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Reference: 20210060 THE TREASURY

19 March 2021

$9(2)(a)

Dear s9(2)(a)

Thank you for your Official Information Act request, received on 19 February 2021.
You requested the following Treasury Report:

Economic response to further COVID-19 outbreaks

| note that the request was received by the Treasury on 19 February 2021 as a partial
transfer from the Ministry of Health.

Information being released

Please find enclosed the following documents:

Item | Date Document Description Decision
1. 19 November Treasury Report: Economic Release in part
2020 response to further COVID-19
outbreaks

| 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:

o 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,

o 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,

o certain information, under section 9(2)(j) — to enable the Crown to negotiate
without disadvantage or prejudice, and

. direct dial phone numbers of officials, under section 9(2)(k) and 9(2)(g)(ii) — 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

1 The Terrace
PO Box 3724
Wellington 6140
New Zealand

tel. +64-4-472-2733

https://treasury.govt.nz



is because information released under the OIA may end up in the public domain, for
example, on websites including Treasury’s website.

In making my decision, | 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

Alastair Cameron
Manager, Economic Policy
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Treasury Report: Economic response to further COVID-19
outbreaks

Executive Summary
The Government’s economic response to outbreaks sho e substant@

linked to public health restrictions.
A successful elimination strategy means that most of t c@' y will o gper@e
normally the majority of the time, interspersed with e) estriction Tﬁat means

that the Government’s economic strategy needs to pivotquickly between pensatmg
for the economic impact of outbreaks and supp<rgrecovery fro |ct| ns.

A substantial package of support at higher
impact of restrictions on employment and inc

deliver teble outcomes in the

face of very short and severe economic sho nd s Fgws%‘;%somal license and

encourage compliance with restrictions ificant sup gh outbreaks in turn

allows economic activity to resume ickly after outbr al\<s allowing the economy to
f no co i\ /trénsm|33|on

take advantage of the economlc
Provided that the support is e or ry and ti k of providing too little support
outweighs the risk of providing much” {r with fiscal sustainability or

transition are low so lon pport |s'n nd to the period during which public
health restrictions are}n

The response so(faF has)oeen su uI and well-received, and future changes
should focus on lmpro/vement ratk an significant change.
resurgence package should be support for

The core econ ' mponents%}
firms’ wa osts to allow them to retain staff, and support for fixed costs to manage

as been effective at achieving your objectives, but

i ) de and improve it. This includes through making a
cle r@r -link between yortand health restrictions, and a sustainable solution to fixed
an sition cos’gs?b he Small Business Cashflow Scheme (SBCS).

We therefore r
AL2 and ab

~er(d that your resurgence package includes a grant scheme at

e subsidy at AL3 and above, and additional microeconomic
interventi 4. It is critical that this is combined with sufficient support for
individtpl and communities at higher economic and health risk, and delivered in
partnership with Iwi and community groups to maximise impact. Evidence from the
Aucklaﬁa@L eyibreak suggests that the initiatives currently in place are broadly working,
but continued monitoring is important, especially given the expiry of the COVID Income
Relief Payment.

Near-term changes to the wage subsidy could improve clarity and effectiveness,
with further options to alter generosity and create a new legal framework.

The wage subsidy has been an effective tool for supporting firms, jobs and incomes
since March and you have previously indicated that broad design of the scheme should
remain in place. But previous schemes were developed at pace under a high-trust
model and traded off integrity and cost-effectiveness for speed and simplicity.
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There are quick changes we recommend making in order to improve clarity and
effectiveness, such as improvements to the revenue drop test to make it sustainable
and signalling the criteria for re-introducing the scheme. You could also consider more
substantial changes to target the scheme to business need, and more substantive
integrity improvements including a new statutory framework. Those changes will not be
possible before Christmas and require resource investment decisions for agencies.

Given the cross-agency ownership of the scheme you will r Jomt Re ol

these issues next week, including possible timeframes. (A

A new grant scheme could also cover some non tranS|t|6n cost¥
particularly for small firms with significant flxed \;

There is a case for a new grant scheme to oper. te/al side the wage subsidy to
address those firms most affected by transiti d health restri tions at AL2 and

above. The Treasury’s proposed scheme is cheme adn(ms‘ered by Inland
Revenue (IR) which would:

e be paid based on per-firm and % 3
e target firms (and by extensio@w
revenue drop test.

This would play a similar r;
cashflow support to pay

<a\>‘|e SBCS i tﬁe firs natlonal lockdown, providing
osts while reve are constrained. Unlike the SBCS,
able ac \Jltlple outbreaks and paid as a grant,
S\petl’(e for additional debt.

health guidelines at AL1 could avoid the

osts, and so effective investment in measures that
ith health guidelines (such as self-isolation) could have
C € urn Whi NVI81 is leading advice on changes to the Leave Support
3, there is also. undertakmg work to explore whether there are other
cénomlc é support (such as for firms that are required to close on an

gi N:i/b cause they are visited by a positive case). We are testing

tite for further work. We will brief you ahead of the COVID-19

Ministers’ on 26 November if you wish to raise it with colleagues.

Making,
businga{sq}\

decisions on the resurgence package and communicating it to
uld reduce uncertainty and allow firms to plan.

