Reference: 20200322 THE TREASURY

10 September 2020

Dear

Thank you for your Official Information Act request, received on 3 September 2020.
You requested:

“...a copy of all material supplied in response to an OIA request regarding
helicopter money.”

Information being released

Please find enclosed the following document:

Item | Date Document Description Decision

1. | 12 August 2020 | Binder of Information released in response to OIA | Release in full
request 20200215

The document listed above contains redactions where information was withheld under
the original request under one or more of the following sections of the Official
Information Act, as applicable:

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

o 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

o under section 9(2)(h) — to maintain legal professional privilege

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

Some information was redacted because it was not covered by the scope of the
original request. This is because the documents include matters outside the specific
request.

1 The Terrace
PO Box 3724
Wellington 6140
New Zealand

tel. +64-4-472-2733

https://treasury.govt.nz



Direct dial phone numbers of officials were redacted 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 Official Information Act may end up in the
public domain, for example, on websites including the 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) may be published on the
Treasury website. In addition, the original response to OIA request 20200215 and the
binder of material you have requested is scheduled to be made publicly available on the
Treasury website within the next two weeks.

This reply addresses the information you requested. You have the right to ask the
Ombudsman to investigate and review my decision.

Yours sincerely

,

--‘,II II.-}.I.I.I'; /
..'r.-"‘f"'l ; - ."l = | {_“l
Kinee "7
Renee Philip

Manager, Macroeconomic and Fiscal Policy



20200215
Table Of Contents

PN WS PN

10.
11.
12.
13.
14.
15.
16.
17.

Announced Covid-19 Stimulus and Support Measures — Selected Countries, as at 5

March 2020
Summary of international tax measures in response to COVID-19

Brief on Australia’s cash payment scheme in response to the GFC

Is a wider response strategy needed: ex-post Pandemic insurance

Treasury Report: Ex-post pandemic insurance (EPI)

Some key design choices of ex post pandemic insurance

Ex-post pandemic insurance - rough fiscal costing

Anne: What are the most relevant international interventions and how does that

compares with New Zealand’s approach so far

Treasury Report: Economic response to COVID-19 — next steps

Ex-post Pandemic Insurance (EPI) follow-up

Ex post pandemic insurance (EPI) scheme - Scoping note

An ex post pandemic insurance scheme

Briefing for Epidemic Response Committee

Treasury Report: Ex Post Pandemic Insurance - Administrative Implications

Final Briefing for Finace and Expenditure Committee

Question time information 30 April 2020

GG advice on Ex-post insurance

16
23
39
41
46

49
52
57
59
60
62
67
69
71



20200215 Doc 1
Page 1 of 73

Announced Covid-19 Stimulus and Support Measures — Selected Countries, as

Support for individuals

Australia e Financial boost for
— details pensioners

tba ¢ Considering support for

depositors (deeming rate)

Italy e Tax cuts

South e $2.5B in gift vouchers for

Korea low income households
and seniors

e Childcare subsidies

o Tax refunds on purchases
of energy-efficient h
appliances

Hong e Cash handouts@@er
Kong adult.

Singapore | ¢« Cash handouts between
$100 SGD and $300

per adult.
)
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Malaysia

e RM1000 tax credit for
expenditure related to
domestic tourism

o RM100 travel vouchers per
person

¢ One-off payment of RM600
each to taxi drivers, tourist
bus drivers, tourist guides
and registered trishaw
drivers.

United
States

Doc 1
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Summary of international tax measures in response to COVID-19

Treasury:4258511v2
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ed two one-off payments of AS750 to benefit and public pension

stic.consumption and boost confidence. Timing - First Payment Paid
arch’2020. Cost: A$4.8 billion. Second Payment Paid automatically from 13
July 2020. Cost: AS4 on. Total cost AS8.8 billion (approx. 0.5% of GDP)

Northern Ter e Improvement Scheme ($30m): households are offered a voucher for
physical i @ nts to land and/or buildings, and repairs and maintenance services. $6,000 for
homeown landlords who also contribute $2,000, OR $4,000 for those who contribute $1,000.

US — President Trump has approved (27 March 2020) a USS2 trillion stimulus package which will
include $290B of direct payments to households. Americans with incomes up to $75,000 will receive
a one-off payment of $1,200 (or families with incomes of $150,000), and $500 per child aged 16 and
under. The assistance phases out for people who earn more, up to $99,000 per individual.

Implementation timeframe — Treasury Secretary Steven Mnuchin said he expected most people to
get their payments within three weeks.

Hong Kong — As part of the 2020-21 Budget announced on 26 February 2020, the Hong Kong
Government will provide HK$10,000 (approx. US$1200) cash payment to all adult residents of Hong
Kong.

Treasury:4258511v2
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Singapore - Budget 2020 included a $1.6 billion Care and Support Package for households. once-off
cash grants of between $100 to $300 for qualifying Singaporean adults additional help for lower
income Singaporeans through Workfare Special Payments, PAssion Card top-ups, Grocery Vouchers,
additional GST Vouchers-U Save and rebates for service and conservancy charges.

Treasury:4258511v2 _
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Brief on Australia’s cash payment scheme in response to the
GFC

Purpose
To inform development of stimulus cash payment in response COVID-19

Overview and design “
e Two rounds of cash transfers to households: in Oct OGS\and/Feb

2009 respectively. Total fiscal cost was $A21 DPin 200

AUD$1.196T according to Australian Bureau of St |st|cs ackage
therefore represented approx. 1.8% of .‘
o Oct 2008 package: $A8.7 billj t I for Iump{su{?\ ments

(excluding $1.5b first home bt sidy). s\é\w/g\fe comprised of:
= $4.8 billion to pe %%r;b -

iddle- |?c milies receiving Family
Tax Benefit

; N

o Feb 2009 packag%] .7 billion ( b§2009 GDP) in lump-sum
transfers to households. Five broad- tegories of transfers were offered:

= Tax OQ?Ov‘or Workin @st fans, an income-tested one-off

p individuals-($91 0-for individuals with taxable incomes
/o or les ‘$QDQ o |nd|V|duaIs with taxable mcomes of

school-aged children;
g e Family Bonus, $900 to each family entitled to
F n@QJ/y "ax Benefit B (FTBB)%;
" ing and Learning Bonus, a one-off payment of $950 to each
& %ent of youth allowances;
i\\ Earmers Hardship Bonus, $950 payment per household to

%Australlan farmers.
E? Households were allowed to receive more than one payment if

they met the eligible criteria for each payment.
/,\\ = Payments were non-taxable and ignored for the purposes of
\/‘ calculating other income support payments.
¢ While not the focus of this note, the Australian Government stimulus package
also had a sizeable infrastructure investment component.

" Family Tax Benefit A eligibility depends on family income and the number of children (similar to our Working For
Families Family Tax Credit), and ceases at around $100,000 for a one-child family, or at about $125,000 for a three-
child family.

2 Family Tax Benefit B eligible families are single parents or couples where the primary earner has an income of less
than about $150,000, and the secondary earner has an income below about $20,000 (both thresholds vary according
to the number of children)

Treasury:4262601v1 1
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Administration

e October package — announced 15 October 2008; payments made from 8
December 2008, i.e. roughly 2 month lead time from announcement to
implementation.

e February package — announced early Feb 2009; payments made April and May
20009. le. 2-3 month implementation period. It appear payments we

automatically made into bank accounts. | j A
<§ §> N
Was the cash payment scheme an effective ﬁ@ ry tool?@y

Source is the Australian Treasury unless stated @E[wise.

\\

* Retail trade turnover showed a noti [ er 2008 when
the first payments were made, in i
growth earlier in 2008. By April

4.8 per cent above its pre-sﬁ%\%;

21 Fbillion \ | Fbillion 24

Fre ﬁ‘lm{u s \L FPost-stimulus

Apr-09 Jukog

\ &ﬂ

e Thef %é/increased spending occurred when the payments were

rec rather than when they were announced) suggests that the recipients

of: ments were largely liquidity constrained (or that they were rule-of-
% onsumers whose spending adapted to the amount of money readily
@ }able for spending).

e This pattern of behaviour also fits with international evidence that consumption
spending tends to rise on receipt of windfall income gains, rather than when
consumers became aware that they will receive such windfalls.

o Retail trade turnover can therefore provide a good early indication of whether a
cash payment scheme is working. If the data show a sizeable positive effect,
this is likely to feed into increased consumer and business confidence (and vice
versa).

Treasury:4262601v1 2
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Standard deviatiors from long-run awerage

In the early stages of the crisis, both consumer and business confidence in
Australia fell in a similar manner as in the rest of the OECD (see charts below).
But after that, confidence measures in Australia bounced back strongly. The
cumulative rise over the four months to September 2009 was the largest four-

month rise in the thirty-five year history of the series.
In the Australian Treasury’s view, the release of the @uaﬂer 200¢

National Accounts in early June was particularly influen or cons mér@
confidence, as this showed that Australia had ded two cons L{Me\guarters
of falling real GDP, and therefore a technical sion (after a fall'in tt

December quarter).

Australia

[

N —a
N

1/(7 P

) )
)

Now-05

Busin

7 Mence \M
@&' ess con%? perienced a similar rapid rise around the same time
E )

M, Mow-08 %%T\O

C sistentr/@m CD trend), but at a more rapid rate.

\\\/(\J
_/
Shndg@ igti rom long-run average
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Real GDP
e The below charts compare actuals with forecasts, for both real GDP and the
unemployment rate, using the Treasury’s estimates of fiscal multipliers (see
appendix 1).
e The charts show that actual output was much higher than expected.
Real GDP - actuals and forecasts from May 2009 Budget @ &
s Index (Sep 08 =100) | Sep 08 = 100) -
Forecasts %
102 2 102

101 101

N Wi
ﬁ/{\%{ s stlmulu/ /
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N\l o

:: / ip \g / a7
- Q) E ,//!:re-shmulus -

o RN o'z, 5

Junr 07 @D/CB D c@&ﬂh-og Dec-09 Jun-10 Dec-10 Jun-11
Unemployment a@g@ s and f from May 2009 Budget

12 &;@t> Per cent 12

Forecasts

Pre-stimulus

ﬁ’”
--_ﬂ"_'-——_ 8

ST

b st St

Jun-07 Jun-08 Jun-09 Jun-10 Jur11

Effect of fiscal stimulus on GDP growth

e The chart below shows Treasury's estimates, from the 2009-10 MYEFO, of the
effect of the discretionary fiscal stimulus packages on quarterly GDP growth.

e These estimates suggest that discretionary fiscal action provided substantial
support to domestic economic growth in each quarter over the year to the
September quarter 2009 — with its maximal effect in the June quarter — but

Treasury:4262601v1 4
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predicted that it would subtract from economic growth from the beginning of
2010.

o The estimates imply that, absent the discretionary fiscal packages, real GDP
would have contracted not only in the December quarter 2008 (which it did), but
also in the March and June quarters of 2009, and therefore that the economy

expanding by an estimated 0.6 per cent.

would have contracted significantly over the year to June 2009, rather th?

Fercentage points

o

( C N\

12

08 Y -08
Dec-08 Jun09 e- 09 J%\] Dec 10 Jun-11
N
. ’\ \\\w

A )

Modelling evidence [J/ %‘
. model, ¢ ring to the counterfactual of no transfers to
households; Li and Spen 16, found that stimulus transfers and monetary

ounted t
e

ermath of the GFC

ately 50% of the fiscal stimulus).

(the fiscal stimulus scenario

easing acti

avoid.a’recession.in
ates for trans%,f?; here was also infrastructure spending. Transfers
< am i

have<§een almost equally important in helping the economy to

Scenari Dec 08 quarter Mar 09 quarter June 09 quarter
GDP growth rate | GDP growth rate | GDP growth rate

/f\\\‘ % (annualised % (annualised % (annualised
\f’/ rate) rate) rate)

Experiment 1: No -3.62 -3.36 -6.49

policy interventions

(simulated)

Experiment 2: -0.69 0.17 -1.84

Monetary stimulus

only (simulated)

Experiment 3: Approx. -0.69 -1.72 Approx. -1.84

Fiscal stimulus

only (simulated,

Treasury:4262601v1 5
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isolating for cash
payments to
households)

increase in GDP
growth rate due
to cash payments
(difference
between 1 and 3)

Combined effect 1.75 1.15 1.02
(actuals)
Percentage point | 2.93

Survey evidence

e Leigh (2012). Forty percent of house
payment reported having spent i

spending rate than has been ecor

tax rebates in the United S -
e Importance of labelling v@n% in
explanation for this is tha ividuals arer

Australian payment

described).

e Using an appr
propensity toconsur

Agahent One possible
ely to spend “bonuses” (as the
ates” (as the US payments were

wgg/e re described k(a

P
}mdlng rates into an aggregate marginal
@hﬁahan results are consistent with an

this estimate /s based largely on first-

te from the OECD, but significantly lower than the
tes for the second year MPC (0.7-0.8, and 0.6

,/\

o Makin s critical of the view that Australia’s fiscal stimulus programme
portant in helping Australia avoid technical recession.

|
\

w.
. n%i%%iew, lower interest rates, a major exchange rate depreciation, strong
demand for mining exports, and a more flexible labour market were

“more important factors. His arguments hinge on the Mundell-Fleming model,
which posits that a fiscal stimulus works contrary to expansionary monetary
policy, increasing the interest rate and exchange rate and therefore worsening
international competitiveness and exports.

o While it is true that expansionary monetary policy and a commodity boom
helped Australia recover quickly, | find his claim that fiscal policy was ineffective
or counter-productive unconvincing. The Australian Treasury responded to his
claims, arguing that the conditions of the Mundell-Fleming model did not hold
during the GFC for Australia. Australia’s trade share was small enough to imply
positive fiscal multipliers and capital was less than fully mobile. This meant that

the exchange rate effect described above was more muted —

Treasury:4262601v1
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exchange rate fell sharply during the GFC, playing its shock absorber role by
supporting exports.

