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Annex 5: ALMPs to support displaced workers and others losing 
their jobs 
Managing the trade-off between providing financial support and maintaining work 
incentives 

1. ALMPs aim to facilitate displaced workers’ transitions and other groups of people 
unemployed to re-employment. ALMPs cover a heterogeneous and inconsistently 
defined group of programmes and policies. They broadly cover job training programmes, 
job placement programmes, and job search assistance programmes but the boundaries 
between these categories are blurred. 

2. A key trade-off with providing financial support to unemployed people is between the 
generosity of payments (whether from insurance or welfare) and the maintenance of 
work incentives. Generous payments may support those unemployed but dampen their 
incentives to engage in job search, leading to increased unemployment. Consideration 
needs to be given to mitigating the risk that people will not return to work. A combination 
of unemployment cash benefits and policies to support re-employment is the most 
effective approach.  

There is a need for a coherent system of supports to achieve employment outcomes 

3. To achieve the government’s employment goals, there is a need for a coherent system 
of ALMPs. The OECD and the Welfare Expert Advisory Group (WEAG) both 
recommended the system of ALMPs be improved. Future of work trends are likely to 
increase job loss and the need for return to work support. 

4. Welfare, education, and labour market sectors lead active labour market policy and 
programmes in New Zealand. New Zealand ALMPs primarily focus on those with the 
highest needs and barriers to employment, but some focus on the labour market more 
generally. 

5. MSD plays a key role in the provision of ALMPs. MSD works alongside people who are 
unemployed or are having difficulty in the labour market, so they are ready for work and 
are supported to find sustainable and meaningful employment. The COVID-19 response 
presented an opportunity to leverage MSD’s employment services infrastructure and 
fast-track the expansion of MSD’s employment services in line with Cabinet’s agreed 
direction for the Welfare Overhaul20.  

6. There is work planned to improve the system of ALMPs.  

• In the shorter term there are various initiatives across government that will contribute 
to improving ALMPs21 but this work is not taking a systems approach.  

 
20 The Government’s vision for a welfare system is to ensure people have an adequate income and standard of living, are 

treated with respect, can live in dignity and are able to participate meaningfully in their communities. In November 2019, 
Cabinet agreed to a long-term work programme to overhaul the welfare system, in response to the report from the Welfare 
Expert Advisory Group [CAB-19-MIN-0578 refers]. This committed MSD to progress a number of areas of work across the 
income support system; the health and disability system; MSD’s employment services and supports; the community sector.  

21 This work includes:  
• Future of Work and Transitions work items such encouraging employer-led workforce training 
• the Taranaki partnership 
• the welfare overhaul work to support employment through the welfare system, including its interaction with other 

systems such as health (PTO) 
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• The Labour Market Ministers Group instructed officials on 25 July 2019 to undertake 
a longer term first principles review of ALMPs. Progress on this work has been 
paused as a result of other urgent employment policy work. 

Different employment interventions may be needed to meet the needs of new groups 
accessing individualised financial support   

7. In supporting displaced workers, a key question is which specific types of ALMPs should 
be used and how does this fit with the current mix of ALMPs. 

Job search assistance  
8. Job search assistance that emphasises "work first" has relatively large short-term 

impacts, on average.22 Job search assistance on its own is unlikely to help benefit 
recipients who lack the skills needed by the employers.  

9. Job search assistance is best suited to those closer to the labour market who need help 
with matching. Many displaced workers would fit this description. MSD has traditionally 
focused on jobseekers at the lower end of the labour market. However, in response to 
COVID-19, MSD has put in place services aimed at assisting newly displaced workers23 - 
many of whom are skilled workers with no previous contact with the welfare system. 

Overcoming loss of skills 
10. Displaced workers may need retraining to overcome the loss of industry-specific skills. 

ALMPs can assist with retraining but the evidence on effectiveness is mixed. 

• ALMPs focused on helping the unemployed acquire skills are more beneficial in the 
long-run (though their effects take longer to materialise). Formal education or training 
shows promise in the longer term if completed at NQF level 4+, especially for sole 
parents.  

• While training can facilitate the re-integration of younger low-skilled workers, policies 
to address the future of those who are no longer employable is more challenging.24 

Preventing discouragement and poorer health outcomes 
11. Displaced workers are at risk of experiencing substantially worse mental health and 

 
• the Employment Strategy and its Action Plans, from delivering the Youth Employment Action Plan to developing the 

Māori Employment Action Plan 
• the Better Later Life Strategy and its support for paid employment 
• the implementation of the Reform of Vocational Education 
• the establishment of Regional Skills Leadership Groups and Workforce Development Councils 
• immigration system reforms. 