Giving b(j'siﬁess certainty on the scale of support in outbreaks will allow them to make
decisions now about their viability and reduce the uncertainty associated with an
unknown number of future outbreaks and escalations. The trade-off is ensuring that
you retain flexibility to alter the response if fiscal or economic constraints require it.
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However, given the likely range of public health outcomes, the benefits of certainty
outweigh the risks. The Treasury therefore recommends that you prioritise Cabinet
decisions on the key elements of this package. If you wish to make a public
commitment before Christmas we would need to discuss priorities (given other
pressures on delivery agencies). We will also need to work through precise details with
you and other Ministers, engage with social partners and Treaty partners, and discuss

the alignment with the Government’s overall COVID-19 com ications strateg%
—

T
Recommended Action \\

We recommend that you:

a note the Treasury’s assessment is that si
employment and supports the econo
to the short and long-term economic-irr

grant scheme at AL2 and % N
- \"/y/“
Agree/disagree. —
g ! g ~ \

Qﬂ >
c note that you anﬁ%‘ agues will receive a Joint Report from Treasury,
an

es to be megb priate response
further Q%c/a)étions;

) )nce pago osed, of which the
subsidy<a§/A 3 or above, and a new
\\ v /

%

MBIE, MSD, and- y on chan ‘e&s\t%;a could be implemented rapidly to
improve the clari f the wage subsidy and offering advice on

more substgﬂﬂx?\ejéﬁa’nges;

d note th re substanti es to the wage subsidy scheme will not be
possible istmas and require agreement both to resource investment and
potenti o seM@l?ery trade-offs by agencies;

e NnC in the v(eﬁ\o\f:a other COVID-19 outbreak, MSD is ready to stand up

<another Wagg—;,\/ Q)/// Resurgence scheme within 5 working days, with no
anges to settings
N . . .

f note that th is a case for a new grant to provide economic support in response
to fu tbréaks, targeted at supporting firms’ fixed and transition costs;

g not there is a choice is between a grant targeted at the most affected firms

(Iil{e\;he age subsidy), or a comparatively less generous grant that applies to a
broader range of firms affected at AL2 and above (recommended by Treasury);

h note that Treasury has constructed indicative models for both options, with a
fiscal cost of around $550 million per outbreak, which is scalable;

i indicate your initial preferences on the following key design parameters:

Treasury:4377488v1T2020/3446 Economic response to further COVID-19 outbreaks Page 4
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Strategic Choice Recommended Design Yes | No I\illr:)f:)e

Rate & payment structure: choices

around the level (linked to scope of )

eligibility), and form (whether to base Egr:flgmneanr;d per-FTE

on FTE or include a per-firm P

component) K

Eligibility: revenue drop test would ) ‘\/‘\j ;

target affected firms and sectors. If | ;0o 000y ot (e

want to support firms at AL2, a lower ° \|V ~

% than the wage subsidy appropriate. —

Payment frequency: options for a one- 7 Yo s

off payment at the point of initial One- o fon (C \

escalation to assist firms in transition \\\—/‘/‘

. . es \q AL1 L
and fixed costs, or an ongoing \

payment )

o . ant available to allfirms but
Firm size limits: options to limit
ayments to larger firms P yment ca FTE

pay g - qQ Mte &l\:\

Sectoral targeting: explicit t %@b No expﬁ&isg‘.\tdr targeting,

sectors very challenging as re/v ue-drop will implicitly

options create boundary'@s es: we{a cted sectors

Regional targeting: Jegtonél’targetlng

challenging give bog ry issues,

may be benefi v\f?/ Iocallse

outbreaks

i that/joint mm{s mmrﬂy receive further advice on changes to the

‘é Support -which may include examination of eligibility criteria,
yment rates; B ion with other leave entitlements (including expanded
utory Iea\/e\erﬂ‘lt ments), and the duration of coverage;
,,,/

k r you would like to make a public statement on the resurgence
year, which would require Cabinet agreement on a number of the
in this paper by 14 December at the latest;

Treasury:4377488v1T2020/3446 Economic response to further COVID-19 outbreaks Page 5
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Agree/disagree.
agree to task Treasury officials to engage with trusted stakeholders and social
partners on the design of a new grant scheme and the future of the revenue drop
test; and
Agree/disagree.
m refer this report to the Minister of Revenue, the Mini ocial Dq@]bpm t,
the Minister for Small Business, and the Minister -19 R%sgoghé\/\
Refer/Do not refer. %/
Alastair Cameron % Robertson
Manager, COVID PolicyQi//\ f Finance
Treasury:4377488v1T2020/3446 Economic response to further COVID-19 outbreaks Page 6

IN-CONFIDENCEIN-CONFIDENCE



20200432
Page 7 of 22

IN-CONFIDENCEIN-CONFIDENCE

Treasury Report: Economic response to further COVID-19
outbreaks

Purpose of Report

1. This Report responds to your request for advice on th

e’package of eco
Alert Levels (ALSs).
ng new COVID-1 Qdup in

interventions in place to support the economy at high
ontents of this-Report, but

