Reference: 20200411

26 February 2021

Dear
Thank you for your Official Information Act request, received on 30 November 2020.
You requested the following:
1.

A report by TV3 stated that the Minister of Finance had ignored Treasury advice
when removing a cap of $150,000 on the wage subsidy. Could you please send
us a copy of the advice referred to by TV3

2.

New Zealand businesses were given a 12-week wage subsidy if they predicted a
30% drop in revenue but most were back to normal or above normal revenue
after 5 or 7 weeks.
We have attached GST details received from the IRD which show that New
Zealand businesses were 10% better off after 7 months in 2020 than for the
same period in 2019. This is despite the lockdown and without taking into
account the $13 billion wage subsidy they received during this time.
We have just received GST figures for August which show a 50% increase over
the previous August. Now we are waiting for GST figures for the first 9 months of
the year to 30 September and expect to receive them by early December.
The attached document provides a summary of what the GST figures to 31 July
show and it fully outlines the case for the Government to take immediate action to
get the majority of the wage subsidy repaid. Also attached are the GST figures
received from the IRD and our analysis of them.
There have been over 100 articles in the news media about businesses who
have wrongly obtained or retained the wage subsidy but this is just the tip of the
iceberg. The data from IRD, Reserve Bank, Statistics New Zealand, Government
Accounts and a lot of other business data shows that the Government should be
writing to businesses and requiring them to repay the wage subsidy unless they
can provide evidence that they complied with the Declaration they signed and
actually did require all or part of the wage subsidy. The estimated $5,000 million
to $10,000 million involved could be spent on pressing social issues and could
reduce the debt burden on taxpayers.
1 The Terrace
PO Box 3724
Wellington 6140
New Zealand
tel. +64-4-472-2733
https://treasury.govt.nz

In March the Minister of Finance said that the wage subsidy was a high trust
model but it is clear from the information we have attached that most businesses
signed a false Declaration and later failed to comply with it. The Declaration also
said that applicants agreed that the MSD could amend the Declaration at any
time so the Government can now do whatever it wants to do. The Government
has a duty to ensure that all taxpayer money which was wrongly obtained or
retained by businesses is repaid.
Now that Treasury is well aware that most businesses did not comply with the
rules and did not need the wage subsidy, has it or will it recommend that the
MSD write to every recipient of the wage subsidy to request them to repay the
wage subsidy unless they can provide some or all of the following evidence to
show that they are entitled to retain all or part of it:
a)

Evidence that they complied with the main requirements of the Declaration
they signed including that they had no reserves to draw on and could not
get assistance from their bank.

b)

Evidence from their GST returns over six months to show that they had a
drop in revenue of 30% ( or 40% for the extension ) for each of the weeks
they received a wage subsidy payment. If they received the 12 week wage
subsidy, was their revenue down more than 14% over six months
compared to the same period the previous year. If they also received the
extension wage subsidy, was their revenue down more than 26% over six
months compared to the same period the previous year.
( NOTE: GST Returns have been filed so the figures cannot be fiddled by
businesses. The percentages for six months or 26 weeks have been
calculated based on a revenue reduction of 30% for 12 weeks and 40% for
8 weeks plus the remaining normal weeks of the 26 week period. )

c)

3.

Evidence in the form of a schedule listing each person for whom the wage
subsidy was received and the number of weeks and the dates involved.
Each person to insert and sign details of the number of days they carried
out work for the recipient of the wage subsidy between the specified dates

Recently there have been many articles in the news media criticising the
Government for their lack of action on the problems of increasing inequality
poverty and unaffordable housing. When 60 social organisations wrote an open
letter to the Government asking for Benefits to be increased before Christmas,
their request was said to be unaffordable and was refused. In contrast to this,
there has been a huge transfer of wealth this year to those who were already well
off and this has increased inequality.
Please provide any advice given by Treasury this year regarding increasing
Benefits paid to those receiving income support.
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On 14 December 2020, you sent a further email to the Treasury:
I have attached some new information received from the Reserve Bank which
needs to be considered before you respond to our OIA request.
The Reserve Bank figures show that in the 12 months to 31 October 2020
business bank deposits increased by $17.1 billion and businesses had reduced
their borrowing from banks by $5.6 billion. The combined total of $22.7 billion
indicates that most businesses did not need the wage subsidy and should be
required to repay all or part of it. The ASB Chief Economist said that the increase
was due to the wage subsidy and retained earnings with retained earnings
normally being about $5 billion each year. This situation arose when the Reserve
Bank was reducing interest rates to record low levels because they said that this
would result in a big increase in spending and borrowing by businesses.
A Research New Zealand survey released on 13 December shows that 96% of
participants wanted the Government to take action to recover wage subsidies
which recipients are not entitled to retain. The Declaration signed by recipients
has resulted in over $500 million being repaid but the vast majority of recipients
will not make repayments unless required to do so. One clause in the Declaration
allows the Government to make changes at its discretion so there is no excuse
for inaction.
On 21 December 2020, I wrote to you to extend the time limit for deciding on your
request by an additional 25 working days, as your request necessitated a search
through a large quantity of information, and consultations were necessary before a
decision could be made on your request.
On 24 February 2021, the Treasury sent an email to you accepting the Official
Information Act request prior to delivering the requested documents under section
15(1)(b) of the Official Information Act and indicating that the documents will be sent by
26 February 2021. We also provided links to three documents that are publicly
available and relevant to your request. I have included the links again with this letter
and provided additional context.
Information being released
Please find enclosed the following fourteen documents. The first three documents are
covered by your first request, while the other eleven documents are related to your
third request. Treasury does not hold any information in-scope of the second part of
your request and therefore we are not releasing any documents.
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Item

Date

Document Description

Decision

1.

22 March 2020

Email: Pre-Cab briefing on wage subsidy
paper

Release in part

2.

21 March 2020

Aide-Memoire: Further options and advice
on the COVID-19 Wage subsidy scheme

Release in part

3.

22 March 2020

Draft Cabinet Paper: Expanding COVID-19
Wage Subsidy scheme

Release in part

4.

16 January 2020

Aide Memoire T2020/81: Background
information to support potential
discussions on the Welfare Overhaul in
Budget 2020

Release in part

5.

30 January 2020

Treasury Report T2020/168: Follow up
advice on possible approaches to the
Welfare Overhaul in Budget 2020

Release in part

6.

13 February
20201

Joint Report T2020/309: Joint advice on
Budget 2020 income support packages

Release in part

7.

5 March 2020

Joint Report T2020/552: Follow up advice
on Budget 2020 income support options

Release in part

8.

19 March 2020

Joint Report T2020/727: Re-orienting the
Budget 2020 Income Support Package

Release in part

9.

25 March 2020

Email: Benefit Levels

Release in part

10.

7 May 2020

Treasury Report T2020/1389: Targeted
fiscal stimulus options, and permanent
income support options

Release in part

11.

8 May 2020

Aide Memoire T2020/1419: Further advice
on income support options

Release in part

12.

28 May 2020

Treasury Report T2020/1564: COVID-19
Response: Macroeconomic Strategy

Release extract
only

13.

10 June 2020

Treasury Report T2020/1747: COVID-19
Response: Fiscal Stimulus Options

Release extract
only

14.

12 June 2020

Treasury Report T2020/1908: COVID-19
Response: Fiscal Stimulus Options

Release extract
only

I have decided to release the relevant parts of the documents listed above, subject to
information being withheld under one or more of the following sections of the Official
Information Act, as applicable:

1

Note this report was erroneously dated 13 February 2019
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x

names and contact details of officials, under section 9(2)(g)(ii) – to maintain the
effective conduct of public affairs through protecting ministers, members of
government organisations, officers and employees from improper pressure or
harassment,

x

advice still under consideration, section 9(2)(f)(iv) – to maintain the current
constitutional conventions protecting the confidentiality of advice tendered by
Ministers and officials,

x

certain sensitive advice, under section 9(2)(g)(i) – to maintain the effective
conduct of public affairs through the free and frank expression of opinions,

x

direct dial phone numbers of officials, under section 9(2)(k) – to prevent the
disclosure of information for improper gain or improper advantage.

We have redacted the direct dial phone numbers of officials under section 9(2)(k) in
order to reduce the possibility of staff being exposed to phishing and other scams. This
is because information released under the OIA may end up in the public domain, for
example, on websites including Treasury’s own website.
Some information has been redacted because it is not covered by the scope of your
request. This is because the documents include matters outside your specific request.
I also note that MSD has provided you with information on related topics from an
operational perspective. You can find other advice on the COVID-19 Wage Subsidy
and leave schemes information that has been released by the Government at this
address: https://covid19.govt.nz/updates-and-resources/legislation-and-keydocuments/proactive-release/wage-subsidy-and-leave-schemes/
Information publicly available
The following information is also covered by your request and is publicly available on
the Treasury and AoG COVID-19 websites:
Item

Date

Document Description

Website Address

15.

27 March 2020

Joint Report T2020/804:
Further income support
measures in response to
COVID-19

https://covid19.govt.nz/asset
s/resources/proactiverelease-2020-july/ISM8Report-Further-incomesupport-measures-inresponse-to-COVID-19-27Ma....pdf

16.

7 April 2020

Joint Report T2020/920:
Further advice on transitional
income support for low-tomiddle income people
experiencing sudden drops in
income

https://covid19.govt.nz/asset
s/resources/proactiverelease-2020-july/ISM7Report-Further-advice-ontransitional-income-supportfor-low-to-middle....pdf
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17.

9 April 2020

Treasury Report T2020/864:
Wage Subsidy Scheme - next
steps

Will be included in a
forthcoming release to be
published on the Treasury
website.

Accordingly, I have refused your request for the documents listed in the above table
under section 18(d) of the Official Information Act:
x

the information requested is or will soon be publicly available.

Some relevant information has been removed from documents listed in the above table
and should continue to be withheld under the Official Information Act, on the grounds
described in the documents.
Information to be withheld
There are additional documents covered by your request that I have decided to
withhold in full under the following section of the Official Information Act:
x

advice still under consideration, section 9(2)(f)(iv) – to maintain the current
constitutional conventions protecting the confidentiality of advice tendered by
Ministers and officials.

In making my decision, I have considered the public interest considerations in section
9(1) of the Official Information Act.
Please note that this letter (with your personal details removed) and enclosed
documents may be published on the Treasury website.
This reply addresses the information you requested. You have the right to ask the
Ombudsman to investigate and review my decision.
Yours sincerely

Keiran Kennedy
Manager, Welfare & Oranga Tamariki
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Other relevant material:
Long list of welfare overhaul proposals submitted for Budget 2020.
6 December report on Working for Families and Wider Income support changes
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s9(2)(f)(iv)

Potential adverse impacts on work incentives for some groups.
s9(2)(f)(iv)

current settings,
s9(2)(f)(iv)

s9(2)(f)(iv)

modified

s9(2)(f)(iv)

s9(2)(f)(iv)
s9(2)(f)(iv)
s9(2)(f)(iv)

s9(2)(f)(iv)

Improving financial assistance for carers (OB/UCB/FCA rates).
s9(2)(f)(iv)
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Main benefit increase for families without children.

