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Department of Labour

TE TARI MAH|

10/98801

12 November 2010

Hon Kate Wilkinson, Minister of Labour 3@

MINIMUM WAGE REVIEW 2010 (INITI IEFING)@

Purpose @
1 This briefing provides you with Initial infor arou %‘ mum Wage Review

2010 for your forthcoming meeting With\ft e Prime isterand Minister of Finance
on 24 November. A one-page n I o prepgared fo ur canvenience (attached

as Appendix 1). More det rfnation provided to you by late
November.

Executive summary

2 This year's minip wage revi itlers four possible options for future
minimum wage
Table 1: Opti nsr’? 2011

$12.75 (talys quo) $10.20
N

$13.00%(2.0% increase)! $10.40

$13,50 (5.9% increase)? $10.80

Option(d ™~ \$4/5.oo (17.6% increase)? $12.00
\/
T é tment assessed the impact of different options on employment; on low
@ i ers (youth, women, Maori and Pacific peopl

€, part-time workers); on wage
ear(n"ngs, Gross Domestic Product and inflation; on industry sectors and on the

% sector. The main findings are:
a Options 1 and 2 are estimated to have no impacts on employment growth and
very small impact on weekly wage earnings and GDP/inflation. These options
may directly affect about 50,000 employees nation wide.,

L An increase in line with the change of the Consumer Price Index (CPI) and average wage change from the
Guarterly Employment Survey (June quarter 2010) (QES).

2 An option between optien 2 and option 4

3 An option consldered in the minimum wage review 20009,



Backgrou
5

It i @y enf>for you as the Minister of Labour to review minimum
each year.
6@ % ge rates are:

©?<

b It is estimated that Option 3 ($13.50 an hour) may reduce employment
growth by up to 380 jobs; it may directly affect about 100,000 employees and

increase weekly wage earnings by around 0.09 percent and GDP/inflation by
0.04 percent,

c Option 4 ($15.00 an hour) may reduce employment growt between 3,44(&
and 5,450 jobs. Option 4 may have a relatively higher im e econ .
d  Youth, women, Méori, Pacific people and part-time wor are more lik

be minimum wage workers, They are more likely efitrom any.d ase

In the minimum wage.

e Hospitality and retail industries are the sectors most affected n increase In
the minimum wage. For Option 3, thei {9 ly wage bil crease by

10.7 and 7.4 percent respectively,
scal imp# the state sector.
ent a
S

f Increasing the minimum wage wo
The Ministries of Health, Social-be

on and the Accident

Compensation Corporation identified ch are likely to be
impacted by changes in age ( paragraph 26 for more
details).
Given the fragile econo Ichc\o i Department considers it is not
practical to increase the%sigzm wage an hour (Option 4) for 2011. The
pattern of small and grad ihcrea inimum wage rate in the past two

Laining its relative value and the constraint
Maintain this balance in 2011 by making a
e Tevels.

on job grow

years has struck a’balance betwee
iy
madest Incr o]

N

$12.75 an hour for the adult mintmum wage, and

. 0.2 hour for the new entrants’ minimum wage and the training
wage,
T% 's review occurs against a background of fragile economic recovery and
g

employment. While the economic outlook is improving, there remains

@nainw about the extent of the economic recovery in hoth New Zealand and

ally. Therefore, the Department considers a cautious approach to setting the
minimum wage rates for 2011 is warranted.

There is a mix of views on the effects of the minimum wage on employment levels,
While a minimum wage increase benefits low paid workers by raising their Incomes,
previous research suggests these workers may also be the first group of workers to
experlence any negative impacts from an increase. However, there is no firm
evidence that a modest increase in the minimum wage has a negative Impact on
employment,



Options for the minimum wage review 2010

9  The Department has examined four options for the minimum wage rates in 2011,
These options are listed in the following table;

Table 1: Options for the minimum wage In 2011
H ; ,-;-q:;rg 4 3 = e TR T

Option 1

Option 2 $13.00 $10.40

AN
Option 3 $13.50 $10.80 ) ®
Option 4 $15.00 $ %O\O\ (\> /\%

Submitters’ views on the minimum %@% NK)

10 The Minister of Labour invited wri issions fro usiness New Zealand, New
Zealand Council of Trade Unip TU) other stakeholders. 12 written
submilssions were received &'not make a submisslon.

11 Three submitters (the Matiohal A socla ail Grocers and Supermarkets of

erated Farmers of New Zealand and
) recommended no increase to the

the Hospitality
minimum wage ¢

12 MDistribution Union (NDU), the New Zealand
and Food Workers Union and the Working
commended increasing the minimum wage to $17.22
13 /Bnmended an increase to $15.00 (option 4).
1 o submitters

ional Advisory Council on the Employment of Women and
ayors Taskforce for Jobs) recommended an increase in the minimum wage but

ey did @\t;r::?nmend a specific figure.
g%VThe Sap: iness Advisory Group recommended a range of options from nao

0'$13.00 an hour, with 3 strong preference to increase the minimum wage
h the change in the CPI,

Agsessment of the options for the minimum wage rates in 2010

e options are assessed in terms of gains and losses from changes in the minimum
wage. Matters considered include the main social and economic impacts and the
impacts of the options on specific population groups. The optlons are also
considered in terms of changes to the minimum wage as part of the broader
package of government income and employment-related interventions.

* This Is based on 66.0% of the average ordinary time wage of $25.45 an hour in the June 2010 Quarterly
Employment Survay, plus a 2.5% increase to take it ko the end of March 2011,



Impact on employment growth

17  Evidence regarding the impact of increasing the minimum wage on employment is
mixed. The conventional view on adjustment In the labour market suggests that
when the price of labour increases (for example, due to an Increase in the minimum

wage) there will be a decline In the demand for labour (possibly to substitutio
of capital inputs). Recent research finds that minimum wage | ise pay a
t

bottormn of the wage distribution and are generally associated. wj er disparsion
of earnings. However, desplte considerable efforts, re ave i
down the effects on other aggregate economic outc S, as une ni
and employment®,

18 The Department has analysed employment im s with respe ! minimum
wage changes by using a range of employme ent f gat’changes in

minimum wage options are adjusted usin ucers P @ ex{PPI)®. In real
terms, Optlon 2 ($13.00) does not corisfi n incr I_the year to March
2011 while Option 3 ($13.50) offers s al in % %in labour costs.

19 Table 2 below sets out aggregate.e s of the f job constralnt that may
result from minimum wage j @ntty,_theHousehold Labour Force
Survey for September 201 at the t ber of people employed is
2,193,000. This is projecte
2010 according to the De
next two quarters
increase by 1%

orecast of 0.5% per quarter in the
1 ployment is currently expected to
2,237,100 in March 20127,

Table 2: Summary o . iIwage.increases on employment levels (March 2010 -
March 2011)°

0.00%

2/@900\ 2 kg\(@.o%) 0 0.00%

3. \%/50/ &770 {(1.0%) - 22,150 {1.0%) 0- 380 0.00% - 0.02%

ws.oo 1&@/0/63%) - 18,710 (0.8%) 3,440 - 5,450 0.16% - 0.25%
T

Source: nt of Lahour calculatlons

5 Freeman, R. Labour Market Institutions around the World, National Bureau of Economic Research, Cambridge,
uly 2007.

® This Indicate the changes in output prices of the total economy and can be obtained from the NZIER

Quarterly Predictions (for the period March 2010 — March 2011 is 7% but a lower PPI of 5% Is used for our

assessment),

7 The NZIER consensus forecast is used here and already Implicitly assumes Impacts on employment due to

minimum wage increases, but the magnitude of this Impact Is unknown. We do not adjust for this for reasons of

convenience.

! we have used single estimates for the wages of 16 and 17 year old workers, as the data suggests that

majority are earning the adult minlmum wage or more and we are unable to estimate how many 16 and 17

year olds may be eligibie for the new-entrant minimum wage (for example when they will have completed the

service requirement under the new entrants’ minimum wage). The data therefore assumes that all 16 and 17

year olds are ellglble to earn (at least) the adult minlmum wage.




20

21

Impact on low paid workers

22

@V

There are no negative impacts on employment growth expected with aption 2
($13.00) since this option does not constitute a real Increase in the minimum wage
and employment adjustment factors are estimated on the basis of real minimum
wage change. Predicted employment growth without an increase In the minimum
wage (option 1) for the period March 2011 to March 2012 (1A

reduced under option 2 as emplayment growth is estimated to ¢

For option 3 ($13.50 an hour), employment growth Is estima
380 jobs. Employment growth is estimated to be red
5,450 jobs under option 4 ($15.00 an hour).

Youth, women, Maori, Pacific and part-time are more | e low pald
workers, A high proportion of them are earding.below or at Infium wage and
they are likely to benefit from any incr &’minimu e rate. Raising the
minimum wage will also increase fair pay gap. However,

duce
these workers may also be the fir t@ to erience any neqative
Impacts from an increase. Th Mawing table show e demographic and job

characteristics for wage and orkers i by different minimum wage
options.
Table 3: Shares of demographic gtolips by adulfs Iwm wage (%)

Femai 57.1 57.6 59.9 61.6 47.0
6.6 37.6 43.2 49.1 72.1

51.8 54.8 56.2 61.4 72.8

20.8 19.8 16.6 15.8 11.3

5.6 5.6 6.5 6.0 4.0

56.0 52.1 48.2 41.9 14.0

37.2 37.8 36.9 39.6 66.0

@e: 2010 New Zealand Income Survey, Statistics New Zealand,

%ct on wage earnings, Gross Domestic Product and inflation

3

Table 4 examines the iImpacts of each option in terms of the numbers of workers
affected, the estimated increase in weekly wage earnings and the potential increase
in nominal GDP/inflation, It shows that while a relatively large proportion of
workers may be affected by the different options, low income workers are generally

working fewer hours, and so account for a relatively small share of weekly
garnings. :



Table 4: Economy-wide Impacts of increases In the minimum wage In 2011 on the wage earnings
and GDP (inflation)®

1. §127s

45,700 1,038 a5 74 13,2521 N o 0.00% 0.00%

2. $13.00 53,000 125 | (N W& 18332 /\> 289 0.02% 0.01%
3. $13.50 108,100 2719 S}s,zm %\) 1,456 0.00% 0.04%
S

4, $15.00 274,900 7,750 106,28 W 9,955 0.82% 0.26%
28

Source: New Zealand Incom rvey June 2010, Statistts Néw Zealand and Pepartment of Labour
calculations.

