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Further advice has been requested on how reduced replacement rates could 
fund levy relief 
1. On 30 August 2022, the Social Unemployment Insurance Governance Group (SUIGG) 

was provided with advice on outstanding policy issues for the New Zealand Income 
Insurance scheme (NZII) [2223-0592 refers].  

2. This included advice on providing levy relief for low-income workers by reducing the 
scheme’s replacement rates. 

3. Further advice has been requested on using alternative replacement rate options to 
fund relief. This paper should be read in conjunction with the 30 August advice, as it 
provides detailed analysis of the trade-offs of the replacement rates and levy relief 
options.  

Previous advice identified several alternative reduced replacement rate options 
4. The 30 August advice identifies three alternatives to the 80 percent replacement rate, 

which are broadly consistent with the scheme’s objectives and are operationally 
feasible:  

• a reduced replacement rate to 70 percent, or 

• a stepped-down replacement rate based on the duration of the scheme. Claimants 
could receive an 80 percent replacement rate for three months and a 60 percent 
replacement rate for the remaining three months, or  

• a stepped replacement rate based on income. Income up to the median income 
($56,836 in 2021) could be replaced at 80 percent, and income between the 
median and the maximum payment cap replaced at 40 percent [2223-0592 refers].  

5. There is a further option of a stepped-down replacement rate of 80, 60, and 40 percent 
for two months each. This option provided identical levels of savings to the 80 – 60 
percent duration-based replacement rate. However, multiple step-downs are more 
complex for claimants and administering agencies and provides significantly reduced 
income smoothing, and was therefore subject to less analysis than the other options. 

A simple approach to modelling leads to cost savings of 8 – 11 percent 
6. There are two ways to model the likely cost savings of these reduced replacement 

rates. The first is a simple model, which keeps the expected number of claims and 
average time spent on the scheme constant but reduces the amount of money paid to 
these claimants.  
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16. Taking the mid-point option of 0.54 percent, a targeted lower levy rate provides 
households an average of $4 per week of levy relief, similar to the reduced flat rate 
option.  

17. However, as the lower rate only applies to the first $14,000, everyone above that 
threshold receives the same dollar amount of relief: both minimum wage and high-
income earners would receive $2.28 in relief. The targeted lower levy rate is therefore 
more targeted than a reduced overall rate, but both provide a similar quantum of relief 
to low-income workers. 

Including potential behavioural changes produces significantly 
more savings, though with greater uncertainty  
18. The above savings estimate does not allow for any behavioural changes from the 

reduced replacement rate. As noted in the SUIGG paper, international research is 
clear that reduced payments will lead to behavioural change, with fewer people 
receiving support for a shorter period. This means that the savings are likely higher 
than the above estimates. By way of comparison, the 70 percent replacement rate 
leads to savings of 9.2 percent without behavioural assumptions, increasing to 
between 17 – 27 percent with behavioural impacts.   

19. In the time available, officials could only model the behavioural changes of the 70 
percent replacement rate. This replacement rate is also likely to lead to the largest cost 
savings. The SUIGG paper provides further advice on the associated levy relief 
options, as well as options which maintain the replacement rate but increase costs for 
others (e.g. higher income earners or employers). 

20. Some of the behavioural impacts would undermine the scheme’s objective of 
supporting people into good work. This is particularly important for lower-income 
people who are more likely to be ‘credit constrained’ and feel greater pressure to 
return to any work quickly and are more likely to benefit from extended financial 
support to return to a good job. The options to reduce income replacement to provide 
levy relief will alter the benefits provided by the scheme, particularly to those who are 
most credit constrained.