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

Lifting main benefit abatement thresholds.

Improving financial assistance for carers (OB/UCB/FCA rates).
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s9(2)(f)(iv)

s9(2)(f)(iv)
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Agree/disagree.

Yes/no.

Yes/no.
s9(2)(f)(iv)

Agree/disagree.

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)
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Report
Date:

13 February 2019

Security Level: BUDGET SENSITIVE

Rt Hon Jacinda Ardern, Prime Minister, Minister for Child Poverty Reduction

To:

Hon Grant Robertson, Minister of Finance
Hon Carmel Sepuloni, Minister for Social Development
Hon Stuart Nash, Minister of Revenue

Joint advice on Budget 2020 income support packages
Purpose of the report
1

Joint Ministers have recently signalled their interest in two alternative income support
packages, both of which would support the adequacy of incomes for beneficiaries and
reduce child poverty. The Minister for Social Development is also interested in a third
package to be considered for Budget 2020.

2

This report provides you with advice on the impacts of each package on incomes and
poverty and notes some issues you may wish to consider with each package. Officials
have also included some potential variations to each package that would address
some of these issues identified.

Executive summary
Summary of three possible income support packages
Summary of changes
Main benefit increases of $25pw per
family

A

Impacts on
incomes1

Impacts on child
poverty

Fiscal costs
(per year)2

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)
s9(2)(f)(iv)

B

Increasing benefit abatement thresholds
Increasing financial assistance for
caregivers
Remove the subsequent child policy
s9(2)(f)(iv)

1

Using MSD data  s9(2)(f)(iv)

2

Using MSD data so may differ to previous costings provided.
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Main benefit increases of $12.50pw per
family on 1 July 2020 and a further
$12.50pw increase on 1 April 2021

C

s9(2)(f)(iv)

s9(2)(f)(iv)

s

s9(2)(f)(iv)

Remove the subsequent child policy
s9(2)(f)(iv)

3

All of the packages have a strong focus on income adequacy for beneficiaries and
would be well aligned with the Governments child poverty reduction objectives and
targets. Officials expect that the impacts on measured child poverty would be broadly
similar across each of the three packages  around 1-2 percentage points, or 1020,000 children, on each measure. The packages would also significantly contribute
to the objectives of the Welfare Overhaul that the Government has committed to,
following the recommendations of the Welfare Expert Advisory Group Report 
Whakamana T ngata: Restoring Dignity to Social Security in New Zealand.

4

Package A improves adequacy for all beneficiary families (with and without children).
s9(2)(f)(iv)

5

Package B improves income adequacy primarily for beneficiary families with
children, but has a relatively limited impact on those without children. It also includes
initiatives that address specific equity issues in the system and/or which are targeted
to people in certain circumstances, s9(2)(f)(iv)

6

Package C s9(2)(f)(iv)

Key considerations with the packages
7

Financial incentives to work  each package will have subtly different impacts on work
incentives. Package A could have a negative impact on the financial incentives,
particularly for sole parents, who currently have higher levels of support in the benefit
system, and face higher costs of working with respect to childcare. Both Package B
and C also impact on the financial incentives to work, but the extent of this impact
will vary from family to family s9(2)(f)(iv)

8

s9(2)(f)(iv)

9

Issues with relativities between benefit rates  a benefit increase per family would
mean couples (with and without children) would receive a lower relative increase
compared to other family types.

s9(2)(f)(iv)
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Possible modifications to the packages
10

There are some possible modifications to each package to improve the overall
coherence of the system and/or mitigate some of the issues identified. Possible
variations and additional options could include:
Increasing benefit rates for couples at a higher rate than for singles to improve
equity in the system and preserve current relativities between rates
Increasing Orphans Benefit, Unsupported Child Benefit, and Foster Care
Allowance rates s9(2)(f)(iv)
Including initiatives that balance the increased income adequacy components of
the packages by supporting employment outcomes, s9(2)(f)(iv)
Removing the hours test for the IWTC to improve the interface between benefit
and work, particularly for people in unstable employment with variable hours
and income
s9(2)(f)(iv)

11

These options could either be in addition to the current proposed packages, applied
to a lower-cost package (as with Package B), or be included in lieu of an existing
initiative, such as replacing the increase to the benefit abatement thresholds. Some
options, such as removing the hours test for the IWTC could be included in all the
packages, whether the primary change is a benefit increase s9(2)(f)(iv)

Some key decisions are therefore required
12

Overall, if a key objective is to focus on income adequacy for those without children
as well as those with children, Package A and C with a benefit increase would best
address this. s9(2)(f)(iv)

13

If equity within the system is also a key objective, then the options in Package B and
C, as well as some of the variants, would respond to these concerns.
s9(2)(f)(iv)

14
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Recommended actions
It is recommended that you:
1

Note that all the packages being considered have a strong focus on income adequacy
and child poverty, but there are some key issues to consider and trade-offs among
the packages

2

s9(2)(f)(iv)

3

Indicate whether you would like further advice on any of these packages
3..1 Package A (including variations of Package A)
YES / NO
3..2 Package B (including variations of Package B)
YES / NO
3..3 Package C (including variations of Package C)
YES / NO

4

Indicate if you would like further advice on any packages not included in this advice
YES / NO

5

Indicate if you would like to discuss this advice with officials
YES / NO
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To the Minister of Finance:
6

Agree to forward a copy of this report to the Minister for Children.
AGREE / DISAGREE

Kristie Carter

Sam Tendeter

Director Child
Poverty Unit
Department of the
Prime Minister and
Cabinet

Manager
The Treasury

Rt Hon Jacinda
Ardern

Hon Grant
Robertson
Minister of
Finance

Prime Minister and
Minister for Child
Poverty Reduction

Bede Hogan

Maraina Hak

Policy Manager
Ministry of Social
Development

Policy Lead
Inland Revenue

Hon Carmel
Sepuloni

Hon Stuart Nash

Minister for Social
Development

Minister of Revenue
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We understand the following income support packages are being
considered for Budget 2020
15

Joint Ministers have recently signalled their interest in considering two alternative
income support packages, while the Minister for Social Development is also interested
in a third package.

Package A: Increases to main benefits and s9(2)(f)(iv)
16

Package A has a strong focus on adequacy for all beneficiary families (with and
without children) and would be well aligned with the Governments child poverty
reduction objectives and targets. s9(2)(f)(iv)

Package A

 Main benefit increases of $25pw per family; and
 s9(2)(f)(iv)

Cost

s9(2)(f)(iv)

Gains

s9(2)(f)(iv)

Impact on
Child Poverty

s9(2)(f)(iv)

Package B: s9(2)(f)(iv)
17

Package B would also improve income adequacy (primarily for families without
children) and make progress towards the Governments child poverty reduction
targets. A key feature of this package is that it includes initiatives which are more
targeted to people in certain circumstances and/or address specific equity issues in
the system, s9(2)(f)(iv)
removing the subsequent child
policy s9(2)(f)(iv)
Package B

s9(2)(f)(iv)

 Increasing benefit abatement thresholds to $150 per week and $250 per week
 Increasing financial assistance for caregivers through s9(2)(f)(iv)
increases to rates of Orphans Benefit, Unsupported Child Benefit and Foster
Care Allowance (OB/UCB/FCA)
 Removing the subsequent child work obligation policy for Sole Parent
Support
s9(2)(f)(iv)

Cost
Gains

s9(2)(f)(iv)
s9(2)(f)(iv)
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s9(2)(f)(iv)

Impact on
Child
Poverty

s9(2)(f)(iv)

Package C: Increases to main benefits and increasing fairness
18

Package C provides a balance between initiatives which increase incomes for all
beneficiary families (with and without children) and addressing specific equity issues
in the system.
Package C

 Main benefit increases of $12.50 per week per family on 1 July 2020 and a
further $12.50 per week per family on 1 April 2021
 s9(2)(f)(iv)
 Remove the subsequent child policy
 s9(2)(f)(iv)

Cost

s9(2)(f)(iv)

Gains

s9(2)(f)(iv)

Impact on
Child
Poverty

s9(2)(f)(iv)

There are some key considerations and issues
19

While all the packages have a strong focus on income adequacy and reducing child
poverty, there are some key considerations and trade-offs among the packages.

20

s9(2)(f)(iv)

21

Another key decision is whether to include one or more lower-cost initiatives that
support the central objectives of income adequacy and reducing child poverty, and
try to simplify and improve the equity of the welfare system, and/or focus on
employment. These initiatives include increasing financial assistance for caregivers,
removing the subsequent child policy, s9(2)(f)(iv)
, increasing
the main benefit abatement thresholds or removing the hours test for the IWTC.

22

Each of the packages raises a set of issues  these are outlined in more detail below.
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Package A: Increases to main benefits s9(2)(f)(iv)
23

There are a few key issues to consider with Package A:
s9(2)(f)(iv)

Impacts on work incentives  s9(2)(f)(iv)

Issues with relativities between rates  While increasing benefit rates by $25 per
week per family would result in all benefit rates increasing by the same dollar
amount, it would distort the relativities of rates  with couple rates if benefits
(with and without children) receiving a lower relative increase compared to other
family types. Single people would gain by relatively more, reflecting the current
lower rate of payment received  see Appendix Three.
Package B: s9(2)(f)(iv)
24

There are a few key issues to consider with Package B, many of which also exist with
Package A.
Issues with people being worse off  s9(2)(f)(iv)
.
Impacts on beneficiary incomes  Workless beneficiaries without children do not
gain from this package. There is evidence to suggest that income adequacy
issues may be greater for beneficiaries without children, particularly for those
who are single.
Impacts on work incentives  There are modest to high reductions in financial
incentives to work for sole parents, s9(2)(f)(iv)
This will be
partially balanced by increases to the benefit abatement threshold, which will
increase the incentives for beneficiaries to work part-time.
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Package C: Increases to main benefits and increasing fairness
25

There are a few key issues to consider with Package C:
Impacts on work incentives  There are modest to high reductions in financial
incentives to work for sole parents, s9(2)(f)(iv)
Issues with relativities between rates  Couples receive relatively less than single
people from a flat across-the-board $25 per week increase, which may distort
current inequities/relativities further (similar to Package A).