Treasury has consulted with other agencies, includ
DPMC (formerly the All of Government Group)

the design of schemes will need to be conside relevant joint Wt/ers
~ \\
. . O~
Public Health & Economic Strategy ) /T
NS
2. The Government’s public health st partic L/ff/amework is

complemented by an economic

public health restrictions and W
opportunities of protracted p%q%f

3.  Across the remaining perlo%ﬁtbe pandemic t %rlty should be to minimise
the negative impact o ’O\(ID 19 0n m%%% rational wellbeing. That objective is
complicated by the u cer inty around ngth of the pandemic and how many
i i 2rg ( ut a resilient strategy would be
based on the Gowe nment pivoti quck )/ between two different policy

Zealand-to take advantage of the
inimal o\m}tmty transmission.

a The{ ﬁ?e msponse o elevated public health restrictions, where broad-
b ort for fl% incomes prevents significant drops in current
wellbeing, maintains s s of human and financial capital that underpin
M eIIbem%upports social license for restrictions; and
%e ‘reco er3§/wh§: e more targeted support can help individuals and firms
dapt to r’%@nomlc realities and transition into sustainable employment
and busmes ,.and support vulnerable individuals affected by those

chaﬁ/ )

4. Thisr s largely concerned with the acute response, but good policy in both
omplementary. Maintaining jobs and firms at higher ALs supports a
ound in economic activity after returning to AL1; and a stronger recovery
d livered by measures that support investment and low-income individuals
ehablgs firms and households to build more resilience to future restrictions. You
have received accompanying advice on your overall economic strategy to
achieve this [TR2020/3480 refers].

5.  The key economic judgement is the overall level of broad-based support to
provide that will achieve those objectives and you consider equitable. There is no
certain answer to that judgement: the nature of the shock is unprecedented with
significant uncertainty. This ultimately comes down to balancing the risk of “too
little” support leading to higher unemployment, with risk of “too much” support
reducing future wellbeing by restricting fiscal space for other priorities and
maintaining low productivity jobs or firms that are not viable even at AL1.

Treasury:4377488v1T2020/3446 Economic response to further COVID-19 outbreaks Page 7
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6. Treasury’s assessment is that the risk of doing too little is greater than the risk of
doing too much. The risks of “too much” support are best managed by keeping
resurgence schemes time-limited to the period during which public health
restrictions are in place, pivoting policy quickly at lower ALs to more targeted

interventions that promote future growth.
ocks. They are very
n arbitrary f@of
the closeness of physical contact involved in any giv iness actlwty rath
than business viability, and those impacts are deliveri ublic goorksa\djsease
prevention. That means that there is a strong e istributional-case for
significant broad-based support that compens e firms and |nd\1c}{luéls
affected during restrictions for a large share-of the economic impacts they bear.
Q o
d?effectlyet 2 national and

0 ny
jobs, firms’ non\Wag costs, and
Id be an.evo u‘udn to refine and

7. Furthermore, AL escalations are not “normal” economic
short and severe, the distribution of economic impacts

8.  The form of the response so far has be
Auckland outbreaks, combining supp
vulnerable populations. Further chang
improve that rather than seeking

éarly to the period and
it \at clearly in advance to give
|0n now about their viability;

businesses cert ty\o make deci
b the clarity ag%%}y of schemes\t’* ensure support goes to firms and
N

a linking the period and-le
severity of restrictions;.a

individuals i and
{/(/ /
c |mprovmgs onrt for non-wage costs given the drawbacks associated with
eX|st| %ve product Su sthe SBCS.

9. Given thevabove, Treasury mended resurgence package is:

%;?proved sidy scheme available at AL3 and above that seeks

dress s()rse e areas for improvement above;

) ~anew g%eme for firms’ fixed costs, which would provide cashflow
support to fi with transition costs at the beginning of an outbreak; and

N
c a@wﬁwentions at AL4 on childcare, rents, and tenancies.

Table 1: easures introduced at each Alert Level’

Alert l/(v?k§upport Fiscal cost, national AL change
AL2 \ / New grant scheme $500 million one-off (illustrative)
AL3 COVID-19 Wage Subsidy $385 - $580 million per weeek

¢ Adjusted childcare for Relatively low.

essential worKers s_cheme Wage subsidy cost will be higher
e Freeze on residential tenancy than at AL3

termination & rents

AL4

10. The fiscal costs of these interventions depends on the circumstance of the
outbreak. Figure 1 sets out the cost of this package under illustrative outbreak

" Support measures are additive — i.e. all support available at AL2 is also available at AL3

Treasury:4377488v1T2020/3446 Economic response to further COVID-19 outbreaks Page 8
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scenarios?, as a share of the estimated first-order economic costs (alongside the
estimated actual impact and cost of the August Auckland outbreak). The
proposed package would mean direct fiscal support covering around 45% of the
economic cost of outbreaks in these scenarios, a rough proxy for the costs
shared between public and private sectors. While there is no “optimal” level of
risk sharing, this analysis implies that the proposed package is not too generous.