24 Inthec 0 3 ($1325 ur) about 108,000 workers could be affected,
if the itHmum pplles to all workers including 16 and 17 year old

Ild increase by $1.456 million a week and it could
ma Impact h
00) may have

y 0.04 percent’®. Option 2 ($13.00 an hour) has a
umbers affected, wage earnings and Inflation. Option 4
atively larger impact on wage earnings and inflation.

o\
@ed single estimates for the wages of 16 and 17 year old workers, as the data suggests that

ri 2 eaming the adult minimum wage or more. We are unable to estimate how many 16 and 17 year
Q ¥y be ellgible for the new entrants’ minimum wage (for exampie when they will have completed the

ervice requirement under the new entrants’ minlmum wage). The data therefore assumes that all 16 and 17
ear olds are ellgible to earn (at least) the adult minimum wage. The results therefore represent an upper

option and the exIsting minlmum wage would be ($13.50x 2,717,000 hours worked per week=$36,675,000),
Column 5 then shows the difference with the current earnings (shown In column 4). In column 6 this is
expressed In terms of the economy-wide weekly wage earnings (for ail people that receive Income from wages
and salaries, Including those who are self-employed) and in column 7 in terms of GPP based on the latest
economy-wlide share of wage earnings in GDP (43.2% in 2008/09).
1 For example, from 2.00% (as Is forecasted by the RBNZ for the year to March 2011, see

Liwww. rbnz.govt.nz/monpol statements/index.html, select the “data” option} to a new Inflatlon rate of
2.04%. Nate that this inflationary impact madel ignotes any adjustments or adaptlon that may take place at
the Individual, firm or macro level such as worker lay-off, cost-push effects or other macro price / exchange
rate effects.



Impact on the state sector

25 There are a number of state sector employees and contractors on low wages,

minimum wage are therefore likely to have direct (and possibly. also indirect
‘flow-on’) costs for some state sector employers. It s likely t anisations
seek additional funding to compensate for higher wage co
following a minimum wage increase state sector employees
employers to retain their relativities. This may also im

26

$13.00 $2.3 milllon

$13.50 $21.87M $6.9 million

N
$15.00 $92.85M %Jgsﬂ,oo \\é4,463M $20.7 millicn
[ 7

Other conside w Q
Comparison intarriationa marks
27 Intgrnatis , Minira e levels vary greatly. In many countries, desplte the

i
risis, mi ages have continued to increase, either as the result of
2

lans or reviews of their domestic economic and labour
situations*®. This year many developed countries, such as the United

dom,Australia, Canada, Turkey and Poland, increased their minimum wage
tes,

VThere "ipe number of factors that might contribute towards Cross-country

ditffetencés in minimum wage levels, The Department considers that comparison
h ralla is useful due to its close €conomic connections to New Zealand and
the relatively free movement of labour between the two countries,

€ Australian federal minimum wage increased by 4.8% from AU414.31 to
AUS$15.00 following the 2010 review. The current Australian minimum wage rate
equates to NZ$19.31 on 1 November 201012,

Interface with other government interventions

30 There are a fange of government interventions and initiatives aimed at protecting
employment and increasing incomes. These interventions encompass labour

Y10, Global Wage Report, 2009.
2 Baged on an exchange rate of 0.7769 from New Zealand Reserve Bank.




market policies, the taxation system, and education and training polictes, among

which taxation generally has a

Taxation

31

and from 21% to 17.5% for income between

decrease in individual income tax came into effect from
same time the rate of GST payable on goods and serv
15%. The net result from these two changes for thos

wage is expected to be a small increase in disposable inco

32 Also from 1 October 2010, the rates of the fa
to compensate for the expected impact o
rate of GST. From 1 April 2011 the r

increase to reflect expected inflation |
with dependent children will have 4

(equivalent to a gross annual incafhe

v

Proposed timeline for the rest

revie

33 The following table provides ve
e following pro

Meeting With offit to discu

The rates of tax on individua! incomes recently decreased. The
income earners decreased from 12.5% to 10.5%

minimu @
cale 3
t-family me
1726).
v

Bké of th

more direct impact on low paid people.

for income u
$14,000 an

rates that affect lo
000 a
@ year.| The
er 2010, At
0

ing around the mum

13
credit were d by 2%,
expense rease in the

y tax credit will
Working familles
d up to $22,204

ppe

e rest of the 2010 review:

SR IR
—— | ——__~%:

15 November 2010

i
Final briefing 6 MWR to you|\_) )

26 November 2010

Draft { Mer for§\ consideration

3 December 2010

C{ff\:r\sllidfs%s thgﬁ&i}e\t\%per with you

7 December 2010

Ca Vet paper
ittee

%&%"ic Growth and Infrastructure

15 December 2010

20 December 2010

\,Qa/binetv

 fraglle economic recovery situation, the Department considers it is not
ical to increase the minimum wage to $15.00 an hour (Option 4) for 2011. The

rn of small and gradual increases in the min

imum wage rate in the past two

increase to the minimum wage levels,

B There is a rough calculator at www.taxquide.
around $2 - $6 a week depending on how much

VENZ. Someone ¢n minimum wa
of thelr income is spent on rent.

g its relative value and constraining

years has struck a bhalance between maintainin
ob growth. It seems possible to maintain this balance in 2011 by making a modest

ge might be better off by



Recommendation
It is recommended that you:
1 note that this year’s minimum wage review is considering four options for 2011; <§

$12.75, $13.00, $13.50 and $15.00 an hour
ent g h
¢ These op

2 note that options 1 and 2 are estimated to have no impacts
and very small impact on weekly wage eamings and GDR/i

3 note it is estimated that Option 3 ($13.50 an h ay reduce employment
growth by up to 380 jobs; it may directly affect about 9

may directly affect about 50,000 employees nation wid

Increase weekly wage eamings by around 0. w
y between 3,440
s fo

z

4 note Option 4 ($15.00 an hour) may reduce’ e
and 5,450 jobs. Option 4 Mmay have Liv

percent
on-the economy

igher,

5 note you intend to discuss the min; @ age rat r 2011 with the Prime
Minister and Minister of Finance on 24 emb 0

6 note the Department consider: is ot practica tAcrease the minimum wage to

$15.00 an hour (Option 43.fo 11, and

7 instruct offlcials of your p ed o

@©%©

clals to draft a Cabinet Paper by 26

M Hon Kate Wilkinson

anager, Minister of Labour
oyment Relations, Workplace P
r Secretary of Labour /o A

------------------



APPENDIX 1: NOTE FOR YOUR MEETING

WITH THE PRIME MINISTER ON THE MINIMUM
WAGE REVIEW 2010

1. The current minimum wage rates are;

$12.75 an hour for the adult minimum wage, and

. $10.20 an hour for the new entrants’ minimum

wa e trai
minimum wage.
2. This year's minimum wage review considers four possib! 8 LAl ]
wage rates,

Option 1 $12.75 (status quo) 3 )

Option 2 $13.00 (2.0% increasef*~\ oo
Optlon 3 $13.50 (5.9% inc(ee@)}\/) }‘J\NO
Option 4 $15.00 {17.6@_{%}6}%7_ <§ 412,00
. Options 1 and 2 are.estigiat to have
very small impact on we y wage
may directly affect abo 0,00 p

i \pﬁ:ts on employment growth and
and GDP/inflation. These options
s nation wide.

0 an hour) may reduce employment
ectly affect about 100,000 employees and

y around 0.09 percent and GDP/inflation by

) may reduce employment growth by between 3,440
may have a relatively higher Impact on the economy.

reakifg the mi!‘% age would have fiscal impact on the state sector. The
i ids  of Health)\>Social Development and Education and the Accident

ensatigh, Corporation have identified areas which are likely to be impacted by
Vanges' themigimum wage.

1€ economic recovery situation, the Department considers it is nat
o‘increase the minimum wage to $15.00 an hour (Option 4) for 2011. The
small and gradual increases in the minimum wage rate in the past two
ars/nas stuck a balance between maintaining its relative valye and canstraining job

2 . It seems possible to maintajn this balance in 2011 by making a modest

r

rease to the minimum wage levels.

You Intend to submit a Cabinet Pa

per to the Economic Growth and Infrastructure
Committee on 15 December for cons

[deration by Cabinet on 20 December 2010.

** An increase In line with the change of the Consumer Price Index
Cuarterly Emplayment Survey (June quarter 2010) (QES).
' An optfon between optlon 2 and aptlon 4

An aptlon consldered In the minimum wage revlew 2000.

(CPI) and average wage change from the

16

10
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MINIMUM WAGE REVIEW 2010: NOTES YOUR M

THE PRIME MINISTER
Purpose @
1 i tion

This paper provides you with nforria on“the um~\Wage Re\new 2010 to
support your discusslon with yo A - es on Wedn ay, 24 November 2010,
This paper updates informatio d 0 you ovember 2010 [10/98801].
Recommendation
It is recommended that you;
1 forward the att formatlon olleagues ahead of the meeting on 24
November 201 Q
Ju q Hon Kate Wilkinson
ol|c nager ment Relations Minister of Labour
creta
...... [ /il




MINIMUM WAGE REVIEW 2010: KEY FACTORS FOR CONSIDERATION

1 The Department of Labour will Provide a full report to the Minister of Labour to
inform her statutory annual review of the minimum wage rates on 25 November
2010. This paper contains the key factors you may wish to consi

Context

2 Since the 2008 review, the Government has made mod
the minimum wage. These reflect the fragile economi

previous reviews. The economic recovery is still fragile,\ However, it is &xpected
that both the economy and the labour market wil| improve over_t oming 12 to
18 months.

Options considered in this review @
Table 1: Options considered in the Minimuy, £ »R/{w%ew 20 x
- R B O A I S e Wi crese

Optlon 1 $12.75 (stakiis qua \.\RMO
Option 2 $13.00 (CPI M\ij/e{‘ \ = $10.40

Optlon 3 $1350-G 9% ncrease)’ <\ [ g10.80
Optlon 4 /;W)s% Incresge)d, & $12.00

3 Any increas%mlnim (@ﬁ likely to be effective on 1 April 2011,
c

People im han the minimum wage

eaf the minimum wage are more likely to be: women,

cific paopl and part-time workers. These demographics are more
ikely Jto benefit increase to the minimum wage. They are however also
to suffer @ny negative impacts from higher minimum wages.

