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* In the lead up to the last election, the National Party released its new welfare policy. The work-first
policy received unwarranted criticism from many quarters despite New Zealand still lagging behind
international best practice in welfare policy. The National Party now leads the government.

* Policies proposed by the government include a renewed focus on reducing the growth in Invalids
Benefits, Sickness Benefits, and the long-term unemployed. Single parents on the Domestic
Purposes Benefit will be compelled to take up part-time work when their youngest child turns
six. This includes having meaningful reciprocal obligations and imposing penalties on those
bucking the rules.

* The policies are important because work is important. It helps give us a sense of self-respect, helps
increase self-reliance, and helps develop healthy habits, relationships and skills. Paradoxically in
the developed world, as affluence increases and modern well-being improves, more people rely
on the government for all sorts of assistance.

* New Zealand has a relatively ‘soft’” approach to welfare that is work-first in essence but not
necessarily in practice. Overseas experience suggests that work-first approaches to welfare,
time-limiting of benefits, workfare systems, and meaningful sanctions for non-compliance help
get people back into the workforce. Even the often-cited and supposedly social democratic Nordic
and Scandinavian countries have far tougher laws and requirements than New Zealand.

* The overseas experience suggests that, combined with appropriate training and assistance, these
schemes receive cross-party support. This is because high levels of welfare dependency have highly
detrimental effects on society. A large welfare state costs money but, more importantly, can create
new social problems.

* The last great recession and adjustment in the 1980s left many people out of work and languishing
on welfare rolls for a decade or so. This was the case around the world. Many people no longer
felt they had the confidence and skills to participate in a rapidly changing labour market.

* Introducing more rigorous work-first policies is important in a recession so that if unemployment
does rise substantially, people do not lose touch with the world of work. Although by no means
coherent and complete, the government’s welfare policy is moving in the right direction.

Luke Malpass is a Policy Analyst with the New Zealand Policy Unit of the Centre for Independent
Studies.
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Introduction

In the lead up to the 2008 general election, the National Party (now government) released
its welfare policy unashamedly declaring it to be a work-first approach. This means that
all welfare measures would ultimately aim at moving people toward employment.

The rationale was simple: work produces the best results for individuals, for society,
for families, and for children. It is the surest way out of poverty. It increases self-reliance,
helps people to be the best they can, helps develop skills, and helps create a cohesive
community. Few people, if any, would argue that being in work does not achieve these
positive benefits, yet many would stop short of supporting the proposals that John Key'
put forward in August 2008. Many of these critics are opposed to reciprocal obligations
in principle, and some are even opposed to a ‘work-first’ approach. Last year, Green MP
Sue Bradford called the work-first approach a ‘cruel and deliberate’ benefit system that
‘forces desperate people to work.”> While it may be politically expedient to make work-
first approaches to welfare sound like forced labour camps, it is far from the truth.

This paper examines why it is important for the government to encourage people
to work. It will look at why work is good for people, and why the work-first approach
is an important policy for a government to explicitly pursue. In doing so, it argues that
far from being extreme, the proposed pre-election promises were actually rather mild
and very flexible by international standards. It contends that the current recession is no
excuse for dragging heels over reform because reform will bring medium- and long-term
benefits to society.

National’s welfare promises

During the election campaign last year, the National Party (referred to from now on as
‘the government’) promised to introduce new welfare policies based on the importance
of work. In Prime Minister John Key’s words, ‘Paid work is the route to independence
and well-being for most people, and is the best way to reduce child poverty. Long-term
welfare dependency locks people into a life of limited income and limited choices.”
Prior to the election, the government had made a commitment to making work pay and
making welfare a pathway to work. Its policy backgrounder explicitly states that ‘the state
does harm to people, and writes off their potential, by allowing them to stay on a benefit
for a long period of time.™

Besides all of the positive benefits mentioned above, being in work is the surest
way out of poverty. This is a fact recognised by international institutions and political
parties of most persuasions in New Zealand. Although the previous government did not
loudly proclaim their ‘welfare to work’ approach (especially when it did not suit them
politically), they nonetheless actively pursued this approach. The OECD, in a recent
report, confirms that those least likely to be in poverty are those who are employed.
‘By helping people to move into jobs and to become autonomous members of societies,
these policies help prevent a widening in the distribution of market income from occurring
in the first place” On the face of it, the proposed policies of the government not only
look eminently reasonable, they actually look rather insipid.