Empirical studies found that the negative effect of the exchange rate on fiscal
multipliers is significantly greater for countries with large trade shares, as more
of the stimulus spending is on imports and leaks offshore. As Australia has a

relatively low trade share compared with other advanced economies, fis
policy could be expected to be relatively more effecti

indicates that rapid and large fiscal and monetary

played a critical role in increased consumer and busing
boosting aggregate demand.
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Conclusions

Overall, it is likely the Australian cash payment sche

(combined with infrastructure spending, expansiona

increased demand for commaodity exports) in causing the conomic‘{hggﬁgto be

short in duration and weak in magnitude. < w—/

It is more difficult to isolate the effect of the ¢ ment scheme Versus these

other factors. Based on the findings of Li and Spencer (2016), monetary and

fiscal policy probably had about equal importance.

It appears that the expansionary mac e& omic poIiC)\//geiqh ed a positive
SUp

roeconomic poli yported economic
fs@nd;reased activity (particularly the June

2009 release), this in turn convir nsumers.and businesses that the

slowdown would be relativ ild. This increased confidence led consumers
nd, an \J%&qgesses to cut workers' hours

ne was an import ctor
onetary polipy;/ n

and businesses to conti , , S

rather than laying them off, hich in turr oed the economic slowdown to be
relatively mild, in re Iib%\\ ) L

The correlation o ash payment iver /with upticks in consumer
spending, and/fg hortly aft: r‘wérc;s by increased consumer and business
confidence, sgbgqrt e hypothesi t'the cash stimulus was effective.

Increased{égmh{(idﬁy prices annot explain this. Commodity prices were

already well be ir peak-at this point (they peaked in October 2008).
However, it isdikely that policy played an important role. The Reserve
B of Australia b dropping interest rates in September 2008, and they

andr
%out in ori : This correlates well with the increased confidence
- es (allowing for-time lags).
) In-

ms what this means for New Zealand’s current situation, a few inferences
could be drawn.
o Hy\ﬂ\}e effect of a cash payment scheme on raising consumer and
s confidence, and thereby generating a positive feedback loop in
economy, should not be underestimated.
% condly, the exchange rate effect described in Makin (2014) is less
"\ relevant in a world where global demand has dropped (China’s demand
for Australia’s mining exports remained strong in the aftermath of the
GFC). In today’s world, global demand has reduced which means that
even if the New Zealand dollar is weaker, it is likely to have little effect
on stimulating exports. Nevertheless, design of fiscal stimulus
programmes should involve consideration of import leakage, given that

imports are a relatively high share of New Zealand GDP (28% compared
with Australia’s 21%, World Bank, 2018).

L (
)

NG,

\

Treasury:4262601v1 8
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Appendix 1: Estimates of the Marginal Propensity to Consume

The Australian Treasury assumed that 70 per cent of the cash transfers would be spent
over the horizon of the forecasts, with the remainder saved.? By contrast, for

government investment spending, the spending propensity waz assumed to be

; ed for t %
are of en nous
ultipliers ofO.

S ng the

ﬁ%u estimates
g across the G20

To derive fiscal multipliers, these spending propensities we
share of the spending, assumed to be 15 per cent, whichi

comparable numbers are between 1.1 a
multipliers of between 0.5 and 1.8 for i
economies (Table 1).

IMF - G20
Cash transfers to u@
Government consuwiptior
Infrastruac 0.5to 1.8

Apr Text frgpencer to double check if | made errors in transcribing:

With fiscal stimului m xperiment 3) or monetary easing alone (Experiment 2),
output growth d-have turned mildly negative for at least two quarters. Ignoring the
effect of monetary policy and therefore isolating for the effects of the transfers

quarter is considerably lower than the observed 1.75 per cent output growth rate
in Dece 2008. It then rises moderately to 0.17 per cent in the March 2009 quarter
before in dropping considerably to 1.84 per cent in the June 2009 quarter as

compared with a positive output growth of 1.02 per cent in the data. Therefore, the two
rounds of stimulus transfers has allowed the economy to avoid two quarters of negative
output growth, and they have also served to considerably reduce the volatility of output
growth during the period.

With no policy interventions (Experiment 1), the Australian economy would have
experienced a recession with large negative output growth over the three quarters from
December 2008 to June 2009 (the simulated output growth rates are -3.62 per cent, -
3.36 per cent and -6.49 per cent in these quarters, respectively)

Treasury:4262601v1 10
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Date: 7 April 2020
To: COVID Governance group
From: COVID Policy team ; ?
g % ; [
( \ (\‘“\1
Is a wider response strategy needed: e @ande [c\/
insurance -

Purpose - 2
“// \\\
N\ )
. is note asks whether we should i serious ibility of broad an
1. Thi t ks wheth hould i \a i \oséb'l't f broad and
systematic approach to dealing withi ‘ i recommends that a
small team within Treasury and IRD-be tasked witﬁ %r/wai ssment of the feasibility

of the approach described b% N

\S

ialas an ex-pos 5.5* ance product may render some of
?Q}e(lelopme/nt_ cessary.

[ C \
LV

) )
Introduction i;/(;/"~\\ _/

NN
3. Since the ofiset 6f the COVI isis- we have been developing policy economic
4 £| @ .
W

2. Note that speed is esse
the current proposal

ation. This has been done exceptionally
er, whenever we have put one policy in place it out of date almost
is hote asks whether a broad policy response is

d \v >

N\
— ’%3
overnme{nt"has tablished a rapidly evolving smorgasbord of policy

4.
responses, Qﬁiéyal these are broadly consistent with the sorts of measures one
finds in try responses (see Annex 2 for a simple graphic). However, the
curre is a whack-a-mole game where we no sooner identify and address
ong,g ap than another emerges. Here is a short list of what we are working on this
WEEK™
N

a. A redundancy payment and/or accommodation supplement for lower
income workers struggling to meet rent on the wage subsidy

b. More direct cash flow grant support for business that could, based on
Australian example amount to $5-10 billion

c. Advice on the future of the wage subsidy

d. There are also likely a rage of smaller sector based recovery packages

5. Lastly, the scenarios on the health control remain uncertain and there appears to
be a very real risk that the remainder of the year will include extended periods of
restraints on business activity and border closures. A key issues we grapple with in
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all our design choices is the extent to which we are preserving jobs and/or firms
that are may not be needed over the next several years.

Proposal

insurance of net income based at coverage of 80 percent of th
previous tax year. Insurance would apply to both firms<and-ho
below. This insurance would be legally committed-n N legi
and household to borrow against future incomes,” The actt
made in subsequent year once the situation wag clea
7. There are several key principles behind t I: NN
(O
(i) No one is to blame for the ou i%jk e epide Q/V(he economic
burden should therefore be<s s widelys ble. The unfortunate
workers and owners of hotels and cafes alz\é\t\he\ tims of heavily
\\V
(i) We need to try and eﬁ@&elthat then <§§> conomic damage does not
permanently har {chgrebo{ery, while. ccepting that some firms and jobs
will be lost % 0>

/"7"\
2N
(iii) Public support: cessar@%@sg it addressed an economic externality —

6. The proposal made by Michael Reddell (The old world) is to provide ex-po&

widespreé(i,bqs\pness fail ich will slow the recovery and rebound in
\ /

Sl
emplo r{ﬁgnt/
(iv) Consumers and firms ned by debt are less likely to spend during the

' — risking.a weak and slow recovery in aggregate demand for after
e lockdown:
\ AN ~

(Opacome s
D) N2
Ecé%rriiés and inc;eﬂi%\;

OB
8. The ex-po %anée model has some favourable economic features. This
includes:

L rance would be paid regardless of economic activity. Those firms and

\ '\\}.‘ viduals that needed to restart would be free to do so with assurance of

"~ some safety net. This means that the potentially damaging economic effects
of maintaining firms and individuals in place would be minimised.

b. Support would be more focused. It would be provided only to those firms
and individuals that see income fall by more than 20 percent.

c. The support would help address the risk in the current context that addition
debt will be accumulated that could lower future growth prospects.

9. Ex-postinsurance has the favourable feature of being simply to understand,
relatively easy to implement and can dove tail nicely with the Governments existing
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policy approach. It also has the feature of being robust to the level of controls and
removing the risks that we increasingly add ever more policy measures as
problems arise in a piecemeal fashion.

10. Ex-post insurance will not address the need for substantial economic damage
where real prices and demand have changed.

Fiscal cost

12. The fiscal costs of such a program are li
different than where we might end up wit
of the costs would depend on the scale of tk
distribution. In a scenario where GDI
income form some sectors is li :

t@s@rgaches The scale
%e losses and their

nd 20 percent, the loss of

13. In one sense this would act lik I%hé/hltimate uto J
fiscal response in propo@o the size o t@e‘ shoc

14. Further work would % ed to exam\\ne\t costs. There are some reasons
why the guarante/rﬁa ot be as sive as first considered. For example, the
public sector d\esjseﬁtial servi rt of the economy are not likely to require
support. harf&of the essential services sector will probably do well from the
|mmed|at f the Iev%rols. Sectors such as the financial sector may
erage or m ke few calls on the guarantee. The guarantee

inst the economic scenarios prepared by the forecast

\ J
w%goptlons to limit the fiscal damage. One is to charge and
ex-post insu n\ké premium much in the way that deposit insurance is funded in
juri % his could have a long tail so as to avoid potential
ic consequences of in the recovery period.

16. The se approach to fiscal costs is to consider whether it might be preferable
for household insurance to be provide at graduated levels. For example, insurance
could be provided at 100 percent for the first several deciles at almost no cost.
Further graduation could apply so that income beyond $200,000, $500,000 and $1
million could be insured at a much lower replacement rate. This would add
complexity — perhaps too much — but could make the program overall more
equitable and consistent with fairness. It would also have an economic rationale in
that the actual impact of the COIVD-19 shock is much easier to manage for those
with significant net assets working in occupations that are less affected by business
closure.
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s9(2)(h)
Equity
18. The impact on income or wealth inequality poses te congern, \Cwent
approach have generally aimed to shield those ected or prov1 gbasm
level of support even when those affected ha peen h|ghe( (i.e. the

Q%@%by}he crisis are those

eriod, generally

be ages during Level 4
job and mcomg/pfo ects. Those sectors

hardest hit by closures and | nd in ser(nces tend to be lower skilled
and lower waged. These emp ees will bez r icantly higer adjustment costs

and have fewer financi Kd/\personal re %FC adjust to the shock.
-/
20. However, the net im quity can Qé\ﬁ\ aged through changes in the tax
systems used to fﬁrfd thisex-post ntee in the future. Analysis could identify

the incidence fthegﬂ)arantee i ad fashion and adjust future taxes in a way

that dehv@ore equitab "o;c
Robustne erent states of the world
% (o] attrao( V@%{?ﬂ(ﬂ to ex-post insurances. The first is that the
i

sins \r;se/callbrated to the shock. In the event we spend much
rthan we/al[ he t higher alert levels then the income transfer will increase.
Th| means a\mStﬁad of trying to adjust the policy mix in a rather ad-hoc fashion
with the r< ignificant mistakes and deadweight costs we have more control.
NN

22. Th,'réf" ch will not mean that there is no need for existing support measures. In
faot\ﬂqey will dovetail with both key measures of the Business Finance Guarantee
and wage subsidy. Any support directly provided would be registered for the
purpose of the guarantee as income. The immediate support is also need to
address the risk that people may be finance constrained and not able to use the
guarantee to access needed liquidity.

23. The income guarantee would, however, render some of the more immediate
programs or proposed programs unnecessary. This includes further business
grants, and support for commercial and housing rent costs.
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Operational aspects

24. The income guarantee would ideally be given effect in legislation. The operation of
the program would be given effect through the tax system. It would be important to
ensure that the nature and form of the legislative guarantee could be used as
collateral with the financial institutions.