5 stimates that around 45,700 workers are on the current minimum
wag iant). Option 2 ($13.00 an hour) would directly affect 53,000 workers.
Optio 3.50 an hour) would directly affect 108,100 workers. Option 4 ($15.00

would directly affect 274,900 workers,

ch on employment growth

g%& e status quo ($12.75 an hour) and an increase In line with the CPI ($13.00 an

hour) are estimated to have no impact on employment growth. Option 3 ($13.50 an

hour) Is estimated to reduce employment growth by up to 380 jobs. Option 4

($15.00 an hour) is estimated to reduce employment growth by between 3,440 and
@ 5,450 jobs.

L An increase in line with tha change of the Consumer Price Index (CPI) and average wage change from the
Quarterly Employment Survey (June quarter 2010} (QES),

® An option between option 2 and aption 4.

2 An option considered in the minimum wage review 2009,



Impact on the wage bilf

7 Option 2 ($13.00 an hour) will have a very small impact an weekly wage earnings.
Option 3 ($13.50 an hour) is estimated to Increase weekly wage earnings by around

0.09%. Option 4 ($15.00 an hour) is estimated to increase weekly wage earnings
by 0.65%,

8 An increase in the minimum wage is more likely to affect lefers In
hospitality and retail Industries. An increase to $13.50 an hour (optich 3)is i
to increase their weekly wage blll by 10.7% and 7.4%, r e

Impact on inflation

9  Options 1, 2 and 3 are likely to have a very sma
to $15.00 an hour (option 4} is estimated to i
points.

Impact on the state sector @
10 The Ministries of Health, Social Dé ent an&a and the Accident

Compensation Corporation have [mated that Increa the minimum wage to
$13.00 an hour (option 2) ma direct fis Apact of around $5.9 million.
Option 3 ($13.50 an hour) ave a dire 5

pact on infl AN increase
8. inflation b rcentage

pact of around $29.2 million

for these agencies. Optioging 0 an have a direct fiscal Impact of

around $119 million for the ncies,

<
Ali 0 | due to its close economic connections to
elativ yvement of labour between the two countries.
age Increased by 4.8% from AU$14.31 to
review. The current Australlan minlmum wage rate

ovgmber 20104,

equ
- 12 a ¢ weekly wages, New Zealand’s minimum wage is higher
on a comparlson with the Unlted Kingdom, Australia’s
ipirum wage is higheér than New Zealand’s in terms of purchasing power parity.

Wom parison other OECD countries will be in the Department’s full report to
@ the Mi 1% bour.

ubmlt%r ws
14 he Minister of Labour received twelve written submissions. Three submitters
enting employers recommended no change to the minimum wage.

he majority of the Small Business Advisory Group preferred an increase in line with

the Consumers Price Index. One union recommended an increase to $15.00 an

% hour (option 4). Two other submitters just recommended increasing the minimum
wage.

@ 16 Five submitters (Including four unions) recommended increasing the minimum wage
to $17.22 an hour (this is based on two thirds of average wages), The Department

* Based an an exchange rate of 0.7769 from New Zealand Reserve Bank.




estimates that a minimum wage of $17.22 an hour would directly affect 512,000
workers, constrain employment growth by between 9,070 and 12,960 jobs and

increase inflation by 1.04 percentage points. The weekly wage bill would increase
by 2.449%.

Previous minimum wage changes

17 Over 2006-2008, the minimum wage rates increased shar
made increases to reach an aduit minimum wage of $12

increases were higher than changes in inflation and rage.wages.
part seen as “catching up” following little change to in

the 1990g,

18 Since 2008, the government has made mods@\ gases to the m wage in

line with changes in the CPI. The Increases hayé beén low reases in the
average wage.

19 Department of Labour research on of th 1 inimum wage change,
@ not affi y the changes (other than
inimym.wage).’Businesses affected were

found that most businesses surv
S5 on w@i Feases to other staff (33%),

by increasing the wages of those
more likely to absorb costs

and change their hiring practices,
fewer staff (10%).

pass the increased costs o
such as hiring more expéiencad staff or ¥

<

Tax changes
20 Income tax rate§ ased on teber 2010 while the rate of GST payable on
goods and e rease @ net result from these two changes for those
i

earning aro infm expected to be a small increase In disposable
Incom tax cr tes“were increased to compensate for the expected
impact virng expe the GST increase.,

Deapart recoin

2 iven)the fragile ic recovery situation, the Department of Labour cansiders
ot practical to intrease the minimum wage to $15.00 an hour (Option 4). The

job gr t seems possible to maintain this balance in 2011 by making a modest

in%s; o the minimum wage rates.

ttern o all-and gradual increases in the minlmum wage rate In the past two
éngyears S @ balance between maintaining its relative value and constraining

N

©

* Thera is 3 rough calculator at www.taxqui - Someone en minimum wage might be better off by
around %2 - $6 a week depending on how much of their income Is spent on rent.
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Department of Labour

TE TARI MAHI

10/99188

10 December 2010 @ &

Hon Kate Wilkinson, Minister of Laboyr

MINIMUM WAGE REVIEW 2010: DEPA NTAL RE@
Purpose
1 This paper provides you with the Depa epo g imum wage review
2010. Your consideration of the rep ifils“your & bligation to review the
ary

minimum wage rates for 2010. age summ the report is attached for
your meeting with colleagues i the rev 4 December 2010,

Background and process

2 You have a statutory obliga und;rS I of the Minimum Wage Act 1983 to
review the minim erates b mber each year. There are also formal
international cgmrni ts tha Ish an explicit obligation on the Government
to ensure an gie-minimu g

ad inim $12.75 an hour; the new entrants’ minimum

3 The curr
wage an raining miMmuUm wage are both $10.20 an hour (80% of the adult
minj ).
4 convéntion, th oeess for reviewing the minimum wage involves:
u fnviting submaissions from a range of identified parties;
V ofﬁcia%?nting you with advice and options for reviewing the minimum
W % ttached report); and
@ . uItation with your ministerial colleagues and support partners, your
@ ommendation(s) are submitted to Cabinet for consideration.
x d Cabinet decide to increase the minimum wage rates, this decision is given
fect by the Governor-

General through an Order in Council.

with employers and employees (“in equal numbers and on equal terms”) occurs to
inform the determination of minimum wage rates (as part of the wage-fixing
machinery). This review process complies with this ILO Conventian.

%% International Labour Organisation (ILO) Convention 26 requires that consultation

This Years Review

7 The minimum wage review has to consider the Cabinet directed single overarching
objective [POL Min(08) 16/21 refers]:



"to set a wage floor that balances the protection of the lowest paid with

employment impacts, in the context of current and forecast labour market and
economic conditions and impacts”

8 The prudent and gradual increases in the minimum wage rate in the past two years
have met this objective. The Department considers that a cautio approach to t
minimum wage is still warranted, Retaining the status quo (aptior>1) or a modest
Increase in line with the CPI (option 2) could be considered. €] the dyrre
subdued economic recovery and labour market.

Recommendations

I recommend that you:

1 note that your statutory obligation as Minj lly review the
minimum wage rates is discharged tion  the attached
Departmental report on the minimum wa

201%
2 note that the Department has prov with iﬁ@io on four options for the

adult minimum wage in 2011:
2.1 Option 1 is retaining t ent adu
$510 for a 40 hour yweel\
40 hour week). This would increase

2.2 Option 2 is $13.00 an hogr (or
the minimumn e, to mainta Uity with the increase in consumer prices
and avera n (an inf 2%);
Ya

iMrdm wage at $12.75 an hour (or

540 for a 40 hour week). This would increase

17.6%.

250 an
the% wage ;
2.4 ; s $1%@ r (or $600 for a 40 hour week). This would increase

the Depar nt to draft a paper to Cabinet that recommends one, or
; of the following options regarding the adult minimum wage rate:

v.l e ption 1 of $12.75 an hour or $510 for a 40 hour week (status
q

Q@X.z agree to Option 2 of $13.00 an hour or $520 for a 40 hour week (a 2.0%

increase that maintains relativity with the increase in consumer prices and

average wages).
@/ do not agree

3.3 agree to Option 3 of $13.50 an hour or $540 for a 40 hour week (a 5.9%
increase).

or



agree / do not agree
or

3.4 agree to Option 4 of $15.00 an hour aor $600 for a 40 hour week (a 17.6%
increase).

4 agree that the new entrantsg’ minimum wage continu
adult minimum wage. &

5 agree that the training minimum wage ¢ 'Qs
minimum wage. @

6 agree that any change to t @um &s comes into effect on
1 April 2011, %

do not agree
Lhe ched Departmental report and the
allable through its website, following Cabinet’s
inimum wage rates.

mlssl© do not agree
fou b=

Hon Kate Wilkinson
ief Executive Minister of Labour

. |
apour /?/ (T-(0

consequent Cabin
consideration ofvo




2010 Minimum Wage Review

The Department of Labour has assesse

d four options for minimum wage change

for the 2011 year as outlined in the table below,
Minimum wage impact Option 1 Option 2 Optl Opticn <

measures (status quo) A~

Minimum wage (per hour)

Soilts $12.75 $13.00 1350 |\ s1s.

New entrants & trainees $10.20 $10/®\ $10.80 ‘&\ 2.00

Percentage Increase 0 ﬁ(@o\ﬁ 5.%{&”\\ 17.6%

\

Number of people Impacted by 45,700 N M 274 900

minlmum wage options d —\ '

Number of people impacted \) Q\\Gﬂ

N A s /g\x 7,300 )~ 400 229,200

Forecast of constralnt on job V \

growth due to minimum wage 4B0 - 640 4,280 - 5,710

increase & N \

Economy-wide Increase in %\/

wages ($m, annual) @\ 0 é) 76 518

Inflationary Impac N\ b

{percentage point’c e Q 0.01 0.04 0.26

CPI) ﬁ

: NS
Additional wg to 0 6 30 119
govern/mQt nual)

\g\lew Z&\d's minimum wage compare with Austrailia? The

ian F al

inimum Wage was increased to AUS$15.00 (NZ$19.31) on 1
owever, New Zealand’s minimum w
igher than Australia’s by 4.3 percentage

age is 49.5% of average
points.

re'the submitters’ views on this years minimum wage review?

bmitters recommended a range of views from status quo up to $13.00
. Union and worker representative groups recommended a range of views
a change with no specific figure through to $17.22 per hour.
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Executive summary

1 The minimum wage provides a floor for wages paid to employees. The
Minister of Labour has a statutory obligation to review the level of th

minimum wage by 31 December each year. For this year’s minimum w
review, the Department of Labour (the Department) @gsidere ur

options for minimum wage rates adjustment for 201 sessment
different options against a range of measures is ised in_the

below.