There are variations which could be made to the packages to
address some of the issues identified
26

There are some possible modifications to the packages to improve the overall
coherence of the system and/or mitigate some of these issues noted above. A
summary of the options presented together is provided in Appendix Two.

Package A: Increases to main benefits s9(2)(f)(iv)
27

If you are interested in a package with a strong focus on adequacy for all beneficiary
families (with and without children) and child poverty reduction, further consideration
could be given to Package A and the following variations.

Packages

Initiatives

A

Main benefit increases of $25pw per family

Child Poverty
impacts

Fiscal costs
(per year)

s9(2)(f)(iv)

s9(2)(f)(iv)

A1

Main benefit increase of $27pw for families
without children
s9(2)(f)(iv)

A2

$25pw increase for single people without children,
$41 increase for couples without children
s9(2)(f)(iv)

28

For each of the variations A1-A2, officials recommend increasing OB/UCB/FCA rates
s9(2)(f)(iv)

29

The possible variations to Package A are:
Package A1: Increases benefit payments for beneficiaries without children only,
s9(2)(f)(iv)

Package A2: preserves current relativities between single rates and couple
rates (e.g. couple rates are maintained at 1.7x the single rate of benefit) by
increasing single rates by $25pw and increasing couple without children rates by
more (~$41 per week).

s9(2)(f)(iv)
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30

s9(2)(f)(iv)

Package B: s9(2)(f)(iv)
31

If you are interested in a package focused on families with children that also includes
some employment focused changes and some changes which increase fairness in the
system, Package B and the following variations could be considered. The main
differences between the packages are the employment related changes included in
each package.

Packages

Initiatives

B

s9(2)(f)(iv)

Child Poverty
impacts

Fiscal costs
(per year)

s9(2)(f)(iv)

Increasing benefit abatement thresholds
Increasing financial assistance for caregivers
Remove the subsequent child policy
s9(2)(f)(iv)

B1

Package B plus:
s9(2)(f)(iv)

Removal of IWTC hours test
B2

Package B1 plus:
s9(2)(f)(iv)

B3

Package B2 without:
The increase to benefit abatement thresholds

32

Note while the table above includes child poverty impacts, the modelling only includes
s9(2)(f)(iv)
, increasing benefit abatement thresholds and
removing the IWTC hours test (where these initiatives are included in the packages).

33

s9(2)(f)(iv)

34

Officials best estimate of the impacts are likely to be of a similar order of magnitude
 around 1-2 percentage points, or 10-20,000 children, on each measure.

35

The possible variations to Package B are:
In addition to changes proposed in Package B, Packages B1, B2 and B3 also
include:
s9(2)(f)(iv)

35..2 removing the hours test for the IWTC to improve the interface between
benefit and work, particularly for people in unstable employment with
variable hours and income.
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Package B2: s9(2)(f)(iv)

Package B3: excludes the proposed increase to benefit abatement thresholds
in Package B to reduces the cost of the package (as option B2 has relatively high
fiscal costs given the extra initiative included) and allow extra fiscal room to
consider multiple smaller cost options instead.
36

Earlier WFF advice provided information on removing the hours test for the IWTC (6
December 2019, T2019/3745). The change would mean that people would continue
to be eligible for the IWTC when their hours of work do not meet the hours test (20
hours a week for a sole parent and 30 hours a week combined for couples) and if
they are not receiving a main benefit. This would support incentives to enter and
remain in work, assist with income adequacy, and be consistent with a potential
longer-term reform to introduce an Earned Income Tax Credit, as recommended by
the WEAG.

36

Around 15,500 families would gain under this change, 79% of whom are sole parent
families. Around half of these sole parents had annual family scheme income under
$24,000. These are families who were in paid employment and did not receive IWTC
or a main benefit.5 There could also be some OB/UCB/FCA recipients who may be
eligible for IWTC under this proposal.

39

Initial modelling undertaken by Inland Revenue indicates that the annual fiscal cost
of this change would be between $34-$60 million p.a.6 This proposal would likely
result in full take up of IWTC entitlement for those families eligible and in the Working
for Families system.

Package C: Increases to main benefits and increasing fairness
37

Package C provides a balance between initiatives which increase incomes for all
beneficiary families (with and without children) and addressing specific equity issues
in the system.

Package

C

Initiatives

Main benefit increases of $12.50 per week
per family on 1 July 2020 and a further
$12.50 per week per family on 1 April 2021

Child Poverty
impacts

Fiscal costs
(per year)

s9(2)(f)(iv)

s9(2)(f)(iv)

Remove subsequent child policy
C1

Package C plus:
The increase to benefit abatement thresholds

C2

Package C1 plus:
s9(2)(f)(iv)

38

The child poverty modelling is limited to the main benefit increase for Package C and
to the benefit increase and abatement change for Package C1 and C2.
s9(2)(f)(iv)

The Minister for Social Development has
expressed an interest in the following variations to Package C:
This is based on administrative data from the 2019 tax year.
This estimate is subject to modelling caveats, such as excluding self-employed (who are eligible
to receive IWTC), and changing family circumstances, which varies the numbers of families
eligible. Updated modelling is underway that will include TAWA modelling.

5
6
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Package C1: includes increasing benefit abatement thresholds to better support
movement into part-time employment
Package C2: s9(2)(f)(iv)

There are additional small cost options that could be included in
any package
39

There are additional smaller-cost options that could be included in any of the
packages not already discussed. The additional options include:
s9(2)(f)(iv)

Deleted - Not Relevant to Request
s9(2)(f)(iv)

40

s9(2)(f)(iv)

Implementation
41

Officials strongly recommend implementing the packages on 1 April 2021,
s9(2)(f)(iv)

42

While officials recommend implementation on 1 April 2021, some changes could be
implemented sooner or later:
Main benefit increases could be implemented as early as 1 July 2020, however
if multiple initiatives are progressed together it is recommended that all the
changes are made together on 1 April 2021. A single implementation date is
preferred to minimise multiple rate changes for clients and needing to implement
multiple Transitional Assistance Payments.
or removing the hours test from IWTC
would require additional system changes and training to communicate changes
s9(2)(f)(iv)

s9(2)(f)(iv)
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s9(2)(f)(iv)

43

44

All of the costings in this paper assume a 1 April 2021 implementation date,
s9(2)(f)(iv)

45

Impacts on hardship grants
46

Increases to beneficiary incomes are likely to modestly reduce the need for hardship
assistance, particularly for Temporary Additional Support (TAS). For example,
Package A is estimated to reduce TAS spending by around $6m in the first full year
of implementation. MSD cannot model the impact of income support changes on oneoff hardship grants such as Special Needs Grants, but officials would not expect the
total grants for one-off hardship to decline substantially.

47

This is because hardship grants did not fall significantly following the Working for
Families, Child Material Hardship and Families Packages (packages which were more
targeted towards families with children). Individuals and families without children
receive the majority of hardship grants and the weekly gains for individuals and
families without children in these packages may not be enough to significantly help
clients respond to unexpected costs.

Additional agency comment
48

MSD considers there is a strong case to include measures to improve income
adequacy for single people without children alongside an increase for those with
children, given current levels of relative deprivation of those groups. Consequently,
MSD recommends Ministers consider a variant of package A or C that includes a main
benefit increase for those without children. It would be highly desirable to include
measures that support work incentives as part of the package to provide balance,
such as the IWTC hours test, benefit abatement, or s9(2)(f)(iv)

49

Oranga Tamariki has been consulted on the paper and note that in December 2019
Cabinet agreed that initial work be progressed to the caregiver financial assistance
system to improve support for caregivers [SWC-19-MIN-0199; CAB-19-MIN-0672
refer]. In line with this, Oranga Tamariki have noted that Package A with
modifications and Package B would directly benefit caregivers,
s9(2)(f)(iv)

7

s9(2)(f)(iv)
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Next Steps
50

Officials can provide further advice on these packages, or other packages such as the
alternative option, s9(2)(f)(iv)

51

Initial estimates indicate that the cost of this alternative option would be similar to
the other packages, but officials could provide modelled costings and further advice
on this shortly if Ministers are interested.
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Appendix One: balancing any increases in income adequacy with
impacts on the financial incentives to work
There is a strong case for improving income adequacy as part of the welfare overhaul...
1

In the context of the Governments overhaul of the welfare system, there is a strong
case for focusing on improving income adequacy. The WEAG report provided robust
analysis that suggests that incomes are likely to be inadequate for many beneficiaries
to meet basic costs, and that some low-income working families may also be
struggling to have sufficient income to be able to participate meaningfully in their
communities. The Governments child poverty reduction targets will also require a
continued focus on families with children. These packages will materially contribute
to a reduction in child poverty, and the across-the-board benefit increase will reduce
adult poverty too.

2

Recent Budgets have focused on improving adequacy for families with children
(Families Package), improving the long-term relativities between benefits and wages
(indexation) and employment support (benefit abatement thresholds and workfocused case managers). Single people without children have not gained as much
through these changes, they make up the majority of people receiving Special Needs
Grants, and the WEAG report them as a group that had some of the largest deficits
in their incomes compared to meeting basic costs. The across-the-board benefit
increase would improve income adequacy for this group and would be likely to
modestly reduce the need for hardship assistance.

.. and hardship can undermine the search for sustainable employment
3

There is also evidence that that the financial stress from inadequate incomes can
reduce peoples ability to seek employment. Adequate income support can be seen
as the foundation for people to be able to actively seek sustainable employment.

There are opportunities to also increase employment supports, and reduce barriers to
employment, to ensure that work still pays...
4

Increasing benefits can reduce the gap between benefits and work, particularly for
those on the lowest wages. While these impacts on employment are usually small (as
peoples decisions to work take into account many factors beyond financial
considerations) welfare systems should ideally maintain a balance between adequate
out-of-work assistance and ensuring work pays more than a benefit. This is important
in terms of a long-term poverty reduction strategy, as moving into work is a key way
for people to move and remain out of poverty.

5

There are opportunities to balance the impacts on financial incentives to work and
improve income adequacy, both within the welfare overhaul income support package,
and across the priorities in Budget 2020, particularly within Priority B. We understand
that the Priority B initiatives focused on beneficiaries include s9(2)(f)(iv)

For people without children the gap between benefit and work is historically high ..
6

Within the income support package, consideration of the current size of the gap
between income on a benefit and income in low-wage work for different groups is
important. Deleted - Not Relevant to Request

7

Officials view is that the relatively modest scale of the benefit increases proposed for
people without children do not materially narrow this gap and that the impacts on
employment are likely to be very small.
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8

This view holds despite the recent increases in the numbers of Jobseeker Support
recipients. These increases are unlikely to have been driven by financial
considerations as incomes for beneficiaries without children have not increased
significantly over this period, particularly compared to families with children. Rather,
these increases are likely to reflect the softening and uncertain economic environment
and a decrease in work-focused case management support over time.