Questions and risks @@ \w\< j;
Key questions to answer: & %\/

e How can we be sure that the guarantee @@ess wide r

issues for firms and households? N

\\J/\N
¢ Do we think that the best respon e@ rtainty i rative solution that can
be adjusted as the crisis evolyes ¢ ore broatc d solution which may be

wrong? >
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Annex 1: Michael Redell’s insurance proposal

Recall the key dimensions from a couple of earlier posts:

Parliament would legislate urgently (preferably, or the guarantee powers in the
Public Finance Act would be used) to guarantee that every tax-resident firm and
individual in the coming year would have net income ast 80 per ce their
net taxable income in the previous year (loosely the % and 202

years, but of course the slump will already have bee s this mo

the guarantee would be restricted to a single year(Parliament a QMyuster
can’t bind themselves not to extend, but the framing

commitment), —~
it is a no-fault no-favourites approach. mk have to prop up Sky City just

as yours will have to support peopleffi really can”t s ~ Picking
favourites is a recipe for corroding tr he willi ne: /0 the public to see
the public purse used responsibly t "g\et throu %Xt few years,

since the guarantee would be leg i /dlng, tured to be assignable,

financial institutions should rally’be Wllllné %ext d credit on the security
of the guarantee (they d %& e cash Bgt(Just the assurance that the
Crown can'’t reaIIy walk :%\} }I’hls is p A evant to businesses, given

hanks have alr

the guarantee ne isplace actual'i mediate income support measures,
designed to get e pocket of\% eholds now (rather any such state
payments wou/!d7 tored i everythlng was squared up at the time of

lly if you are in lockdown and any mortgage

next year's- tax fgturn ), but
els of immediate cash are less an issue than

commit erktsyare deferred, higt
usual h to spe
not be conditioned on any commitment to stay in
n you a%?vily indebted tour operator in Rotorua and you think
ars-until “normality” returns, walking away (closing down) now
~sense. The 80 per cent guarantee for one year is simply

, ma
&T}‘boffer thaﬂ;m e downside for the first year, and buys some time both for

e busi S\(QWners) and their financiers. For some, however, it will be
' em time, and access to credit, to get their flrm to a scale best

o\ div duals the income guarantee will also help to underpln public
s\upport/tolerance for whatever restrictions remain in place for an extended
period. In addition, | quite liked the idea the New Zealand Initiative put forward
the other day (of allowing people to borrow — capped amounts — directly from
the Crown, akin to a student loan, with income-contingent future repayments)
and also like Michael Littlewood’s proposal — akin to what has already been
done in Australia — of allowing people easy access to a capped portion of their
Kiwisaver funds, it being after all their own money, and times being very tough.
(KiwiSaver and COVID Littlewood)

there might be merit, fiscally and from a fairness perspective, in considering
supplementing the downside guarantee with a one-year special additional tax
on any 2020/2021 earnings more than 120 per cent of the previous year (there
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wouldn’t be much revenue in it, and it plays no stabilisation role, but there might
be an appealing political/social symmetry).
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Treasury Report: Ex-post pandemic insurance

Executive Summary

This paper outlines illustrative parameters for a single broad approach to address the falls in
household and firm income. While this approach is probably more expensive, it may provide
more fiscal support for the economy by proving a more rehensive, eral and
enduring support through the pandemic to households and firm

/ ~
The current economic policy response is evolving rapidly % se to t hg\al@strategy
i iohing the impact or ﬂgpu .eholds and
firms. This objective has been to minimise firm failures ‘and ensure ¢ |nu attachment of
workers to firms. To date the response has been effective in minim %% omic damage.
"”fg\yrmatlon e%@s n gaps.

The approach has also been agile and flexible a
\by%)e speed of events and
3 ‘high level of uncertainty

mic activity are making policy
y-to have a significant impact on

\ ( J

There are currently a wide range o %es‘poke an %ﬁ solutions being put forward to
address the drop in firm and household inco g§d ing the COVID pandemic. This risks
i X, | inister, not adaptable to uncertainty and
\a\d d issues is that the key public sector

r\g 1spng programs and this will be exacerbated
ty as the Government considers when and how
pproach that could be robust to different health

agencies are straining at ¢
as demand scales up. T
to move out of level ﬁ@

nélder a differ

scenarios. \ \;
This note prox |de oad outline%yroposal for an alternative policy approach of an ex-

post pande surance (E ciety has developed a range of tools for dealing with
large natt Jisasters. Tk(e C -19 episode is a unique event, whose scale and impact
was di |<§ nhmpat% féce of a large shock an insurance payment, financed using
the G ment balan can help to spread the cost over a larger group of people
and overtime. It ap eaks fairer to allow the government to allocate the burden of the income

shock from COV “than to have it determined by chance — this is what pandemic

insurance ensu

The Govern could provide a broad-based income guarantee to all firms and households
in New Zeala some proportion of last year’s income (or the fall in income). The objective
would be {*Q cognise the unique and unanticipated nature of the shock and preserve the
functlonlnEef firms and employment to support a more rapid recovery. The guarantee would
provide legal certainty and could substantially reduce the risk of widespread business failures
and stress on households balance sheets.

The advantage of EPI is that it would provide high levels of certainty for firms and individuals.
The highest level of support would be provided to those individuals who have lost the most
income. The guarantee could be used for firms and households to access finance. This
would translate into significantly lower risk of business disruption and less labour market
disruption. An EPI could replace many of the current specific interventions in place or being
designed by the Government. In large part the cost of the transfers that have already been
made to affected people would offset the costs of the EPI.

T2020/935 Ex-post pandemic insurance Page 2



20200215 Doc 5
Page 25 of 73

There are at least three strategic trade-offs and concerns with respect to an EPI. The first is
whether the fiscal costs would be manageable; the second is whether the guarantee would
have unintended consequences; and the last is whether the operational and integrity risks of
the EPI could be managed.

. The fiscal costs of an EPI are likely to be substantial. Very approximate estimates
suggest that an EPI could cost around $30 billion or around 10 percent of current GDP.
This is likely to be manageable within the current response envelope. However, the
costs of the scheme could increase sharply and in a more serious downturn the cost
could more than double. However, these costs would not be large enough t t at risk
fiscal sustainability. &

o
. Designing an ex-post insurance option is difficult be will af‘fe‘t(iqgémtives for
firms and individuals. Unlike a normal insurance e ividuals anc ﬁr%s%ill still be
able to influence the current year’s income. An t at 80 perce‘%g@dld imply an
effective marginal tax rate of 100 percent below.this level. Adjusting the design of the

c@b@melioratg his C

D
. The operational and integrity risks to the e’very siri\iﬂ@ﬁgm\t:] he sharp difference
in treatment of losses will create strong incentives to trevenue and expenses to
}porate taxpay affairs and structures can
e

maximise losses in the current year.
be highly responsive to incentiv %h% y the tax:system. Current tax rules are not

eser
designed to manage the large ri Frevenue and cost shifting between years. While
there are some ways to n@pnl\(]  the risks,\ i 'svﬁkely that this will add to the
administrative burden and complexity of an EPL

would provide further advi
quickly. -,

atyou NN
y \\/ >

vhether you@v%@%e;ceive further advice on the design of an ex-post pandemic
insurance. ‘ \\,)/W

/ f‘\
L)
)

Alastair Cameron
Manager, Covid-19 Strategy and Policy

Hon Grant Robertson
Minister of Finance

T2020/935 Ex-post pandemic insurance Page 3
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Treasury Report: Ex-post pandemic insurance

Purpose of Report

1.

Context

This report provides a very preliminary analysis of a proposal for ex-post pandemic
insurance. Ex-post pandemic insurance (EPI) would commit the Governmen
guarantee a proportion (60-80 percent) of last year’s mco@ndlwduals firms.
Based on the assessment below the report seeks yo
approach warrants further work.

This report has been prepared under extreme tlme p ure and epre\s\ﬁts our initial
analysis only.

e on whetr\rd’ms

The current economic shock from'CQOVI is the/l\rége&nd most rapid economic

shock New Zealand has faced. "It chara i /by7 heightened uncertainty
i tivity. The international
uri

and education are also weighing

The main economic i the BEF fq\e sts suggest a substantial fall in GDP.
Annual average re/l, E [ ré\ jr/co reach a trough of near -11% by March
2021. The une p}e

terms, the nu be& uﬁemplo ed-
September O\LEOrﬁpared %ﬁ
A muchrlarg in GDP is possible should New Zealand spend a longer time in level

, monthsw Under this scenario real GDP may fall to around -17%
in tk yea March 2( unemployment peaks near 10% in June 2020. The high

X ncerta\%gjt/the health situation increases the uncertainty for business

is forecast to reach close to 287,000 by
in December 2019.

households/ cenario the fiscal response increases to around $60 billion.

Households II’T‘h} are responding by adjusting expenses, use existing financial
savings a on additional debt. However, the financial buffers held by many
firms a eholds are likely to be too small to manage the shock to balance sheets.
Inan i usiness cycle, firms fail in response to changes in relative prices or
becé se they have lower profits and productivity. However, for the most part the
current shock is due to the response to health conditions and does not reflect any
economit signal.

Without government support, the size of the shock would lead to widespread closure of
firms, loss of employment and potential financial sector damage. The current policy mix
has been set with the goal of minimising the economic disruption during the most
intense phase of economic disruption — with a view that many of the businesses
struggling would be economically viable in the medium term. This is aimed at
minimising the potential for permanent economic damage, but if there was a need for
substantial structural change it may delay it.

While the current public health related restrictions imply that the economic shock is
initially a shock to supply, the disruptions to economic activity have rapidly created a
situation where households and firms are facing a sizable reduction in income and are

T2020/935 Ex-post pandemic insurance Page 4
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very uncertain about future income. This will have a large impact on demand.
Furthermore, lower tourist numbers and weaker prices for New Zealand exports will
also act as a drag on demand for New Zealand produced goods and services.
Demand management tools, including monetary policy but also in the current context
fiscal policy, will need to support activity once the substantive part of the economic
restrictions are eased.

10. The government policy response has focused on cushioning the impact on firms,
households and institutions. The initial fiscal response comprises around $20 billion in
the form of wage subsidies, income support assistance, and tax measures. Tt

Government, working with the Reserve Bank and the financialsector, has sou
ensure ongoing access to finance. Additional policies to b -
and provide support for SME are to be considered by/Cabine
11.  The Government response has been agile in ligh rapidly evolvil E/ \:fu:i:ation. The
response measures include the broad mix of policies t ted

elsewhere. The adaptive response has the to the situation
as it evolves in a highly uncertain environ

S income adequie
hortly. '\ \ 7
RN,

12. However, the adaptive strategy runs the ri it i \orttonate to the size and
i nd households face the
potential for substantial reductions-i . et of policies also leads to
frequent changes in the policy r n policy implementation. In the
last week you have consider asélstance for lower income
individuals of the wage subsid sinesses, and advice on the
future of the wage subsidy.
certainty to New Zeala 6 d ﬁrsmejsses where increased certainty is
especially valuable i in el

13. An alternative strategy
households wquld\be ap insuran

households that income woul not fall. below a certain thresholds of last year’s income.
The propo een mad New Zealand context by Michael Reddell (ex-
RBNZ and asury).

Analysis \V ~

N =
The EMO osal .\ " )
N
14. There ar ral key principles behind the proposal:

. e in New Zealand is to blame for the outbreak of the epidemic and the
‘ ,e\b ic burden should therefore be shared as widely as possible.

Thé Government is best placed to ensure that large and infrequent shocks like
this are transferred across people and time — similar to the EQC model

. A key goal is to ensure that the near-term economic damage does not
permanently harm the recovery, while accepting that some firms and jobs will be
lost

. Consumers and firms burdened by debt are less likely to spend during the
recovery — risking a weak and slow recovery in aggregate demand for after the
lockdown.

15. The key features of an EPI could include:

T2020/935 Ex-post pandemic insurance Page 5
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16.

17.

18.

19.

20.
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. A guarantee to transfer government resources to ensure this year’s income is
some minimum proportion of last year’s income- Michael Reddell has proposed
that all taxpayers are guaranteed to have an income in 2020-21 that is at least
80% of their income in 2019-20.

. The guarantee would apply to businesses, households, not-for-profit entities and
iwi entities

. The guarantee would be legally committed now to allow firms and households to
borrow against future income

. It could be designed so that individuals and small uId rec;elve p ents
now or in the subsequent year once income is (“

/
. Public support is necessary because the G@% is addres aﬂ economic
externality — widespread business failure - which-will slow recovery and delay
a rebound in employment.

The primary objective of EPI is to | mana: an exceptional shock. By
design equalising income (pr -to 80% of reyl us year’s income is very
effective at compensating the@i%s sers. The gcet” iveness of this approach means
that there would be greater bu to/fund th c S he insurance and it may also
support general risk taking | iﬂ(rms knowt me scenarios there will be

support). ;
A secondary objec}i i s\b
the most support tothose.firms wi > lggest losses in the scheme it will provided

needed cash fyowfofrrms and wi rovide, at the margin, some support for viability
(where firms put ‘& high weight current conditions in uncertaln enwronments) Firm

rt irm solvency and viability. By providing

ively low hiring and firing costs, they wiII quickly be
produc%? employment as market conditions improve.

