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Joint 
Report 
Date: 17 November 2017 Security Level:  

To: Hon Grant Robertson, Minister of Finance 

Hon Phil Twyford, Minister of Housing and Urban Development 

Hon Carmel Sepuloni, Minister for Social Development 

Hon Stuart Nash, Minister of Revenue 

Hon Tracey Martin, Minister for Children 

The Winter Energy Payment and incentives to work 

Purpose of the report 
1 The proposed design of the Winter Energy Payment (WEP) will reduce the financial 

incentives for some beneficiaries to work further hours. At your meeting with officials 
on 14 November, you requested further advice on the scale of this problem and 
options to mitigate it. This Report provides that further advice.  

Executive summary 
2 The WEP provides extra financial support for beneficiaries and superannuitants to 

meet heating costs during winter. The WEP, by increasing payments to people 
receiving Jobseekers and Sole Parent Support benefits, reduces the relative increase 
in income these people receive when they work additional hours, and move off 
benefit. The WEP therefore reduces incentives to work additional hours, although 
people will still be financially better off by working more. Overall, officials’ judgement 
is that the scale of the problem is likely to be modest. 

3 You have already agreed to increase the Minimum Family Tax Credit to preserve work 
incentives for Jobseekers with children and Sole Parent Payment recipients. A 
problem remains for Jobseekers without children.  

4 Around 45,000 people on Jobseeker Support (without children) exited benefit in the 
winter months in 2017. Around 50% of these are likely to have exited to 
employment. To preserve their existing work incentives, we have estimated the cost 
of continuing to pay the WEP to people who exit benefit in future. That cost is 
approximately $12.8 million per year, in addition to the existing cost of the Families 
Package. Continuing to pay WEP to only to those who exit benefit into employment 
would cost roughly half of the amount above. Limiting this to only those on Jobseeker 
Support (without children) would cost even less, but this was not able to be 
estimated in time for this Report. 

5 There are significant administrative complexities that would be difficult to address in 
time to make this change to the WEP, and we consider that the impact on work 
incentives is reasonably minor.  

eW  do not 
recommend addressing the issue as part of the Families Package legislation. 
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Recommended actions 

 

It is recommended that you: 

1 note that, at your meeting with officials on 14 November, you requested further 
advice on the scale of the problem with work incentives caused by the Winter Energy 
Payment, and options to mitigate the problem; 
 

2 note that the problem with the Winter Energy Payment mainly affects recipients of the 
Jobseeker Support without children, where working an additional hour once a person’s 
benefit is completely abated (at approximately 23 hours at the minimum wage), would 
result in the person being approximately $13 a week worse off in winter; 

 
3 note that we estimate only a very small number of people would be affected at the 

“23 hour margin”; 
 
4 note that a more likely scenario is, for example, increasing from 20 to 30 hours of 

work during winter, which under current policy, without the Winter Energy Payment, 
would increase a person’s income by $93 a week, but with the Winter Energy Payment 
would only increase a person’s income by $73 a week; 

 
5 note that we have estimated the costs of two options to mitigate the impact of the 

reduced work incentives caused by the Winter Energy Payment: 

5.1 paying the Winter Energy Payment to all people who exit main benefit would 
have an estimated cost of around $12.8 million per year; 
 

5.2 paying the Winter Energy Payment only to people who exit main benefit 
through employment would cost of roughly half of the option above; 

6 note our view that the cost and complexity of adopting either of these options 
outweighs the  impact of the reduced work incentives caused by the Winter Energy 
Payment;  
 

7 note that due to the small impact of the work incentive problem, and the potential 
cost and complexity of addressing it, officials do not recommend addressing the issue 
as part of the Families Package legislation; 
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AGREE/DISAGREE 

 

 

  

   

 

Simon MacPherson 
DCE Policy 
Ministry of Social Development 

Kristie Carter 
Manager - Welfare 
Treasury 

 

 

 

 

 

 

   

Hon Grant Robertson 
Minister of Finance 

 Date 
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Background 
6 This is one of a series of reports that seek final agreement to the policy design and 

fiscal implications of the Families Package. 

7 This additional advice on the Winter Energy Payment (WEP) and work incentives was 
sought at our meeting on 14 November. Officials will be meeting to discuss this and 
other Reports with the Families Package Ministers on Monday 20 November. 

 

Problem definition and scale 

Problem definition 
8 A key principle of welfare policy is to ensure that welfare recipients are rewarded for 

seeking additional employment. This implies designing payments and abatements so 
that beneficiaries receive at least some net positive income from working for every 
extra hour they work, and are at least no worse off. Ideally, welfare recipients will 
receive a significant increase in their incomes by moving into employment. 

9 The proposed design of the WEP creates a situation where some beneficiaries become 
worse off when they earn additional income in a particular income range, thereby 
creating disincentives to moving into work or increasing hours of work.  

10 However, the issues with work incentives at the margin of benefit exit are wider than 
the WEP. The primary cause of the small gain from wages at the benefit cut-out point 
is the high abatement that beneficiaries face as they work part-time. For Jobseekers, 
any income over $80 per week is abated at 70c/$1, before tax.  

11 Beneficiaries may also face the loss of other forms of financial assistance when 
entering employment. Once their benefit is fully abated, people begin to lose other 
supplementary assistance, such as the Accommodation Supplement. The income 
limits for Hardship Assistance are also low and mean that most working people are 
not eligible. Moving into employment can result in an overall financial loss if 
entitlement to payments such as Temporary Additional Support and the Disability 
Allowance is also lost. 