.. but low-income families with children can face a relatively small gap between benefit
and work ..
9

For low-income families with children the gap between benefit and work is not as
substantial and is particularly small for those on the lowest wages, those facing the
loss of multiple payments such as the Family Tax Credit and Accommodation
Supplement, and those with significant childcare costs.

10

Sole parents are likely to gain from all packages (which means these packages are
well-targeted to reducing child poverty), but they also currently have the smallest
gaps between benefit and work as they have higher levels of support in the benefit
system and face childcare costs while on a single income.

.. and officials consider that further options to support sustainable employment and to
make work pay would balance the increased income adequacy components of these
packages
11

The more substantial gains to families with children proposed in these packages will
reduce the gap between benefit and work for low-income families, particularly sole
parents. Because good employment outcomes are a primary route for parents and
their children to move out of poverty over the longer term, you may also wish to
consider options to support (and reduce barriers to) sustainable employment as part
of a comprehensive income support package and approach to reducing child poverty.
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Appendix Two: Summary assessment of all options
Summary of changes

A

Main benefit increases of $25pw per family
s9(2)(f)(iv)

A1

Main benefit increase of ~$27pw for families without
children
s9(2)(f)(iv)
Increase OB/UCB/FCA

A2

$25pw increase for single people without children,
$41 increase for couples without children
s9(2)(f)(iv)
Increase OB/UCB/FCA

B

s9(2)(f)(iv)

Child Poverty
Fiscal
Reduction (TAWA) costs (per
year, MSD
data)

Number of
Average
individuals and gain per
families that
week
gain (MSD data)

s9(2)(f)(iv)

Increasing benefit abatement thresholds
Increasing financial assistance for carers
Remove the subsequent child policy
s9(2)(f)(iv)
B1

Package B plus:
s9(2)(f)(iv)
Remove of IWTC hours test

B2

Package B1 plus:
s9(2)(f)(iv)

B3

Package B2 without:
The increase to benefit abatement thresholds

C

C1

Main benefit increases of $12.50pw per family on 1
July 2020 and another $12.50pw increase on 1 April
2021
s9(2)(f)(iv)
Remove the subsequent child policy
s9(2)(f)(iv)
Package C plus:
The increase to benefit abatement thresholds

C2

Package C1 plus:
s9(2)(f)(iv)
s9(2)(f)(iv)

These poverty estimates have relatively large margins of error (up to +/-6,000) due to the underlying survey data.

s9(2)(f)(iv)

All calculations should be considered as estimations. Access to the anonymised data used in this analysis request was provided
by Statistics NZ in accordance with security and confidentiality provisions of the Statistics Act 1975 and secrecy provisions of
the Tax Administration Act 1994. Statistics NZ confidentiality protocols were applied to the data sourced from the Ministry of
Social Development. The results in this analysis request have been confidentialised to protect individual persons, households,
businesses and organisations from identification. The results presented in this analysis request are the work of the Treasury,
not Statistics NZ.
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Appendix Three:
increases
1

Different approaches to applying main benefit

There are different ways you could decide to apply a main benefit increase. Broadly
speaking, the approaches are a dollar increase, or a percentage increase (which
ensures beneficiaries receive the same relative increase in their payment). The
following tables shows the absolute ($) and relative (%) increase for each rate under
the different approaches. These are:
Package A increases each rate by $25 (i.e. the combined couple rate increases
by $25). The relative increase for single people and youth rates are greater
relative to couple rates. The relative increase for those on Supported Living
Payment is lower than for those on Jobseeker Support.
Packages A1 increases each rate by $27 for families without children which
aligns the with- and without- children couple rates.
As with package A1, package A2 increases the without children rates for single
people by $27, however gives a larger increase to couples. Couples without
children rates increase by $42, which gives couples the same percentage
increase as single people are receiving.
For comparison, a percentage increase approach has also been shown. This
increases rates for families without children by 7%. There are small increases
to some of the with-children rates to keep existing relativities between rates.
Under this approach, Supported Living Payment rates increase by more than JS
rates.

Jobseeker Support/Sole Parent Support
Benefit type & numbers (Sept
2019)
With
children

Couple

9.4k

+$25 (6%)

-

+$14.02 (3%)

Sole Parent

78.5k

+$25 (7%)

-

Without
Children

Couple

7.9k

+$25 (6%)

+$27.64 (7%)

+$41.66 (11%)

+$27.64 (7%)

Single

121.9k

+$25 (11%)

+$27.64 (12%)

+$25 (11%)

+$16.57 (7%)

Youth

Single

10.4k

+$25 (13%)

+$27.64 (14%)

+$25 (13%)

+$13.82 (7%)

At home

1.8k

+$25 (16%)

+$27.64 (18%)

+$25 (16%)

+$11.06 (7%)

+$14.02 (3%)

+$6.96 (1%)

-

+$2.59 (1%)

Supported Living Payment

Benefit type & numbers
With
children

Couple

3.3k

+$25 (5%)

-

Sole Parent

7.6k

+$25 (6%)

-

Without
Children

Couple

8.3k

+$25 (5%)

+$27.64 (6%)

+$41.66 (9%)

+$34.60 (7%)

Single

72.5k

+$25 (9%)

+$27.64 (10%)

+$25 (9%)

+$20.74 (7%)

Youth

Single

5.8k

+$25 (11%)

+$27.64 (12%)

+$25 (11%)

+$24.30 (10%)

-

+$5.72 (1%)
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s9(2)(f)(iv)
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s9(2)(f)(iv)
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Report
Date:

5 March 2020

Security Level:

BUDGET SENSITIVE

To:

Rt Hon Jacinda Ardern, Prime Minister, Minister for Child Poverty Reduction
Hon Grant Robertson, Minister of Finance
Hon Carmel Sepuloni, Minister for Social Development
Hon Stuart Nash, Minister of Revenue

Follow up advice on Budget 2020 income support
options
Purpose of the report
1

At the meeting on 19 February 2020 between the Ministers for Child Poverty
Reduction, Finance, Social Development, Revenue and Children, Joint Ministers asked
for further advice on:
changes to the hours test for the In-Work Tax Credit (IWTC) and abatement
thresholds for main benefits, and how the two policies interact with each other
options to balance goals of reducing child poverty and improving income
adequacy for people without children.

2

This paper also provides further advice on some additional considerations for Budget
2020 related to: minimum timeframes for implementation; how flow-on effects for
revenue are treated in the costings; and whether to make equivalent increases to
payment rates for caregivers.

3

This advice responds specifically to requests at the Joint Ministers meeting on 19
February 2020 and has been prepared separate to advice responding to COVID-19.

Executive summary
Part One: Changes to the hours test for the In-Work Tax Credit and main benefit
abatement thresholds, and how the two policies interact with each other
4

Ministers are exploring changes to the hours test and other eligibility settings
for the IWTC. Current eligibility settings create particular problems for families with
children whose working arrangements change frequently, or whose earnings are
insecure.

5

Officials have undertaken further work on possible changes to these eligibility settings
and identified some improvements to the current scheme that would be more
equitable, better reflect low to middle-income peoples working arrangements, and
provide greater income support for these groups of families.

1
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6

The paper sets out three options (note the off-benefit rule would remain under all
three options):
a complete removal of both the hours test and the requirement to be in
employment ($103m per year)
a removal of the hours test, but maintaining the requirement to earn at least
some income from employment each week ($32m per year)
the introduction of a two-week grace period, where the IWTC would continue
to be paid to people when they have gaps in employment or temporary
reductions in hours (up to a maximum of five a year) ($7m per year).

7

The grace period option is the least costly option and, out of the three, most cost
effectively addresses the key issues some people are experiencing with the current
settings. However, this option does not fundamentally change the existing eligibility
criteria and there would still be some low-income working families unable to meet the
existing requirements because they do not meet the hours and in-employment
requirements.

8

Ministers are also exploring changes to abatement settings for main benefits that
would increase the amount that people can earn before their benefit is reduced. These
changes would slightly increase the financial incentives for beneficiaries to move into
part-time work but would slightly reduce the financial incentives to move from parttime to full-time work.

9

Changes to benefit abatement settings would increase the incomes of beneficiaries
that work part-time and facilitate labour market entry. Because of the interactions
between main benefits and Accommodation Supplement (AS), a significant number
of non-beneficiary families receiving AS also receive more financial assistance. Of the
families that gain, the majority are low-income working individuals and families with
high housing costs who become eligible for increased support.

10

As well as their individual impact on different groups, officials have also considered
the interaction between the two policies. Almost half of those affected by the
benefit abatement change do not have children, and so they would not be affected
by changes to the IWTC. Within the group who do have children, there is likely to be
a small group of families that are affected by both the increase to the benefit
abatement thresholds and the removal of the hours test. For such families, they would
now face a choice of which support to receive, which will partly depend on their
understanding of whether they are better-off receiving the IWTC or an abated main
benefit. These impacts cannot be quantified but are likely to be very small.

Part Two: Options to balance the goals of reducing child poverty and improving income
adequacy for people without children
11

A range of options could be considered to address either or both objectives of reducing
child poverty and improving income adequacy for people without children. There are
three main broad-brush income support payments that can be used to improve
income adequacy, with each option benefiting slightly different groups:
Across-the board benefit increases would improve adequacy for beneficiaries
with and without children, but increases can be limited to either group if desired.
Increases can be made on a flat dollar rate per-family basis, or in percentage
terms, which will benefit different groups in different ways.
Changes to the Family Tax Credit (FTC) would benefit beneficiaries and
working families with children, s9(2)(f)(iv)

2
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Changes to the AS s9(2)(f)(iv)

12

There are also other ways to provide more targeted assistance to low-income families
through the benefit system. s9(2)(f)(iv)

Part Three: Next steps and other considerations
13

Once joint Ministers have indicated their preferred options for Budget 2020, officials
can provide follow-up advice on detailed decisions and flow-on implications, and
prepare material to support Cabinet decisions. Within that context, some other
matters you may wish to consider include:
Costings and second-order impacts - Costings in this report and earlier advice
do not factor in the impact of income increases on expenditure, which can flow
through to additional revenue through GST and potentially other taxes. Previous
macroeconomic modelling of major tax and welfare changes has offset the gross
fiscal costs, and this offset is likely to be larger for policies that target lowerincome households who are more likely to immediately spend additional income.
The Treasury can provide estimates of the flow-on impacts for a limited number
of packages under consideration if required.
Implementation timeframes - In general, a decision is required at least four
months ahead of MSD implementing any increases to main benefit rates.
However, if final decisions to increase main benefit rates are made by 31 March
2020, these changes could come into effect on 1 July 2020. Inland Revenue
could implement many of the changes for IWTC/FTC for 1 July 2020. MSD and
Inland Revenue would seek new funding for administration costs  and these
costs have not been included in this advice.
Support for caregivers - Any income support package can include equivalent
increases to payment rates of Orphans Benefit (OB), Unsupported Childs
Benefit (UCB), and Foster Care Allowance (FCA). s9(2)(f)(iv)
There
is less of a clear rationale to allow increases to main benefits to flow through to
higher payment rates of OB/UCB/FCA, as main benefits are primarily about
meeting the cost of the adult, whereas OB/UCB/FCA is more analogous to FTC.