The government’s main policy initiatives were:

e Focussing on work
e Focussing on the planning process on employment

e Requiring the most frequent applicants for benefit advances to attend a budget
advisory system

e Focussing on the long-term unemployed, particularly by addressing growth in
Invalids Benefit (IB) and Sickness Benefit (SB)

e Raising the amount of money that can be earned on benefit by $80—-$100

e Introducing a graduated system on non-compliance, and compulsory medical second
opinion for those who have been on the SB and for a year

Work produces
the best results
for individuals,
for society, for
families, and for
children. It is
the surest way
out of poverty.
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The need to

be self-reliant
and provide for
oneself and one’s
family remains;
instead of
raising chickens
and tilling
fields, we drive
to the office,
shop or site.
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e Introducing part-time work obligations for Domestic Purposes Benefit (DPB)
recipients when their youngest child turns six

e Introducing part-time work obligations for SB and IB recipients deemed able.®

From subsistence to employment

Having looked at these policies aimed at encouraging people to work, it is appropriate to
ask a very important question. What is so fundamentally important about work?

Paid employment is the cornerstone of modern life, and most political and social
arrangements recognise this fact. But even the earliest human being ‘worked’ in order
to survive, if not for payment. The innate ability and need to work sets apart human
beings from all other animals. Up until recently, much of history has reflected this idea
in the story of subsistence—individuals trying to produce enough resources for their own
survival and comfort and for their families and their communities. “Throughout history
much of the meaning of life was linked to the challenge of staying alive.” This included
raising crops, animals, favours in kind, and occasional trading.

More recently, the development of capitalism as an economic and social system has
lifted much of the world and people in New Zealand above an often difficult existence.
Market economies allow us, through the medium of money, to store payment for labour,
help accrue excess resources to pay for particular goods and services, and to make provision
for times of trouble or future investment. Our forebears were more prone to the vagaries
of nature—a drought, flood, or crop failure could mean no food, and could result in
disease and death. Charles Murray, a prominent American social scientist, points out that
‘staying alive required being a contributing part of a community. Staying alive required
forming a family and having children to care for you in your old age.”® It is also a story
of productivity and the division of labour. We have become more productive by devoting
our energies to a narrower range of skills and becoming far more efficient at those.
The basic shape of society today, despite the substantial social changes in the past
50 years, has been created by this reality.

We have spent much of our history working to survive. Today, market capitalism allows
us to create wealth and frees up more time to develop and enjoy other pursuits—leisure
activities such as the arts, sports, music, and literature. Fundamentally, however, the
need to be self-reliant and provide for oneself and one’s family remains; instead of raising
chickens and tilling fields, we drive to the office, shop or site.

Herein lies the paradox of the modern welfare state—as a society, we are wealthier
than ever. There is a greater division of labour that has made us more productive,
and it is much easier to procure resources needed to live and to be self-reliant. Yet for
some reason, in the midst of plenty, the welfare state keeps expanding. Instead of utilising
plentiful resources to become more self-reliant, people increasingly find it easier for the
state to provide.

As in the rest of the developed world, this story holds true in New Zealand. Historian
Michael Bassett puts it well when he writes about the ‘hoax” that has been perpetrated
against some welfare recipients in New Zealand: ‘Separating people off from the need to
provide for themselves, earn money for food, a roof over their heads, a decent upbringing
for their children, is the cruellest hoax that any government can perpetrate on its citizens.”
This reflects two ideas. First, if a person is not in paid employment but could be, then
no natural ‘right’ exists to the same material well-being as those who are; and second, it
is naive to believe that a person can live a happy, healthy and fulfilled life by living off
unearned money without doing anything worthwhile.

Employment engenders self-respect

An important facet of work and doing something worthwhile in employment is the healthy
self-regarding behaviour that develops from it. Self-esteem from work has several facets
to it—positive self-perception, self-confidence, higher levels of trust in others, greater



reliability, more positive personal habits. It is a slippery topic, and rather ambiguous, but
we know that those who feel the greatest levels of self-esteem and self-respect are those who
are engaged in paid work. There is research that ‘reinforces the view that unemployment
primarily causes psychological damage, rather than vice versa.”’” On the other hand,
we know ‘it is a commonplace observation in social anthropology that those who
constantly accept help from other people but who can offer little in return end up unhappy
and unfulfilled at the bottom of social hierarchies.’’! High self-esteem tends to equate
with ‘expressed satisfaction with life and avowed happiness.’?

