during an individual's early days of benefit receipt (because the looming drop in the benefit's replacement rate is not so severe), but stronger work incentives for long-term unemployed (through continued income to support job search).

Policy makers would have to balance work incentive objectives and welfare objectives in setting appropriate UB levels. For example, the job search model predicts that the greater the distance between the benefit steps, and the lower the basic benefit rate, the stronger the work incentive effect of the time limit. Even if long-term UB rates were set as low as possible, policy makers might have to consider increasing the short-term rate of UB above current levels, suffering higher initial replacement rates, in order to achieve a satisfactory gap between short-term and long-term UB levels.

Trade offs between targeting efficiency and coverage would also have to be made. These would, however, be more favourable under a soft time limit option than a hard time limit.  Any work incentive effect produced by the soft time limit would enhance targeting efficiency, while coverage of need would be maintained as at present as all people qualifying for UB under the current system would continue to qualify under a soft time limit regime.

In terms of poverty alleviation, any reduction in UB rates would reduce the adequacy of the benefit. The longer people are on a benefit the harder it becomes to meet ordinary expenses (e.g. dental treatment, clothes etc). Reducing the level of UB over time would accentuate this effect. This consideration suggests that a consequence of reducing the benefit level over time may be increased take-up of supplementary income support. Similarly, a soft time limit may give rise to an increased tendency to leave the labour force and switch to other, more attractive benefits. Any such impact would erode the long-run benefits of a soft time limit.

A soft time limit may produce other adverse incentives. In countries with time-limited unemployment insurance, such as Canada
, USA, the Netherlands and Sweden, the labour market adjusts itself to make the best use of the insurance scheme. For example, some individuals cycle between benefits and work to maximise their benefit entitlement
. Some employers plan their seasonal staffing requirements to re-hire ex-employees when their benefits run out. One way to manage these risks is by measuring long-term unemployment in cumulative terms rather than in terms of the most recent spell on benefit when assessing entitlement to a time-limited benefit.

New Zealand's benefit system differs from social insurance schemes in being income tested, with benefit entitlements abating for people with other sources of income. If short-term and long-term unemployed were to receive different rates of UB, it may also be desirable to offer the long-term unemployed a more generous abatement regime, to recognise their labour market disadvantage and encourage them to take up part-time work in preference to no work at all. This may enhance the perceived "fairness" of a two-tiered benefit programme, by signalling that a reduction in income can be avoided, but only with extra effort.

The general macroeconomic climate is probably the most significant determinant of unemployment levels, playing a major part in people's chances of finding a job. For this reason it may be appropriate to vary the duration of the soft time limit to reflect the unemployment situation of the time. There is, however, a fiscal implication in that fluctuations in UB expenditure with respect to the business cycle would become more accentuated.

In comparison with a hard time limit, savings in UB expenditure would be considerably more modest, particularly if short-term rates of UB were higher than current rates. For example, if the initial rate of benefit were 10% higher than its current level and gradually reduced over 24 months to 10% lower than current rates, the result (assuming a nil work incentive effect) would be fiscally neutral in terms of UB expenditure. The main determinants, then, of a soft time limit's long-run fiscal outcome would be its aggregate impact on government spending and national income through:

· increased supply of, and demand for labour;

· lower mean duration and incidence of UB receipt;

· higher take-up of other benefits; and

· possible increases in other social spending (e.g. health, police etc).

Unlike the hard time limit idea, this option cannot clearly be rejected on the basis of the considerations discussed above. Evidence in favour of such a scheme is not sufficient to warrant immediate implementation. However, arguments against a soft time limit do not negate further, more detailed consideration of this option.

Concurrent Programmes

There are two main avenues to improve the job search effectiveness of the unemployed. One is to take a tougher line on benefits. The other is to offer active help in job search and training (Layard 1991). While benefit time limits fall within the ambit of the former approach, their effectiveness may be enhanced if coordinated with the latter, the active assistance approach.

A benefit time limit is unable to deal with individual needs being different, and cannot address any variations in individuals' abilities to find work. For example, a time limit is unlikely to provide sufficient impetus for a high school drop-out with no work experience, who grew up in a family where nobody worked, to go out and get a job. At a minimum, this person would need help in obtaining the basic skills of job search, and counselling on what employers expect from their workers in the way of attendance, respect and reliability (Weaver et al. 1995). Thus it makes sense to consider time limit options in conjunction with suitably targeted active assistance programmes.