22 Card et al. (2015). What Works? A Meta Analysis of Recent Active Labor Market Program Evaluations. IZA Discussion 
Paper No. 9236 http://ftp.iza.org/dp9236.pdf  

23 These include:  
• Services for people seeking employment who are not necessarily beneficiaries have been expanded, including 

additional staffing for Rapid Response Teams (regional teams intervening early by helping staff impacted by 
displacement into alternative employment).  

• Continued delivery of Rapid Return to Work, a phone-based employment service that supports newly displaced 
workers with work readiness for a quick return to work. 

• Continual promotion and enhancements of the Work and Income Recruitment Tool, a digital platform that connects 
employers directly with people looking for work.  

24 Graham, C., Pinto, S. (2019). Men without work: A global well-being and ill-being comparison. IZA World of Labor 2019: 464 
doi: 10.15185/izawol.464  
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becoming discouraged in their job searching. Involuntary separations also worsen the 
physical health and increase the mortality risk of displaced workers, especially men. 
There is a role for ALMPs in mitigating these impacts: 

• Using ALMPs to assist people to quickly find suitable work can limit discouragement 
and the development of poor health outcomes. Suitable work is protective of mental 
health. The impact of suitable work on physical health is less clear but having a 
suitable job may reduce stress, a key contributor to a range of physical health 
problems. 

• Providing evidence-based return to work support for people with mental health 
conditions has been demonstrated to improve employment outcomes. However, the 
WEAG and the OECD report on mental health and work in New Zealand were critical 
of support available to support people experiencing poor mental health into work. If a 
social insurance scheme included people with health conditions, further investment 
would be required to provide evidence-based return to work services for this group. 

There are trade-offs and risks to consider 

ALMPs are crucial but the impacts are likely to be modest at best 
12. The composition of ALMPs matters in terms of what works and what does not at different 

points of the economic cycle25, as does programme design and implementation. Without 
effective ALMPs, there is a risk that unemployment benefits reduce work incentives and 
deepen labour market exclusion, especially where the benefits are generous. However, 
even with significant investment on ALMPs, there are limits to what they can achieve.26 
Even when ALMPs are effective, the net impacts are not large.27  

13. Nevertheless, the low cost of ALMPs (especially relative to alternatives such as formal 
education) does mean that where they are effective, they can offer high rates of return 
on investment. The Productivity Commission argues that any investment in labour-
market assistance needs to be accompanied by robust systems to evaluate 
effectiveness; to redesign, retarget or close poorly-performing programmes; and to move 
resources to better-performing alternatives.28 This approach could produce good 
outcomes for displaced workers.29 

Balancing the need to quickly find work against the need to find the right job 
14. Job search obligations (especially where they are strict) or a short payment period may 

pressure job seekers to take less suitable work. There is no strong evidence that 

 
25 Brown, A.J., Koettl, J. (2015). Active labor market programs - employment gain or fiscal drain?. IZA J Labor Econ 4, 12. 

https://doi.org/10.1186/s40172-015-0025-5  
26 Denmark is a world leader in formal evaluations of ALMP and spends more per person on ALMPs than other OECD 

countries. Despite this level of investment, the impact of ALMPs on outcomes have been relatively modest. Overall on 
average, ALMPs reduce the duration of unemployment by about two weeks in Denmark (OECD, 2016). There remain 
serious questions about effectiveness of the ALMP spend – especially that associated with training.  

27 Martin, J. (2015). Activation and active labour market policies in OECD countries: stylised facts and evidence on their 
effectiveness. IZA J Labor Policy 4, 4. https://doi.org/10.1186/s40173-015-0032-y   

28 New Zealand Productivity Commission. (2020). Technological change and the future of work: Final report. Available at 
www.productivity.govt.nz 

29 Hyslop, Mare, Noy and Sin. (2020). Involuntary Job loss: Welfare effects, earnings impacts, and policy options. Wellington: 
Motu Economic and Public Policy Research. 
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unemployment benefit programs help people find better job matches30 and long periods 
of unemployment are harmful. Benefits enable recipients to prolong their search for 
better offers, but the overall benefit to society of better matches may not outweigh the 
cost of supporting longer periods of unemployment.31 

People may need substantial retraining, but this is costly 
15. Where the goal is to support displaced workers to upskill or retrain, there is the question 

of how the government overcomes the certain cost of re-training with the uncertainty of 
future gains in employment or income.  