Work provides us with many positive things, but possibly the most important is
self-respect. Some writers call it a sense of dignity."* When people do something that they
feel has value, they tend to experience higher feelings of self-worth than those who do
not. ‘A satisfaction in life comes from the sense of doing something one values and doing
it well.”™ Of course, something that is worthwhile and fulfilling need not be something
that collects a pay cheque. Raising children, keeping house, caring for sick or infirm
relatives, or undertaking a personal project or endeavour is all worthwhile work. However,
in New Zealand, the truth is that for most of us work does involve collecting a cheque—
we are in fact compelled to work in order to have many of our material needs and some
of our wants fulfilled. Charles Murray puts forward the following thesis on the idea:

My thesis ... is that the threshold condition for self respect is accepting responsibilizy for
one’s own life, for which the inescapable behavioural manifestation is earning one’s own
way in the world.” [His emphasis] I am stating this not as an ethical precept but asa
fact about human beings that ought to influence policy choices in important ways.
No matter how ready some of us may be to absolve others of this responsibility
it is not in our power to do so. It is impossible to run public policy in a way that
frees people from the necessity to earn their own way and is also the best of all
possible worlds in terms of enabling self-respect."

The way that work balances life and encourages good habits such as timeliness,
communication skills, teamwork, and so on is beneficial to the workplace as well as the
work and leisure we enjoy outside employment. Further, using Murray’s thesis, we can
say that taking a job is the way that most of us accept responsibility for our lives and our
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role in making what we can of it.'" In modern life, it is the easiest and most common

way of being included in society.

Government intervention undermines civil society

Making an allowance for the importance of these skills and habits is important when
considering welfare policy. This is because welfare delivery around much of the world has
seen a fundamental shift in the past decade. The policy assumption has changed from one
of entitlement to one of obligation and employment.'” Yet in New Zealand, the former still
seems to apply. This seems to reflect two underlying assumptions—first, the assumption
that all people are owed a living by society, through the government, simply by virtue of
being alive and living in New Zealand. If one is owed a living « priori, there is no moral
compulsion or even obligation to work towards contributing to your family, community
and society. It is your right to have a life with a certain level of resources provided.

Successful and vibrant societies cannot and do not operate under this philosophy.
Ironically, claims like this are made possible by the success of capitalist democracy in
taking people out of subsistence and the greater levels of affluence and prosperity that
the market mechanism allows. We can now afford to provide for more people who do
not work. This said, there is some merit in saying that New Zealand is a wealthy, modern
country, and it is both undesirable and unnecessary to have anyone living in abject
poverty, which raises the second assumption that most governments in New Zealand
have operated under.

It is the idea that social problems can be remedied by substantial government
interference (behaviour modification and advertising campaigns) and transfer payments.

The truth is

that for most of
us work does
involve collecting
a cheque—we are
in fact compelled
to work in order
to have many

of our material
needs fulfilled.
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It appears that governments, academics and poverty lobbyists in New Zealand believe
that lack of material wealth and inequality of outcome or access to the economic goodies
create and sustain poverty. This being the case, governments can fix the problems by
throwing money at them.

However, if the history of the welfare state in New Zealand, and in other countries,
has taught us anything it is that more begets more." The more government provides
and attempts to provide, the more is expected and the less positive impact it has.
Diminishing returns can never match escalating expectations. The more that is provided,
the more levels of dependency grow and social problems begin to rear their head.
Recent cases of the Kahui murders and Nia Glassie illustrate in horrific detail that it is
not material deprivation, or a harsh judgmental attitude towards the unemployed that
is at the heart of social issues such as single parenthood, alcoholism, drug use, domestic
violence, and child abuse—it is dependence. There are some deep social problems in
pockets of New Zealand, and while these are very difficult and complex problems,
they are certainly caused by a mixture of factors far wider and more problematic than
lack of income.

Incentives matter

Because behaviour can be encouraged or enabled by certain government policies, it seems
prudent to examine the importance of incentive structures in welfare.