Fig 1. Economic & Fiscal cost of outbrea &
$4,000 /17
S
$3,500
b Total economic
- ost of
]

—SCt io (C):

NS

$3,000

$2,500

$2,000

$1,500
Total fiscal

supportin
scenario (C):
$1,000 $1.5bn ($1bn
wage subsidy,
$500 m
$500 grants)
$-
Auckland\A AL2 nation kland-style (C) AL3 nationally for
outbreak (estim ated 4 weel outbreak 2 weeks, AL2 for6
weeks
@Grant age subsidy = Economic cost
11. These fi sts are subs%ﬁal, but there is a sufficient balance in the CRRF to
fu i a h multiple resurgence events.
Com y challe d interaction across schemes

siconsistent as possible with one another (and with existing forms
Qi* ossible) to maximise their impact and minimise business

Triggers @@v ent

13. g(t\un out clear triggers for payment of the wage subsidy and a new grant
( ssed below) would give certainty to business, but would need to be durable
to public health developments. For example, very short precautionary periods of
AL2 or AL3 (for 2-3 days) should not trigger a grant or a two-week wage subsidy.

12. q %\J?nporta esurgence package is designed as a whole, and

14.  One option would be for schemes to be triggered when public health restrictions
last for, or are announced to last for, at least a week. We will do further work with
the COVID-19 Group in DPMC to understand how best to develop a trigger
consistent with the Government’s public health plan.

2 Fig1 figures are the estimated direct economic and fiscal costs, so exclude economic spillovers or automatic
stabilisers. Annex 1 sets out more detail on the assumptions and estimates.

Treasury:4377488v1T2020/3446 Economic response to further COVID-19 outbreaks Page 9
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15. Further triggers to consider across schemes include the criteria by which to
choose to introduce a scheme in a particular region, or nationwide.

Revenue drop test

16. One of the most important parameters across multiple schemes is the revenue
drop test, which attempts to distinguish firms that have been affected by
19 restrictions from those that have not.

17. The revenue drop test carries the potential for significan e positiv/ez§” —fo
example in pre-COVID periods around 20% of small businesses h d\éﬂ}[dpf‘(hly
revenue drop of 40% compared with the same he previous year. But it
also clearly identifies firms hit by COVID-19, with around 55%,of fir eeting
the 40% revenue drop test in April. The cx{% ear-on-ye £U:\IF§ is also not
durable as firms that have downsized in t§ear willﬁu ifyxmore easily and
from March 2021 onwards, the potent@ ar comp\a@fo‘\r\‘ ill include the
first lockdown period. N 4

) N
~
18. These challenges can be mitigate /e will ne o further work with

stakeholders to ensure the ru are clear and tﬁé%erm (though not the
percentage) of a revenue dro h\ Qsiétent as possible across
resurgence schemes. The@et‘ 0 pote ';@%ges which we recommend
exploring now to make the test-more accurate:and durable:

Q L

a stronger em the attributi “révenue drop to the specific
outbreak, wi d include rf@ne \detailed declaration and record-
keeping réqﬁnr 4

nts; an% ~)
=)
b chanﬁn@thé—révenue Q@% parator to a more recent period, which
€esc

cc%bééet/during % lation period.
A SUS}@@%COVH}\&V&QG subsidy

N NS
19&5mcomm9nd%}h§oduction of a COVID-19 Wage Subsidy (CWS) as the key

port inteﬁvé{ﬂt;@p or firms and jobs in the event of a future escalation or
escalation's to-Alert Levels 3 or 4.

20. Inthe event of another outbreak, MSD is currently ready to stand-up a further

[

\\J )

21. fhe,,désign and delivery of the previous schemes were developed at pace under
a high-trust model in response to the first outbreak and traded off integrity and
cost-effectiveness for speed and simplicity.

22. There is now an opportunity to build a more robust scheme that better addresses
these trade-offs, reduces uncertainty, improves targeting, and reflects the
changed economic and public health outlook since the first outbreak.

23. However, the scope for substantive improvements in targeting or integrity in the
near-term is limited by the simple nature of the scheme rules and delivery
mechanism.

Treasury:4377488v1T2020/3446 Economic response to further COVID-19 outbreaks Page 10
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24. The Treasury is working with MSD, IR and MBIE to provide detailed advice to
you, Minister Sepuloni, Minister Nash, Minister Parker, and Minister Wood. This
advice will cover signalling of scheme availability, and relatively simple near-term
changes, as well as seeking direction on more substantive changes for an
enduring scheme which are likely to involve operational trade-offs and resource
investment by agencies.

Near-term changes

25. Advice next week will set out changes that you co@%ickly toﬂ@)mye the
< A%

clarity and effectiveness of the scheme, includin
< \\7
a Signalling scheme availability, duration and)level in dvaﬁgé to support

business planning and decisions; O

b Clarifying and updating some
revenue test to allow for firms ha\ downsi
N

26. Treasury has identified a fu e -of more s b%@ﬁt@ changes that you could
consider to create a more jc “ endurir hefne. Next week’s advice from
joint agencies will seek agreement to further-.w these areas.

A\

Further advice on a more enduring

iﬁ@)q business ﬁééd;a d reducing windfalls;

N
b More sub tegrity iknp?oj\v/;ements including establishing a new
statutory{{r nework to cr@\dearer legal basis and support
enforcement:- /
erent)  Q

c Cla 'k:ﬁgtjhé inter%i employment law; and
d stablishing an enduring ‘Emergency Wage Subsidy’ scheme to
e resilience tofuture pandemics and natural disasters.
27./Ch s in the ca}é ories will take longer and will not be deliverable before
ristmas. They ire agreement to resource investment from agencies for
elopment, *"gtake older engagement and implementation, and may have
operatio

e-offs with other service deliverables.