16. ALMPs tend to have a shorter-term focus. However, the ability to adjust human capital to 
changing labour market demand is not instantaneous and displaced workers may need a 
substantial period of re-training. Without sufficient support, displaced workers may be 
unwilling to make such a long-term investment, especially if they are mid-career or with 
family commitments, limiting their opportunity to regain lost earnings. 

ALMPs for newly displaced workers may crowd out ALMPs for more disadvantaged 
workers 
17. Many ALMPs in New Zealand are aimed at ensuring equitable access to employment. 

Unemployed people with greater labour market disadvantages are given preferential 
access to employment opportunities through the selective provision of ALMPs such as 
wage subsidies. If a social insurance scheme for displaced workers was introduced, it 
would be important to ensure those within the welfare system retained access to ALMPs.  

Private provision of ALMPs does not necessarily lead to better outcomes 
18. Whether ALMPs for displaced workers are delivered privately or publicly is an important 

consideration. The evaluation evidence in New Zealand and internationally suggests 
there is merit in the use of quasi-market models for employment services.  However, the 
experience in Australia and the UK, where these models have been trialled most 
extensively, shows that care and attention are required with respect to how these models 
are implemented and managed.  The cost-effectiveness of an outcome-based funding 
model will depend entirely on how well it is implemented and doing this well is 
challenging.  

 

  

 
30 Moffitt, R. (2014). Unemployment benefits and unemployment. IZA World of Labor 2014: 13 doi: 10.15185/izawol.13 
31 Tatsiramos, K. (2014). Unemployment benefits and job match quality. IZA World of Labor: 44 doi: 10.15185/izawol.44  
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Annex 6: Non-standard employment  

Prevalence and nature of non-standard working arrangements 

1. Standard employment (full-time, permanent employment) fits the insurance model well 
because it is easy to assess and collect contributions, and easy to calculate income 
replacement payments based on lost income. If a standard worker is made redundant, 
there is a clear contributions history, a clear trigger for an insurance claim (redundancy), 
and a straightforward counter-factual for lost income. It is more difficult to perform these 
functions for people whose work is casual, fixed-term, part-time and the self-employed. 
Some people also hold multiple jobs. 

2. The New Zealand workforce overwhelmingly comprises full-time, permanent employees, 
and there is little sign of this changing. The term ‘non-standard’ captures the fact that 
these arrangements remain in the minority as modes of labour market participation in 
New Zealand. The permanent employment relationship (whether full- or part-time) 
remains prevalent: of the ‘paid employee’ population (which comprises around 80 per 
cent of all employed people), close to 90 per cent are ‘permanent employees’ (ie party to 
an employment relationship of indefinite duration). Ten per cent are ‘temporary 
employees’ of various kinds: casual workers, temporary agency workers, seasonal 
workers, and fixed-term employees.  

3. Typically, around 12 per cent of all employed people identify as being self-employed with 
no employees, and this proportion has been relatively stable for the past twenty years. 
Slightly less than half of the ‘self-employed, no employees’ group – or around 140,000 
people – are contractors (although we note that the survey that this ‘contractors’ estimate 
is based on has been conducted only once, in late 2018). 

4. The relatively low prevalence of non-standard employment suggests that the ability to 
extend insurance coverage to non-standard workers need not be a principal 
consideration in choosing between models of support. 

5. While the New Zealand workforce is overwhelmingly comprised of full-time, permanent 
employees, other countries have seen a rising proportion of people in non-standard 
working arrangements. Those trends are not currently apparent in New Zealand but may 
emerge in the future. An increasing prevalence of non-standard employment could make 
an insurance-style model less desirable. 

6. There is a broad consensus among commentators and stakeholders that it is desirable to 
extend social insurance coverage (costs and benefits) to non-standard workers to the 
fullest extent practical. The social partners’ starting presumption is that all working 
arrangements would receive insurance coverage, unless this is impracticable.32  

7. Broad coverage is desirable to: 

• lower insurance premiums33 

• avoid incentivising employers to hire non-standard workers (or miss-classify 

 
32 New Zealand Council of Trade Unions and BusinessNZ. (2020), Our view on support for displaced workers. 

New Zealand Productivity Commission,.(2019). Employment, labour markets and income Draft report 2, Technological 
change and the future of work. 
OECD. (2019). Employment Outlook 2019, The Future of Work. 
OECD. (2017). Back to Work New Zealand. 
International Labour Organisation. (2016). Non-standard employment around the world: Understanding challenges, shaping 
prospects 

33 Low levels of coverage limit the extent to which UI can act effectively, both on a micro level by protecting households from 
poverty, and on a macro level by automatically countering downturns in the business cycle. 
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employees) to avoid insurance costs34  

• recognise that people may move between standard and non-standard 
employment, and it could be impractical to adjust coverage to match changing 
working arrangements. 

