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THE TREASURY

Kaitohutohu Kaupapa Rawa

Reference: 20180336

30 August 2018

Dear

Thank you for your Official Information Act request, received on 20 August 2018. You
requested the following:

“... more information regarding comments from the Treasury in a Cabinet paper
regarding Fair Pay Agreements. | asked if those comments made up the
substance of a larger document aside from the Cabinet paper.

You called me back on Friday and said that the Treasury comments on Fair Pay
Agreements did make up the substance of a larger document, however that
document has not been released to the public. You then offered to release the
document to me via a OIA request. This email is to confirm that | would like to go
ahead with the OIA request to acquire that document.”

Information Being Released

Please find enclosed the following document:

Item | Date Document Description Decision

1. 3 May 2018 Treasury report about the Cabinet Release in part
paper relating to Fair Pay Agreements

1 The Terrace
PO Box 3724
Wellinaton

Mew Zealand

tel. 64-4-472 2733
fan. 64-4-473 0982
WA s UFY. g ovt N2



| have decided to release the relevant parts of the document, subject to information
being withheld under the following sections of the Official Information Act, as
applicable:

o personal contact details of officials, under section 9(2)(a), to protect the privacy of
natural persons, and

o direct dial phone numbers of officials, under section 9(2)(k), 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 such as the Treasury’s.

In making my decision, | have considered the public interest considerations in section
9(1) of the Official Information Act.

Please note that this letter (with your personal details removed) and enclosed
document may be published on the Treasury website.

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

Yours sincerely

Andrew Rutledge
Manager, Skills, Employment, and Enterprise
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Treasury Report: Upcoming Cabinet Paper: Fair Pay Agreements
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Minister of Finance Discus tﬁ'&ﬁm ble for \;Wfi Before the Cabinet paper is
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Return the sig%d/report to Treasury.
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Treasury Report: Upcoming Cabinet Paper: Fair Pay Agreements

Recommended Action

We recommend that you:

a note that you will shortly be consulted on a paper recom ing Cabinet M&
i. in-principle to introduce a Fair Pay Agreements bject tOw:/a( C/ab‘in t
) )
report back), and \7 J/
@ ﬁv >
i. to establish a working group to make recomme i >ope and design
of the agreements 5 )
b note that the policy development proces ew systen&s\\n its early stages, and
the working group is being asked to devel i émérﬁs of the policy
c note that in light of the significanc
departmental policy developme
clearer view of the purpose, s
working group’s terms of refe
d note the Cabinet pape ﬁ@ns a Treas
in recommendation
e discuss the propqéeﬂ Wh the Mini }r Workplace Relations and Safety before the
paper is lodged ogeﬂ May, Wlth% o extending the departmental policy
f
L
g refer a cop \'sfpport to the Minister for Workplace Relations and Safety.
Refer/%
/"7'“\
{~O\
(O
D) )
N
Andrew Rutledge

Manager, Labour Market, Immigration and Tertiary Education

Hon Grant Robertson
Minister of Finance
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Treasury Report: Upcoming Cabinet Paper: Fair Pay Agreements

Purpose of Report

and Standards System: Fair Pay Agreements, on which th inister for Wo e
Relations and Safety will be consulting shortly. The pap ends tha
agree: N

\ )

et

1. This report provides advice on a Cabinet paper, Improving the Employment Relations
%é c

o in-principle to introduce a Fair Pay Agreem sy (subjec<\tq\/a {;ablnet
report back), and

o to establish a working group to make
of the system.

2. The Minister is intending to take the
Committee (DEV) on 23 May.

3.  We recommend further depart
paper’s recommendations. T C
stages of development. Exten fhe policy pr \Ce

achieve its objective of s mlng productivi
that the policy could e F%éte eX|st|n9 I\\

rg@gmﬂcant and still in the early

ould better position the policy to
age growth, while managing risks
r market issues.