Recommended actions
It is recommended that you:
1

note that this advice responds to requests at the Joint Ministers meeting on 19
February 2020 and has been prepared separate to advice responding to COVID-19

2

indicate if you want further advice on any of the options discussed in this paper
YES / NO

YES / NO

YES / NO

YES / NO

3
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3

indicate which of the following options, if any, should be the basis for subsequent
advice on the hours test and other eligibility settings for the In-Work Tax Credit:
Option 1: Remove the hours test and in-employment test
YES / NO

YES / NO

YES / NO

YES / NO

YES / NO

YES / NO

Option 2: Remove the hours test
YES / NO

YES / NO

Option 3: Allow a two-week grace period during weeks of no hours or income
YES / NO

YES / NO

YES / NO

YES / NO

4

note that, if you agree to Option 3 above, subsequent advice will consider whether
similar changes should be made to the hours-worked test for the Minimum Family
Tax Credit, which will have further cost and operational implications

5

note that if the option to increase main benefits progresses, final detailed decisions
are required by 31 March 2020 for any changes to come into effect on 1 July 2020

6

note that, once Ministers have indicated their preferred options for Budget 2020,
officials will prepare follow-up advice on detailed policy matters, and to support
Cabinet decisions

To the Minister of Finance:
7

agree to forward a copy of this report to the Minister for Children.
AGREE / DISAGREE

Kristie Carter

Jordan Ward

Director Child
Poverty Unit
Department of the
Prime Minister and
Cabinet

Acting Manager
The Treasury

Rt Hon Jacinda
Ardern
Prime Minister and
Minister for Child
Poverty Reduction

Polly Vowles

Maraina Hak

Policy Manager
Ministry of Social
Development

Policy Lead
Inland Revenue

Hon Grant
Robertson

Hon Carmel
Sepuloni

Hon Stuart Nash

Minister of
Finance

Minister for Social
Development

Minister of Revenue

4
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Part One: Further advice on removing the In-Work Tax Credit
hours test and increasing main benefit abatement thresholds
14

At the Joint Ministerial meeting on 19 February 2020, Ministers asked for further
advice on the removal of the In-Work Tax Credit (IWTC) hours test and increasing
main benefit abatement thresholds, including how the two policies interact with each
other.

Changes to the In-Work Tax Credit eligibility requirements
15

We understand that Ministers are interested in removing the hours test for the IWTC
to improve the interface between benefit and work and particularly in response to
concerns that the hours test disadvantages workers with short gaps in employment
and/or variable hours.

Background and context of the IWTC
16

The IWTC is an income-tested cash payment of $72.50pw ($3,770 per year)1 to
working families with children. Three requirements must be met to be eligible for the
IWTC:
Off-benefit rule: families cannot be in receipt of a main benefit.
Hours test: families must be working at least 20 hours a week (sole parents) or
30 hours a week (couples); and
In-employment test: families must be deriving income from employment in that
week.

17

The options in this advice consider changes to the hours test and the in-employment
test but keep the off-benefit rule.

18

The hours test includes the provision that a recipient must normally be working
the required hours. This provision allows recipients to keep receiving the IWTC over
short periods with fewer hours-worked, such as sick leave or vacation. However, it
does not allow workers with unpredictable or variable hours, such as shift workers or
those with multiple jobs, to receive the IWTC when their hours-worked drop below
the threshold.

19

The in-employment test requires IWTC recipients to derive income in each week
they are eligible. Workers with small unpaid gaps in employment therefore lose their
entitlement for every week where they are not paid. This adversely affects professions
such as teacher aides and other support staff in schools/universities who are
employed only during the school terms, workers on fixed-term contracts, and workers
between jobs.

20

These issues can place an additional burden on very low-income families, particularly
those who are also more likely to have a weaker attachment to the labour market.
Workers on low pay tend to have shorter employment spells, a higher number of
employers, a higher likelihood of holding multiple jobs, and a higher propensity to
receive a benefit (all relative to the median worker).2 A higher proportion of sole
mothers are in temporary, and/or non-standard work than partnered mothers, and
in lower paid jobs.

Options to increase the flexibility of the IWTC
21

1

There are a range of options to modernise and increase the flexibility of the IWTC to
better reflect peoples working arrangements. We have summarised three options
that relax two of the main eligibility requirements for the IWTC. Each of these options
address, in various degrees, the objectives to provide income support for gaps in

Plus an additional $15 per child per week ($780 per year) for 4th and subsequent children.
Cochrane, B., Fletcher, M., Pacheco, G., & Plum, A. (2018). Low pay in NZ. Auckland: New
Zealand Work Research Institute.
5
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income, and to maintain financial incentives to work. These options are presented at
a high level below - further detail is in the appendix and can be provided in
subsequent advice.
22

Option 1: Remove the hours test and in-employment test ($103m per year).
This option effectively provides an IWTC payment to all Working for Families (WFF)
customers not on a benefit. The IWTC is currently the main work incentive payment
in our tax and transfer system and removing the in-employment test would be a
fundamental change to the framework.

23

Option 2: Remove the hours test ($32m per year). This option would allow the
IWTC to be paid to WFF customers who have some level of employment income each
week (this could be a minimal amount) and are off-benefit. This change would provide
more support for people working variable hours of work each week, so long as the
recipient has derived income that week. It would not support those who have gaps in
income, such as being between jobs or taking unpaid leave.

24

Option 3: Allow a grace period during weeks of no hours or income ($7m per
year). This option would introduce a two-week grace period (up to a maximum of
five a year) to enable people to continue to receive the IWTC when their employment
situation changes. This would address income and employment gaps, and variable
hours within those two-week grace periods. It would be relatively easy to
communicate but would require Inland Revenue to build these rules into the system,
making it significantly more complex to implement than the other options. The
earliest date this option could be implemented would be 1 April 2021.

IWTC options

Allow IWTC in circumstances:
Variable hours

1. Removal of both
hours test and the inemployment rule
2. Removal of the
hours test
3. Two-week grace
period (max 5 per
year)

Job changes

Wouldnt meet
employment test

Gaps in work

Wouldnt meet
employment test

Annual
cost

Families
who gain

$103m

56,000

$32m

19,000

$7m

38,000



Summary of options
25

Overall, officials advise against removing the hours test and in-employment test
(option 1) as it is relatively costly, broad in its focus and removes the incentive to be
in paid work. This would be a fundamental change to the framework and be
inconsistent with the Welfare Expert Advisory Groups (WEAG) recommendation to
move to an Earned Income Tax Credit-type payment.

26

Arguably, option 1 discriminates solely on the grounds of benefit status under the
Human Rights Act 1993. This is because under this option the only eligibility rule for
IWTC would be to not be receiving a main benefit. Officials can further consider the
potential justification for this targeting of assistance if this option is progressed. We
can also raise this with the Ministry of Justice as part of the Bill of Rights Act vetting
process undertaken for changes made to primary legislation.

27

Removing the hours test (option 2) would provide more support for people working
variable hours of work each week but would not support those who have gaps in
income (such as being between jobs or taking unpaid leave).

28

Introducing a grace-period (option 3) would provide more support for families with
income and employment gaps (i.e. for those currently working and receiving IWTC).
It would also provide more support for some people working variable hours, if they
have particularly low hours within the two-week grace periods (available up to five
times a year). It is the most targeted of the options and addresses some of the key
issues with the IWTC eligibility requirements at a relatively low cost.
6
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29

Based on existing data, over 75% of these families would receive one grace period
per year under option 3. This option does not fundamentally change the existing
eligibility criteria, and there would still be some low-income working families unable
to meet the existing requirements because they do not meet the hours and inemployment requirements. If you are interested in option 3 as a change that is more
narrowly targeted to families whose working or earnings arrangements change
frequently, officials can also explore alternative options that address these specific
scenarios, such as moving to a monthly employment and hours test.

30

While none of these options may affect the headline child poverty numbers, the
assistance will still make a material difference to the lives of the families affected,
many of which are likely to be working-poor families in some of the least secure jobs.

Interactions with the Minimum Family Tax Credit
31

We note that there are also interactions between the IWTC and the Minimum Family
Tax Credit (MFTC). The MFTC is available for people working 20 or 30 hours of work
each week to ensure that they are better off receiving WFF than they are receiving a
benefit and working the same hours.

32

The MFTC has no normally hours worked provision (like the IWTC has). This means,
for example, if a person is on unpaid sick leave for a week they do not receive the
MFTC for that week, or if they work for 19 hours in one week.

33

Ministers may also want to consider making changes to the hours test for the MFTC
as well. Without corresponding changes to the MFTC, the income gains for those
families on the lowest wages may be more limited as they will still lose entitlement
to the MFTC during the periods where they do not meet the hours or employment
tests.

34

Subsequent advice can consider changes to the MFTC, which will have further cost
and significant operational implications. Alternatively, this could be reviewed as part
of the review of WFF on the welfare overhaul work programme.

Increasing main benefit abatement thresholds
Current settings
35

The benefit system currently has two distinct abatement regimes to align the financial
incentives to work with the level of labour force engagement expected:
a part-time regime designed to incentivise part-time work for people that may
be restricted in their capacity to work full-time due to childcare or having a health
condition or disability (sole parents and Supported Living Payment (SLP)
recipients)
a full-time regime designed to incentivise movement off benefit and into fulltime work, mainly applying to people on Jobseeker Support (JS), as well as NonQualifying Partners of New Zealand Superannuation (NZS) recipients.

36

The policy rationale for having an abatement threshold before the amount of benefit
received decreases is to encourage labour market entry. Incentivising labour market
entry, even for a small number of hours, has shown to be effective for incentivising
work. The thresholds also recognise the additional costs associated with work.

37

The investment through Budget 2019 will maintain the abatement thresholds in line
with expected minimum wage increases over the next four years. This means JS
recipients (excluding sole parents) will continue to be able to work around 4.5 hours
per week on the minimum wage before their benefit begins to abate, and sole parents
and SLP recipients around 6 hours per week.

7
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Proposed Budget 2020 change
38

The current proposal being considered by Joint Ministers is to increase the benefit
abatement thresholds to $150pw and $250pw. This would allow people to work 7.5
hours on the minimum wage before their benefit abates, and would benefit 64,000
individuals and families by on average $17 per week.