12 The problem with the WEP mainly affects recipients of the Jobseeker Support 
payment, who do not have children. At the point where a person’s benefit is 
completely abated, at approximately 23 hours at the minimum wage, working an 
additional hour would result in the person being approximately $13 a week worse off 
in winter. However this would seem to be a rare scenario. 

13 A more likely scenario is increasing work by 10 hours during winter, for example from 
20 to 30 hours of work. The person will gain extra wages, but will lose their WEP 
payment, and their remaining benefit, leaving them $72 a week better off. Under 
current policy, or in the summer months, a person working a further 10 hours will be 
$93 better off. People in this situation are no worse off financially, but face less 
incentive to increase their hours of work. 

14 This is illustrated in the table on the next page. 
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Table 1: Theoretical examples of changes in weekly income 

  

Extra 
Wages  
(minimum 
wage after 
tax and 
ACC)1 

Lost 
WEP 

Lost 
Benefit 

Net 
Change 

Net change if 
WEP eligibility 
was maintained 
off-benefit 

JobSeeker Support - no 
children, increasing from 23 
hours/week to 24 hours/week 13 -21 -6 -13 8 

JobSeeker Support - no 
children, increasing from 20 
hours/week to 30 hours/week 134 -21 -41 72 93 

 
Scale 
15 Around 45,000 people on Jobseeker Support (without children) exited benefit in the 

winter months of 2017. Around 50% of these are likely to have exited to 
employment. The WEP is $20.45 a week for a single person, and $31.82 a week for a 
couple or family with dependent children. 

16 It is difficult to estimate how significantly people could be affected, as we do not have 
comprehensive data on the incomes or hours of work of beneficiaries who transition 
to employment. Work is being done to build this information, but it is not available in 
the timeframe to design the Families Package. 

17 From the Ministry of Social Development’s (MSD) administrative data we can see the 
amount of income that people on benefit are earning (but not their hours of work or 
wage). Note that this data is a point-in-time estimate. 

17.1 Of the around 102,000 people on Jobseeker Support without children: 

17.1.1 4.4% ( around 4,500 people) are earning an income that suggests 
that they are working more than 10 hours a week at around the minimum 
wage 

17.1.2 1.1% (around 1,100 people) are earning an income that suggests 
that they are working more than 20 hours a week at around the minimum 
wage 

18 While we cannot see the incomes of these people once they move off benefit, 
anecdotal evidence suggests that people tend to face decisions to enter or increase 
employment in more significant ‘blocks’, e.g. as in the example above increasing 
from 20 to 30 hours work, or entering a job at 30 hours of work, rather than 1-hour 
blocks. 

19 This analysis assumes the proposed increase in the minimum wage to $16.50 on 1 
April 2018. Increasing the minimum wage over time is likely to slightly improve 
incentives to enter employment for those on the lowest incomes.  

20 Overall, this implies that the scale of the problem is modest, with those on Jobseeker 
Support without children facing a marginal decline in the financial incentive to enter 
employment in winter, with very few likely to be financially worse off. This is the 

                                           

 

1 We assume a minimum wage of $16.5 per hour. 
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inevitable trade-off for increasing the incomes of those on the lowest incomes without 
making wider changes to other settings such as abatement rates. 

21 The problem may also affect recipients of the Sole Parent Support payment. As our 
earlier reports noted (T2017/2496 and T2017/2495 refer), increasing the Minimum 
Family Tax Credit (MFTC) will address the problem for families eligible for that tax 
credit, including all Sole Parent Support recipients. The downside of this approach is 
extending the income range over which these people face  an effective marginal tax 
rate of over 100%, and hence are no better off from working additional hours over a 
particular range of income. They will not, however, be financially worse off.  

 

Options for mitigation with the Winter Energy Payment 
22 There are two main options for addressing this issue with the WEP: abating the WEP, 

or maintaining a person’s eligibility for the WEP through winter even if a person has 
ceased to receive the Jobseeker payment and is no longer a beneficiary. 

23 Both options increase the administrative complexity of the WEP. They also both 
create a group of non-beneficiaries who are eligible for the WEP which could be seen 
to be inequitable, and may create a perverse incentive to enter benefit for a short 
time at the start of winter in order to gain access to the WEP.  

24 We concentrate here on the second option, which appears less complex to 
administer. There are two sub-options for continuing to provide the WEP through 
winter: 

24.1 paying WEP to all people who exit main benefit at an estimated cost of around 
$12.8 million per year 

24.2 paying WEP only to people who exit main benefit through employment at an 
estimated cost of roughly half of the option above 

25 There would be additional annual administrative costs for MSD (staff costs and IT 
costs) that have not been able to be quantified. MSD would be able to implement 
these options on 1 July 2018. However, they would be subject to a number of 
limitations described in more detail below. 

26 In the option to pay only those who exit to employment, clients would establish 
eligibility by self-reporting at benefit cancellation. In the option to pay the WEP for all 
benefit exits, only people moving on to other main benefits paid by MSD would be 
excluded. People in all other circumstances would continue to receive the WEP and 
this could include, for example, people entering full-time study or re-partnering. 

27 While the fiscal impact of addressing the problem is likely to be modest, the cost 
should be considered alongside other priorities that could be progressed in the short 
term. These costs also need to be weighed against the scale of the problem, the 
administrative complexities and limitations of the solutions to address it, and the 
limited time to design the solution in detail.  

28 Also, as these changes would expand the definition of the eligible population, they 
would need to be reflected in the amendments to legislation that are implementing 
the WEP. Officials think that it would be risky to put this option into legislation as part 
of the Families Package changes as there has been insufficient time to consider the 
full implications. 

29 
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Next steps 
30 Officials will be meeting to discuss this and other Reports with the Families Package 

Ministers on Monday 20 November. 
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