4. We suggest that you the pr: \\Nlth the Minister for Workplace Relations,
with a view to extqﬁd pg e depar I-policy development process.
ANY% \/
Analysis \5
Fair Pay mw are pnwveral Government initiatives to lift pay and
conditions \V(\/

policy is one of several initiatives focused on improving
employment Qdm s and pay, and supporting a broader sharing of the benefits of
productivity % number of initiatives to lift economy-wide minimum standards are
weII advanced, such as the Employment Relations Bill, increased funding for the labour
' e,.and minimum wage increases. Initiatives like Fair Pay Agreements that

seek- t& e edlate particular labour market concerns are also progressing, with work
undefr\vva\y‘ ocused on pay equity, gender pay, and low pay in the core public service.

/
The Cabinet paper makes a high-level, theoretical case for Fair Pay Agreements

6. The Cabinet paper seeks in-principle agreement to a policy direction, rather than to the
design elements of a new bargaining system. It makes a theoretical case for this
direction: it suggests employer monopsony power may be creating a ‘race to the
bottom’, as some employers use their significant bargaining power to compete through
reducing or stagnating wages and conditions. This in turn could limit employer and
worker incentives to invest in physical and human capital, leading to low productivity.

7.  The paper suggests industry- or occupation-wide bargaining could address these
concerns.
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The paper does not identify empirical evidence for the problem or policy response

8. The paper does not, however, identify empirical evidence indicating that imbalances in
bargaining power are causing the highlighted wages and productivity concerns.

9. Nor does the paper make a strong case that a system of industry- or occupation-level
bargaining would be the most effective policy response to address these concerns. It
suggests higher minimum wages may support productivity growth by encouraging firms
to invest in training and capital, and by incentivising resou to shift to thei
productive uses. It also suggests the system may reduce tion asy

within and between industries, improving co-ordination. The rall impac(éau\ld e
improved wages and conditions, greater ability for firms ta_invest in | eie{rﬁ/
productivity enhancements (with associated high 4

d ac

a more stable employment
relations environment, and a more level playing fiel 0SS CO titors.
\\

e lf'base for the

10. However, the paper does not refer to an evi

Initial work by officials from the Ministry , Innove{gz\ nd’Employment
(MBIE) has not identified an occupation-or: ry in whi \ f‘rjoposed system
would address the highlighted wage oductivity & .

The paper instead proposes a worki to undéftgke\ e foundational policy

NS

design...

\\\\tg s of development, the terms of
tional elements of the policy. The

reference ask the worki bup to devel é&un

terms of reference ar ive and ask- rking group to make recommendations
about the criteria anc for initia‘\tin@g\gg ements, who could bargain agreements,
the scope of agree@%?arage,@ewle of third parties in bargaining and
enforcement of \agrefaﬁm/ents.

(&
ch Gontes wit

s
12. This policy process requires&rking group to make complex policy judgements
with 0 ~;’ -level diagnosis of the problem and limited policy guidance from
and‘at some dista from related policy activity. These judgements could in
i I\s\\@fmral changes to the labour market, as highlighted in the

11. As the proposed system isc\u%ﬂg//ln the ea \

... and this approa

13. Arecent OE@%\/{@\/\/ highlighted the challenge of effectively reforming collective

bargainin s, noting past experience shows even well-crafted reforms can have
very var ffects or lead to major unintended shifts in bargaining behaviour." While
the pe of collective bargaining systems is hard to isolate from other labour

rket conomic settings, overseas examples point to particular risks to the
co ‘d‘ipio\/ns, and employment of people who are not covered by such agreements. The
working group, with secretariat support from MBIE, will need to overcome these
challenges to ensure its recommendations align with existing policy and wider
government reform priorities.

! OECD (2017), Employment Outlook 2017.
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14. Examples of design choices and issues the working group will need to resolve, and
some of their attendant risks, are outlined below. These are drawn from reviews of
other countries’ experiences with different models of bargaining and employment
protection:

o the relative weight to give to the interests of workers covered by Fair Pay
Agreements and to the interests of people trying to find a job. Stricter terms and
conditions would enhance the protection of workers covered by agree ts, but
could lower firms’ incentives to hire workers on per t contracts &
encourage a move towards temporary work contr ore limited
employment protections. Low-skilled workers t ost adver &ely affected
by these types of ‘two-tiered’ labour markets.* Hi ages a dltrOns may
also encourage employers to invest in Iabo&c g technol I<g\/ “outsource
overseas. —~

Q

o the relative weight to give to the inte ‘insider’
employers, where the interests of i s could |
conditions that are unsustamab% der firm
inefficient business models ) )