39

As expected, the policy is likely to benefit those receiving a main benefit and working
part time, by enabling them to keep a greater proportion of their earnings. Around
23,000 individuals and families currently receiving a working-age benefit would
benefit from the change (by an average of $22pw), with the numbers of those who
gain fairly evenly split between those with children (11,500 families) and those
without (11,500 families).

40

However, the primary groups that gain are not beneficiaries, but rather low-income
working individuals and families (non-beneficiaries), particularly those with high
housing costs. This is because the change has flow-on effects to other policy settings,
and means these working families become eligible for increased support. This
includes:
People receiving the AS. This benefits around 38,000 non-beneficiaries with high
housing costs by an average of $13pw. This is a consequence of the flow-on
impacts to AS thresholds3. This is the largest group to gain from this change.
People receiving the MFTC. The MFTC is designed to ensure that someone not
receiving a main benefit and in full-time work is no worse off than if they worked
and continued to qualify for an abated benefit. Increases in the benefit
abatement thresholds flow through to an automatic increase in the MFTC.

41

There are also a number of low-income working individuals and families that are likely
to be made newly eligible for a main benefit, AS and MFTC due to higher income cutouts for benefit assistance and a higher MFTC threshold. These individuals and
families are not included in the distributional analysis above or in the costings (but
will be included in the final Budget costings).

42

Finally, the change will also benefit a relatively small number of NZS and Veterans
Pension recipients who have included a Non-Qualifying Partners in their payment, as
the abatement thresholds for these payments will also be increased. Around 3,000
individuals and families gain by an average of $16pw.

43

Increases to the benefit abatement thresholds are estimated to have a limited impact
on the number of children in poverty.

Impact on the financial incentives to work
44

Because the changes would increase the thresholds but maintain the rates, they
would largely maintain the overall financial incentives to work associated with current
abatement settings: an abatement-free zone for all beneficiaries that encourages a
small amount of earnings, followed by a one-step abatement regime for JS recipients
that encourages full-time work, and a two-step abatement regime for sole parents
and SLP recipients that encourages part-time work.

45

Within this broad context, the changes would slightly increase the financial incentives
for people to work part-time while on benefit, but slightly reduce the financial
incentive to shift from part-time to full-time work. For certain beneficiary groups,
such as sole parents and people with a health condition or disability, this continues
to remain an appropriate outcome, as full-time work may not be necessarily available
and/or suitable. Part-time work can provide additional income to help with work-

3

This is because the AS abatement threshold (the level of income in which the payment rates
begin to abate for non-beneficiaries) is linked to the relevant benefit cut-out point. Any increases
in the benefit abatement thresholds will therefore result in a higher AS abatement threshold, which
in turn results in more AS for non-beneficiaries who are receiving an abated rate of payment.
8
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related costs, and also provide a pathway into full-time work (though the evidence
on this is mixed).
Interactions between the IWTC changes and the benefit abatement increases
46

As well as their individual impact on different groups, officials have also considered
the interaction between the two policies. If both policies were progressed, there would
likely be no direct interaction between the two changes, in the sense that abatement
changes do not affect eligibility settings for the IWTC, and vice versa.

47

However, for the more fundamental changes that remove the hours test entirely
(options 1 and 2), there would likely be a small overlap in terms of the population
groups affected (see diagram below). Of an estimated 64,000 individuals and families
affected by the abatement change, around half (37,000) have children and could be
eligible for IWTC; conversely, only a small group of families with children affected by
the removal of the hours test have incomes that mean they would be impacted by
the abatement changes.

48

The size of the group affected by both changes cannot be quantified, but there is
likely to be a small group of families with children that are usually working less than
the required 20 or 30 hours a week and who could now become newly eligible to
receive either an abated benefit or the IWTC (if the removal of the hours test option
was progressed).

49

For such families, they would now face a choice of which support to receive, which
depends on their understanding of whether they are better-off receiving the IWTC or
an abated main benefit. The mix of entitlements for such families is complex, and
families are unlikely to have perfect information available for such decisions. If these
options were progressed, MSD could work on developing a calculator for staff that
calculates which entitlements would be best suited to a clients circumstances.

50

Non-financial preferences may also have a significant role in their decision-making 
some families may prefer not to interact with the benefit system or the increased
reliability of the IWTC may prevent movement onto benefit, while others may prefer
receiving a main benefit instead.
9

Item 7
Page 58 of 114

Part Two: Options to balance goals of reducing child poverty and
improving income adequacy for people without children
51

At the Joint Ministerial meeting on 19 February 2020, Ministers asked for further
advice on any other options that may be available to address either or both objectives
of reducing child poverty and improving income adequacy for people without children.

52

There are three main broad-brush income support payments that are most closely
targeted to beneficiaries, some of which also benefit low-income working families.
These are:
increases to main benefits
increases to Working for Families
increases to the Accommodation Supplement.

53

This section includes options to make changes to these main income support
payments, as well as more indirect and/or targeted options to address adequacy,
some of which have been considered in previous advice and others which have not.

Options to increase main benefits:
54

The current proposal being considered is a $25 per week increase for all beneficiaries.
Within a main benefit increase, there are options to progress either an:
across the board increase; or
increases for selected groups to reduce fiscal costs or to balance increases across
a suite of changes.

55

There are also options whether to apply the same increase to all rates or apply a
percentage increase (such as 7 percent). A percentage increase preserves existing
relativities between rates and means that those with higher costs gain by more in
dollar terms.4

Main Benefit options

Rationale for change

Impact on
beneficiary
families
With
kids

Annual
Cost

Child
Poverty
Impacts

Without
kids

Across the board increase
$25pw increase for all
beneficiaries (or $12.50pw +
$12.50pw)

Current proposal

$420m

BHC: 7,000
AHC: 9,000

7% increase for all beneficiaries

Lower cost option that provides
same level of increases for sole
parents and lower increase for
other family types

$340m

BHC: 7,000
AHC: 8,000

Families with children only $25pw benefit increase

Supports child poverty
objectives

$130m

BHC: 6,000
AHC: 7,000

Individuals and families without
children only - ~$27pw benefit
increase

Could be progressed alongside
other changes focused on
families with children
s9(2)(f)(iv)

$320m

Not yet
modelled but
likely to be
small

Increase for selected groups

A 7 percent increase, for example, would increase rates of Sole Parent Support by $25 per week,
the single rate of SLP by $20, and the rate of JS by $16 for single and $13 (each) for couples.
10
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Options to increase Working for Families:
s9(2)(f)(iv)

11
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Options to increase the Accommodation Supplement:
s9(2)(f)(iv)

12
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s9(2)(f)(iv)

More targeted and/or indirect options to improve income adequacy
65

These options are unlikely to substantially improve income adequacy across the board
but are generally more targeted and cheaper than increases to core entitlements and
will support individuals and families facing the greatest hardship. Generally, these
changes would benefit a larger number of single people without children as they are
the largest family type receiving a benefit.

66

Changes to hardship assistance: Hardship assistance is available to help people
meet immediate and essential costs that cannot be met from any other income or
assets. Changes to hardship assistance can provide more financial assistance for
people who have high on-going costs, special needs or experience exceptional
circumstances (e.g. due to sudden illness, or unexpected costs). Some possible
changes to hardship assistance which would increase incomes include:
s9(2)(f)(iv)

67 Deleted - Not Relevant to Request
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s9(2)(f)(iv)

68

If Ministers are interested in exploring any of these options further, officials can
provide further advice and modelling. Developing announcement-ready options in
time for Budget 2020 would be challenging and possibly unlikely for some of these
options.

69

There are changes to a range of other settings that could have an indirect impact on
income adequacy, s9(2)(f)(iv)

This proposal could be considered in the future as part of the welfare
overhaul work programme.
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Part Three: Additional considerations for Budget 2020
Decision-making timeframes for early implementation
70

In general, MSD requires at least four months of lead-in time to implement any
increases to main benefit rates. However, at certain times of the year, this period can
be shorter. If final decisions to increase main benefits rates are made by 31 March
2020, these changes could come into effect on 1 July 2020. This ensures:
Payment systems and databases can be updated. This involves several stages
of drafting and reviewing systems to ensure accuracy, programmes are running
efficiently and to allow enough time to fix any issues that may arise in this
process. Part of this process includes identifying client records (which can be
thousands of client records) that for a variety of reasons will not automatically
update to the new payment rate. These records must then be manually corrected
to enable the correct rate to be paid.
Communications material can be updated. This involves updating and
distributing brochures/forms, material for internal staff and sending clients
letters to advise them of their change in payments.
Consequential impacts can be adequately addressed. Early decisions are
required around more technical matters, such as whether a TAP is required for
any people who are financial disadvantaged and what the policy parameters will
be. There are also flow-ons to the MFTC which means Inland Revenue may need
to make mid-year changes to WFF  this requires enough lead in time due to
being outside of the usual annual change cycle (e.g. on 1 April 2021 to coincide
with the tax year).

71

s9(2)(f)(iv)

However, Inland Revenue is able to make the
necessary changes (including to its systems) in time to give effect to a 1 July 2020
increase in the level of WFF payments, providing that the changes are approved by
Ministers by early April 2020 at the latest.
72

The proposal to introduce grace periods for the IWTC would require Inland Revenue
to build these rules into the system for a small subset of customers, making it
significantly more complex. This option would not be implementable until 1 April 2021
at the earliest, and may compete against our ability to successfully deliver on Release
5 of the Business Transformation and any COVID19 responses. If this option is
preferred, Inland Revenue will consider further what the operational impacts could
be. As discussed earlier, Inland Revenues ability to deliver Budget changes will
depend on whether they are asked to implement other changes at the same time.

73

s9(2)(f)(iv)

Broader impacts of main benefit increases
74

Policies that increase household incomes lead to additional spending that returns a
proportion of government expenditure through GST and potentially other taxes.

75

These flow-on impacts are not included in the costings provided. Previous
macroeconomic modelling of major tax and welfare changes has offset the gross fiscal
costs, and this offset is likely to be larger for policies that target lower-income
households who are more likely to immediately spend additional income.

76

The offsetting effects of any packages you chose to implement in Budget 2020 will be
estimated and reported through macroeconomic modelling. In addition, the Treasury
can provide estimates of the flow-on impacts for a limited number of packages under
consideration if required.
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Increases to Orphans Benefit, Unsupported Childs Benefit, and Foster Care
Allowance
77

The Minister for Children indicated she would like any income support package to
include equivalent increases to payment rates of Orphans Benefit (OB), Unsupported
Childs Benefit (UCB), and Foster Care Allowance (FCA).

