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abstract

A Study on the Design of the Early Reemployment
Bonus System in Korea

Dong-Heon Kim - Kil-Sang Yoo

In this paper we review the design issues and impacts of
reemployment bonuses with the labor supply model suggested by
Moftitt and Nicholson (1982) and, using the basic economic analytic
tool of budget constraints and indifference curves, analyze the design
proplems of the Early Reemployment Bonus System in Korea. After the
change of the program beginning on January 1, 2004, reemployment
qualification period has been extended to benefit periods. This change
has the same effect as removing reemployment qualification period, a
core design parameter, in the Early Reemployment Bonus System in
Korea. Our analysis suggests that this change might have questionable
impacts on reducing the unemployment spell of Early Reemployment
Bonus recipients. Furthermore, the program change might eventually
induce program entry effects as more and more unemployed workers
notice the general nature of our Early Reemployment Bonus System.
Indeed, our analysis is based on a simple model of budget constraints
and indifference curves, and it needs rigorous empirical analyses in the
near future with accumulated employment insurance data and survey

after the program change in 2004.

Keywords: employment insurance, unemployment benefits, reemployment

bonus