8. Accommodations can be made to extend coverage to non-standard workers. This is 
easier for some groups (eg casual employees with a clear pattern of work, or fixed term 
employees) than for others (eg the self-employed). The costs of extending coverage for 
any insurance scheme to the full range of non-standard workers may well exceed the 
benefits of doing so. 

  

 
34 The OECD argues that treating standard and non-standard work differently in social protection arrangements has created 

incentives for employees to choose non-standard work to avoid the payroll taxes that fund UI. 
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Annex 7: The pros and cons of including people with health 
conditions or disabilities  
1. A key question is should an enhanced support for people involuntarily exiting 

employment only include workers who are made redundant or should it also include 
people who are unemployed or have reduced hours due to a health condition or a 
disability not caused by an injury? 

The onset of health conditions and disabilities is a common reason for job loss 

2. The onset of health conditions and disabilities is a significant reason many people find 
their ability to earn an income partially or entirely reduced, either temporarily or 
permanently.  

3. Within the welfare system as at end of September 2020,     

• 71,280 people were receiving Jobseeker Support for a health condition and disability 
(JS – HCD) because their capacity to seek, undertake or be available for full-time 
employment is limited due to a health condition or disability.  

• 85,075 people were receiving Supported Living Payment on the grounds they have 
a health condition, injury or disability that permanently and severely restricts their 
capacity for work. 

4. This is likely to be an underestimate of the number of people with reduced earnings due 
to a health condition or a disability. Health and disability information is not collected for 
people receiving other benefits such as sole parent support. Moreover, the income test 
may exclude unemployed people who have an earning partner from accessing MSD 
income support. 

5. Between 1 July 2018 and 30 June 2019, ACC35 provided 126,077 people with weekly 
compensation because they couldn't work due to their injuries and made 111,085 decline 
decisions. Most ACC claims do not result in claimants receiving earnings related 
compensation36.  

There are good arguments for establishing insurance-based income protection for 
people with non-injury related health conditions or disabilities   

6. People with impairments resulting from an injury receive support from ACC while those 
with the same impairments arising from an illness receive different levels of financial and 
non-financial support from the welfare and health systems – a situation many have 
argued is inequitable. 

• The amount of financial assistance that people may receive from ACC is usually 
higher than that provided by MSD for the same level of incapacity (see table at the 
end of this annex). 

• Welfare recipients with health conditions or disabilities receive limited employment 
support and have limited access to vocational health and disability support.  There is 
little emphasis on vocational rehabilitation within the health system to support people to stay 
in or return to work. 

 
35 https://www.acc.co.nz/newsroom/media-resources/injury-claim-statistics/  
36 ACC accepted 2,027,789 new claims, most (97%) of which were decided within one week.  
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7. When the Accident Compensation scheme was established many more people worked 
in jobs where there was a significant risk of physical injury. Structural changes in 
industrialised countries make classical work accidents less prevalent, while incidence 
rates of chronic conditions (eg mental health conditions, back pain) have increased.37 

8. There is a greater recognition of the impact work can have on employees’ health and 
vice versa.38   

9. The current arrangements distinguish between physical disability caused by an injury 
and disability from other causes. However, there is considerable evidence indicating that 
mental and physical wellbeing cannot be neatly separated.39   

10. The requirements on employers to help rehabilitate employees with non-injury related 
disabilities and illnesses are less clear. Under the Accident Compensation Act 2001, 
employers have an obligation in relation to work-related (vocational) rehabilitation. The 
duty on employers to help rehabilitate injured employees applies to both work-related 
and non-work-related injuries. They do not have the same obligation to assist in the 
rehabilitation of people with non-injury related disabilities and illnesses.40 

However, the costs are likely to be significant  

11. The potential cost of a health condition and disability scheme is a major concern. It 
would likely be much larger than a scheme focused on displacement, given the larger 
volumes of cases (especially given behavioural effects), and the lengthy durations of 
many health conditions and disabilities.  