78

Officials recommend that any changes to FTC flow through to increases to payment
rates for OB/UCB/FCA caregivers. This is because caregivers are not able to receive
the FTC, and these three payments have an analogous role for caregivers, in that
they are a partial contribution towards the costs of children. s9(2)(f)(iv)

79

Ministers may also want to consider allowing increases to main benefits flow through
to higher payment rates for OB/UCB/FCA. However, there is less of a clear rationale
to do so in this case, as main benefits are primarily about meeting the cost of the
adult, whereas OB/UCB/FCA is more analogous to FTC. Some caregivers receive both
a main benefit and OB/UCB/FCA (around a third of OB/UCB recipients), so would
benefit from both proposals.

80

These increases would be on top of the additional financial assistance for caregivers
provided for in the initiative addressing immediate issues currently included under
Priority D s9(2)(f)(iv)
Officials can provide
further advice on the relative increases in assistance for beneficiaries with their own
children and beneficiaries with OB/UCB children once Ministers have indicated their
preferred options for Budget 2020.
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Appendix One: Summary of options
Policy Change

Fiscal
cost

Beneficiaries vs
Working families

Annual

Benefit

Working

Children: with vs
without
With
kids

Child poverty
impacts

Without
kids

BHC50

AHC50

Main benefit increase
$25pw increase for all beneficiaries

$420m

x

7,000

9,000

7% increase for all beneficiaries

$340m

x

7,000

8,000

Families without children ($25)

$280m

x

Families with children ($25)

$130m

x

x

~0

~0

x

6,000

7,000

x

Not yet
modelled
( 2,000)

Not yet
modelled
( 2,000)

2,000

2,000

s9(2)(f)(iv)

IWTC eligibility changes

Remove hours test and employment rule
Remove hours test rule
Allow a two-week grace period

$103m

x

$32m

x

x

$7m

x

x

N/A

Other changes
Increasing benefit abatement thresholds
($150/$250)
s9(2)(f)(iv)

3,000

$95m

x

Increase OB/UCB/FCA rates
Remove the subsequent child policy
s9(2)(f)(iv)

$1m

x

x
N/A

* Officials are currently working on combining MSD and Treasury modelling to refine the child poverty estimates so these are
likely to change. s9(2)(f)(iv)
These poverty estimates have relatively large margins of error (up to +/-6,000) due to the underlying survey data.
All calculations should be considered as estimations. Access to the anonymised data used in this analysis request was provided
by Statistics NZ in accordance with security and confidentiality provisions of the Statistics Act 1975 and secrecy provisions of the
Tax Administration Act 1994. Statistics NZ confidentiality protocols were applied to the data sourced from the Ministry of Social
Development. The results in this analysis request have been confidentialised to protect individual persons, households,
businesses and organisations from identification. The results presented in this analysis request are the work of the Treasury, not
Statistics NZ.

7

This estimated is rounded to the nearest 5,000 and not directly comparable to other results.
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Appendix Two: Further information on IWTC options
Option

Remove both
hours-test and
in-employment
rule:
IWTC paid to all
WFF recipients for
every week that
they are not
receiving a benefit

Remove the
hours-test:
IWTC paid to every
WFF recipient for
each week they
have job income
and no benefit

Distributional impacts
Fiscal cost $103m per annum with around 56,000
families affected.
Approximately 30,000 newly entitled at $71m per
annum. These are families that are off benefit for a
period of the year but do not receive the IWTC.
Another approximately 26,000 families who receive
some IWTC during the year would continue receiving
the IWTC at any time they are not on benefit.
These families would receive approximately $32m more
in IWTC over the year.
Total fiscal cost: $32m per annum, with around
19,000 families affected.
Around 8000 working families would become newly
entitled at a fiscal cost of $25m per annum. These are
families that dont receive a benefit (this could be
because of lifestyle reasons, because their income is too
high), but fail to satisfy the existing IWTC requirements
consistently.
Approx. 11,000 families who move on and off the
IWTC during the year would gain. The estimated
fiscal cost for these families is about $5m per annum.
The cost is much lower per family for this group as they
would only continue to receive the payment for small
periods they otherwise would not have.

Financial incentives to
work

Systems/ Admin

Maintains focus on
employment:
No

Easily
implementable.
(July 2020)

Incentivises minimum
level of employment:
No
Current recipients:
Could reduce their
hours-worked and still
receive.
Maintains focus on
employment:
Yes

Easily
implementable.
(July 2020)

Incentivises minimum
level of employment:
No
Current recipients:
Could reduce their
hours-worked and still
receive.

Around 1000 newly eligible self-employed people at
$2m per annum
Two-week graceperiod:
Every time an IWTC
recipients
employment
situation changes,
they continue to
receive the IWTC
for a two-week
period.
Maximum of 5
grace periods per
year.

38,000 families transitioned from being in
employment and receiving the IWTC, to a period
without the IWTC in the 2018-2019 tax year.

Maintains focus on
employment:
Yes

29,500 families transitioned once and would gain 2
weeks IWTC.
7,000 transitioned twice and would gain 4 weeks IWTC.
And 1,500 transitioned three or more times and would
gain 6 or more weeks of IWTC

Incentivises minimum
level of employment:
Yes

Fiscal cost of providing two weeks IWTC for each transition
is $7 million per annum. The relatively low cost of this
options reflects that the average gain for families is less
than $200 per annum.

Current recipients:
Could not reduce their
hours-worked and still
receive.

Would require
systems build
and increased
administrative
checks.
Not deliverable
before April 1,
2021.
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Report
Date:

19 March 2020

Security Level:

BUDGET SENSITIVE

To:

Rt Hon Jacinda Ardern, Prime Minister, Minister for Child Poverty Reduction
Hon Grant Robertson, Minister of Finance
Hon Carmel Sepuloni, Minister for Social Development
Hon Stuart Nash, Minister of Revenue

Re-orienting the Budget 2020 Income Support Package
Purpose of the report
1

This report seeks guidance on a number of outstanding issues ahead of final Budget
2020 decisions, following the welfare package announced as part of the COVID-19
response.

Executive Summary
2

On 16 March 2020, Cabinet agreed three main changes to welfare settings as phase
1 of an economic recovery package aimed at boosting household incomes, providing
support beyond the immediate effects of the COVID-19 economic shock, and
ensuring an economic recovery takes hold [CAB-20-MIN-0108].

3

These changes were:
a $25 per week increase to the rates of all main benefits from 1 April 2020
(excludes New Zealand Superannuation and Veterans Pension),
doubling the Winter Energy Payment for 2020 to $1400 for couples and $900
for single people
removing the hours test from the In-Work Tax Credit from 1 July 2020.

4

We understand that Budget 2020 will be re-oriented to be the second phase of the
broader economic recovery package. There are several welfare initiatives largely
focused on increasing the incomes of low-income families and individuals. These
initiatives would support further economic recovery.

1
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5

The following initiatives could be considered as part of the Governments next steps
in responding to the economic impacts of COVID-19:
5.1 Introducing a two-week grace period to the In-Work Tax Credit (approx.
$7m per annum)
5.2 s9(2)(f)(iv)
5.3 Increasing rates of Orphans Benefit (OB), Unsupported Childs Benefit
(UCB), and Foster Care Allowance (FCA) by $25 per week, per child ($35m
per annum), and

6

Officials are seeking final decisions for Budget 2020 on the following initiatives
which the Minister for Social Development would like to continue to be considered
as part of Budget 2020, as they would further support economic recovery and
progress the Governments overhaul of the welfare system:
6.1 s9(2)(f)(iv)
6.2 Increasing main benefit abatement thresholds ($95m per annum)
6.3 Removing the subsequent child policy ($1m per annum), and
6.4 s9(2)(f)(iv)

7

Deleted - Not Relevant to Request

8

The following initiative may not be directly linked to the Governments response to
COVID-19 but could be progressed if desired:
8.1 s9(2)(f)(iv)

Recommended actions
It is recommended that you:
1. note that on 16 March 2020 Cabinet decided to progress three main changes to
welfare settings to support the Governments response to the economic impacts of
COVID-19 [CAB-20-MIN-0108]:
a $25 per week increase to the rates of all main benefits from 1 April 2020
(excludes New Zealand Superannuation and Veterans Pension),
doubling the Winter Energy Payment for 2020 to $1400 for couples an $900 for
single people, and
removing the hours test from the In-Work Tax Credit from 1 July 2020.
2. note that the following initiatives are largely focused on increasing the incomes of
low-income families and individuals
3. note that if a number of these initiatives were to be approved, officials will provide
up-to-date advice around the potential operational implications, including costings
and possible phasing for implementation in the context of significant operational
pressure on agencies as a result of the Governments response to COVID-19

2
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Initiatives that could further contribute to the Governments response to the
economic impacts of COVID-19:
4. indicate if you want further advice on introducing a two-week grace period to the
In-Work Tax Credit through Budget 2020 (approx. $7 million per annum)
Yes / No

Yes / No

Yes / No

Yes / No

Prime Minister

Minister of Finance

Minister for Social
Development

Minister of Revenue

Yes / No

Yes / No

Yes / No

Yes / No

Prime Minister

Minister of Finance

Minister for Social
Development

Minister of Revenue

5. s9(2)(f)(iv)

6. indicate if you want to progress increasing rates of Orphans Benefit, Unsupported
Childs Benefit and Foster Care Allowance through Budget 2020 ($35 million per
annum)
Yes / No

Yes / No

Yes / No

Yes / No

Prime Minister

Minister of Finance

Minister for Social
Development

Minister of Revenue

Initiatives the Minister for Social Development would like reconsidered as part
of Budget 2020:
7. s9(2)(f)(iv)

8.

9.