Incentives are created by all government policy—sometimes implicitly, sometimes
explicitly. An example of an implicit incentive is a benefit that is higher than after-tax
earnings—the implication is that work pays less than receiving welfare. An explicit
incentive is designed to deliberately change consumer behaviour. Taxes on cigarettes
and the Working For Families benefits structure are examples of this. Incentives are also
a mixture of deliberate government policy and unintended consequences. For example,
the DBP payment was introduced in 1973 to help protect women from situations
of domestic violence, or if they fell pregnant without a reliable husband or partner.
A liveable income could be claimed from the state in these cases. It has undoubtedly
helped many women in these situations; however, there has also been a dramatic rise in
single mothers and illegitimacy, something probably unforseen at the time. “Thirty years
ago the illegitimacy rate was negligible (six per cent for Maori to be precise). This year
the figure will be around 70%.’"* Numbers of children being born to several different
fathers in single parent homes have also risen.

When the government makes a law, it creates a series of incentives that can sometimes
be perverse. To continue with the DBP example, there is a financial disincentive for women
on the single parent benefit to have a committed partner, as their income may decrease.
There is a disincentive to move into paid work as the abatement rate pushes the effective
marginal tax rate upward of 91 per cent.”* While some government initiatives do help
some people, many do very little to change people’s lives for the better in a dramatic or
meaningful way. The last 10 years of increased Quangos in New Zealand has certainly been
an example of this.”! Research suggests that despite a massive rise in spending, outcomes
across all social indicators have barely improved, excepting core benefit numbers.”



Box 1: International lessons of conditional welfare

In 2008, UK think tank Policy Exchange commissioned a study by welfare experts
in different countries to examine the different policies and the results yielded.
The following is a brief summary of some of their findings:

In Australia, Professor Peter Saunders, former social research director at the CIS,
has been a strong contributor to the welfare debate. In his contribution to the report,
Saunders explains that the welfare state is small and extensively means tested, and
benefits are highly targeted but relatively generous. Under the Labor government
in the 1980s and '90s, and then more aggressively under the Howard government,
elements of conditionality were introduced. Job training produced a high yield of
job-getters, and around one-third of claimants who moved into employment claimed
it was linked to activities undertaken in exchange for benefit payments. Seventeen
per cent of people claimed that training or activities had helped in some way.

In Sweden, the longer a person is unemployed, the lower his or her social insurance
payment becomes until it's supposed to be cut out entirely. Over the past two
decades, Sweden has gradually introduced work requirements to its welfare system.
Since 2000, the main plank of this policy requires claimants to search and consider any
job offer provided it does not mean being away from home for more than 12 hours.
Financial help can be removed if a position or training is unreasonably refused.
The Swedish experience showed that as people come near the end of their
entitlement period, they are likely to move into employment (as the risk of losing
payments increases) and that even small changes in payment levels produce
behavioural change.

In Norway, the 1990s also saw the introduction of conditional welfare.
These were active labour market policies (work first) that placed time limits on
benefits?®* and was found to shorten the length of time spent unemployed. The labour
market programmes, if completed, were found to increase probability of getting a
job. Over time, however, the caseload has increased, and while there were several
reasons for this, an ageing population has contributed substantially.

International lessons

It is sometimes useful to look to see what is happening overseas and what lessons we can
learn from other policy settings. In New Zealand, one thing is clear—the numbers on
the Unemployment Benefit (UB) have improved from a proactive approach from the
Ministry of Social Development. However, this improvement is difficult to quantify:
exactly how much did this approach contribute to the falling numbers in the sustained era
of economic growth New Zealand has experienced? Economies across the Organisation
for Economic Co-operation and Development (OECD) have experienced a decade of
growth and wealth creation (until very recently), regardless of the governing political party.
Australia’s Liberals, British New Labour, and Canadian governments of both persuasions
have all presided over growth, prosperity, and substantial rises in expenditure for very
small improvements in government services and social outcomes.**

New Zealand is currently one of the few countries in the world to hold, or continue
to hold, largely unconditional welfare policies®—Ireland and the United Kingdom being
the other two. New Zealand has a universal welfare state, which means that all welfare
spending is paid out of general taxation. Some countries (predominantly in the anglicised
world) share the same system, while others, predominantly in continental Europe and the
Nordic states, have ‘social insurance’ arrangements. Citizens in the latter countries pay a
separate levy above their general taxation that funds a generous, and often wage-related,
insurance scheme. The advantage of this is that payment levels are high, and it offers a
high level of short-term unemployment security. The disadvantage of this approach is
that these countries tax very highly, so it becomes expensive to employ new workers—
and some workers, especially at the lower end of the skills spectrum, can be priced out of
the labour market. Such social insurance systems use a very different mix of ‘carrot’ and
‘stick’ measures than the New Zealand system. They have rigid time limits on receipt of
benefits and also meaningful reciprocal obligation?® with sanctions that are followed up.