. designing for resilience. A 1t OECD rewéw\/ttg sts highly centralised or co-
ordinated bargaining ca short-ter employment impact of economic
downturns relative to countries/with eitheri diate levels of centralisation
and co-ordination, or with decentralised oordinated systems (though the
impact is quite sm I&V e OECD riotes’ that more research is needed on the
effects of collectiveb ining 0\/e/r longer term, particularly on the degree to
which centrali |s§1 naffects th rcbncy of labour reallocation in the medium
term. Recent resea h on th s-of the Great Recession attempts this in the
context of arleédﬂomlc shoc uggests that — relative to firm-level bargaining -
centralised v bargaining limits firms’ ability to maintain competitiveness after

Xéadguectlons our costs, which leads to layoffs and reductions in

15. WQroup will need to take account of the policy’s impact on

T{Qn 1 of the policy could lead to a concentration of unintended
Iabour markets, and conflict with broader regional

2 Gal and Theising (2015), “The Macroeconomic impact of policies on labour market outcomes in OECD countries: a re-
assessment,” OECD Economics Working Paper 1271.

3 OECD (2017), Employment Outlook 2017.

4 OECD (2017), Employment Outlook 2017. The OECD suggests highly centralised or co-ordinated forms of bargaining
may help by reducing transaction costs involved in negotiations, and by making adjustments more acceptable to
workers by making them broad-based. Decentralised and uncoordinated wage bargaining systems do not appear more
or less resilient in terms of unemployment than systems with intermediate levels of centralisation or co-ordination.

5 Di Mauro and Ronchi (May 2017), ‘Wage bargaining regimes and firms’ adjustments to the Great Recession’, European
Central Bank Working Paper 2051.
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Next Steps

We recommend extending the policy development process

16.

17.

18.

Given the significance of the proposal and the early stages of its development, we

recommend extending the policy development process ahead of Cabinet co%n%ation

of the recommendations in the Cabinet paper. This would further ana of
D

paper

v,

matters such as:
o the causes of the wage and productivity conc @fied in 2

e
o the range of options to address those congern&his couldﬁgggéiploring

labour market-specific options such as changes to economy-wide minimum
employment standards, the labour in “colfective
bargaining, or broader options suc etition la /b\l\\rﬁ igration settings

N,
o the conditions for the success |@t - and @n-level bargaining (eg,
ure

the relevance of firm size, the's th and rept ativeness of employer

associations, union densit%nin ustry ex s\\/ } international competition®).
This further work would enab abinet to ma di isi ns with a clearer view of the
purpose, scope, and impacts of ef)ropos A \\e\ ure the working group’s terms of
reference are tied to thi%ﬁoje and Goéu‘én{’r‘r;e priorities. We have included a

Treasury comment re ling this approa 1in the Cabinet paper. The comment is
attached as Appendi; ( rf\\ x‘
( N

We suggest you consider raising

th the Minister for Workplace Relations.
WV/ %

N

6

OECD (2017), Employment Outlook 2017.
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Appendix 1

Treasury comment in the Cabinet paper

The Treasury considers more departmental policy work is required ahead of Cabinet's
consideration of, and agreement to, the recommendations in this paper. The policy proposal
is significant: Fair Pay Agreements could make substantial structural changes to the labour
market and — as referenced in this paper — misapplication of the policy could have large
employment. T licy is
also in the early stages of development: Cabinet’s in-principle ag ent is 6e'rr’1 -sought to

an outline of the policy direction; initial work by officials has’not jdentifie \a\ﬁ\beey‘pation or
industry in which the proposed system would address wage “or’ productivi '\st;e/s; and the
working group is being tasked with answering foundational policy design questi ns.

N

Given the significance of the proposal, we reco r?(nd /extending\%id artmental policy
development process to enable further analys auses gﬁd\e\ ge and productivity
9
Id

concerns identified in the paper, options to address those ¢ rns, and the conditions for
the success of industry-level bargaining. Thi uld’enable o make decisions with a
clearer view of the purpose, scope, and i of the al] and ensure the working
group’s terms of reference are tied to this purpose and G/Q%em\ nt priorities.

) VS
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