Yes / No

Yes / No

Yes / No

Yes / No

Prime Minister

Minister of Finance

Minister for Social
Development

Minister of Revenue

10. indicate if you want to progress increasing main benefit abatement thresholds
through Budget 2020 ($95 million per annum)
Yes / No

Yes / No

Yes / No

Yes / No

Prime Minister

Minister of Finance

Minister for Social
Development

Minister of Revenue

3
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11. indicate if you want to progress removing the subsequent child policy through
Budget 2020 ($1 million per annum)
Yes / No

Yes / No

Yes / No

Yes / No

Prime Minister

Minister of Finance

Minister for Social
Development

Minister of Revenue

Yes / No

Yes / No

Yes / No

Yes / No

Prime Minister

Minister of Finance

Minister for Social
Development

Minister of Revenue

12. s9(2)(f)(iv)

Other initiative unrelated to the Governments response to COVID-19:
13. s9(2)(f)(iv)

Yes / No

Yes / No

Yes / No

Yes / No

Prime Minister

Minister of Finance

Minister for Social
Development

Minister of Revenue

Yes / No

Yes / No

Yes / No

Yes / No

Prime Minister

Minister of Finance

Minister for Social
Development

Minister of Revenue

14. Deleted - Not Relevant to Request

Further advice on the Governments response to COVID-19
15. note that officials are preparing further advice on the Governments response to
COVID-19 which will be considered by the Ad Hoc Cabinet Committee on COVID-19
Response on Wednesday 25 March 2020

4
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To the Minister of Finance:
16. agree to forward a copy of this report to the Minister for Children.
AGREE / DISAGREE

Polly Vowles

Eina Wong

Policy Manager
Ministry of Social
Development

Senior Policy
Advisor
Inland Revenue

Hon Grant
Robertson

Hon Carmel
Sepuloni

Hon Stuart Nash

Minister of
Finance

Minister for
Social
Development

Kristie Carter

Jordan Ward

Director Child
Poverty Unit
Department of
the Prime
Minister and
Cabinet

Acting Manager
The Treasury

Rt Hon Jacinda
Ardern
Prime Minister
and Minister for
Child Poverty
Reduction

Minister of
Revenue
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Recent Cabinet decisions were made in relation to the
Governments response to the economic impacts of COVID-19
9

The Government has acknowledged that the economic outlook in New Zealand has
deteriorated significantly as the COVID-19 outbreak has become a global pandemic
and that it needs to prepare for a major slowing in economic activity.

10

On 16 March 2020, Cabinet decided to progress three main changes to welfare
settings to support the Governments response to the economic impacts of COVID19 [CAB-20-MIN-0108]:
a $25 per week increase to the rates of all main benefits from 1 April 2020
(excludes New Zealand Superannuation and Veterans Pension),
doubling the Winter Energy Payment for 2020 to $1400 for couples an $900 for
single people, and
removing the hours test from the In-Work Tax Credit from 1 July 2020.

11

These changes are considered to be part of phase 1 of an economic recovery
package aimed at boosting household incomes, providing support beyond the
immediate effects of the COVID-19 economic shock, and ensuring an economic
recovery takes hold. They work alongside changes to support employers and their
staff through wage subsidies and leave payments.

12

We understand Budget 2020 will be re-oriented to be the second phase of the
broader economic recovery package.

13

There are several welfare initiatives largely focused on increasing the incomes of
low-income families and individuals. These initiatives would support further
economic recovery.

14

If Ministers approve any of these initiatives, officials will provide up-to-date advice
around the potential operational implications for agencies, including costings and
implementation timeframes. This is in the context of significant operational pressure
on agencies as a result of the Governments response to COVID-19.

Initiatives that could further contribute to the Governments
response to the economic impacts of COVID-19
Introducing a two-week grace period to the In-Work Tax Credit ($7m a year)
15

The government announced the removal of the hours test for the In-Work Tax
Credit (IWTC) from 1 July 2020 under phase one of the COVID-19 Income
Support Package. This change will allow families to continue to receive the
credit if their hours-worked vary a lot or are reduced as long as they still earn
some income.

16

However, the removal of the hours test does not help families who have unpaid
gaps in employment such as those on unpaid leave or transitioning between
jobs. A two-week grace period could be implemented to address this issue and
allow working families to continue to receive the IWTC when they have small
unpaid gaps in employment. This would respond to longstanding issues with the
legislation by allowing workers to continue receiving the IWTC over small unpaid
periods such as teacher aides during school holidays.

17

This change supports labour market attachment, in that it may help encourage
families that are transitioning between jobs to stay off benefit if they know they will
be back in employment shortly. However, the rate of IWTC ($72.501) is
substantially lower than Jobseeker Support, so families that face ongoing

1

For up to 3 children; each additional child increases that payment by $15 per week.
6
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uncertainty or longer gaps in employment may choose to receive a benefit, and the
temporary removal of the income stand-down periods assists with this.
18

Preliminary estimates suggest the proposal would cost approximately $7m per
annum. Inland Revenue officials will provide further advice on the operational
design of the proposal.

19

This change could not be implemented before 1 April 2021.

20

Inland Revenue officials are exploring options in the short-term to ensure those
affected by COVID-19 continue to receive their IWTC entitlements where
allowable by legislation.
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Increasing the rates of Orphans Benefit (OB), Unsupported Childs Benefit (UCB), and
Foster Care Allowance (FCA) by $25 per week ($35m a year)
26

The Minister for Children has indicated that she would like any Budget 2020 Income
Support Package to include increases to payments of OB, UCB and FCA to improve
the adequacy of these payments.
7
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27

This would benefit around 22,000 children cared for by 14,000 caregivers. Many of
these caregivers are from low-income households. Increasing the rates of the OB,
UCB and FCA would be consistent with the findings of the review of financial
assistance for caregivers undertaken by Oranga Tamariki in 2019  stakeholders
who were consulted as part of the review, including caregivers themselves, reported
that the current rates are inadequate to cover the costs of caring for a child.

28

Previous advice indicated an implementation date of 1 April 2021 and noted that
earlier implementation dates could be possible.

29

We note that in addition to this bid, Priority D Ministers are also considering a
proposal at approximately $28 million per year that would address immediate issues
for OB, UCB and FCA caregivers.

Initiatives the Minister for Social Development would like
reconsidered as part of Budget 2020
30

These initiatives would further support economic recovery and progress the
Governments overhaul of the welfare system.
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Increasing main benefit abatement thresholds ($95m a year)
38

The current proposal being considered by Joint Ministers is to increase the benefit
abatement thresholds to $150 per week and $250 per week. This would allow
people to work 7.5 hours on the minimum wage before their benefit abates (up
from 4.5 hours now) and would benefit 64,000 individuals and families by on
average $17 per week.

39

This proposal is likely to benefit those receiving a main benefit and working part
time by enabling them to keep a greater proportion of their earnings. Around
23,000 individuals and families currently receiving a working-age benefit would
benefit from the change (by an average of $22 per week), with the numbers of
those who gain fairly evenly split between those with children (11,500 families) and
those without (11,500 families).

40

However, the primary groups that gain are not beneficiaries, but rather low-income
working individuals and families, particularly those with high housing costs. This is
because that change has flow-on effects to other policy settings, and means these
working families become eligible for increased support. This includes:
People receiving the Accommodation Supplement-this benefits around 38,000
non-beneficiaries with high housing costs by an average of $13 per week. This is
a consequence of the flow-on impacts to AS thresholds2. This is the largest
group to gain from this change.
People receiving the Minimum Family Tax Credit (MFTC)-the MFTC is designed to
ensure that someone not receiving a main benefit and in full-time work is no
worse off than if they worked and continued to qualify for an abated benefit.
Increases in the benefit abatement thresholds flow through to an automatic
increase in the MFTC.

41

Previous advice indicated an implementation date of 1 April 2021.

Removing the subsequent child policy ($1m a year)
42

This policy currently impacts eligibility for Sole Parent Support and places
obligations on parents to return to work earlier if they have an additional child while
receiving a main benefit. People receiving a couple rate of benefit can also have
their work obligations impacted by the subsequent child policy.

43

Removing the subsequent child policy will mean that the youngest dependent child
of a person will always be considered in establishing entitlement to Sole Parent
Support. As a result, around 2,500 people will move from receiving Jobseeker
Support at a sole parent rate to receiving Sole Parent Support. The rate of benefit
for these people will not change. However, they may become eligible for additional
financial incentives that are only available to people receiving Sole Parent Support
(such as the Work Bonus).

44

This proposal will also result in the youngest dependent child always being
considered when setting work obligations for a client and/or partner of the client.
This means that for some people, their work obligations will reduce from full-time to
part-time, and for others it will reduce from part-time to work preparation.

45

We have estimated that it will take one year to implement the removal of the
subsequent child policy, primarily due to the nature of the IT changes required.
Staff requirements and operational work associated with re-assessing and

2

This is because the AS abatement threshold (the level of income in which the payment rates
begin to abate for non-beneficiaries) is linked to the relevant benefit cut-out point. Any increases
in the benefit abatement thresholds will therefore result in a higher AS abatement threshold, which
in turn results in more AS for non-beneficiaries who are receiving an abated rate of payment.
9
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communicating with people about changes to their benefit and work obligations will
also be necessary.
46

Previous advice indicated an implementation date of July 2021.
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Other initiatives to be considered
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Further advice on the Governments response to COVID-19
61

COVID-19 is a rapidly evolving situation and we understand Ministers are continuing
to receive advice on recommended responses. It is likely that further advice will be
considered by the Ad Hoc Cabinet Committee on COVID-19 Response on
Wednesday 25 March 2020.

Next Steps
62

Agencies are facing significant operational pressure as a result of the Governments
response to COVID-19. If a number of these initiatives were to be approved,
officials will provide up-to-date advice around the potential operational implications,
including costings and possible phasing for implementation in the context of
significant operational pressure on agencies as a result of the Governments
response to COVID-19.

Appendix
63

A Table of Budget 2020 income Support Package initiatives.

File reference: REP/20/3/265

11

s9(2)(f)(iv)

s9(2)(f)(iv)

Deleted - Not Relevant to Request

s9(2)(f)(iv)

Item 8
Page 78 of 114

Item 9
Page 79 of 114

s9(2)(g)(i)

Item 9
Page 80 of 114

Item 9
Page 81 of 114

Item 9
Page 82 of 114

s9(2)(k)

Item 10
Page 83 of 114

s9(2)(k)

Item 10
Page 84 of 114

Item 10
Page 85 of 114

Deleted - Not Relevant to Request

COVID 19 responses and recovery funding package

Item 10
Page 86 of 114

Deleted - Not Relevant to Request

Deleted - Not Relevant to Request

Item 10
Page 87 of 114

Item 10
Page 88 of 114

Deleted - Not Relevant to Request

Item 10
Page 89 of 114

Deleted - Not Relevant to Request

Targeted support to improve income adequacy

Item 10
Page 90 of 114

Targeted support to provide fiscal stimulus
Deleted - Not Relevant to Request

Item 10
Page 91 of 114

Deleted - Not Relevant to Request

Item 10
Page 92 of 114

Deleted - Not Relevant to Request

Impacts on the Fiscal Strategy

Deleted - Not Relevant to Request

Item 10
Page 93 of 114

Figure 2: long-run impact on OBEGAL of welfare increases
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Targeted fiscal stimulus options, and
permanent income support options
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^Increase FTC eldest child rate from $113
(+$7pw) and subsequent child rate from $91
(+$29pw)

^Increase FTC eldest child rate to $138pw and
subsequent child rate to $116pw

^Increase FTC eldest child rate to $163pw and
subsequent child rate remains at $91pw
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Permanent welfare increases

Table 3  summary of permanent welfare options