New Zealand is
currently one of
the few countries
in the world to
hold, or continue
to hold, largely
unconditional
welfare policies.
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Norway, in fact, has such widespread consensus regarding the active ‘back to work’
approach that the centre-right political parties want reductions in these programmes on
the grounds they are too expensive to operate!”

In Australia, a Workfare type system has been operating since 2006. Recipients of
the Parenting Payment Single (Australia’s DBP) are compelled to re-enter the workforce
part-time once their youngest child turns six. The equivalent of the IB has been an
issue of much discussion and debate, but little has been done to tighten it up. As in
New Zealand, there has been a transfer of people from the UB to SBs and IBs. It is a
statistically significant correlation.

In Britain, the Labour Party Secretary for Work and Pensions, James Purnell,
has announced a bold, new policy looking at potentially far more radical changes.
After the ghastly Karen Matthews child kidnapping case,?® the mood for reform in this
area has gained some momentum. Up until now, the system has been very similar to
New Zealand’s (except more generous), but the new proposal advocates a mixture of
Workfare and time-limiting of benefits.

The British plan proposes that after 12 months on benefits, clients will have to
undertake a work-for-the-dole scheme. Non-compliance will result in progressively more
serious sanctions. Women will have to begin work once their youngest child reaches the
age of seven;” an even more radical proposal suggested that women should be encouraged
to look for work once their youngest is one year old. The British government has also
signalled its intention to aggressively reduce numbers on the sickness benefit through a
strict regime of frequent testing.

Note of Interest: One of the original architects of these British reforms is Prime Minister
Tony Blair's former adviser, Sir David Freud. He was commissioned by Gordon Brown's
New Labour government to write a white paper on welfare reform. Once the paper
was submitted in 2007, it was deemed too radical, and the Department of Welfare
and Pensions (DWP) quietly let Freud go. Being interested in welfare reform and
frustrated at the government’s willingness to let his report ‘die,” Freud continued his
work with UK think tank Policy Exchange. Before long, however, he was reappointed
by James Purnell, the new and youthful Secretary of the DWP. A former favourite of
Tony Blair and adviser to New Labour, Freud has now been appointed Conservative
Party spokesman for welfare reform. By the time the government’s white paper,
co-authored by Freud, was released by Purnell, it had such strong cross-party support
that the only real debate has been over whose policy it was in the first place!

New Zealand lags behind

Given that the policies announced before the election were insipid compared to the ones
above, what was the public reaction? Though seemingly sensible, National government’s
welfare policy was panned by many of those with an association to welfare provision,
and on the left side of politics.

The policy proposal was initially slated for being an unoriginal, inhumane rehash
of past ideas. The then Minister of Social Development, Ruth Dyson, attacked it
saying such reform would have ‘devastating effects on the young and vulnerable.”
Former Prime Minister Helen Clark commented, ‘T can see they've got the hoary old
beat up on single parents.”®' However, it seems that the measures proposed are simply
nudging the country closer to what most people would describe as ‘international best
practice.” New Zealand has in fact stuck itself out on a limb in order to be all carrot and
no stick.?> We are among the few countries such as the United Kingdom and Ireland who
do not attach meaningful reciprocal obligations to the receipt of benefits. Even the very
generous and often held as virtuous Nordic welfare models have very strict and inflexible
reciprocal obligations® that would horrify many New Zealanders.

Has the New Zealand approach worked? In December 2008, New Zealand had
286,176 people on benefits; approximately 30,508 of those on the UB and 100,282



on the DPB for single parents. Of the rest, 83,501 are on the IB 50,895 on the SB,
and 20,989 on other benefits. The landscape of unemployment is vastly different to
what it was 10 years ago. The corresponding numbers then were 159,907 unemployed;
112,523 on the DBP; 48,115 on the IB; 33,587 on the SB; and 43,939 on other benefits.*
Where reciprocal obligations have been increased in quantity, punitive measures have
been repealed. Indeed, judging by the reduction of numbers on the UB over the past
decade, one could easily say that this approach has broadly worked. Unemployment has
been at the lowest levels for some decades.