CONCLUSION

The idea of time-limited UB for New Zealand should be considered in the context of recent developments in this country regarding the concept of the welfare state. Reforms over the last decade have shrunk the role, size and expenditure of the public sector and tightened income support provisions. However, welfare expenditure continues to take up a large proportion of government spending. It is not surprising that some political voices are suggesting that the current, open-ended UB does not represent the best value for money in terms of welfare expenditure or work incentives. This paper has attempted to draw out the central issues in this debate.

Microsimulation studies of labour markets in the United States and Sweden concur with economic theory that limiting payment duration has a positive impact on job-search behaviour and duration of employment. However, this evidence relates to insurance rather than welfare regimes. OECD countries which operate time-limited unemployment insurance schemes also have fall-back provisions of benefit assistance with unlimited duration.

On the basis of economic theory and overseas evidence, a sound argument cannot be sustained that the current open-ended UB creates significant work disincentives in New Zealand, or that limiting the duration of this benefit would reduce any such disincentives. However, the suggestion that such effects may exist in this country does not seem totally unreasonable.

Any decision to implement a benefit time limit, and the design of that time limit, would involve fundamental trade-offs between poverty alleviation and work incentive effects; and between targeting efficiency and coverage of need. It has been argued that a hard time limit is not a suitable option for New Zealand, as it represents an unacceptable decline in the benefit's coverage of need, has an unpredictable impact on targeting efficiency, and would create a disincentive to remain in the labour force.

However, by reducing UB rates over time via soft time limit, it may be possible to achieve better work incentives while maintaining an acceptable degree of poverty alleviation. Before giving such an idea serious consideration, policy makers should investigate New Zealand's unemployed population to determine whether the current UB generates a significant work disincentive effect.

If this research showed that the current UB generates a significant work disincentive effect, policy makers might decide to conduct a trial of the short-term time limit to see whether it is a suitable intervention. If such a trial were to take place, the following factors should be taken into account.

· With any reduction in UB levels is an increased risk of hardship for both the beneficiary and his or her dependants, placing increased pressure on foodbanks, supplementary income support and perhaps other state infrastructures such as police and health services. Consideration should be given to whether the introduction of steps in UB rates would best be achieved through a reduction to current levels after the time limit, or an increase to current levels before the time limit, or a combination of these. Any increase to UB levels must be balanced against benefit-wage relativity considerations.

· A benefit time limit may improve opportunities for employers by allowing them to take on greater numbers of workers at lower wages. This could be advantageous for the economy, leading to more jobs, lower unemployment and perhaps higher GDP. However, the positive economic implications of this effect must be balanced against the risk of poorer working conditions and reduced incomes in some sectors of the labour market.

· The general macroeconomic climate is probably the most significant determinant of unemployment levels and thus of any unemployed individual's chances of finding a job. Therefore there is a strong case for adjusting the cut-in points for UB reductions periodically to reflect the prevailing level of unemployment in the economy.

· It may be appropriate to consider a different abatement regime for beneficiaries receiving reduced UB, to recognise the extra labour market disadvantage faced by this group and to provide them with an increased incentive to take up part-time work rather than no work at all.\

· A time limit is inherently unable to deal with individual differences and labour market peculiarities. As a disproportionate number of long-term unemployed people lack employable skills, there is a strong argument for combining the time limit with individualised assistance.
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� This article is drawn from a 1995 Master of Public Policy thesis entitled "A Time Limit for the Dole?", a copy of which is held in the Victoria University Library.


� This subject is covered in more detail in Wilson's article.


� This contrasts with reducing the real level of the benefit, which lowers the replacement rate throughout the duration of benefit receipt but never reduces it to zero. Reduced benefit levels may nevertheless cause a reduction in the mean duration of unemployment.


� A model based on Lippman and McCall (1979, cited in Atkinson and Micklewright 1989), incorporating the effect of limited benefit duration on the reservation wage, may be obtained from the author.


� Taken from UB data as at 30 September 1995


� If we assume that there are binding restrictions on the capacity of the unemployed to borrow to finance job search activity, it is then possible that UB increases the resources devoted to job search and hence increases the probability of return to work. Therefore, once benefit entitlement runs out, job search may actually decrease (this is known as the "discouraged worker hypothesis").


� Estimates are based on June 1995 UB duration data and assume that distributions of UB rates are the same within all duration bands.


� The maximum duration of Canada's Unemployment Insurance is linked to the provincial unemployment rate.


� Given changes in the labour market in recent years (e.g. growth of part-time and casual employment) an increase in the incidence of cycling between UB and periods of employment is a natural consequence of these changes. However, it would be undesirable for the benefit system to encourage further cycling purely so that people could increase their UB entitlement.