Table 1: Impact of different options for the minimum ge
adjustment in 2011 &

Minimum wage (per haur)

Adults $12. <\ $13. 13.50 $15.00

New entrants & trainees Q}& $@$@> $10.80 $12.00

Percentage increase \\m \\@:@g 5.9% 17.6%2
R Ja \

Number of people impacted by s

N Wage aotian é/e'j\ 45,7 4 53,000 108,100 274,900
N >

Number of people’ M

sbove statis & 7S . @ 7,300 62,400 229,200

R AT T B R

Forecast o int’on job
growth due imum wa 0 480 - 640 4,280 ~ 5,710
incregse

N

o] wide increaseN “
;,%‘gm, annual) \% N/A 15 76 518
\ﬂéonary im
MMEMWM N/A 0.01 0.04 0.26
\\g/

Additora e costs to
($m, annual) A 6 30 119
N/

! This increase is In line with the change in the Consumers Price Index (CPI) (June 2010) and average wage
change from the Quarterly Employment Survey (QES) (June 2010).

? An option considered in the minimum wage review 2009.

* This is the additional costs to the Ministries of Health, Social Development and Education, and the Accident

Caompensation Corporation, from higher wage costs to service providers. It does not include any offset from
additional taxes on hlgher minimum wages.



The minimum wage review has to consider the Cabinet directed single
overarching objective [POL Min(08) 16/21 refers]:

“to set a wage floor that balances the protection of the lowest paid wi
employment impacts, in the context of current and fore labour mar
and economic conditions and impacts”

The prudent and gradual increases in the minimu te in_th

two years have met this objective. The Depéit t “consid t a
Cautious approach to the minimum wage is s@rr nted. Retaifing the
status quo (option 1) or a modest increase in line*with thé CPI (option 2)

could be considered given the current ued econ overy and

labour market, /f: @



Part one — Background and context

4  This section sets out the current minimum wage rates, the legislative
background, international obligations, the Government’s objective for the

minimum wage, the economic context in which this review occurs, a
labour market conditions.

Current minimum wage rates @
5 The current minimum wage rates, which are& din them

Wage Order 2010 and took effect from 1 April 2 re set gut below.

*  The adult minimum wage is $12.75 an howr. It appli employees
aged 16 years and over, who are not Q, ants ort .
8.2

* The new entrants’ minimum wa 0 an It applies to 16

and 17 year olds except for those yees; e completed 200
hours or three months of e@\ t, :\v& is shorter; who are
S

supervising or training ot ; or who subject to the training
minimum wage,

. The training minimu is $10.20 hour. It applies to those
employees aged 16 vears and are undertaking at least 60
credits a year in a re red traini gramme.

inimum wage cannot be set at less

6  Under legislatio new entr
than 80% of ini

The legal me of t um wage review
The Minim ge A 3

7  Min wages a

g\Act 1983 (the Act). The minimum wage provides a

th IRimumWa
r.fer wages p to employees. It is an offence to pay less than the
i um

m wage is set, the Minister of Labour has a statutory
er Section 5 of the Act to review the level of the minimum

Mhere

obligat

waé%> 1 December each year,

@ 9 @n ention, the Minister of Labour makes a recommendation to Cabinet

oF

on the Department’s advice. Should Cabinet decide to increase the

%ginimum wage rates, the Governor-General will give effect to the changes
rough an Order in Council. Historically, any increases come into effect on

or before 1 April.
International obligations

10 The minimum wage is part of the Government’s general responsibility to
ensure soclally acceptable employment standards that are prescribed and
enforceable. Additionally, there are formal international commitments that
establish an explicit obligation on the Government (as a member state) to
ensure an adequate minimum wagde, including under the Minimum Wage-
Fixing Machinery Convention, 1928 (International Labour Organisation (ILO)
Convention 26).  This convention obliges the Government to create
minimum  wage-fixing machinery where “no arrangements exist for the

5



effective regulation of wages ... and wages are exceptionally low”. It also
recommends that minimum wages should be set according to the general
level of wages prevailing in the country, taking account of the necessity to
enable the workers concerned to maintain a suitable standard of living.

According to the ILO, “The ultimate test of any minimum wage system is i
acceptability and effectiveness at a given period of tim its ability_to
meet the different needs of ali parties concerned”?,
The Government’s objective for the minimum @
11 The Government’s objective for the minimum
that balances the protection of the lowest paid with

s: Yto set 3 loor
t impacts, in
conditions

the context of current and forecast labou rket and e
and social impacts” [CAB Min (08) s]. e Yinimum wage
objective and related criteria provide ork fo -@sing the options
for the minimum wage (see Appendix x

3Q lativ other benchmarks

F$12. holr is significantly higher
e
($4.60° an hour base

it—for a_sin ult aged 18 to 24 years

hour w \/The benefit for a single adult

aged 25 years or over | .82 an h ed on a 40 hour week). These

benefit amounts de-not include Upplementary assistance, such as the
accommodationment ort Oxary GST assistance.

13  The curren mimu @ is"around 49.5% of average total hourly

earnings e Quarterly Employment Survey, September

t m
n houf>i
2010) 5% of n total hourly earnings ($20.00 an hour in the .

Level of the current minimum

12 The current adult minimu
than the unemployment

New Ze ncom » June 2010).
14 The t adult um wage is lower than the average minimum
K ¥, adult vﬂ% collective agreements. According to the Industrial
ns Centre at\Wictoria University, the average minimum weekly wage
in_collective.agreements is $576 a week®. This equates to $14.40 an hour
vr a 0 ek. See Figure 1 on the following page for a comparison of

the mi wage options against other income benchmarks.

4 International Labour Organlsation (1998) "Minimum Wage Fixing: A Summary of Selected Issues”, Briefing
Note No.14.

5 This converslon is only provided for comparative purposes and doas not reflect any policy positlon or view.
& Stephen Blumenfeld and Peter Kiely (2010) “"Employment Agreements: Bargaining Trends & Employment Law
Update 2008/2009”", Wellington.



Figure 1: Adult minimum wage options compared with other income
benchmarks
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Economic c@ abo a t conditions and outiook,

Option 4 $15.00 |

15 The nt revi he minimum wage takes place amid a slowly
Ing labo et following five quarters of recession in 2008/09.
tiook is based on the most current data available to the Department.

main~sources of information are Statistics New Zealand, business
Vurvey IWI@{: views.

of both domestic and global factors, the New Zeaiand economy
e over the five quarters to March 2009 with real GDP falling by a

67 As a rg
@ 3.5%. This made it both the longest and deepest recession for
ir

years. However, while the impact of the global financial crisis on New
\ and was significant, it was smaller than for most developed nations.

ew Zealand’s performance was supported by a sound financial system,

growth in key trading partners (particularly China and Australia), high
commodity prices, positive net migration, and significant monetary and

fiscal stimulus.

17 These factors also helped pull New Zealand out of recession in the June
2009 quarter although the recovery so far has been mild, particularly
compared to previous upturns. Although it has been five quarters since the
recession ended, activity remains 1.5% below its pre-recession peak.

18 The recovery has been led by the export sector aided by strong commodity
prices, robust growth from Asia and a favourable exchange rate with
Australia. The latter has contributed to stronger than expected



performance by some manufacturing industries servicing the Australian
market.

19 In contrast, domestic demand remains subdued. Households continue to be

cautious with growth in consumer spending low and activity in the retai
sector weak. Weakness in the housing market, low wage growth and ma
ic

households choosing to repay debt, or save, is con i eco
activity in sectors such as retail and hospitality. We ekpec wth in\thes
industries to remain relatively mild with househol contj

Cautious over 2011, although the Rugby World in 2011 I% ide
a one-off boost to these sectors.

20 The general view is that inflationary pres in the ec re low and
little pressure is expected from wag sh as our market
remains weak. However, GST and o one»off incld ill temporarily
boost domestic inflation (as measure e Co s_Price Index, CPI)
towards 4.5% in mid-2011. It is’ho wh % one-off increases in
headline inflation will affect price age se ehaviour.

21  The downturn in the New Z& €cono 0 an easing in the labour
market during 2008 and ith e t falling by 2.4% from peak
to trough and the une@ent r 0 a ten year high of 7.1% in
the December 2009 qua in unemployment was strong, it

was from a posjtioiinof a 22- f 3.5% before the recession hit.
Therefore, de athe unemg <nt'rate more than doubling, it remains
8)3¥s {

below the 7.9 rec he 1997/98 recession and the 11.29%

22 The la ed to turn the corner in late 2009/early 2010.

ur mar a has been volatile recently, the unemployment
adua rom 7.1% in the December 2009 quarter to 6.4%
e

quarter. Employment on the other hand has risen
ar to September 2010. This confirms that the labour

B

20 r, with the average prediction in New Zealand Institute of
esearch (NZIER) Consensus Forecasts for a 0.7% increase. A
u of forward-looking indicators, such as business confidence, eased

he September 2010 quarter suggesting economic growth was low over

%;hrs period. Furthermore, disruptions from the Canterbury earthquake will

ct as a drag on growth, with initial estimates from the Treasury estimating
% it could take 0.4 percentage points off economic growth in the September

Ws well under way.
Mcono h is expected to remain retatively weak in the September
R

2010 quarter.

@ 24 However, economic growth is expected to pick up over 2011 on the back of
robust trading partner growth, high commodity prices, and reconstruction
activity in Canterbury. The 2011 Rugby World Cup will aiso support activity
over the next year. These factors are expected to see the economy grow by
more than 3% over 2011.

25 Further, the Department expects the labour market to continue to slowly
improve over the next year. The November National Bank Business Outlook
showed a net 11.5% of firms intend to increase staffing levels over the next
year. This is above the long-term average of a net 6.0% and points to

8



above average employment growth. This is expected to see the
unemployment rate trend down gradually over the next year, falling to
around 6.0% in mid-2011. An unemployment rate of below 6.0% is
historically low and highlights that despite the rise in unemployment over
recent years, we predict there will be little Spare capacity in the labo
market by the end of 2011.