Benefit Numbers (December 1998)

43939

H DPB (Single parent)
159907 B Unemployment benefit
O Invalids benefit

@ Sickness benefit

O Other main benefits

112523

Current Benefit Numbers (December 2008)

30508 83501 H DPB (Single parent)

B Unemployment benefit
O Invalids benefit

100282 50896 @ Sickness benefit

20987 O Other main benefits

However, unemployment numbers only tell part of the story. The rise in labour
market participation over the past decade has been a product of several forces. Economic
growth is the most obvious one.* Much of this growth can be credited to the reforms
undertaken in the 1980s and 90s. Some of the credit has to be taken by the Ministry of
Social Development, which has developed and implemented an ‘intensified approach’
to getting long-term unemployed back into the labour market.” But this ignores the
‘hidden unemployed’ on the IB, SB, DPB, and other benefits who make up approximately
6 per cent of the population and 7.7 per cent of the working age population.

Even with large surpluses and sharp increases in government expenditure
under the Clark government, there has been a sharp decrease in those on the
main UB (dole). This has, however, been counterbalanced by an increase in those
on the IB and SB. As can be seen in the diagrams, there has been an increase in
sickness/invalids benefits from just under a quarter of all claimants to almost half.
Are there that many more people who fall sick and become invalided in New Zealand
than before? Most probably not. Are there no jobs for people who wish to work?
Up until recently, no. Though the labour market is much looser in the current economic
environment, until lately, many industries and workplaces saw labour shortages in both

low and high-skilled jobs in New Zealand.
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Box 2: Job Retention of Welfare to Work Recipients in the United States®

In 1996, President Bill Clinton signed the Personal Responsibility and Work Opportunity
Reconciliation Act into law. The stated aim of this measure, according to Clinton, was
to ‘change welfare as we know it." In the United States, two academics did a study
published in the Public Administration Review in 2001. Given that previous research
suggested that welfare recipients exhibit weaker attachment to the labour market,
Susan Tinsley Gooden and Margo Bailey hypothesised that welfare-to-work recipients
would have worse job retention outcomes than those who had not been through
welfare-to-work schemes. The results were surprising.

Gooden and Bailey found that of those who returned to federal employment from
welfare-to-work programmes were more likely to retain employment than those
who hadn't.

Welfare-to-work employees have greater odds of retaining their jobs at
both three and six months post hire than non- welfare-to-work employees.
Admittedly this effect may have been greater earlier in the reform process
as those who remained on welfare roles likely have more complex barriers
to work, and have been out of the labour force for longer—therefore find it
more difficult to retain work. The retention rate also may have been higher
as federal agencies place more emphasis on employing former welfare
recipients.

Overall, however, the findings were extremely positive as they demonstrate that
(despite the hypothesis of the researchers) welfare-to-work schemes yield real and
measurable results in helping the recipients.

It has to be noted that results in the United States have been mixed. As many of the
reforms have had a heavy focus on training and re-education they have often saved the
US taxpayer little money. Many of the reforms have also not dealt with the most difficult
cases, but encouraged some who simply needed a nudge into employment. Despite the
resources poured into job education, ‘the consensus among most academics is that the
decline came from a change in expectations, that is, in the “culture of welfare”."s°

Job training uptake rates have remained low, and while workfare schemes do not
appear to have had a direct effect on workforce participation, they appear to have
helped build an environment where unneeded welfare receipt is less acceptable.

But what about the recession?

As far as best practice in welfare policy goes, New Zealand is behind the times.
We have few reciprocal obligations, no time-limiting on benefits, no ‘workfare’ type
schemes. The Clark government instituted work-first principles, but for whatever
reason, was not prepared to bring in any policies found to substantially reduce
welfare dependency.*’

It is always politically difficult to reform welfare. The amount of spending, the delivery
of those services, operating inefficiencies, and overall structure of the welfare system have
consistently been put in the too-hard basket. Resistance to change is met from many
quarters, some with legitimate concerns, some with ideological disagreements, and some
with vague appeals to a sense of fairness or equity.