28. Wer end targeted engagement with stakeholders on any substantive
ch to-rules and targeting. This is important to ensure any new rules are
clea do not create unexpected problems, as well as to promote buy-in to the
‘Sg'h@/\e-

A New Grant Scheme

29. A business support grant (BSG) which provides support for businesses’ fixed and
transition costs, particularly at AL2 when the wage subsidy is unavailable, would
complement other elements of your economic strategy by enabling more firms to
maintain activity and employment beyond resurgence events.

Treasury:4377488v1T2020/3446 Economic response to further COVID-19 outbreaks Page 11
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30. At amacroeconomic level, a new scheme will ensure that fiscal policy provides
enough total support to the economy to achieve the overall objectives set out
earlier in this Report. While the economy remains constrained by public health
restrictions, broad-based grants to firms can compensate for lost revenue and
output more effectively than conventional fiscal stimulus measures or more
targeted measures, so long as they are rapidly withdrawn when restrictions ease.

31. A new scheme — rather than a more generous wage su 6 —can tack%
different set of microeconomic issues by providing ca w pport tg’ﬁnms
and particularly small firms — with fixed costs and/ar transition costs when ‘moving
up from AL1. While firms may be able to adapt nanage those cos ex/er
time (for example by cutting other costs, acce ance, or bec%i@ more

re3|I|ent to escalations over time), firms W|t fraglle lance s eets o

ng'the’base rate (Qd\termlne the value

32. There are choices in the settings regard
/ment and the eligibility criteria.

33. The most important choice is whetf rovide a to a broad range of firms
at a relatively low rate; or to rrow group o{f a higher rate. In

previous advice [T2020/30 020/29 }a\s\ét out two illustrative options,

both of which cost around /50 milliol for. sscalation event

a agrant set att fthe wag éubs1
similar term a 40% rev (

a grant se/Et 0 per fi d$400 per FTE available at a 20%
revenue dfqp

34. Treasur s/ment is -new BSG will be most effective if it provided a
relative support Si option B). That is because there is already a
narr Iyt ted but enerous’ grant through the wage subsidy. The key gap in

r flrms s f firms experiencing a modest but still significant
rop at A ove (such as hospitality at AL2) and for small firms
<yv nlflcant sts. Most firms affected by AL2 restrictions would not meet
40% reven)de st, but nonetheless will face cashflow challenges.

A\

\for two weeks and available on
fop); and

(o

35. A one-o abt“he start of a resurgence has key attractions: it will offset fixed
et of a resurgence, give business cashflow support at the most
ent, and provide clear fiscal control. A new scheme could also be

e durable with adjustable settings for future resurgences if, for

criti
d%%t
@a\r\ﬁap our understanding of firms’ balance sheets changes or a period of
b@sﬁ ealth restrictions are more protracted than initially expected.

36. We have considered options for a grant that is more narrowly targeted at those
sectors most affected from AL2 upwards. The key challenges with that approach
are in defining those sectors, and differences within sectors. For example, a
manufacturing firm that involves close physical working may be more affected by
physical distancing rules at AL2 than a table service restaurant that only needs to
make small changes in response to AL2 hospitality rules.

Treasury:4377488v1T2020/3446 Economic response to further COVID-19 outbreaks Page 12
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37. Inthat example, a revenue drop test is more likely to correctly distinguish the firm
in need of economic support because of public health restrictions. It will both
target support at those sectors on aggregate that are most affected by higher
ALs, while also ensuring firms in any sector that is affected are eligible. For
example, while food, accommodation, and recreation services were the largest
recipients of the WSR in August, more than 70% of the scheme s expenditure
was on other sectors such as construction.

38. We can provide you with separate advice on the s ould offetth\%st
distressed sectors at AL1, at which point lower de |V|dual eee\ors
(such as tourism) means there is a case for tar ort as 0¢)pesed%6 the
more dispersed economic impact of publlc he trictions at hig Er(AIis

39 s9(2)(f)(iv)

&

Design choices and features o/\ Mant
OO
40. There are strategic choices to %?} |mpact the breadth of eligible
firms and the extent Sug ort. ould be scaled and adjusted
depending on youam(? it

41.  We have described the key featur

\f Treasury s recommended BSG below,
and set out lternath/e option ;

u to consider. These currently represent an

key issues, and further implementation and

initial set of eeommendatlo S-0l
deS|gn 0 ;Wlth Iﬁ would gﬁ d ahead of any Cabinet decisions. Feedback

and clari ur prefe the below issues would aid that work.

Rate and%t structur

42<{§:a§@ reco errds/that the rate should be set on a per-firm plus per-FTE

mponent as-a proxy for firm size (similar to the SBCS). This approach means
port would( {)e(re atively higher for small businesses who are often most
affected increases (as opposed to establishing a per-FTE rate only). For
ne indicative payment rates in paragraph 32(a) a firm with 10

example, with tt _
FTI@EO%% receive $5,000 while a firm with 20 FTEs would receive $9,000, $%@0V

s9(2)

43. ﬁﬁeaﬁernatlve model would be to pay firms purely on the basis of their staffing
levels, similar to previous wage subsidy schemes. This would not reflect fixed
costs and have higher relative benefit for medium-sized firms compared to
smaller firms. Given that a wage subsidy would achieve this outcome, we
recommend against this approach.