A thir ctive is SIS]D@CI nd reduction of compliance costs. Having a multitude of
argete esponse: |t more difficult to administer, more difficult to apply for,
ces the caﬁaolty irms to optimise to their current circumstances and risks some

gam pIaym%Q/ps the biggest advantage to the proposal is in its simple design.

jor disadvantages of the scheme from an economic point of view.
hat\jt is expensive. It would provide very large gains to the biggest losers

. By providing full compensation for a loss this in effect socialises many
oft gbe S that would then need to be recouped through higher taxes later on. This
couki /de3|gned around by having a co-payment design with the loss, or setting the
80% threshold at a lower level. The fiscal cost is discussed further below.

from CO s

The second is that it focuses compensation on the firms who have lost the most, and
provides little support to those that may return fastest to profitability and viability (who
suffer the least). This is important because it may be that some firms who face the
biggest losses may not be viable for some time. This proposal may work against
policies that might support reallocation towards firms with the best prospects and which
could support short-term prospects and long-run economic growth and productivity.
However, it is still expected that non-viable firms will choose to wind up; the income
guarantee provides taxpayers with some financial cushion and time to plan for the
future.

T2020/935 Ex-post pandemic insurance Page 6
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Consistency with existing firm policy re

24,

25.

26.
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The third is that it contains powerful incentives to game the scheme and works against
normal market outcomes. In the scheme there is no incentive for firms to raise the
profitability between loss and 80% of previous income, and this risks either game
playing (such as bringing forward costs from future year), or incentives to raise revenue
and profitability. The design of the scheme could go some way to mitigating the poor
effects on economic incentives,

These effects on incentives should be given serious weight. As a very extreme
example, if | am making 80 percent of my income it would be rational to bet my wages

on a coin toss as | would get to benefit from the win and the-government wo
compensate me for the loss. There are some design fea hat may a te
some of these incentives but they remain a serious conce N

)
On balance the appealing features of the scheme the“hig Ievels{df;fiq[\ppénsation,
the flexible and efficient way of supporting firm s and its simpli \IW The

weaknesses are its cost (because it providesg/QIarg amount a small number of

firms who suffer the biggest losses), it’s lack ofta g%ting on firms that are likely to aid

the recovery and potential for gaming. 7TON

“\‘ \\\ )
%\\/

rﬁoist/aﬂ of the existing proposals on
\/

The EPI should be thought of a
the table: \
p%?is\ions and r @ed ¢ options (the loss carry back
uld not be implemented with an EPI)
(O

)
v/

. Loss carry-throug
provision for ex

. Small and Mé((j];u
\\,:,/’ D
»  Extending the wage subsidy !

\7
. Oth ted suppo
c s’;@ %
. @n%s I?inanwarantee
O L ntial fm%@ent to provide bespoke deal for large and economically

d the initial 12 weeks

it costs, such as rent, debt servicing and other

“significant firms

O )
\quify injections already agreed for firms in the transport sector

ifting the debt guarantee gap for larger firms,

. Ara
[ ]

As rﬁen\ ned above one of the key advantages of the EPI is the simplification of
support arrangements and given its potential generosity the absence of the need to
scale it manually up should conditions deteriorate, and the costs would reduce if

conditions improve (as the number of firms with large reductions in losses falls).

Another advantage of focusing on income, rather than input costs, is that it enables
firms to respond to conditions as they arise, rather than locking in current
arrangements too much.

T2020/935 Ex-post pandemic insurance Page 7
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Ex-post household pandemic insurance (EHPI)

27.

28.

29.

30.

31.

An equivalent scheme to the firm model could be developed for households, where
households are provided compensation to keep their income at 80% of previous year’s
earnings. This model is similar to a traditional social insurance model. This has already
been raised in the work by the Productivity Commission on the future of work. The
Productivity Commission noted the positive features in sharing risks associated with
rapid technological change and adaption.

The advantage of this approach is that it provides a step down in income as

middle and high incomes (that fell from the previous ye r than tr‘@se with'the
lowest incomes. ¢ \\7/
Given the exceptional nature of the current shock ay bev Iuei“‘lV ir{king about

short-term support for those households over and above usual b it payments. Over

insurance mechanism.

One issue with focusing support only
gain to firm owners, rather than ho come distribution and
poverty objectives. In the design of ar eme tosespondito COVID there is a
legitimate question about who Q\o\&e/nment compensatlon
vulnerable households, hous
entrepreneurs.

There are a number of
payment, lower cap the scheme ex-post through
progressive tax measur ut criti eiem nts in whether to proceed are how to
weigh up the beneffs ﬂhe sche plicity and adaptability) with some of the
necessary trac(e\offs The critic ent is that it would be most useful if there is
supressed no /actlwty uncertainty) for some time that would support a large
scale res itthe excess disruption to the market, rather than
covery and market mechanisms in the case of a
nditions in 1-3 months.

Key % features/ %\;

32.

The design ex/post design requires careful consideration to try and avoid some
rverse incentives or losses in income that a widespread guarantee
could c here are three broad design considerations: (i) the design of the
msura%v rage; (ii) whether to front-load or back-load any payment; (iii) whether
there s% be any potential exclusion from the coverage of the guarantee on the
corp@r e side; and (iv) the definition of the income base to address integrity risks (see

below)*

Design of insurance coverage

33.

There is a potentially sharp trade-off between broad insurance cover and work
incentives. Unlike a normal insurance event, individuals and firms will still be able to
influence the current year’s income (that they are being insured for). An announced
guarantee of current year income based on a proportion of the previous year’s income
(the Reddell proposal is 80 percent) would create a 100 percent effective marginal tax
rate (EMTR) if income is below 80 percent of the previous year’s income.

T2020/935 Ex-post pandemic insurance Page 8
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Payment design

37.

38.

39.

40.
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We expect most workers will not want to take 20% income reduction and lose their
connection to a job, especially in a weak economic environment. However, it seems
likely that there would be some workers and firms who would be willing to stop working
and receive 80% of last year’s income. The same incentive effects of a 100 percent
marginal tax rate on profits below 80 percent of last year’s income would exist for firms.

One option to ameliorate the effect on work incentives is to share more of any losses
between the taxpayer and government. This would make the scheme less generous.
For example, instead of replacing a taxpayers net income to 80 percent, the
government could compensate for 75% of losses below 80% of the previous year’'s
i ranteed at Iea@ﬁf
opend on earnings

e'is 80% of'\he ‘previous

D

eragéof the

y, it seems unlikely that
. The level of income
able to thox\app ying in the social
“average net

on 67% of average

effective marginal tax rate would then be 75% until ne

year. %

For workers deciding of whether employment is-worthwhile, the
insurance is now only 60% of previous year’ iti
many workers would be prepared to take
replacement for unemployment is broadly
insurance systems of many OECD co .
replacement rate for unemploymen %7
wage in OECD.

Another key design ch
individuals or firms. : vides the best vehicle for the provision
of any income guarantee and is desig led so that the guarantee would be paid once the
current tax year |s\éqnﬁled In princ Iefne provision of such a guarantee backed by
the state shoqu pf@\/de sufficient.certainty for banks to provide required credit on the

~ DN
0 E%u}ld be whe_é‘ to_font-load or back-load payments for
1e C

basis of the guarahtee.

While this address unc%}zty about income levels, some individuals —
partic 2 hlose who ai it constrained - may face obstacles. The Government’s
curre aches tgf proving cash support in the form of wage subsidies and

uner - oyment be flt u1d continue — are addressing the bulk of immediate cash
&/,n'ees Fuﬂh% ssions would be needed with the banking sectors to assess
w er the commitment would provide sufficient certainty.

An aIterna e on would be to prowde a S|zeable upfront lump-sum cash payment to

C g on the extent of the Ioss in income for the individual or firm. For
who had suffered minimal loss in income the full amount of the cash
would be returned. They would have received an interest free loan. For
|nd|§tdua¥s who had suffered modest losses then part of the initial payment would be
returned.

The provision of upfront cash payments would substantially increase the challenge of
implementing the scheme. Overpayments may also place many households in tax debt
to IRD, creating pressures for leniency. It may also create challenges for some
individual in managing sizable payment of upfront cash. The alternative is to ensure
that existing cash-flow assistance is provided in reasonably generous amounts to those
individuals that have recently suffered a loss in employment and income.

T2020/935 Ex-post pandemic insurance Page 9
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Coverage design

41. Ex-post insurance would largely be an income transfer across individuals within New
Zealand. To the extent it added to long-lasting increase in public debt it would also
represent a transfer across generations. However, the guarantee to income to the
corporate sector would partly represent a payment to overseas shareholders. This
would represent a net loss in welfare to New Zealand. Some measures could seek to
ameliorate this concern, for example the exclusion of the financial sector and perhaps
rules around the treatment of large foreign owned firms, This would require further

thought,

Fiscal cost < \\ (é\“

42. In addition to the detailed design considerations ed elsewhere \\géhié report, to
be viable a pandemic insurance scheme needs to be a ordablen nd consistent with the

objectives for fiscal policy through different ésese/f the respe ne

Affordability N\
43. Whether a pandemic insurance sch %Qaifordabl pends on the cost of the
scheme and the available fiscal spac of the;e are unknown.

enttﬁal design, and in particular the
ould address equity concerns.

44. The cost of the scheme will i %de hd on it
treatment of business Iosses%\ho‘ confiden
developed an estimate that the

Based on the baseline forecast in the BEFU we 1

costs could be around é\%;e?ggnt of GD %tﬁéfrp nd $30 billion. Should the
scenarios of higher | uble the potential cost to closer to 20
percent of GDP. =

L R
45. Fiscal space isthe dfffejence be

debt. Lastyr\meT)feasury dvise

ctual public debt and the upper limit of public
at the prudent upper limit for debt in New
Zealand is aro nq;éo to 60% P (T2019/661 refers).1 We recommended this
ause we tho New Zealand would lose access to debt markets at
considered that the costs would likely outweigh the benefits
f COVID-19, the prudent level for debt will necessarily
veral reasons for this, including:

—_~

%@neﬁts of increased debt will be temporarily high.

t rates have lowered the costs of debt.

2. While a pandemic insurance scheme will undoubtedly be expensive, it will not
necessarily be unaffordable. Debt can be stabilised at even very high levels of debt
provided the government’s interest rates does not significantly exceed the economic
growth rate and the government’s fiscal balance is sufficient.

3.  Current macroeconomic conditions suggest the first of these conditions will be met in
the recovery period. This will be supported by monetary policy keeping interest rates
low. Whether the second condition can be met will depend on the Government’s ability
to reduce fiscal deficits after the recovery period.

! The Treasury will provide an updated assessment of what an upper limit for debt could be after Budget.
T2020/935 Ex-post pandemic insurance Page 10
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4.  Access to debt markets would need to be considered. It is unlikely that a fiscal cost of
10-20% of GDP would have any material impact on market access.

5.  The scale of the costs should also be considered relative to costs incurred under the
current strategy of ad-hoc policy measures.2 Current estimates are that net core Crown
debt will increase by at least 35% of GDP as a result of reduced economic activity and
increased government spending. The increase in net debt will be even greater if the
downturn is more severe than forecast; if more than 4 weeks is spent at alert level 4;
or, if the costs of support policies in the containment period exceed the $50b set aside
in COVID-19 Response and Recovery Fund (CRRF). Furthermore, we advised recently
(T2020/784) that our very preliminary estimate was that t would ne

increase by approximately 10-20% of GDP to support t ntamménb period

recovery. \\\f/
N
Compatibility with macroeconomic policy ob]ectlves
46. Subject to affordability and operability, a pa egmlcigsurance cheme could be an
effective macroeconomic policy interventi > well tailqrg e unique

circumstances presented by COVID-19.

N )
N\ %\;’/
é@e would maintai solvency and
) gﬁi}?e adequacy for individuals,
an [ incom uncertainty.

s the necessary social licence
costly in the short-term, but more

47. During the containment period, the
employment attachment, support Jivir
and limit reductions in aggregat

48. The benefits will be even grea
for an effective eliminatio str\teg
economic in the long-te

Figure 1. Public health

Unmitigated spr {&; Alert
% Level
Mitigated % I 4

. /:
( \ 2

Sustained stamp-i m\
¥

Ellmmatm@

49. Re%nd these benefits in the containment period this would mean that depth of the
recession would be less than otherwise might be expected, enabling a swift recovery.

50. After the containment period, the goal of fiscal policy will be to spur the recovery.
Assuming payouts are processed shortly after the end of the 2020/21 tax year, the
scheme would deliver a substantial stimulus just as New Zealand expects to begin the
recovery phase.