During times of recession, the social welfare safety net is used more. Historically, when
there are layoffs and redundancies in the economy, the government has taken a role in
lessening the impact and helping people through those difficulties. Most New Zealanders
would agree that this is a valid and important task for government. But it is also during
a recession that an honest appraisal of the system can be conducted, concentrating on
getting the incentives right so that when the economy kicks over again, people can get
back into work with ease.



Box 3: Reform in a recession: the German example

Since the reunification of Germany in 1990, unemployment had grown steadily across
the country. By 2002, there were 7.6 per cent unemployed in former \West Germany
and 17.7 per cent unemployed in the east. This still meant far greater numbers of
unemployed in the west: 2.5 million compared to 1.6 million in the east.”’

Four million unemployed people was popularly considered far too high, and the
economic slump in Germany in 2002 created immense political pressure to do
something. At that point, the Coalition government lead by the Social Democratic
Party and the Green Party decided on a path of reform in the midst of a recession.

The ‘Hartz reforms,” named after its architect, were fully introduced in December
2003, and although unemployment rose until 2005 to a high of 5 million, from 2006
to 2008 it dropped substantially to 3.5 million, a rapid fall.

Most expert are convinced that the Hartz reforms significantly contributed to
this development Some observers see the time lag between implementation as a
tragedy for the Schroeder government, which made the changes but were kicked
out of office in 2005 (during the peak in the unemployment figure) before success
could be demonstrated.*?

Recessionary reforms in the UK

After the economic reforms of the 1980s, many countries saw large-scale and long-term
unemployment. This unemployment became structural, and many people were locked
out of the labour market for years. Most governments in the West responded by putting
people onto inactive benefits—first, the unemployment benefit (as it was previously
administered) and, in more recent years, sickness and invalids benefits. The problem is
that in times of increasing unemployment, it is easy for people, especially those with few
skills, to lose touch with the world of work—and this is what happened.

In his introduction to the newly introduced white paper, UK Secretary of State for
Work and Pensions James Purnell states:

Some people say that we should slow down welfare reform because we are entering a
recession ... we should increase the pace, because that means offering more support
to people and matching it with the expectation that they should not fall out of touch
with the world of work [my emphasis].* He goes on to add that the white paper has
a ‘vision of a welfare state where virtually everyone is looking for work or preparing
for work—instead of just a third of benefit claimants having obligations.*

Basing policy on these kinds of principles is built on international research and
experience that shows active work programmes to be the best way of bringing people
out of poverty.

The United Kingdom has a far greater welfare dependency problem than New Zealand.
It also has the looming spectre of industries reaching the end of their natural lives,
large-scale migration, entrenched estate poverty, generational joblessness, and drug
problems to deal with. The barriers many people face to work are greater, and the
prospect of finding jobs slimmer. Yet the UK government is still committed, in the face
of substantial opposition from well-organised lobby groups, to implement reforms that
are far greater in scope and ‘stick’ than any proposed in New Zealand.

Conclusion

Welfare is a difficult area to reform. It often is a difficult area to discuss rationally and
sensibly—and debates are often emotionally charged. This is understandable because
many of those involved in various welfare agencies, services, and advocacy deal with
some truly tragic cases and with people facing genuine hardship. Unfortunately, appeals
to fairness like this cannot be the rule followed when dealing with welfare dependency.
Around 8.6 per cent of New Zealand’s working-age population rely on the state for

In times of
increasing
unemployment,
it is easy

for people,
especially those
with few skills,
to lose touch
with the world
of work.
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their primary source of income. Considering that relatively few of those are on the UB,
it is difficult to believe that such a large number of people incapable of working exist in
New Zealand.

Reciprocal obligations, time-limiting of benefits, and workfare schemes are not about
blame, or punishment and finger-pointing, as is often characterised in political debate and
by welfare lobbyists. It is about leaving no one behind—and if any government is serious
about alleviating poverty, then encouraging paid work is the best way to do it.

In New Zealand, we trail behind international best practice. The government’s proposed
welfare reforms, while in no way representative of a total or coherent programme, are
steps in the right direction. The government, even in the face of a challenging economic
situation, should still be eager to take up these measures. High levels of unemployment
affect us all, they are truly challenging events for communities, and retrenchment
can have a profound effect on those unfortunate enough to be on the receiving end.
Given that the short-term economic future is highly unpredictable, the government needs
to act now to ensure the next decade is not defined by people left languishing on welfare
rolls and long-term structural unemployment.
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