12. In most countries, health and disability insurance programmes are large and growing, 
both in expenditure and in the number of recipients for a range of reasons. There have 
been efforts to manage the increasing costs associated with disability insurance 
schemes, but success has been limited. 

Implications for design of including people exiting employment with health conditions 
and disabilities 

13. There are significant trade-offs and risks to be managed in the design. 

• A key trade-off is between providing coverage for individuals who are genuinely in 
need and avoiding giving benefits to those who are healthy and able to work. 
Determining who is genuinely in need is more difficult than the case for 
unemployment insurance eligibility as the ‘true’ disability status of an individual is 
unobserved and the screening imperfect. As a result, some people who should 
receive a payment do not (type 1 error) and some who not have a disability receive a 
payment (type 2 error). There is always a trade‐off between these two types of error: 
a stricter control reduces the probability of type 1 errors but increases the probability 
of type 2 errors, and laxer control has the opposite effect.   

 
37 SSA (2019) Trends in Social Security Disability Insurance, Briefing Paper No. 2019-01. 

https://www.ssa.gov/policy/docs/briefing-papers/bp2019-01.html  

38 WorkSafe’s Strategic Plan for Work-Related Health 2016 to 2026. https://worksafe.govt.nz/topic-and-industry/work-related-
health/work-related-health-strategic-plan/    

39 Potter, J., Poulton, R., Gluckman, P., McNaughton, S., & Lambie, I. (2017) Toward a Whole of Government/Whole of Nation 
Approach to Mental Health. Wellington, New Zealand.  

40 OECD (2018) Mental Health and Work: New Zealand, Mental Health and Work. Paris. 
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• Claims increase with the replacement rate41.  

• There have been many attempts to improve employment outcomes for health and 
disability insurance claimants, but success has been limited. Those at greater risk of 
long-term disengagement from work are older workers, young people, people with 
mental health conditions and musculoskeletal disorders and, low-wage workers, and 
people with low educational qualifications. 

• Engaging employers to support a return to work is critical.  

• There is a severe paucity of evidence on the short- and long-term health effects of 
disability insurance. However, recent evidence for the existence of substantial health 
effects implies that policy makers need to carefully balance the welfare gains from 
reduced moral hazard against losses not only from less coverage of income risks but 
also from deteriorated health.42  

14. There are arguments for and against combining unemployment insurance and health 
and disability benefit insurance. There is some evidence that creating a distinction 
between unemployment insurance and health and disability benefit insurance is 
unhelpful in supporting return to work. This is because 1) as benefit spells become 
longer, the ultimate causes behind the claims often become more ambiguous, and 2) 
benefit claims may also result from a combination of several labour market barriers.43 
Internationally existing empirical evidence indicates a significant degree of substitution 
between unemployment and disability-related social insurance programme utilisation.44 

15. However, there is a case to establish unemployment insurance for displaced workers 
independently of coverage for health conditions and disabilities. An insurance scheme to 
support people with health conditions and disabilities not currently covered by ACC will 
be more complicated:  

• Insurance benefits can be full or partial, temporary or permanent. 

• Eligibility for disability insurance may not be linked to previous earnings or time in 
work (eg those disabled from birth or as a child). ACC currently provides financial 
support to people permanently and severely disabled as a result of an injury as a 
child. Adults who were non-earners when permanently and severely disabled as a 
result of an injury typically receive support from the welfare system if eligible. 
Consideration will need to be given to how to best support non-earners with health 
conditions and disabilities and who pays for this support.   

• There are complex interfaces with ACC and the health system in addition to the 
welfare system and IR. 

• Considerable work will be needed to provide sufficient return to work support.  

16. Additional coverage for people who develop health conditions and disabilities could be 
 

41 Mullen, K. J. & Staubli, S. (2016). Disability benefit generosity and labor force withdrawal. Journal of Public Economics. 
https://doi.org/10.1016/j.jpubeco.2016.08.007  

42 García-Gómez, P., & Gielen, A. C. (2018). Mortality effects of containing moral hazard: Evidence from disability insurance 
reform. Health Economics, 27 (3), 606-621. https://doi.org/10.1002/hec.3617  

43 A claimant may be unemployed with respect to one job, disabled with respect to another, and perhaps unwilling with respect 
to a third. Health problems may make it difficult to perform some kind of tasks, while being irrelevant for others.     

44 Andersen, A.G., Markussen, S. & Røed, K. (2019). Local labor demand and participation in social insurance programs. 
Labour Economics, Volume 61. https://www.sciencedirect.com/science/article/pii/S0927537119300934 