2|n many cases where costs have already been incurred, those costs would not be additional to the
costs incurred under a pandemic insurance scheme. For example, nearly all of the costs incurred
under the wage subsidy scheme or through increased benefits would increase incomes for individuals
or businesses. Where there payment are made to those incurring a greater than 80 percent drop in

income they would reduce cost of the EPI.
T2020/935 Ex-post pandemic insurance Page 11
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51. After the initial recovery period, a primary macroeconomic objective will be returning to
surplus. Assuming the scheme is a one-off for this year, the scheme would minimise
structural spending changes and would make returning to surplus a lot easier. Should
the scheme be permanent, there would be a clear case to offset the costs with
permanent revenue measures.

52. Active use of fiscal policy will also reduce the need for monetary policy to stabilise the
economy. As monetary policy is constrained, the result would be less use of alternative
monetary policy (AMP) tools than would otherwise be the case. Consequently, risks to
the Crown’s balance sheet arising from the use of AMP too would also beg(%gfted.

Further out, It however, the monetary policy reaction wouJ the same fo scale
policy intervention of a similar size and effectlveness 7

53. More generally, a pandemic insurance scheme ha e tlal to nq’trga\te other risks
to the Crown. As a result of the disruption cause -19 the C n/nas taken

on a number of contingent liabilities and more are expected. By p\ew certalnty to
households and busmesses the private sec rwo d be bette pta to manage any

Legal framework
s9(2)(h)

Equity an \w/}y

<
56. Wen sider t eq\J meacts of the scheme in three main respects — in terms of
on ontal and- rtical equity of the insurance payments themselves, and in terms
eqwty m&{ctso the financing costs of the scheme.

57. The second} effects on equity are likely to be more complex and depend on
whethercgteiﬁ%r yach aids a more rapid economic recovery. To the extent that ex-post
insura ises economic disruption, it would have a positive impact on more
vulnerab\ <populatlons Those sectors hardest hit by closures and lower demand in
many\SErwces tend to be lower skilled and lower waged. These employees will bear a
S|gn\ﬁca|7(tly higher adjustment costs and have fewer financial and personal resources
to adjust to the shock. Ensuring a more rapid recovery in activity and employment for
marginal workers is likely to be important goal in the recovery.

Horizontal equity considerations
58. The scheme will provide the same proportional benefit to all taxpayers who suffer loss

during the period of the pandemic. In this respect, it is a horizontally equitable
intervention.

T2020/935 Ex-post pandemic insurance Page 12
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59.

60.

61.

Vertical equity considerations

62.

63.

64.

Doc 5
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However, not all reductions in income will be attributable to the pandemic. Some
taxpayers may experience a reduction in income for reasons unrelated to the pandemic
(for example, a firm may have been losing sales to a competitor even before the full
effects of the pandemic were felt, or an employee may cease work due to retirement,
ill-health or arrival of a new child). In this case, the scheme will deliver the same
proportional benefit to taxpayers who are actually in quite different positions.

Also, previous years income may be a poor proxy for the taxpayer’s current income
expectations and associated financial commitments (for example, recently graduated
students joining the full-time workforce, or parents returning-to paid employ t).
Taxpayers in the same current circumstances will be trea quite different ending
on their past circumstances, with those on higher past i eceivingfjio(rg port.

een ‘de\é\éf\\\ﬁggfﬁnd
‘undeserving’ recipients. Some degree of rough j will'be unavoid%zgeih a scheme
that can be designed and implemented quickly,-and adjusts assi ce to current and/
or past incomes. Given the depth and breadth of the economic'sho aused by the
pandemic, however, it would seem prefer % ity i
designing the scheme.

While the scheme will provid %a propor bénefit to all taxpayers, it will
deliver a greater dollar benefit to_higher-inco

income. These taxpayer "'IKNqavé/experi ge‘w\\ disadvantage as a result of the
pandemic. \& PANG 7

However, they might
themselves throughthe ¢
benefit. Also, given the diminishi
reduction is likely a le

expect \ tdﬁ;(e greater resources to support

¥iﬂf{ome taxpayers who derive a smaller dollar
inal utility of consumption, a given income
esser welfare foss,to a higher-income household than lower-

inconsistent wi e principle ofwertical equity.
Hig m earnegsWo have more scope to financially engineer to access

S NN

b (

onsider, tlQrLs )
The ultim %impact of the scheme will depend on how the costs of the scheme

are dis cross taxpayers and over time. These costs could be met through
existin enue streams (which would crowd out space to fund other spending
initiét' ;.or through temporary or permanent increases in taxation. These changes

wiII)@rwr‘ , have their own impacts on equity (as well as on the efficiency and integrity
of the tax system overall).

Operational and administrative impacts

66.

67.

The tax system is the most likely means of delivery for a pandemic insurance scheme.
At present, there are significant demands on Inland Revenue’s administrative capacity.
However, some of this pressure will reduce over the next fortnight as Inland Revenue
completes the next release of its Business Transformation process.

Officials will be able to complete a full assessment of the administrative feasibility of a
pandemic insurance scheme once the design parameters of the scheme have been
firmed up.

T2020/935 Ex-post pandemic insurance Page 13
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Robustness to economic and health scenarios

68.

An ex-post insurance scheme will ensure that the response is broadly calibrated to the
shock. In the event New Zealand spends a much longer at higher alert levels with
larger falls in income then the income transfers will automatically increase. This might
be preferable to trying to adjust the policy mix to anticipate or reflect health measures
with the risks that policy response will be somewhat behind the curve.

Risks

69.

70.

71.

72.

73.

74.

Yo
The EPI poses significant tax integrity risks. However r be able“&g fﬁe
mitigated depending on the scheme’s design. For Ze% 1ple, caps to tﬁe\\zﬁqen’(e will
reduce or eliminate incentives to misuse the sch general, the n%gté design
measures to address integrity risks will increase-the policy and inistrative
complexity of the scheme. ) )

= NS
ee applie‘d@\t}r]e 020/21 tax year):

. It provides an incentive to shift <ve\1;ﬁ ut of th 24”{ax year.

o It provides an incentive to shift'c into the ; tax year.

. If irregular income is i c% it may le }thmiﬁtended support or a lack of
support. % ) NN\Y;

. There is a risk of d“bke‘-s\ﬁbport” e to the income package occurring for both
corporates and indi ﬁ?@ls that are pai «dividends.
(-
LO)

CA
A key design issue will be'whether neme is based on:
o The fall {n\gxépié income-ri to the 2020/21 tax year (as Michael Reddell

prw%&

ross asses%ncome (i.e. taxable income before any expenses).

A summary of the risks are (assuming the

penses of firms (i.e. the Government could make up any

Jr e.prior operating
. 1 er operating expenses in the 2020/21 tax year).

yortfall neede “;‘\t@\‘é\o

thé taxablg’[r’ic/\ \gnd gross assessable bases could rely on existing tax

itions. B trkbf\f(hese bases will influence the relative incentive to shift revenue or
expenses ntime periods for firms, or for households to shift when they report
income.

Both /t%a e income and gross assessable bases would create an extremely strong
incéqti«@\ taxpayers to shift revenue out of the 2021 year. This is already a risk that
the\‘@xsy‘stem has rules for, but is presently just a timing risk. Under this scheme the
incentive to shift income out of the 2021 year become much greater as taxpayers may
get reimbursed up to 100% of the amount shifted. Such shifting can occur both
through the timing of their decision to undertake real transactions (eg delaying sales),
and the reporting of transactions, to the following year - where the former has
additional efficiency consequences.

The taxable income base would also create an extremely strong incentive for taxpayers
to: bring forward expenses; incur expenses that are uneconomical and which they
would not otherwise incur; and incur expenses to related parties. In this last case, the
Government may effectively end up reimbursing the taxpayer for the expense incurred,
even where the expense has merely been paid to a related party and the taxpayer has
not suffered the true economic burden of that expense.

T2020/935 Ex-post pandemic insurance Page 14
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75.

76.

77.

Next Steps ©
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The gross assessable income base could be an alternative concept used to avoid the
expense risks above. Conceptually, this also makes some sense as a lockdown and/or
border restrictions would generally be expected to lower a firm’s gross income but not
increase its costs (if anything it is likely to reduce costs as variable costs would be
less).

As the goal is to ensure that businesses maintain productive capacity, and so continue
to pay many of their variable costs, a policy that is based on revenue/gross taxable
income that is contingent on continuing to pay operating expenses (particularly wages)

based on the prior year could meet the same policy target with lower integrity risks.
on of the-scheme with

d-address this issue but
X >

NS

A risk of double reimbursement may also arise from the‘inte
dividend imputation. Excluding falls in dividend income

make the scheme more complex. i é

78.

79.

80.

()
targeted hﬁgns being put forward

There are currently a wide range of b
to address the drop in firm and hou
subsidy, temporary household inc

creating a system that is complm'

and change and with high co e costs. There.is an opportunity as the
Government considers when%ﬁ%«v to move. vel 4 to consider a different
approach that could be r U\st\to different hee arios.

\s{ngle broad approach to address the
@hjle probably being more expensive would
l'supp my generally, and more comprehensive,
general and e ut@gftbfough th mic to support households and firms. If you are
interested in exploring the idea of a simplified and single approach further, we would
provide fu ce in mid il on a feasible option that could be implemented

quickly.

This paper outlines il ive parameters
falls in household come,
provide more fiscalsupport for the

For ork, we oul to compare the EPI against and alternative, the most
likely vhich is com ination’of a wage subsidy plus generous business grant. We
Qp!d sO need t ider how the EPI would be sufficient to stabilise the macro

I Tr{y, or wr;(é\tﬁe;\ er level of fiscal stimulus also needed.

/)

QQ%\/
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Annex 1: Description of the firm scheme

1. This annex compares the provision of ex-post insurance with a flat-rate grant program
for firms and without support. It also identifies in a stylised fashion the allocation of
support among firms.

2.  The graph below show the percentage of previous years’ profit on the x axis and profits
in the ex-post year on the y axis. We see in all three states firms above 80% of
previous year’s profit receive the same amount. Under pandemic insurance that firms

profit in the ex-post year is guaranteed at 80% of previousgz\;fit so stable b

level. We see that flat rate payments to firms (unrelated
the middle line.

~

fits

( A
\\\J\/\‘
> >
Ecanomic incentives of ex post pandemic insurance (for firms) Notes h
— i B0 2020
pre-tax
SSLTTE-

Praofits ex-post
year

!

i Il firms the
o

\s\’\ 2 but assuming

\__ yatiationin profits

% |2OVID and market)

Under % \\
Firms pam::emlr: 4
|_insurance ) ) 3
< 100+
/o< -~
Under flat rate i —+
grants —from 80% % ne suppa r/C\\‘ Profits (% of
u i) rofits (% o
% \——// previous years)
~_/

3 The next ws the ¢ vernment by decline in profits from the previous
year. This atthereis n t to the government for those firms above 80% of
incom the current arrangement there is no support provided. A flat rate
pay firms r su%gher payments for firms with smaller drops in income.

nario of ex-post,Pandemic insurance there are very small payments to

u
@ﬂ S clos? 1%8 % cap and very large payments further out.

— Py
[

)
e:c post pandemicinsurance {for firms)

) Level of

3 pand errur.: povernment
‘/ n e b 4 support
SN

Cost to go

N\

Flat rate grants

Firms

o Profits (% of

0 —
100+ 80% 200 previous years

Paid @ 80% of 2020
pre-tax profits

Assumes all firms the
same
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Some key design choices of ex post pandemic insurance
Front loading vs back loading insurance payments:

- Payinsurance payment at end of tax year to taxpayer. Example: Reddell’s proposal.
- Immediate payment to taxpayer and then recoup costs at end of tax year. Exampl
loans or Mankiw’s proposal.

: Corona

Trade off between insurance cover and effective marginal t es

\>

asﬁgar’s income.
This creates 100% effective marginal tax ra eis belo%&i@\a ast year’s. Many

). |
workers would not want to take 20% in

{800
juction and \é\}hgij connection to a job,
especially in a weak economic enviro tit seems’plau that there would be

income. % NV >
- As an alternative, Mankiw pro@g@a\scheme &@TR is likely less than 100%. There
is a surcharge tax rate eq Hgthe'faéo of insure  payment and last year’s income. This
reduces the insurance éQs/o lt only cove sg/\sj\‘ﬁa r proportion of previous year’s income
using realistic param proportio/r‘i? \ ced earnings decreases with income.

\\\\\w[“y /
A standard insurance {o%to\éﬁén ince ) se co-payments/risk sharing. | propose a further
option that has f }ngoth Redd d-Mankiw where generous insurance cover is provided
but losses are shar oth taxpayer and state.

e that if a taxpayer’s net income is below 80% of last year’s income, the state

per or 75% o Io“sg\.\J:E[y ould mean that every taxpayer would be guaranteed at least
Fﬁef’ipy year’s incg replacement rate will depend on earnings. There will be an
EMTR of 75% until net ‘Q”Qorjne 80% of previous year.