Impact on employers of the 1 April 2010 minim age’incre

26 From 1 July to 6 August 2010, the Department o abour co a
survey of 1,766 empioyers on their attitude practices arqund the
change to minimum wage rates in 2010” The surveiresults re scaled up

to represent the entire New Zealand empl opulation exception
of Agriculture, Horticulture, and Fisheri ry.

27 The survey found that 94% of em s, Were the April 2010
changes to minimum wage rates—s at 2 % ployers had paid
someone at the minimum wage @ past n asked if the 2010
changes had impacted upon I siness._just “whder 88% of employers

indicated that their busine ot affe the changes (other than

increasing the wages of those\on the mi g wage)®.
28 Employers who reporte@g at th m wage in the past year were
more likely to repert being aff he changes. Of the total of all
mployer ad in the past 12 months hired

um wag tal 7.3% reported an impact. A total
m wa loyers reported being impacted. Chart 1

orted that their business was affected by the
; f them reported multiple impacts. A total 7.7%

additional costs. Just over total 4.2% of businesses

that they in% d the wages of other staff not on the minimum wage
esult.of the changes. Very few employers, at around total 1% reported

sing co o the consumer while total 1% reporting changing their
iring ig;@t% either recruiting fewer staff or hiring more experienced staff.

No% rted redundancies. Table Two, below, summarises these
@ ~

29

@ 7 This survey had a total sample of 1,766 employers, with a welghted sample of 1,762 employers. It represents

the range of industries in the New Zealand economy with the exception of the Agriculture, Horticulture and
Fisherles Industry

Please note this Is because they repiied no to the question: Did this rise have an effect on your business? In
other words, it is the perceptions of the effect of the changes, not actual, verifiable changes.

Note that this is a weighted sample and that affected businesses could give more than one response when
asked about the effects of minimum wage changes on their business.



Table 2: Responses of businesses which
the minimum wage changes in 2010

reported being affected by

Total % of | Minimum | Non minimum
Responses all NZ wage > wage
employers | employ %&Wploye;s’b
Absorb costs 7.7 /‘{§> 1.9 &Q
Increase the wages of staff not on the 4.2 %V %
minimum wage
08

Pass costs onto the consumer

o

Recruit fewer or hire more experienced
staff

N

ohw 0.7

Tighten costs in other ways

R
%ﬁc

Q08

0.4

72
) 02
0.1/\

0\

~

Reduce hours of some employees

<o 0
0.1 0

> 0 0

Raise productivity to offset costs N

Redundancy

e
AN

N
Chart 1 Proportion of w Z
impact of the migimum wage@

Q©

\
>ployers reporting on the

X%

Non minimum wage
employers reporting no
impact

@ Minimum wage
employers reporting no
impact

0 Minimum wage
employers reporting
impacts

0 Non-minimum wage
employers reporting

impac_tsi_w\l

Flease note this data w as scaled up fromresearch conducted by the Department of Labour.
Due to rounding, the totals will not add to 100%

10 The range of industries in the New Zealand economy with the exception of the Agricuiture,
Fisheries industry

Horticulture, and

10



Part two — Options for the minimum wage review
2010

30 This section sets out the options considered for this year's review of th
minimum wage rates and submitters’ views on this year’s iew.

31 The Department has examined four options for

Options for the minimum wage review 201%
d mini

e
rates in 2011. These options are: v
Option 1: Retaining the current adult minimum wage’of $12X75 an our;
Option 2: An increase to $13.00 an h nge in the

Consumers Price Index (C i
average wages from the

June 2010;
Option 3: An increase to $13 ur; an
Option 4: An increase to $ hour. %
age rate

e changes in

in

Submitters’ views o@
32 The Minister of Labour ited it ubmissions from Business New

Zealand, New d Coun rade Unions (NZCTU) and other

stakeholders. 7 ritte ' ions were received. A summary of the
submissiong’] treched @pendix 3 to this report, and relevant
Nt

S

included throughout this report.

Association of Retail Grocers and Supermarkets
). Federated Farmers of New Zealand, and
New Zealand) recommended no increase to the

submitters’
33 Three i@ers (
of land

ia

os Ass
nimum wage ion 1).

34 submitters (National Advisory Council on the Employment of Women
v ACEW), ayors’ Taskforce for Jobs) recommended an increase in the

e, but did not recommend 3 specific figure.

@5 Thg%n“ | Business Advisory Group recommended a range of options from
@ @1 ge to $13.00 an hour, with a strong preference to increase the

Um wage rate in line with the change in the CPI (Option 2).

i
%ne submitter (Unite) recommended an increase to $15.00 an hour {Option
4).

Five submitters (NZCTU, National Distribution Union, New Zealand Nurses

Organisation, Service and Food Workers Union (SFWU), and Working
@ Women’s Resource Centre) recommended increasing the minimum wage to
$17.22 an hour'®.

! This is based on 66.0% of the average ordinary time wage of $25.45 an hour in the June 2010 Quarterly
Emplayment Survey, pius a 2.5% increase in line with the expected wage movement to the end of March
2011, The New Zealand Cauncil of Trade Unions and Service and Food Workers Union also proposed an
alternative option of an April 2011 Increase to $15.00 and an increase to $17.22 In 2012.

11



Part three — Assessment of the options for the
minimum wage review 2010

38 This section assesses the options for the minimum wage review 2010 in
terms of two criteria. First, the options are assessed in terms of gains aq&
e

losses from changes in the minimum wage. Matters co ed includ
impacts of the options on specific population groups andth In sociak an
economic impacts. Second, the options are conside rms ha

to the minimum wage as part of the broader policy pa ge of G nt
income and employment-related interventions.

Assessment criterion 1: Gains and losse m chang e
minimum wage

39 The first assessment criterion is an a t of gai losses from any
change to the minimum wage. A aun been identified for

fac %%
consideration in relation to this a%ment lon’ These factors have
been used in this assessment le~gptions.as m as possible. However,
n

we do not have data avai 1, as the impacts on some

types of low paid work
workers with disabilitie
Number of people a ted by t

40 The following
who would

ew

mper of workers, aged 16 to 64 years,
M wage options.

5.7 10,500 1.4 19,900

12.5 23,100 3.5 51,400

252,800 30.7 | 56,400 |11.2 | 163,100

N\Stm{ce: 2010 New Zealand Income Survey, Statistics New Zealand
ote: The numbers are rounded to the nearest 100, It is assumed that those earning below

E%Q the minimum are exempt from being paid the minimum wage,

12



Table 4: Estimated affected 16-17 year olds

‘New etrants” minimum wage - Adult minimum wage

Minimum wage T3 % § [Number | Minimum wage | 9% | Namber &

- ot b ﬁ - " T “d i
. opHion. e T | 4 option g

1. $10.20 4.5 1,700 | $12.75 O 11,@
2. $10.40 4.5 1,700 | $13.00 /2 @5/1.4 X%
3. $10.80 5.2 1,900 | $13.50 134 | 1g100

4. $12.00 8.1 3,000 | $15.007)) €az] 22,100
Source: 2010 New Zealand Income Surve atistics New @

41 In Table 3, it can be seen that a n@ arger rtiont of workers in the 18
to 24 years age group will bensfi anincreasg in the minimum wage.
Table 4 shows that any in is likely t a high proportion of 16

and 17 year olds, as the be pafd-at'or'near the minimum wage.

42 The estimates in Tabl d Tabl for workers who may directly
benefit from the minimu age io here may be other impacts as a
result of the ¢ @ of the mi age. For example, if the minimum

C [3

dyees maychoose to (or wish to) work more hours, or

employers ose to er hours to employees. Employers might

change ir RIXng pra h bstituting one type of workers for another,

such a%ymg perienced workers. This might mean that more

g 1 ar o directly affected by the minimum wage change

tha pSe age and over. Employees earning near the minimum

& {may ask% y increases to keep their current relativity to the

ffium wage.

nWoyment and unemployment

Wcts .
@ Evigen egarding the impact of increasing the minimum wage on
; e

ent is mixed. The conventional view on adjustment in the labour

F uggests that when the price of labouyr increases, due to an increase

minimum wage, there will be a decline in the demand for labour

Np ssibly due to substitution of capital inputs). The industry sectors that

re most affected by an increase in the minimum wage may experience a
constraint on employment growth.

44 There is a mix of views on the effects of the minimum wage on employment
levels. The ILO has found that whether a minimum wage has a negative or
a positive effect on employment depends on many factors such as its

relative level, the structure of the labour market, and the country
concerned*?,

@ Research on the effects of the minimum wage

12 Youcef, Ghellab (1998) “Minimurm Wages and Youth Unemployment”, ILO, p.58.
13



45 Research finds minimum wage laws raise pay rates at the bottom of the
wage distribution, and this effect is generally associated with lower
dispersion of earnings. However, despite considerable efforts, researchers
have not identified the effects of minimum wage on other aggregate
economic outcomes, such as unemployment and employment??,

46 Research from the United Kingdom (UK) suggests that wage

simply have no effect on employment, or that mini effects
exist, but they may be too difficult to detect and ry sm
case, with 64 studies containing approxima estima ey
conclude that if there is some adverse employme om imum
wage rises, it must be of a small and polic levant magni .

47  Australian research indicates minimum in providing

the financial incentives for people to 2ir hours in, jobs

paid at minimum wages, or may enhga S through their role
in providing a safety net. Mi Wag& s may also have

employment effects; however ects ar® nofclear cut!s.
Impacts on employment grow

48 With the mixed results~fr researc re in mind, the Department
has taken a cautious ap and o idered the relationship between
the minimum wa and empl ntogrowth and unemployment. This
approach is also by the a ity of data.

49 The Depart anal % loyment impacts with respect to real
minimum nges i ne/adjust for changes in price levels using a
relevan lator, scussed below) by using a range of employment
adjustm ctors ifies) that are broadly derived from econometric
ana Aducte epartment and others®®. It is important to note

at \our analyt mework assumes that everything else remains the

nd it does specifically deal with important economy-wide and

ack effects, some of which may have a positive impact (e.q.

and and fiscal effects), while others may be negative

competition)’.  The timing of the adjustment is also
and a one-year adjustment period is assumed.

S

50 cept of “real minimum wage changes” is important for our
[sclssion here. For example, Option 2 ($13.00 an hour) implies a 2.0%
x inal increase and Option 3 ($13.50 an hour) a 5.9% nominal increase.
owever, it is important to consider these nominal minimum wage increases
relative to changes in the output prices that a firm can expect.