44. The indicative rates set out in paragraph 32(a) would cover around a quarter of
small firms’ fixed costs for a two-week period. There is no exact science to how
generous a new scheme should be, and we can provide further advice on the
trade-offs involved once the first-order design issues are settled.
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Revenue drop test

45. Treasury recommends that eligibility is set as a revenue drop of 20%. This
recognises the smaller impact of AL2 on businesses that nonetheless affects
their ability operate normally, such as for hospitality firms, and spreads support to
a broader range of firms as a result.

46. Alternatively, eligibility could be set as a revenue drop o A,e in line wit
wage subsidy. While this would reduce the fiscal impa « d allow a mors
generous grant, this threshold may not be appropr a e/Objective! |3\<y
support firms particularly affected by periods at I as hlgmeiy\Ls,/

47. We would provide further advice on the precise for M
alignment with the wage subsidy, and wh e? |t should be pros [

retrospective N -

Payment frequency - @ %
,\ \‘

48. Treasury recommends a single escalation from AL1.
This would support firms whe the%g to adju&ft is-most acute, covering

immediate costs, supportin hi /néke appropriate
adjustments in their opera s%{)atlve finance. If necessary,

tracted public health restrictions.

49. Alternatively, eligibl

cﬁ(%i. these options are taken, it could be
a limit \Wer }ate to mitigate against substantial costs
for the scheme under protract Ilchealth restrictions. A weekly payment

ecommen at-firms of all sizes should be eligible for the payment,

payment-si be capped at the 50 FTE rate. In general it is

a n e to target ﬂms kind of support at smaller firms facing more significant

<cash ow challen d may have challenges accessing finance (including
ific and Mé(’)l’kb inesses, most of which are small businesses).

51. Alternatively, n cap could be placed on firm sizes. Treasury recommends
agai his'as it would provide significant payment to firms with, on average,
strong ance sheets for whom the payment would still be relatively marginal
-

52. Treasury also recommends against the SBCS model, where no payments can be
rhadé/to firms with more than 50 FTE, in order to avoid challenging boundary
cases such as firms with 51 FTE.

Sectoral targeting

53. As set out above Treasury recommends against targeting a grant to sectors on
policy grounds, as a revenue drop test - by design — targets support towards the
most affected firms and sectors.
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54. If you do want to target specific sectors, then that would still come with significant
implementation challenges. We have considered using ANZSIC and NZBN
industry databases or public health orders to inform targeting, but in all cases
there are challenging boundary issues that could require firms to self-assess
which sector they fall into without the possibility of clear guidance, creating
significant implementation challenges for the delivery agency.

55. If you are interested in sectoral targeting, then officialseed tou

r@;%ke
further work to create clear guidelines for businesse :I i iﬁ ch
AN

ase, any
model would have to be very high trust.

d to be worked through in the coming weeks,
y with other agencies and in consultation with stakeholders. Those

c
%de tax tre eligibility criteria and declarations, whether sole
o] estrictions on grant expenditure (on, for example,
egrity .

evel escalation is declared as early as six to eight working weeks
inet decisions are taken. Given the Christmas holiday period, Cabinet
s would be required in December 2020 on all relevant design issues in

60. This timeframe includes the passing of legislation in February, which is required
for IR to have the authority to gather and share information, require repayment
from ineligible applicants, and recover debts when voluntary repayments are not
made.

61. Once operational, IR estimates that following a resurgence, applications could
open within 24 hours and payments made within a further 24 hours.
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62. Treasury, Inland Revenue, MBIE, MSD, PCO and Crown Law would be involved
in the delivery of a BSG. Inland Revenue can deliver 2020/21 resourcing within
existing COVID-19 response funding, however further funding is likely to be
required depending on final scheme design.

Next steps

63. We are seeking feedback on whether to progress work0on.a BSG to for of

the ongoing framework of economic support in future-resurgence everrts e
seeking your views on whether the recommended design.choices abov rﬁé,et
your objectives, pending further discussion on setting the fate and(ts soz’ated
fiscal cost.

64. If you are interested in introducing a grant %e o also recom % reasury
undertakes engagement with trusted so rneérs to epsu esign has the
intended impact.

65. We recommend you consider thes@p

colleagues.

Working in partnership to S@

resilience /

66. Future resurgence \Q\/ID 19 argtﬂ%t,v\\'}:ﬁave a disproportionate impact on
vulnerable group ; terms of tt&\h risks of the virus itself, and the
economic impa Qtﬁ?/ﬂ\ sult. Théreis erﬂergmg evidence that Maori, Pasifika,

been more affected by COVID-19 than other

e.are beginning to observe increases in labour

t Maori and Pasifika women.

women, and yohrppeople ha
populatlon r@gps or example
underutili prartlcular

67. ltiswvitalt rk with eur Treaty of Waitangi partners, trusted local leaders, and
wi nity group as churches and local NGO leaders), who have a
ol

va ole to pl Ng iding support to vulnerable people and supporting
<§QC| cence i &\ﬁént of any Alert Level escalation. With any escalation to
her Alert Leve s important to get money out the door quickly to lwi and
c

munit|ders and to partner effectively with them to ensure services are
SSH)

le to those acutely in need of assistance.