The difference b hese two plans is illustrated graphically below. Reddell’s proposal ensures
net income is a 80% of previous year. The alternative policy has a sliding scale of support. This
avoids the 100 . This improves labour supply incentives on both intensive and extensive

in: 7 ~ON
margin: /¢ \

)

- On the/extensive margin, which probably has greater importance: replacement cover is now
only 60% of previous year’s income. Intuitively, it seems unlikely that many workers would
be prepared to take a 40% income reduction. And we see similar net replacement rates for
unemployment in OECD social security systems. For example, the average net replacement
rate for unemployment is 68% for a single person on 67% of average wage in OECD. Very
few countries have net replacement rates above 80%.

- On the intensive margin, there is a still a high EMTR of 75% for income below 80% but
materially lower than the 100% EMTR in Reddell’s proposal.

I think a key issues to explore is how this works for firms, taxpayers in loss and integrity issues and
ensuring incentives for exit by non-viable firms.
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Assumptions
The following proportion of tax is assume
in aggregate income.

Jp/roflts (in
ges profit)

6% 11%

eurlal :
inc me (aj/fncome 7

\;/J z%
In addition, assu gov ent pa& out total annual increase in new company losses
>

\%

Fiscal cost (

en/Non farm Company Increase in
ia entreneuri Salaries  profits (in company
% e alincome and wages profit) losses
0.2 3.1 49 3.6 13.3
(D
)
Nominal GDP % 300
Total fiscal cost (Sb) 25
Fiscal cost % of GDP 8%
Caveats

Extremely rough

Has not been QA'd

Based on crude assumptions about proportion of taxpayers that would see drop in incomes of 50% plus assumption that change in new
company losses would be paid out.
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Taxable income $000 Farm income

syfa
1/01/1987 964
1/01/1988 1,519
1/01/1989 1,8%)
1/01/1990 )
1/01/1991
1/01/1992 ; \(“/1‘, \
1/01/1993 (\ /1,884
2,372
2,157
2, 4
\375 >
&
1/01/2001< 4,268
1/01/2 4,850
3,039
3,427
1%0;72 0 3,198
/2006 2,311
1/01/2007 2,957
1/01/2008 5,312
1/01/2009 2,288
1/01/2010 3,622
1/01/2011 5,605
1/01/2012 5,789
1/01/2013 4,097
1/01/2014 8,315
1/01/2015 2,736
1/01/2016 2,309

1/01/2017 5,621

6,363

7,288

8,195

8,207

8,770

9,299
10,422

9,674
10,244
10,855
12,199
12,604
13,001
14,410
15,371
14,650
14,953
15,655
17,032
16,529
16,947
19,563
20,876
22,725

5,212

6,504

7,230

7,955

7,203

7,896

7,660

8,735

9,445
10,299
10,235
10,645
11,258
13,051
13,942
15,094
13,894
15,626
15,802
15,312
17,367
20,683
16,938
18,575
21,260
22,821
20,626
25,262
22,299
23,185
28,346

m Annual COE

nycea
26,992
30,144
31,508
32,442
32,849
32,534
33,219
34,766
37,088
39,329
41,970
43,707
44,714
45,817
48,141
51,721
55,130
59,373
64,347
69,696
74,449
80,781
85,104
85,822
88,831
92,305
95,053
98,754
104,376
109,939
115,703

Company taxable profits

9,957
15,939
17,225
20,314
21,251
17,516
20,608
22,667
24,932
21,719
27,675
29,863
35,909
39,388
41,149
42,599
32,340
33,544
31,002
33,843
37,243
41,741
45,336
46,589
53,322

New company losses

4,656
3,302
3,978
3,230
3,554
7,582
6,705
5,327
5,960
6,968
5,726
4,748
4,255
6,930
7,347
8,073
13,171
9,673
9,359
9,583
6,760
7,667
8,526
8,206
7,309
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1/01/2018
1/01/2019
1/01/2020
1/01/2021
1/01/2022
1/01/2023
1/01/2024

32,487
27,468
32,709
34,880
36,946

&

g\ 1,277

122,690
130,339
136,786
130,519
135,952
144,674
153,221

55,771
57,007
54,382
49,270
60,297
68,699
74,218

7,823
8,027
9,124
22,464
17,193
10,613
9,867
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Tax types
Non- far & Company

Farmincome i o% Annuyal€ @E taxable profits New company losses
2019-20 6,94 25 545 // 36 786 54,382 9,124
2020-21 6,708 \\B/ 130,519 49,270 22,464
Change Q%/j\ﬁ -6,267 5,112 13,340

<§4%;/ -4.6% -9.4% 146.2%
N

Nominal GDP ($Sb) @?}g %
80% drop V V 20% 6% 11%

20% drop 0&5\\/ 20% 8% 10%
2% increa \] 8 60% 86% 79%
( Q e

-80% -4087.17 -6565.74 -4785.65
-20% % -1021.79 -2188.58 -1087.65
16.62 306.54 2352.72 859.24
-313.77 -4802.43 -6401.60 -5014.06
\\ /OOD GOOD GOOD GOOD
Compensation rate 80%
Insurance payouts
75% 208.2513107 3065.380071 4924.307198  3589.240979 13,340
0 0 0 0 0
0 0 0 0 0
Fiscal cost (Sh) 25

% of GDP 8%

25126.81
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In this sheet, assume a much more severe ec

Taxable income falls by 4 \
Tax types ’)/ ‘

Farm i@
2019-20 42
2020-21 ; 65
Change

Nominal GDP ($Sb)
"Potential" nomi

80% drop
20% drop %\ e
2% increase (C
AN
\\

% -2776.68
% -138.83
/:\\ 2% 55.53
\\\/ -2859.98
— GOOD
Compensation rate 80%

Insurance payouts
75% 2082.513107

0 0
0 0
Fiscal cost (Sh) 77
% of actual GDP 43%

% of "potential" GDP 26%

Non-farm i

GOOD

45%
20%
35%

-9196.14
-1021.79
178.81
-10039.12

136,786
82,072
-54,715
-40.0%

40%
41%
19%

-43771.62
-11216.48

519.79
-54468.31

GOOD

6897.10516 32828.71465

0
0

0
0

Company taxable profits

54,382
32,629
-21,753
-40.0%

40%
40%
20%

-17402.38
-4350.60
217.53
-21535.45

13051.78538
0
0

New company losses

9,124
31,449
22,325
244.7%

22,325

77185.15

Doc 7
Page 45 of 73



20200215

Annex: What are the most relevant international interventions and how does that compareith New Zeala lit approach so far? (all new content)
AN

Country

New Zealand

United Kingdom

Singapore

RISK-62-1618

Wage subsidy

Support for firms

Tax measures

Support for SMEs

Sector/region

Financial support
to households

Increase to the rates of all main

Sick leave

benefits. Doubling of the Winter
Energy Payment. Removal of
threshold for the In Work Tax
Credit. No stand-down period
for unemployment benefit.
Mortgage holiday. Residential
rent freeze for six months.

Two one-off cash payment to
welfare recipients. Extending
eligibility to income support.
New Coronavirus supplement.
Early access to
Superannuation. Reducing
social security deeming rates.
Double duration annual leave at
half pay.

Increasing eligibility and
removing stand-down periods
for Statutory Sick pay, and
Employment Support
Allowances. Increase of rate of
Universal Credit from 1 April,
plus easier claim process (still
large delays in the process).
Increased rent support
available.

Waiving stand-down period for
sick pay. Multiple differing
financial supports available for
those whose income is affected
by Covid-19 (some BAU some
Covid-19 specific). Enhanced
unemployment payment. No
increase in rent recommended
to landlords. Notice periods
extended for renters.
Moratorium on utility
disconnection.

One-off cash payment to
families; additional payments to
low-income and unemployed.
Flexibility on government loans.
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France

Italy

Extension of benefits.

United States

Income-support for workers
self-employed and seasonal
workers.

Select mortgage payment
exemptions. Child care support.
Parental leave of up to 15 days
covering 50% of salaries.
Moratorium on debt payments.

RISK-62-1618

Additional funds to states for
unemployment insurance. Paid
caregiver leave for up to 10
weeks at 2/3 wage replacement
(up to cap). Small employers
exempted.

One-time cash payments of
$1,200 to adults, $500 to
children below threshold.
More than doubling of Ul
benefits (increase of
$600/week).
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Summary of COVID-19 International Economic Support Measures — as at 9 April

us

Fiscal & busine measures
e totals about US$2 trillion (9% of GDP). The main provisions include:
ilouts ($500 billion), funding for hospitals ($150 billion), small business help
), unemployment insurance (an increase by $600 a week for four months)
e support ($1,200 per eligible adult with additional payments for children).
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TE TAI OHANGA
THE TREASURY

Treasury Report: Economic response to COVID-19 — next steps

7
[ C @\
Date: 20 April 2020 Report No: T2020/988

File Number: ' MC-1-6

o)

Action soqgé&\/\/ %édline
Hon Grant Robertson Discuss m%hg Is. ~ 21 April 2020
Minister of Finance % N >

Action sought

(None) . ;/
D) N\ —
Contact for telephoneyd@%ion (i)i{é&ﬁb@d)
= —
)
Name P(@\tI\Oﬂ[/ % Telephone 1st Contact

Mario DiMaio incipal Advisor, N% 592K 7
cy and Strate

Alastair Camer &nager, C -
% olicy an@StLQ\ d

R
< -
Minister’s Office actions (if required)

Return the signedz%épﬁéo\ﬁeasury.
B
O)

Note any -

feedback on

the quality of

the report

Enclosure: No

Treasury:4265563v5
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Treasury Report: Economic response to COVID-19 — next steps

\Y
‘- the operational feasibility of shifting to a more generous
and wide-ranging approach of an ex-post pandemic insurance, we are not yet in a
position to recommend a shift in strategy now. We expect to report later this week on
the feasibility of this option.

_ Page ?
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billion or around 10 percent of current GDP.
billion of the above policy response.

T2020/988 Treasury Report: Economic response to Covid-19 — next steps Page 12
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Reference:

Date:

To:

Deadline:
(if any)

Ex-post Pandemic Insurance (EP <1 W-up -
Key points

You have sought further advice on

An EPI would replace the need f&‘gmﬂcant ac

Doc 10
Page 52 of 73

o }... 7
\%MF s *a&@
"’-ZEF\ ]

A

T2020/1012 MC-1-6

TE TAI OHANGA
THE TREASURY

16 April 2020

Minister of Finance (Hon Grant Robertson)

R

\\

S @%
W an Ex-post Pandemic Insurance proposal (EPI)

ushioning support measures.

would dovetail with other governm easures to§ fifms and employees.

We understand you have que “bns about operational feasibility and we have some

further work underway to ac
On the issue of comp@tﬂox

. An EPl is co p\atgalé with all
tax loss ¢ rgzbac[y

Wage

<E EE |, because

these ques ions._”

h emst@@sums the key messages are:

response measures, with the exception of

, the com%% of the EPI with existing measures can be dealt
s design. The relationship with some specific existing measures,
rt, would require further consideration.

ho gained i( \ihe income support package would not see a loss from
% incomes will be higher than last year.
/\

cheme depending how it was designed and administered.

Our mﬂml%ﬁpent is that an EPI could theoretically be complementary to the

. An replace any potential redundancy payments and transitional
|pce upport measures currently under consideration.
. In\fea tions with the welfare system would require further operational

consideration.

. An EPI would complement Business Finance Guarantee and render further
support for economically significant firms unnecessary.

. Interaction with support already provided (i.e., in the transport sector) would need
further consideration in design.

. If you are interested in pursuing an EPI, you would need to decide very soon if
the loss carry-back changes should be removed or amended from the COVID Bill
(intended to be passed in the week commencing 28 April).

Treasury:4266190v1 1
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Analysis

On 9 April we reported (T2020/935) on the features of a broad response to the
cushioning of firms and households incomes from the COIVD-19 shock through the
possible development an EPI.

This aide memoire responds to your initial question about the

ansition and lin ith
measures already announced Further work on the practicalerational
ssioned. ‘/@”'

A

If there is an interest in developing the approach, the%% ementation v{oui&beJéetter

sooner rather than later. In addition, because it woul e part replac\ﬁ vfsupport
measures we would need to reset expectations égthe eveloprr of further

income support policy for firms, individual or s This is beca se it would help to
shape firms and individuals expectation of t conomic
behaviour. —

nd thelréurne

>/
There are design choices for an EPI, ould deter@ policy compatibility

and administrative feasibility. For exal ole, a'key chofce -is ther to implement EPI
for both firms and households, or éholds. bodseholds then we could
couple an EPI with other busmes p\ rt mea e’ motivations for including

firms and households are dif} rent productlv caf 't and alleviation of hardship
respectively). &/ % >

As our report notes a ¢ sive EPI \AQ}} nder most additional measures to
support incomes of flrm% ors an uals unnecessary in the cushioning
phase. One exceptwn gs where wes s in the ability of individuals or firms to

access liquidity/finance.