Y Freeman, R. (2007) Labour Market Institutions around the World, National Bureau of Economic Research,
Cambridge.

* Doucouliangos, Hristos and Stanley, T.D. (2009} “Publication Selection Bias In Minimum-Wage Research? A
Meta-Regression Analysis”, British Journal of Industrial relations, 406-428.

'* Nelms, Lucy and Dr Constantine Tsingas (2010) Literature review on social inclusion and its refationship to
minimum wages and workforce participation, Research Report, Minimum Wage and Research Branch, Fair
Work Australia,

' More fnformation on the adjustment factors used is available from the Department of Labour.

7 One could argue that all these effects are “loaded” into the econometric estimates but they are not expilicit.
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51 Real changes in minimum wage options are adjusted using the Producers
Price Index-Outputs (PPI-O). This measures the average change in output
(selling) prices of firms across the whole economy.

52 Forecasts of changes in the PPI-O were obtained from the latest (December
2010) Quarterly Predictions, published by NZIER. NZIER r&

is a rel t

ich w@

PPI-O will increase by 4.4% over the year to March 2012!
estimate for the period of the minimum wage qp

effective from 1 April 2011.
53 Option 2 ($13.00 an hour) does not constitute %Je
an h

e in the realvalue
of the minimum wage; while Option 3 ($13.50 ry wo resuit in an
increase of 1.5% in real terms.

54 Table 6 below sets out aggregate e possible job

losses that may result from mini

Household Labour Force Survey for-Se

number of people employed is 2,
55 This is projected to increas ,800 job

2011 quarter according to-t rtment’

per quarter). From Mar 1, nt is currently expected to

increase by 1% (or a f@aloo 2,237,100 in March 201218,

age increases on employment

i S Currently, the
be@ rts that the total
2,215,000 jobs in the March

recent forecast (of 0.5%

)

levels (March 20

@Pfifpﬁn il

1. $12.75 o\

22<\1\‘5€\u£09/5) 0 0

2. $13.00 \‘§>
3. %

4,280 - 5,710

0.19 - 0.26%

@ \J21,460 (1.0%%\22;620 (1.0%) 480 - 640 0.02 - 0.03%
$15°00,

16,@(0)%%) - 17,820 (0.8%)

t\af/fabour calculations

& |

igh % enarios of the minimum wage Impacts
S epartment has calculated high and low scenarios for employment

acts, with the scenario based on higher and lower employment
djustment factors (i.e. that employment is more or less sensitive to

@?

changes in the minimum wage).

O

® The NZIER cansensus forecast is used here and already implicitly assumes impacts on empioyment due to
minimum wage increases, but the magnitude of this impact is unknown.

% We have used single estimates for the wages of 16 and 17 year old workers, as the data suggests that the
majority are earning the adult minimum wage or more and we are unable to estimate how many 16 and 17
year olds may be ellgible for the new entrants’ minimum wage (for example, when they will have completed
the service requirement under the new entrants’ minimum wage). The data therafore assumes that all 16
and 17 year olds are eligible to earn (at least) the adult minimum wage.

15



57 There are no negative impacts on employment growth expected with

Options 1 (status quo) and 2 ($13.00 an hour) since they do not result in a
real increase in the minimum wage,

58 Under Option 3 ($13.50 an hour), employment growth is estimated to b
lower by between 480 and 640 Jobs which is negligible erms of to
employment. Employment growth is estimated to be re
4,280 and 5,710 jobs under Option 4 ($15.00 an hour).

59 The estimate can be further broken down by %

year old group is not expected to be affected,
16-17 year old group may be fewer by between

Option 3 ($13.50 an hour), and fewer by n 370 and ],
Option 4 ($15.00 an hour).
Impact on unemployment @

60 It is not straightforward to esti im %unemployment of a
minimum wage increase. The data ether a minimum wage
increase results in people W{% able ind a-job deciding whether or

i I

not to be in the labour f . hey lea tabour market (or do not
enter it) because they ng to stud k after children, for example,
they will not be counte emplo eople are still actively looking
for work but are unable to-fird a i h ill be counted as unemployed.

61 Estimates of th ploymen ewcan be based on the Reserve Bank

forecasts of ployment xate of 6% for March 2011 and 5.5% for
March 2012 Fhésa esti the latest available from a public sector

agency.
62 As with yment growth discussed in Table 6, Option 1 ($12.75 an
hou ption an hour) are not expected to have any impacts
ca 0

these i do not constitute a real increase in the minimum
3 fon 3 13,50 an hour) is estimated to increase the number of
nem e sons by 0.5%, leaving the unemployment rate virtually

5.5% in the March 2012 quarter.

uncha
64 % $15.00 an hour) is estimated to increase the number of
nemptoyed persons by up to 4.7%, which would result in the

ployment rate increasing to 5.7% in the March 2012 quarter.

d
(

pact on low paid workers

Tg Youth, women, Maori, Pacific people and part-time workers are more likely
to be low paid workers and they are more likely to benefit from any increase
in the minimum wage. However, they may also be the first to experience
any negative impacts that could resuit from a change in the minimum wage
(e.g. reduced hours offered or substitution of some groups of workers for
others). Table 6 shows the demographic and job characteristics for workers
paid at the minimum wage rate.

16



Table 6: Percentage of workers paid at the current minimum
wage, by demographic group

Demographicgroup’ | % of workers

Aged 18-24 | 56.5% &
Female 57.1% @
Married 9‘2?6‘({

European/Pakeha Cﬂé@{g @

Maori 20.8%
Pacific /)@\v 5.6°/©
Part-time &</ 0 SQO\U}!\
Post school qua!iﬁc{@\ L /{72\’%

Source: 2010 New Zealand Incom \r’\g\e//\/,Stati ics NewZealand.

Young people
66  Over half of those earning the mi ge are between 18 and 24 years

of age. A high tion of 1 7 year olds are also paid at or near
the minimum wage: Increase in the minimum wage is likely
to affect a \t@ ung people already in work.

67 In as led o € Department in 2010, 10% of employers
reporte oying person aged 16 or 17 years in the past three
mo hes rs, only a third said that they used the new

tr. inim% €. The most common reasons for not paying the new
S u

" minim ge was that the rate was too low or not fair, or that

b was skilled.
its sk Wthe NZCTU states that it is unfair to reward young workers

less fo me work as an older or more experienced employee. The
NZ QIS0 states that there is no evidence to support that work done by
Y

g

n and new workers is inherently of lesser value than the work done
@yers.
% Mayors’ Taskforce for Jobs submitted that continued minimum wage
rotection was necessary for young people to encourage employers and
others to invest in skill development, particularly in the trades, and to avoid
increasing the disparity in wage levels between Australia and New Zealand.
Where young people are working alongside others doing the same work,
there seems no justification for lower wages on the grounds of age.
Information from Mayors around the country suggests that the level of
wages and any increases have not resulted in constraints on job creation or

fewer opportunities for young people. There is no evidence that raising
wages has resulted in young people leaving school early.

70  Hospitality Association of New Zealand and NARGON are concerned that
continued increases in the minimum wage could send a signal to some
younger people that further formal education and training is not warranted.

17



They claimed that increases in minimum wage rates for those undertaking
training, including on-the-job training, would deter many employers from
offering training opportunities to young people.

Women

71 Women tend to be highly represented in a numb demographic
characteristics associated with low pay (for exampleth orking’ par
time, in service occupations). Table 6 shows that o@ frently earni

the minimum wage, 57.1% are women.
72 The Department calculates that among the poplla aged,.18 to years

the average hourly wage for females is 85.8% of the ave

for males. Thus, female wage and sal Kers earn™\J%:; less than
males per hour’®, We estimate tha ould n je significantly
under Options 2 and 3. This is in li revipys\|i ts estimated by
the Department?!,

73 In its submission the Nation vy Commuii on the Employment of
Women said that even a m € wcrease te.the rinimum wage will have
a direct positive impact S ec o ditions and their families.
The majority of members st gly an increase in the minimum
wage as part of a ra mech hat increase the likelihood of

women achieving financial'securi ependence.
M3ori and Pacific i
74  Maori and ific..péople rrepresented amongst those in low paid
r B

e m 0 benefit from an increase in the minimum

employ t
wage, %e wit e of European descent.
75 NZ ; U a believe the minimum wage is an essential
ec to c% € bay gap for Maori, Pacific, and female workers.
(o]

Pa rkers
6 -time ‘warkerss are more likely to be low paid. Table 6 shows that 56%
f pe at the minimum wage work part-time. Therefore, any
increa e minimum wage will directly benefit a large proportion of low

f art-time workers.
Post sch qualifications
37.2% of workers earning $12.75 an hour have a post school
ualification, which is below the labour force average. Therefore, workers
with a post school qualification are less likely to be affected by a modest
minimum wage change.

2 This calculation excludes alt workers who reported an hourly wage below the adult minimum wage of $12.75.

1 Historically, impacts on the gender pay gaps were: in 2006, 87.0% to 87.1%; in 2007, 84.3% to 84.4%; In
2008, 85.0% to 87.6%; and in 2009, 85.6% to 85.7%.
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Impact on wage earnings, nominal Gross Domestic Product and
inflation

78 Table 7 examines the impacts of each option in terms of the numbers of
workers affected, the estimated increase in weekly wage earnings, t

potential inflationary impact, and economy wide increase i ges.
Table 7: Economy-wide impacts of increases in the mifj, age i@

e

2011 on wage earnings and n

row

Ge: earhings. | Economy wia Adgreasein 1Y s
; T O "

< iflatign ™
pole) 15,

1. $12.75

2. $13.00

3. $13.50 108,100 Wj \
4. $15.00 274,900 \//\\ 9,955 \Os\) 518
Source: New Zeal2c2nchrvey g \SEO, Statistics New Zealand and Departme
'&‘? j

0.04

0.62% 0.26
nt

of Labour calculati

Impact on @N secl%’
79 Th actof a n@i age increase varies across sectors. To illustrate
m

is, 8s stimated number of workers by sector that would
ject to a i wage of $13.00 per hour (Option 2).

% we have used single estimates for the wages of 16 and 17 year old warkers, as the data suggests that the
majority are earnlng the adult minimum wage or more. We are unable to estimate how many 16 and 17 year

olds may be ellgible for the new entrants’ minimum wage (for example when they will have completed the

year olds are eligible to earn (at least) the adult minimum wage. The results therefore represent an upper
bound estimate.
19



Q.