68. Foll

hat there were no significant gaps in the coverage of funding for somal
supports to manage the immediate impacts of the lockdown, and that the
significant investment through Budget 2020 and the CRRF provided community
groups and NGOs with sufficient funding to deliver services.

69. However, there were some issues in the stand-up and deployment of new
programmes, some reported difficulties in accessing particular services and
families still struggling with inequities that existed prior to Covid-19. Where
agencies were able to use flexible contracting and funding arrangements, this
better enabled NGOs and community groups to respond quickly to acute
situations where they know and have significant reach into their communities.
This included programmes such as Whanau Ora.
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70. Since completing the scan of available support, the COVID-19 Income Relief
Payment — which was identified as a key support to soften the economic impact
of resurgence on individuals and families — has expired. Other programmes are
also reaching the end of their time limits or are being renewed. Cabinet agreed
on Monday, for example, to make Emergency Benefit payments available to
stranded foreign nationals, a number of which are from Pacific countries

71. Undertaking equivalent scans, to monitor the impact of -19 and t%
response on vulnerable communities, will be importa future rgéur e
to ensure that the support for vulnerable groups, and-the delivery in\p‘a\\r‘t\r;w:?hip
with Iwi and community groups, continues to be . You wil r%ce urther

advice on this.

V&

Further microeconomic interventions

- =
72. There are several other policies fi ich) you aresarily the lead

Minister, but that Ministers may-ney ess wish to consider introducing or
reinstating, as they support roader econorr{i@@og s. The key areas are
outlined below. \ RN v/

freezes at AL4

Residential rent increase and. tenahéy termi

73. Inresponse to the f -1‘5, the Government introduced
legislation to restrict fesidential tenaricy terminations for three months (until
June), and free\é@afe dential re creases for six months (until September). We
recommend(re\jhs}éfi/dg these res with some minor amendments in the
event of an esga‘ra}ibn to Alert-L , to support the public health response and

e duration of a lockdown. We note that this will

require new.égislation, as previous provisions have already expired and did not
i e ré ctivatio?\zg@

4 \Wr ?fe individual movement is less restrained, we
recommend agai nese interventions as they prevent transition in the rental
rket an F{é\g‘;ﬂuse more housing stress for renters in the long-term.

Childcare f ial workers: Reinstate at Alert Level 4 with adjustments

75. Th e for Essential Workers scheme was available during the first

010) outbreak to provide childcare for essential workers by directly funding

oy@mment-subsidised childcare providers, via government agencies. It has now

lapsed but could be reinstated. Overall uptake of the scheme was low, driven in
part by low participation of childcare workers and providers. It is unclear if
demand was unmet due to constrained supply, whether families simply preferred
other arrangements, or had already made them by the time the scheme became
available. In addition, some workers in the initial scheme found that health and
safety concerns were difficult to manage.
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76. We have previously advised that reinstatement of the scheme could be worth
gg;\(ﬁldermq in the event of a return to Alert Level 4. $9(2)0)
S
s9(2)0) A revised
scheme would also need to provide better matching in areas of high demand. We
consider reinstatement of the scheme to be a low priority at Alert Level 3 and
below, given the low uptake of the scheme, and the greater availability of other
childcare mechanisms at these Alert Levels.
Yo,
Commercial tenancy disputes: consider further wor ‘\\ )
D/

77. The initial Alert Level escalation led to a numbe&%&s tes between.commercial
tenants and landlords regarding payment of rent wi commercial premises
could not be accessed or used due to the A Pﬁ Level restricti ith many
commercial lease contracts silent on the obligations arlsmg in.such’a situation.
Ahead of a further escalation in Alert Levels, there may be b }e it in considering
further interventions (legislative or ¢ rwise) to bett i ate appropriate
negotiations over commercial re ce or other
emergency event.

78. However, designing an appro
need for intervention may r
addressing such a situ tron\M
contracts. We note t
the resourcing to
programme. / >

igher proportion of lease
inistry of L@tlce as indicated that it does not have

Directors’ safe h(arbbqrs /Reinstatem
uncertainty

79. In resp%ﬁée significa i initi
e Comp nles Act’'1993 was amended to create temporary safe
@ comp ‘I? rs in respect of two core insolvency-related
uties. hgs visions lapsed on 30 September.
'e do not reeo%?(;remstatmg these provisions in the event of an Alert Level
scalatlon u@léés he resurgence is associated with a very high level of
uncertainty (e rﬁsurgence on a very large scale). This is because of the risks
ia reactivation, namely that the safe harbour provisions ultimately

allowfirms‘that are no longer solvent to continue to trade. This may increase the
scale of’any losses faced by creditors, and delay necessary economic

Reducing the risk of resurgence

81. The recent cases of community transmission in Auckland highlight the
importance of individuals and businesses adhering to public health measures
such as self-isolation, record keeping to support contact tracing, and good
hygiene measures. Adhering to these measures can help avoid an escalation in
Alert Levels, and the high associated economic and fiscal costs.
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82. While regulatory measures and public health guidance can play a significant role
in achieving these outcomes, it is also important to ensure that that there are
economic and financial incentives to support these measures.