The EPI wou ot fulfil the returning the economy to full employment.
Further fi onetary support would be needed to support demand in the
econo strlctlogs oved.

ass tedlmpacts Fl nd individuals in hard hit sectors would still need to make
decisions on thei olng viability and jobs would be lost. Additional sector assistance
might be ne % (on |d transitions in particular sectors and further measures would

Th{% e wou Méve@ent broader changes in economic conditions and their

tive labour market policies.

be needed
In genera%po that is already provided to increase incomes would be
acco moqa by the EPI as follows:

Whe/l*e the government has provided income support to those (individuals or
firms) whose income has fallen below the threshold (perhaps 80 percent) of last
years’ income, the call on the government guarantee would be reduced by an
equivalent amount.

o Where the government has provided support to individuals or firms where
income will not fall below 80 percent of last year’s income then this would not
represent additional income for the individual/firm and would not reduce the
final cost of the guarantee.

Treasury:4266190v1 2
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Tax measures

The Government'’s tax policy response to COVID-19 would largely be compatible with
EPI, with the exception of the loss carry-back measure. The other tax measures
announced either support cash flow or promote investment to support economic

recovery, which could complement the EPI.
The loss carry-back rules allow taxpayers to estimate their t osses for k&
2020/21 income year, offset those estimated losses again S years/taxgble

income, and receive an immediate cash refund for ove n previ \)Qéars To
reduce the chance of taxpayers deliberately overest@ ses, use-of-mc ney

interest (UOMI) is charged where the estimated loss exceeds the actual lo

Because the EPI would guarantee to all firms d<h useholds son e%”ro, rtion of their
income in the 2019/20 income year, it woul ost taxpé er\ are not in an
overall loss position at the end of the 202 /This wol aﬁ taxpayers who
had estimated a loss and used the loss -pack rules I ) longer be in a loss
position after the EPI payment is tak nﬂn ount. Suck ayers would then have

to pay back any cash refunded un%\e\ta loss ¢ rrxébﬁdyscheme and would be
subject to UOMI on the entire es% >d . Thi \%freate a lot of unnecessary

compliance costs for taxpayers and.im nistrative burden on IR.

: SO\ . :
Assuming the EPI only gu f\@es a proporti 2019/20 year’s income, it would

not provide benefits to ho que \ in that year. Such taxpayers may
still be able to beneflt/fro om theloss cay bg\ek‘ /rules.

0 be included in a bill intended to be passed
nds being paid out within two weeks of

ner for o% lications). If the Government decided to
, it would also d to decide very soon if the loss carry-back

The loss carry-back- aTaTTQES are pl
in the week co “e@cl g 28 April; with 1
estimation of

proceed with a
change e remove he COVID Bill or amended to be more compatible
with th

\V
r@te th twhlle)h%yintended to be temporary, the Government has signalled
it pI consult on and ehact a permanent loss carry back measure in late 2020. If

this measure

Table 1: C of tax measures with an EPI

Tax lo -back scheme Not compatible — policy would
LN need to be reconsidered

Restor%gﬁépreciation deductions on non- Compatible

residential buildings

Increasing the provisional tax threshold from Compatible

$2,500 to $5,000

Increasing the low-value asset write-off threshold Compatible — but may increase
to $5,000 for 17 March 2020 till 16 March 2021 and integrity risks under the EPI
$1,000 from 17 March 2021

Bringing forward the application date for the Compatible

broader refundability rules for the research and

development tax credit

Treasury:4266190v1 3

ead taxpayers will still be able to carry back losses in later years.
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Enabling Inland Revenue to remit use of money Compatible
interest (UOMI) if a taxpayer’s ability to make a

payment on time was significantly adversely

affected by COVID-19

Greater flexibility for taxpayers in respect of
statutory tax deadlines

Changes to the tax loss continuity rules

Wage subsidy and welfare support meas

Those who gained from the income support € ) loss from the
EPI; some beneficiaries and/or superannULta see a rlg%rjxt:}/cbme

Our initial assessment is that an EPI c <t@aretlcally b mentary to Wage
Subsidy Scheme (WSS) depending how-i admszL@ he extent of the support
hich wages have fallen below 80 percent of

from the EPI would depend on ext \“4 i
last year’'s income — which woul

workers the WSS woul
as the WSS payment. /-
(e

’ \\\/ N~
Situation for %{?J
normally on

Support from EPI topping

up to 80%
gSS/week to employerto  Top up of $115/week to
pass on to employee employee (to get to
$800/week)

]\ \\/
Working 80-1 v $585/week to employerto  No top up
pass on to employee

0
The in’@r% with the welfare system would require further operational
considet ation.” The operational issues for an EPI include whether support would be
treated\as m(come for the purposes of supplementary assistance, abatement, and child
support obligations. We have not had an opportunity to test this with MSD. Technical
details and operational design may change the implementation timeframes
significantly.
An EPI would replace any potential redundancy payments and transitional income
support measures currently under consideration. If it was decided to go ahead with
these measures alongside an EPI, then further thought would also be needed on how
an EPI would interact/relate to a redundancy payment. A decision to progress an EPI
would ideally be made sooner as it would provide significantly higher levels of support
to those most affected and render a redundancy type program unnecessary.

Treasury:4266190v1 4
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Business finance measures

The Government and the financial sector have put in place measures that seek to
extend additional credit to those firms and households facing immediate cash needs.
The Government has agreed to provide up to $5 billion in guarantees and banks have
provided for payment holidays for households and firms.

The finance measures would remain important. An EPIl would s antially req&%e
risk for the Crown from its guarantee product. Firms and hous ds would/neéd-t

borrow against these measures. S0
s9(2)(A)(iv)

)o
Ve would needa
discussion with banks about how they would treat ,th E nd the extent to which they
would extend credit in the basis of this guarantee.)

An EPI, depending on the design and whether/it'w xtendeqi/toig\‘ firms, would
render support to economically significa s unne@/

/

Firm and sector support )
o~

The government has deployed a % f sector \\@/ s'specific interventions, for
example in the transport sector aﬁ%\m dia sect: . The interaction with and EPI would
require further assessment thné’tUre and form t support.

N s

N0\
Mario DiMaio, Principal Ac , Covi étrapégy and Policy, 5%

Alastair Cameron, Méti?g)e\r, Covid- tegy and Policy, S92
( \\\\:,,,/ /

Treasury:4266190v1 5
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Ex post pandemic insurance (EPI) scheme
Scoping note

Project goals

e Confirm objectives and strategic fit of an EPI scheme

e Form view on administrative feasibility of an EPI scheme

e Develop clear recommendation for MOF on whether to proceed olicy develog&
—/

Scope

1. Goals and strategic fit
a. Define the potential objectives of an EPI sch

\ \

S Q%
,,,,,,,,:,,fﬂc nt depthé%eﬂ th Inland Revenue
) %form a view on the administrative

2. ‘Straw man’ policy design
a. Identify key policy design choice:
b. Develop a strawman propos

3. Administrative feasibility %
a. Engage with Inland even\ue

feasibility of an EPI

Out of scope D)

The project will ng

associa e(Nthh e policy
(T
N/
1. Shortintern e
a. Goaf: strategic fit (Tsy responsibility)
b. /a policy design (joint Tsy/IR)
c/,As\\se ment of administrative feasibility (IR responsibility)
NS
2. Treasury Report to MOF
a. Assessment of coherence of EPI with broader government goals and decisions

b. Assessment of administrative feasibility
c. Recommendation to proceed/not proceed with policy design

Timeframes [TBC]

Milestone Date
Stand up project Thurs 16 April
e Agree scope internally and with IR
e Confirm IR admin contacts
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e Confirm depth of information necessary to inform admin assessment
e Agree timing of interaction with IR admin/operational staff

Goals and strategic fit Fri 17 April

e Complete note on goals and strategic fit [Thurs night if possible]
e Circulate to IR (PAS)

Straw man Mon 20 April

e Complete note on strawman policy design
e Circulate to IR (Admin)

Feedback from IR eds ZZ/A;biilj\&Bn)
Report to MOF Thurs 23\6er]
: N2
Resourcing \;
Area Level ~Person
Project lead PA Jess

il W, Trish, Matt N

U _(Paul Q in the loop)

Bevan — with contributions
from Paul Q, Ben, Phil W,
Trish, Matt N, Richard (?)

Paul - with Clara, Ben (Caleb to
be informed b/c of vote
overlap); Kath, Ron and

Goals and strategic fit PA \ evan — with contributions
K\‘ ) f Mario, Steve C, Murray,

Straw man

Admin feasibility

~_ ( Geoffrey
Reporting ““\\ > SA rftlrk)wnh PA oversight | Ben — with oversight from
\? Bevan/Paul Q (depending on
capacity)
MSD/welfare liaison’ Jordan’s team TBC
ACC liaison " | \TBC after discussion with Matt | TBC
) N
Stake%s/ f/ /%\?
)
\ié}\m/ People
COVID Policy &\&ragegv/ Mark, Alastair, Mario, Matt C
WOT Jordan, Laura
IR (PAS) /=~ Emma, Phil, Matt N, Trish
IR (Admin). ) | [Kath?]

[what level of involvement will Caralee want to have? — check with Mark]
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An ex post pandemic insurance scheme
Goals and strategic fit

Purpose

An ex post pandemic insurance (EPI) scheme would commit the Government to guarantee a proportion
(say 60-80%) of last year’s income for individuals and/or firms. This note sets out the goals of an EPI
scheme and explains how such a scheme could fit within the vernment’s broader COVID
response/recovery strategy.

Goals @

B \ ) |

e Income support objectives. Alleviate hards us @ ock.
i jecti emic

widely as possible.
niy by underpinning a more stable
consumption smoothing).

e Growth and recovery objectives. Su
consumption path through the sho

EPI for firms

e Growth and recovery pb}
shock, with a view to su%fqr‘u

labour market i aqté/ fhe shoc

Strategic fit

covered 6 iduals and firms would replace most of the additional income

ess assw%\w}éasures that are currently under consideration.
N\

\QPI Q)ﬁeme could potentially be complementary to the wage subsidy scheme,
e noimpact on the benefits already provided to individuals under the income support

cheme would replace further income support measures that are currently under
nteractions with the welfare system would require further consideration.

e Busine §a};i§tance measures (loans and grants). An EPI scheme would complement the Business
FinancsG rantee scheme and remove the need for further assistance to economically significant
firms. Interaction with bespoke support already provided (e.g. to the transport sector) would
require further consideration.

e Tax measures. An EPI scheme would be compatible with all tax measures taken to date, with the
exception of the tax loss carry back proposal. It would remove the need for further measures to
reduce cashflow pressures on taxpayers, but there would still be a role for measures to enhance
flexibility and reduce compliance costs.

e Stimulus and recovery. An EPI scheme is not a stimulus measure. There will still be a need for a
separate set of stimulus measures to kick start the economy as the outbreak eases.
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BRIEFING FOR EPIDEMIC RESPONSE COMMITTEE
Komiti Arai Mate Uruta

21 April 2020

Pages 1 - 69 of this document have been deleted as they are not relevant to this request.
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Australia and the United States ha »
households in response to &ﬂl‘ . Wil vernment be doing the same?

The Treasury% |e ing a nun easures to support the economy after public

health contai easures ease, Cash payments are one of the options under

considerat%

70
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TE TAl OHANGA
THE TREASURY
Treasury Report: Ex Post Pandemic Insurance - Administrative
Implications
T \
N
Date: 22 April 2020 Report No: T2020/1 ’I}iZ

File Number: | SH-13-5(Tax Strategy)

- S
Action sought —/
Action @u& ~_ Deadline
Minister of Finance Disc és%é;&feps on thi @gsél Thursday 23 April
at th%s;ié g with offici

(Hon Grant Robertson)

}hursd April
) RN
r\/r\\\
Contact for telephone di sion (jfjréﬁ&'@d)
~—2)

Name chﬁ;iprr\? Telephone 1st Contact

Ben Ching &%ﬁ Tax Stra% T 9K N/A
(mob)

Alastair Camer ager, Covid Policy and N/A
f% trategy (mob)

Jessica R \\ Acting ﬁ%gr,ﬁ'ax N/A v

~ (mob)

s Strateg;
%j/
Minister’s OffLe@@c ns (if required)

Return the signed. rt to Treasury.
,
O

Note any
feedback on
the quality of
the report

Enclosure: No

Treasury:4269867v1
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Treasury Report: Ex Post Pandemic Insurance — Administrative
Implications

Purpose of Report

1. This report responds to your request for an assessment of the administrative feasibility
of an ex post pandemic insurance (EPI) scheme (T2020/935 and T2020/102§fer).
/;::f
.. L C M
The goals of ex post pandemic insurance )
4% Ned
2. An EPI scheme would commit the Government to guarantee a p ortﬁmf(say 80%) of

last year’s income for individuals and/or firm .@@n alternative,-it-
some portion of firm’s expenses, upon proofthat the firm ha/SJrQ
allow the Goye%m\e to mitigate the

[ e costs of the pandemic

Inland Revenue

J'/(;Z:j h

[~ N
3.  Treasury offici s\hag\/ iscussed-tt

d-Revenue. /A-desc

ar-end opb%ipreferable from an integrity and administrative
ity pergp%‘:ﬁv\ mplementation of a year-end EPI would take about 6

Q ) months. Inland.Rev. nue would need this time to build and prepare the necessary
—-customer supp nctions to handle a large number of EPI claims. This option

ould invo I\gej)\ayments made at the end of the tax year, which for most
taxp ould be 31 March 2021. Businesses and individuals would then need
tor k finance to receive timely cash-flow support, but could use the EPI
S e to support their loan applications.
b /T -year option would provide cash to people more quickly, but involves a

“\\tragb-off between speed, simplicity, and integrity risk. Broad-based payments
based on set criteria could be set up relatively quickly. This would require a
taxpayer to estimate their income for the current year compared to last year; and
for firm’s to estimate their expenses. This will present two risks:

i Taxpayers may be overpaid during the course of the year, in which case
they will owe money to the Government at the end of the year (and some
taxpayers may be unable to pay the debt); and

ii Some taxpayers may be able to manipulate the tax system to over-claim.