Table 8: Impact of adult minimum wage option of $13.00,
by sector, for all workers aged 16-64 years

T e AL g

.;.| ~ Subject to the minimum wage of $13.00\per. hour
L DT e e e _,,% b &
toauely) | Percentage [ Numberar ] Prean &%*ﬁﬂ@

S lewnd ) L) OF Wearkets | i Workers i | b earhings:
Hospitality 10.8 10,700 %5
Retail 9.1 16,700 \X9
Agriculture 4.4 3,60 2.4
Personal Services 3.7 2,390 A TN L9
Administration and 3.6 1}eb\f<\> : w 1.7
Support Services A ﬁf\?\
Media and 3.1 <r}o/o 0.8
Communications
Rental, Hiring and Real 3.0 Q\ 600 0.9
Estate Y
Transport and Storage 2.2 1,600 0.8
Construction ANEA 2,200 0.9
Manufacturing 1R . 3,600, 0.8
Health Care and Social wf/‘ &N&, 0.6
Assistance
Wholesale 1.1 V. L 1,000 0.9 0.4
Education SN 1.1 7 2,000 0.9 0.4
Arts, Recreation(é& / NS 300 1.2 0.6
Other Services
Professiowiw /é)& 900 0.3 0.1
and Techrigal—
Finance -~ 0.6 300 0.7 0.3

So r@ %ﬁstics aland

t if the minimum wage was increased to $13.00 an

followed by retail trade

Is”table shows t
r, hosWs likely to be the sector most affected, with around 10.8%
\EE §8f ke
(9.1%

rrently paid at or below this level,
ndagriculture (4.4%).

rtment’s survey of employers in 2010 showed that 19% of
rs paid someone at the minimum wage in the past year. Large
Messes with more employees were more likely to have hired someone

e

m

Nn the minimum wage in the past year. While over one third of large (20 to

9 employees) and very large (more than 50 employees) businesses had
hired at least one person on the minimum wage, only 13.0% of small
business and a quarter of medium-sized businesses from the sample had
done so.

New Zealand research found that firms respond in a number of ways to
minimum wage increases?®. The most common response was to reduce
wage relativities across their staff. Other responses include reducing the
number of hours of work offered to staff, tightening employment policy, not

2 Dalziel, P et al (2008). Firm Responses to Changes in the Minimurn Wage, Canterbury, AERU Research Unit,
Lincoln University. This is available from the Department on requast.
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replacing workers who resign, attempting to increase productivity,
attempting to reduce costs, raising prices where possible, reducing profits
and business closure. More generally, firms’ responses were based on
supply and demand variables. The sectors most affected by minimum wag
increases (the retail and hospitality sectors) had more scop® to raise pric&
as they supply non-tradable products to the domestic m

83 Research from overseas suggests that increases in the
have a small negative impact on profitability, butfi No evidece e is
increasing the probability of firm closure?,

3\:/%
s
o
Q

84 NARGON submits that minimum wage increases wilt i the Costs of
goods and services and reduce the employ

85 The National Distribution Union sub N\pay is @ in the retail
il wo% P3

sector and impacts negatively on rises in retail,
fast food and similar customer seriics ig§’h become increasingly
dependent on increases in the wag@c ease in the minimum
wage is a very effective me teliverin fiscalstimulus to an economy

in recession, as those n@ hore likely to spend any
additional income. Mini age es are affordable for retail

employers as the retaihdector has ed enormous growth for more

()

on.

than 10 years until the onsef of t e
e.sector
@r of sctor employees and contractors on low
i i Sle

health and compulsory education sectors.
he minij wage are therefore likely to have direct (and
indirec w-on’) costs for some state sector employers.

rs that it is likely that organisations will seek
itiohal fundi o~compensate for higher wage costs. It is also possible
i a nimum wage increase, state sector employees may

ain their employers to retain relativities and this may also increase
Me costs to gevernment.
!

In Xab overnment employees are included in the education, business
s
0

government and health and community services sectors.
r, it is difficult to isolate the impact on public sector employees as
categories will also include private sector employees. The Ministries
%g Heaith, Social Development and Education and the Accident
ompensation Corporation have identified areas which are more likely to be
impacted by changes in the minimum wage. There might be other
government agencies, crown entities, or state sector organisations which
may be affected by a change in the minimum wage, but we do not have

valid data to estimate the impacts on them.

2% Ibid
% Denvir A. and G. Loukas (2006) The Impact of the National Minimum Wage: Pay Differentials. Available at:
www.lowpay.gov.uk/lowpay/rep r rch _[ndex.shtml. Draca M., S. Machin and J. Van Reenen (2008)

minimum wages and Firm Profitability. NBER Warking Paper 13966. Available at:
www.nbgr.grg(ggggrs(wlgggﬁ.
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Ministry of Health

88 The Ministry of Health has identified two areas in which workers are paid
low wages and will therefore be most affected by an increase in minimum

wage rates. These are aged care workers and disability support workers. I
addition, minimum wage rises are likely to indirectly t the men
health support workforce. The fiscal impact of an incr e minj
wage for the health of older people services and di% port sekwic

is outlined in the following table: b
Table 9: Fiscal impact on Ministry of Hez.nl’th&%gmmme}{26

R e e

Option 1 $12.50

NS
Option 2. $13.00 $0.6@\\\>) $2.91m
- >
Option 3. $13.50 &Qég\%> \ > $8.94m
V.
Option 4. $15.00 @}4 @ 5 $30.31m

m
89 While the estimated™4:000 worK{l\Q@e mental health community support
> 0 t

workforce ar. i he minimum wage, any rise in the

minimum e on providers to maintain wage relativity
betwee orkforce and minimum wage workers.
Ministry of Devel t
90 The ry o evelopment (MSD) advises that there will be a

f
r of impa% them from any change to the minimum wage. The
direct effects\are expected to be felt on the Ministry’s Home Help

ramn@n the Community Max programme.
WHelp

Thé purpdse of the Home Help programme is to provide financial assistance

C n people who require temporary part-time help to complete

omestic tasks normally performed in their homes. Under the programme,

x ourly rate that may be paid for a home helper is $13.42 plus 8% for

oliday pay. The Government, by convention, increases the home help

hourly rate by the same percentage as any increase in the minimum wage.

This ensures that the amount paid for home help workers does not fall

below the minimum wage. The expected increase in Home Help’s fiscal costs

related to an increase in the minimum wage are outlined in the following
table:

** These calcuiations do not Include the possible additional costs of sleepovers

¥ The calculations for Health of Older People services costs are based on extrapolations of data gathered in a

2009 survey of residential care facllitles but this does not take into account any wage relativity costs (this

factor could substantlally increase the costs).

“® This Is based on very high level estimatkes as Disability Support Services does not have detailed wage rate data
from praviders. )
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Table 10: Fiscal impact on MSD’s

i

B Vg [: v

s T ORI E ST
Vear HiH | e CRUAT 7 oy
r'“'sﬂ'ﬂ g '.; _:-_:“ ot S

P ST P

2010/11 $ 11,000 $32,000

2011/12 $ 43,000 $128,000 £364,000 (8
2012/13 $ 42,000 $126,000 Nna,o
2013/14 $ 42,000 $125,066’\\ $376,006\

Community Max :; §

92 Any increase in the minimum wage e an the Community
Max programme because the Cg ity Ma gesubsidy is paid at the
adult minimum wage rate. E Increase ommunity Max’s fiscal

are:

1: Fiscal impa(ﬁt_:t

2010/11

: Jig RN SR VL e e R L
N 77,008~ \},  $231,000 $692,000
2011/12/_\’\</<§ $}§,d&w) $195,000 $584,000
<

Ministry cation @
03 istry of% lon notes that an increase in the minimum wage to
w
[

0 an hour would have a fiscal impact on approximately 235 state and
grate h teaching positions (for teachers without any recognised
Mualiﬁ i
C

n training) funded by Vote: Education and on the Early
=ducation (ECE) Funding Rates.

94 i ase in the minimum wage is also likely to have a direct fiscal impact

n funding the 27,000 non-teaching positions in state and integrated

[s. However, the lowest rate in the non-teaching collective agreement

at covers about 75% of this workforce is $14.00 an hour, so the impact
would be more significant with option 4.

9 Based on an October 2010 pay period, the cost of increasing the minimum
adult rate for the 3,600 full-time equivalents paid under $15.00 an hour in
the state compulsory schooling sector is $32,000 per annum for Option 2,
$169,000 for Option 3 and $4.463 miliion for Option 4.
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Accident Compensation Corporation

96 The Accident Compensation Commission (ACC) provides Home and
Community Support Services (HCSS) which includes attendant care (i.e.
personal care,) home help, and childcare services. Clients_ can choose
have their HCSS provided by an ACC contracted agency,
their own carers directly. In the 2009/10 financial
21,000 clients received HCSS at an annual cost of $14
to the minimum wage would have a correspo
shown in the following table.

[

Table 12: Average annual costs associa

@ﬁ}%on

3. $13.50 ®\\> &%\éﬁsmillion

4, $1% m $20.7 million
AN
Summary of the s on @ agencies
97 For the% ur g v%ent agencies, total annual costs directly related
to a mini wage ihcre could increase by:

($13.00 an hour);
million for @ption 3 ($13.50 an hour); and

* %119 Wr Option 4 ($15.00 an hour),
Wfisca s
g As

e ton fo

| impacting on wage costs, increasing the minimum wage will have

er al impacts. However, it is difficult to assess the net effect of these

pacts. Social assistance costs through benefit payments may rise, if a

rise”in minimum wage increases unemployment. However, higher incomes

ad to the abatement of social assistance and can increase the amount of

income tax received. For example, the Working for Families Scheme which

is targeted at those low-to-middle income families with dependent children

will be moderately impacted by an increase in the minimum wage. It is

@ important to take into account that the modelling sample is relatively small
and the impact has not been assessed in this year’s review.
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Other considerations

Consistency with the principles of fairness, protection, income
distribution and work incentives

99 Table 13 shows the options assessed against the princigles of fairne
protection, income distribution and work incentives. T inciple

e
not weighted and the assessment does not take acco er impact
An explanation of these principles and the benchm to asgsess
is in Appendix 1. It is important to note that t ri les do n de
measures such as “forecast of constraint on job dr

ciples of fai, S,
ntiv

sS€sgmient/against the ﬁi%‘iﬁc?geszsx 7

Table 13: Options assessed against the
protection, income distribution and 1

Option |

i o Rpe AT ) | e e AR, e Y, f an e
$12.75 This option would erode e tevels of 7aj rmifimum wage
workers when compared e?worke{%)}a Xperiencing

changes in average wage imum wage workers who

wages., Incorme di
income increase
the difference ket
are adjusted g

$13.00 This op will maintain « levels of fairness and income distribution
and x%:b work incentive is an increase in line with the change in
Rl

cofisu Fices an a ages. It may erode existing levels of
otertion: GN\
>

$13.50 Thig\éption wil’} east eXisting levels of fairmess and Income distribution.
@’ may incre maintain work incentives, as it is likely to have a
ﬁ);her pe increase than benefits. The size of the increase Is
Cha QvEiments in average minimum wages in collective
ag re s 50+t is likely to improve current level of protection.

o
)
@Q) This oﬁtg:g Will strongly improve relative levels of fairness, protection,

other workers whose
acted as there is an erosion of
rate and benefit levels (which

income distribution and worlk incentives as the increase is higher than the
\{e%marks used for comparison.