83, [S9@NW)

Review of the Leave Support Scheme 5

84. MBIE —in collaboration with other agencies — is currently re |%he Leave
Support Scheme (LSS). The scheme ai % ncentivise cg%% with self-
vides Iurﬁ&)su ayments to

isolation requirements by workers. Th
employers (at the same rate as the to'pass on to certain

eligible employees (such as work *W\h‘o“;‘have tezjg1> ive for COVID-19, or

workers in the aged care, healt,faQ o are sick with COVID-
like symptoms and need to s \'se\t, while a alt{nga est or test result).

%\been lower than anticipated,
X é plications each day this week

e). The low uptake be related to

85. Take up of the Leave Sup@k heme to

with, for instance, an ayverage ofaround 15
(some of which may otQQZellglble for the st

the Wage Subsidy eing inpla rmuch of the year (as an employer
could not cIaumPg emplo eeL\and or a lack of awareness of the
scheme’s exister its eligibi ings.

;/\9

86. The scope 6Nhe B(IE Ied timing of any advice is still being worked
through vér it is |Ik%€ dback will be sought from Joint Ministers
eak

§§

at could be made to key scheme settings. That
to significant modifications, including eligibility

shortly ber of ¢
B{&Jrom mi twi
ment rate%f/rhctlon with other leave entitlements (including
statutor‘y ig ntitlements), and the duration of coverage.
87. /Treasury is/ \ﬂg with MBIE on this review and agrees that there is a case

ake c anges\ to the scheme to better support compliance with public health
gwdanceg rticular, we consider that there is an imperative to:

a /?%c se communication about the scheme; and

b/ &@e\ter align the duration of support with self-isolation duration by shortening
\\ ‘payment provided to workers in the aged care, health and disability
\ ;ector who need to self-isolate while awaiting a test or test result;

88. To be meaningful and easily communicable, we consider that changes should
align with and complement public health guidance and be considered in the
context of the wider support landscape. The review includes estimating the fiscal
costs which become substantial for the more significant options to expand the
scheme.
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Next steps: deciding, communicating, and delivering this response

89. There is a strong case for communicating the scale and form of your resurgence
package in advance. Giving businesses additional certainty could reduce the
perceived costs of any further outbreaks on businesses and the economy. Such a
statement it should have sufficient detail, agreed by Cabinet, to provide that
certainty and avoid repeated clarifications that could ca uncertainty.

90. If you would like to make a public statement before , you would ne to
take a paper to Cabinet on 14 December at the | would be'a" )
challenging timeline and would require signific n ment in t@%nextr{ouple
of weeks to make the necessary policy decisio \5

91. ltis also likely to mean limiting changes to'the » i

for a new grant to those that can be de ‘ ;j‘ i d quickly. This
would not preclude further changes in't e

92. If aresurgence takes place be
announced position could pr
bridging finance.
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Annex 1: Economic and fiscal costs of further outbreaks

93. This annex sets out more detail on the economic and fiscal costs of COVID-19
outbreaks

94. Table A1 below sets out the estimated economic cost of illustrative outbreaks on
a weekly basis. For example,in an ‘Auckland-style’ outbreak, where Auck is
set at AL 3, and the remainder of the country at AL 2, nomic cost&%
be around $500 million per week.

N

/ ‘\ (“‘
Table A1 - illustrative economic cost of Aleﬁ/l% anges, {%Iaélvefo AL1

lllustrative Alert level Weekly economic Economic cost (% of
change (relative to AL1) cost ($m) \ week{/}an nal GDP)
AL2 country-wide //3 ~ TN 5%

AL3 in Auckland, AL2 in the \\5§§) \\\;’f,/] -9%
remainder K\ )

AL3 country-wide 800 14%

AL4 in Auckland, AL3 in tﬁé / 1, N\ \‘V -19%
remainder —

AL4 country-wide = /i\,{s&d/ -26%

95. You should noté(f’gb\atxégecono é&st{gﬂstimates above only consider the direct,
first-round impéc]/aﬁ);\L chan ctors such as the impact of regional spill-

over are no{irig‘rué/ed, but would i ase the overall economic cost over time.

urrent settings% imate that the cost of a new WSR scheme in an

equivalent.of the Auckland outbreak would be around $225-290 million per week,

or %g? 85-580 %er week if AL3 were applied nationally. Modelling the

fi equencé\\\\\of\\ he alternative grant-based schemes is challenging given

the ber of ié%é ,-but the indicative options in this paper are estimated to
st between ilion and $600 million per outbreak.

<\

96. Based o

[

97. Combinin%%e/\gconomic and fiscal costs gives the following overall picture:
te

Table A2: fiscal and economic costs of outbreak scenarios
~ LT . F|$fal cost
Scenar \ scheme Wage Total Economic | as % of
@ (indicative) subsidy fiscal cost | cost economic
) cost
AL2 nationally | o7, i | w/a $500 $1,200 42%
for four weeks million million
Auckland-style . . $1,010 $2,400 o
outbreak® $500 million | $510 million million million 42%
AL3 nationally
for 2 weeks, AL2 | $500 milion | $960 million | 12460 $3.400 | 430,
for 6 weeks million million

3 Auckland at AL3 for 2 weeks followed by AL2 for 6 weeks. The remainder of NZ is at AL2 for a total of 6 weeks.
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