4. It may be possible to develop integrity measures to manage these risks, but this will
increase complexity and reduce the ability of the Government to deliver timely support.
Some integrity risks may be unmanageable. Given the time available, Inland Revenue

T2020/1182 Ex Post Pandemic Insurance - Administrative Implications Page 2
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has not been able to assess the level of these risks. If Ministers wish to proceed with
further work on the in-year EPI, we are able to provide further advice on this next week.

Inland Revenue’s ability to administer an EPI will be reduced if it is called upon to
deliver other measures to support individuals, firms and/or households in the interim.

Ministry of Social Development

6.

Accident Compensation Corporation

7.

8.

Treasury officials have also raised the EPI proposal with MSD. It is unlikely that MSD
would be able to deliver EPI, given the scale of existing and proposed demands on its
administrative capacity. Also, many of MSD’s payments a © a8 sessed on a@
basis so annual income information is not collected or as sed for all clients,

MSD only holds income information about its clients. M \ o’does not E)”Idﬂ'ncome
information about firms. The Treasury does not see/M as-a viable h&nfgr the

e S
delivery of an EPI Scheme. «

- O~

7

Treasury officials engaged with ACC recently t \ %gupport in
delivering support to Small and Medium-sized Er )/3‘ ACC have indicated
to Treasury that it has the capacity and capab simple scheme via its
current infrastructure, assuming thz inesses’ det ere‘provided to ACC and this
did not require a front-end proce o\ga ate or assess applications. Any expectations
for validation would be a signifi iation fr ﬁné/gor’e business of ACC and
outside of its expertise. \/ %v

s9(2)(h) @ i :§

(\\%

ACC’s capacity to deliver both support to SMEs and an EPI scheme is untested.
Delivery o uld create significant challenge for an organisation where this form
ity is

of activity i de of its core business and would likely seriously delay the delivery of

both 2 If Minist interested in pursuing the offer from ACC to support
the f support,.itis recommended that one scheme is chosen to prioritise the
Q@a f ACC du\c;e;/which will be the subject of further advice.
~ ///&
§>/
N,

T2020/1182 Ex Post Pandemic Insurance - Administrative Implications Page 3



20200215 Doc 14
Page 65 of 73

Next steps

10. A decision to progress an EPI scheme would require a significant commitment of
resources on the part of both Treasury and Inland Revenue. It would therefore
constrain the ability of both agencies to deliver more targeted forms of support to firms,
individuals and/or households.

11.  You are meeting with officials are on Thursday 23 April to discuss options for providing
further support to firms, individuals and households. We suggest that you consider the
merits of an EP| scheme against these other options at the discussion on T day.
We will provide you with a final organisational view on t its,of progres EPI

at that meeting. LC N

\;\/

Recommended Action

We recommend that you: i i‘
Discuss the next steps on the ex post pan %c\k

“at your meeting with
officials on Thursday 23 April.

Jessica Rowe
Acting Manager, Tax Strat

T2020/1182 Ex Post Pandemic Insurance - Administrative Implications Page 4
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Annex: Straw man proposals
Ex post pandemic insurance for individuals
Objectives
. Supporting living standards.
. Maintaining demand in the economy.
. Maintaining support for the public health response strat Yo
(T

\\) )

Key design parameters < wf\f;/*/

Entitlement An insurance mechanism t guarantees an }Jq up to [80%] of an
individual’s previous year’s'i Qm@
Individuals covered | All natural persons, but es sole | tr‘ade}s self-employed and

partners in partnersh |p\ they ehovered by the firm EPI
described below).

Administration ‘Push’ model — entitle \aﬁts calcyleﬁé IR and cash pushed out to
recipients wit he need for /appﬁt;a;lqn or verification.

Timing of payment | Following opti \scon5|dere ™

o ‘Fr nt- oad

. ick-Joaded’ pa;%%nts a

Ex post pandemic i msur@n e for firms \\ )
(N e

uring the tax year).
the end of the tax year).

Objectives

Entitlement $n insurance mechanism that guarantees and pays up to [80%] of a
irm’s current fixed operating costs (e.g. rent, utilities, interest),
adjusted by the firm’s percentage reduction in turnover.

Firms ccﬁergﬁ@ Firm must have filed a tax return for the previous income year or must
) ) be GST registered.

Administration ‘Pull’ model — self-selection and self-assessment by firms, with
application to Inland Revenue and subsequent payment.

Timing of payment | Following options considered:
. ‘Front-loaded’ (payments during the tax year).
. ‘Back-loaded’ (payments at the end of the tax year).

T2020/1182 Ex Post Pandemic Insurance - Administrative Implications Page 5
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EPIDEMIC RESPONSE COMMITTEE PACK

Komiti Arai Mate Uruta

€§> =5
Version for the Finance and Expenditure
Committee Hearing on 29 April 2020

\S

Pages 2 - 187 of this document have been deleted as they are not relevant to this request.

Treasury:4268811v4
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Sector/Region
Specific Support

NZ$600 million support for the
aviation sector and a NZ$900
million debt funding agreement with
Air New Zealand to ensure
continued freight operations,
domestic flights, and limited
international flights.

NZ$27 million for social sector
services and community groups to
continue to provide essential
support to their members and
users.

NZ$50 million to support media.

AUS$1 billion to support communities
most significantly affected by COVID-
19, including regions reliant on

industries such as tourism, agriculture,

and education.

AUS$715 million to support the airline
industry in Australia by reimbursing

aV|at|on el taxes, easing Airservices
rges, and providing a
e stic aviation security.

starts fr nf\hFebruary
OS& ths until 30

b|II|

(0.1% of

) 1} GSP) stimulas; including support for

—|Hirms in t staffected sectors,
payroll tax refunds, and a fund to

| New h Wales: Around AUS$3
‘ ‘iﬂ}on/(yo 2% of GSP), including

provide e féyment for dismissed
o

ulus for new capital projects and
roll tax relief.

ueensland: AUS$4 billion (0.2% of
GSP) stimulus package including the
establishment of a loan facility for

impacted businesses, payroll tax relief,

and discounted utility bills for
households.

Western Australia: AUS$607 million
(0.03% of GSP) package, including
payroll tax relief for firms and a freeze
on household fees and charges.

Tasmania: AUS$985 million (0.05% of
GSP) of measures that include
payments to households, health
spending, interest free loans to small

businesses, and payroll tax waivers for

businesses in sectors most heavily
impacted and targeted industry
assistance.

South Australia: AUS$1 billion (0.05%
of GSP) in measures. These include a
fund to provide employment

opportunities, payroll tax relief, land tax

relief, a one-off boost of AUS$500 for
households who are receiving welfare
support, and a waiver of liquor licence
fees for 2020-21 for hospitality forced
to close.

Australian Capital Territory: AUS$137
million stimulus package targeting
vulnerable households through cash
payments and small business through
the provision of credit, as well as a
fund for contractors to undertake

188



20200215 Doc 16
Page 69 of 73

Question time information 30 April 2020




20200215 Doc 16
Page 70 of 73

ill not receive the second cash payment. First payment made
om 31 March and second from 13 July.




Doc 17

20200215
Page 71 of 73

From: Mario DiMaio [TSY]

Sent: Thursday, 23 April 2020 11:30 AM

To: Bryan Chapple [TSY]; Caralee McLiesh [TSY]

Cc: Alastair Cameron [TSY]; Bryan Chapple [TSY]; Tim Ng [TSY]; Mark Vink [TSY]; Hugo
Van Dyke [TSY]; Andrew Hagan [TSY]; Struan Little [TSY]; Aleisha Christison [TSY];
Keiran Kennedy [TSY]; Mickey Stott [TSY]; Cara Palmer-Oldcorn [TSY]; Jessica Rowe
[TSY]; Geraldine Treacher [TSY]; Andrew Rutl e [TSY]; James B [TSY]; Bevan
Lye [TSY]; Ben Ching [TSY]

Subject:

Dear Bryan and Caralee

e You are due to give verbal advice to the MOF on the

GG advice on Ex-post insurance é g
€ in the @I.
e

S

It was agreed this is the decision point — either

Mark convened the Governance group to di advice t ter on this proposal (not all

members participated) @
e While there were some different views was not broad pport from the Governance group to

recommend this approach. This@ three reas r@\
uld still Ia@

o Equity issues
o Sincethisa ’si'l e jon’ if itd% ork well it poses risks.

o Risk that political ec nge of overlapping and bespoke solutions

&)

Key points for the Ministe
e Advice ha irmed that t Mrationally feasible. The EPI would largely substitute for the package
you have
Q %

targeted interventi oad based support it would provide.

There ares@me obvi us\%@ﬂ s —including the replacement of the need to developed bespoke and more
np\Q\\t ry br

But its also e i nd untested.

We don't@o should switch strategies now.

HI Colleagues

Key question: Should Treasury recommend the government guaranteeing individuals and firms [70/80] of last year’s

income.

Ex-post Pandemic insurance]

My suggestions is that we go round the table and take view starting with DS/Directors. | will collate the views and
we will send up to Bryan Caralee for a decision.
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Here are the key points from the analysis:
e The management of the economic response is exploding in scale and complexity.
e The EPIin principle provide the broadest tool for income support in the near-term

e Objectives of an EPI have merit

need to be compared warts and all

=
e The should be seen largely as a substitute for other interventi @ @\//\
<9§ \~2

e There are some weaknesses in incentives and integrity that need to be-gddressed in desié@ese weakness

e Fiscal cost: Anywhere between 10 and 20 percent
=

<

i {/t;r?p rogra mfi\

\
) )

D)
T ors s
are prepared o nd (and think it is feasible to
i u

P Pl design
NP

e Admin: Is feasible form IR but... would need to repla demand on their limited

capacity

An EPI would ould only recommend work on an EPI i
recommend) that work is paused on the subsidy
L]

g 2 [TSY] <Hugo.VanDyke@treasury.govt.nz>; Andrew Hagan [TSY]

<Andrew.Hagan@treasury.govtnz>; SY] <Struan.Little@treasury.govt.nz>; Aleisha Christison [TSY]

<AIeisha.Christiso%govt.nz{\ nnedy [TSY] <Keiran.Kennedy@treasury.govt.nz>; Mickey Stott

Maio @tre: \gavt.nz>; Jessica Rowe [TSY] <Jessica.Rowe@treasury.govt.nz>; Geraldine

| éléine.Tre%hgr asury.govt.nz>; Andrew Rutledge [TSY]

<Andrew.Rutledge@treasur; @Qt\ny, James Beard [TSY] <James.Beard@treasury.govt.nz>; Bevan Lye [TSY]
%n Ching [TSY] <Ben.Ching@treasury.govt.nz>

N\ )
Hi all, N/

The purpose of this email and tomorrow’s 10.30am meeting is to develop a view on whether we should advise the
Minister to pursue the Ex-post Insurance option on which we’ve previously provided advice.

We have a meeting with the Minister at midday tomorrow (Thursday), and we expect he may ask us the question.

Apologies for the short timeframes. Also, we couldn’t find a time when everyone could meet, so some round-
robining my email might also be required. Mario will lead then when he’s back on board in the morning.

In the meantime, please find attached the last report on the administrative implications of an EPI that went to the
Minister this evening.
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Also attached for completeness are our two previous reports outlining the option in some detail and responding to
the Minister’s initial question about how an EPI would operate with other elements of the Government’s COVID
response.

Nga mihi,
Alastair

Alastair Cameron (he/him) | Manager | Te Tai Ohanga — The Treasury
COVID Strategy and Policy

s9(2)(9)(i) Email/IM: alastair.cameron@treasury.govt.nz
Visit us online at https://treasury.govt.nz/ and follow us on Twitter, Linkedln/a nstagram

TE TAl OHANGA
& THE TREASURY & @\9

o
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