%riso L \in/ternational benchmarks

00 Interpatignally, minimum wage levels vary, There are a number of factors
ht contribute towards cross-country differences in minimum wage

In many countries, despite the economic recession, minimum wages

32 ave continued to increase, either as the result of long-term adjustment

lans or reviews of their domestic economic and labour market situations®.
This year developed countries, such as the United Kingdom, Australia,
Canada, Turkey, and Poland, increased their minimum wage rate.

101 Among the 21 OECD countries, seven countries (Australia, Belgium, France,
Ireland, Luxembourg, Netherlands, and the United Kingdom) have higher
minimum wage rates than New Zealand. If we compare the monetary value

29 1he principles do not include other impacts such as “forecast of constraint on Jjob growth”. {(Please see Table 1
for this information)

*° 1LO (2009) Global Wage Report.
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of the minimum wage across countries by using purchasing power parity

(PPP)*!, New Zealand’s minimum wage ranks seventh amongst the OECD
countries,

Table 14: Comparison of minimum wage levels, by country, 2009

T T
S
7 Hieags
France . ; 18
Australia | . A\?\i
Belgium ! </ ‘\ \2/1
Netherlands 23
United
Kingdom 22
Ireland 20
New Zealand $12.50 j~ N\ 942,45 [{ o Apr-09 16
Canada $12.680 N\ $12.43] L Jan-00 16
United States $143 1 $31800\V  jul-09 20
Spain $10.78 _gixa b7 Jan-09 16
Japan 812,04 Ty Oct-09 15/18
Greece S\ )$9.10 < 861 May-09 15
Portugal ye: $5.71 (\\ $5.89 Jan-09 16
Source: T Way Cofimissiofy'Report on minimum wage 201032
* Excha burce R e Bank New Zealand average rates for 2009

pagred to o CD countries. As at 2008, New Zealand’s minimum

was_the secohd highest of 21 OECD countries with available data,
ond o to France.

The nt considers that a comparison with Australia is useful due to
itsCclose “eConomic connections to New Zealand and the relatively free
@ t of labour between the two countries. The Australian Federal

ortion% erage wage, New Zealand’s minimum wage is high
th

mi um wage increased by 4.8% from AU$14.31 to AUS$15.00 following
009-2010 review. This equates to NZ$19.31 on 1 November 2010%.

ccording to the Australian Bureau of Statistics, the average wage in
Australia in 2010 is AU$64,641, making its minimum wage about 45.2% of

the average wage. The New Zealand minimum wage is 49.5% of the hourly

§ average wage.

3 PPP measures the monetary amount needed to buy the same representative basket of consumer goods and

services in each country and allows a more accurate comparison of standards of living across countrles than
exchange rates.

32 Information can be accessed at http://www.lowpay.gov.uk/
* Based on an exchange rate of 0.7769 from New Zealand Reserve Bank.
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Submitters’ views on minimum wage levels compared with international
benchmarks

104 Submitters expressed a variety of opinions on the appropriate level and

105

closing the income gap with A
Changes in the minimum wage ared g

106

107

setting for the minimum wage in relation to other countries’ minim

wages. The NZCTU states that Australia’s minimum w considerably
higher than New Zealand’s in whatever terms it is c ¢ and this i
damaging to the New Zealand economy as it re et outflo

people to Australia. The New Zealand Nurses Or isation” submi the
minimum wage is the only factor protecting ealand’s labo arket
from further disparity with comparable _ OECD “tountrigs, pa icularly
Australia. The Mayors’ Taskforce for S-.commentéd <t continued

minimum wage protection is necessar odvohd incr wage disparities
between Australia and New Zealand.

Federated Farmers considers th t incr %

will hinder productivity growth rk agat he

e minimum wage
overnment’s goal of

the CPI and PPI

Figure 2 illustrates h changes i
tracking against three be
PPI and CPI,
those bench
rates rose g

dult minimum wage have been
since 1997/98: average wages,
een increasing at a faster rate than
- Over 2006-2008, the minimum wage
ent made increases to reach an adult

minimu ] in 2008. The increases were higher than
changesdi-inflation a rage wages. This was in part seen as “catching

up” follo ittle ¢ the minimum wage rates over the 1990s.
in , th ent has made modest increases to the minimum
g line wit ges in the CPL. The increases have been lower than

ses in the average wage.
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Figure 2: Average wage, Producers Price Index (outputs), Consumers
Price Index and the adult minimum wage (2000/01=100)
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f no pfiance

e that\Icregsing the minimum wage may increase non-
co iance with Bnum wage legisiation.

en the last t rs there has been an increase in the proportion of
t¥iduals reporting below minimum wages in the New Zealand Income

vey, example, the share of 16 and 17 year olds below the minimum

Mage ncre from around 5% in 1999 to 16% in 2004; 18 and 19 year
Ids b
andg 2

0 inimum wage increased by over 20 percentage points between

20% 006; and hetween 2004 and 2006, 20 to 24 year olds paid below

< :g>}> nimum wage increased by 4 percentage points and 25 to 64 year olds by
@centage points.

1 sing existing data sources it is not possible to identify whether an increase
in the share of workers reporting below minimum wages is caused by an
increase in exemptions of the minimum wage, measurement error or non-
compliance. The Department considers that growth in the proportion of

@ below minimum wage workers appears to be short-lived and is related to

when the minimum wage increase impacts a relatively large share of the
workforce,

111 Arrise in the proportions of workers below minimum wages can be expected
with high increases in the minimum wage. However, over the last couple of
years the increases in the minimum wage have slowed while the proportion
of workers below the minimum wage continue to rise at an accelerated
pace.
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112 The Department will continue monitoring the proportion of workers
.....



Assessment criterion 2: Other income and employment-related
interventions

113 Assessment criterion 2 considers changes in the minimum wage as part of
the broader package of income and employment-related ipterventions. F
this assessment criterion, the Department has red varieys
government interventions and their effects, @

Interface with other government intervention

114 There are a range of government intewentio&d Initiatives &

E ed at
protecting employment and increasing incomes.™ These \inter entions
encompass labour market policies, the t system, cation and

training policies, among which taxatio gefieraity ha ore>direct impact
on low paid people.

Taxation x

115 The progressive nature of the | income system In New Zealand
generally ensures that t the t 1hcomes pay a smaller
proportion of their income X t uals on higher incomes.
Furthermore, families with pendent.c el’on low to middle incomes can
receive tax credits to bo eir net come to help meet the costs of
raising a family,

tax credits, or fég

may qualify
tax credit

viduals wh ualify for the Working for Families
w\ Zealand nuation or an income-tested benefit,
depengent eacner tax credit. The independent earner
a wegk Q dividuals earning between $24,000 and
$44,00 Th dit—abates at 13% for income over $44,000.
Individ@th a @/Ioan are required to pay 10% of their income

ov p tow ing their loan.
116 e es of ta mdividual incomes recently decreased. The rates for
on low inc s dropped from 12.5% to 10.5% for income up to
;000 ear and from 21% to 17.5% for income between $14,000 and
8,000 a he decrease in individual income tax came into effect from
1 Oct 0. At the same time the rate of GST payable on goods and
service creased from 12.5% to 15%. The net result from these two
or those earning around the minimum wage is expected to be a

@ increase in disposable income,

% compensate for the expected impact on living expenses of the increase
the GST rate, from 1 October 2010 the rates of the family tax credit were
increased by 2%. From 1 April 2011 the rate of the minimum family tax
credit will be increased to reflect inflation in the 2010 calendar year.,

Working families with dependent children will have their net family income
topped up to $427 (equivalent to a gross weekly income of $495).

* Someone on a minimum wage might be better off by around $2 - $6 a week depending on haw much of thelr
incorne fs spent on rent.

30



118 The Department recognises that these interventions an

d initiatives play an

important role in supporting New Zealanders, especially those in need.
However, the Department considers that because minimum wage increase

benefit all minimum wage earners, irrespective of thei
minimum wage continues to usefully complement o
improve the income levels of low income workers and h

Summary &

following effects:

119 The Department’s examination of the o nt labour
suggests that the options for changes to imum
e

oo

. Option 1 of $12.75 an hour wi| th
wage. It is estimated that fhere \would 2&

payments. This o uld dir ect up to 5

r ily status, t&
instrume 0
eholds.

conditions
ould have the

of the minimum
act on employment

3,000 workers; it is

yment growth. It could increase

growth, national weekly wegge ngs or ihflatien
e  Option 2 of $13.00 aintai Ww real value of the minimum
wage (based on cl@ ons@'es) and relativity with benefit

likely that it would no nstraim e
annual econgmywide wa 15 million and inflation by 0.01
percenta

. Option 3.5 @r will increase existing levels of fairness
and May increase or maintain protection and
wor [ tion could directly affect up to 108,100 workers.

economy-wide wages by $76
points

ment growth by between 480 and 640 jobs. It

million and inflation

ge and its relativity with other income benchmarks. It could

minimu
@ mprove relative levels of fairness,
rs and constrain employment growth by up to
@c ease annual economy-wide wages by $518 mill

.26 percentage points.

@ptiog 4 of $15.00 an hour would increase the real value of the

protection, income

tion and work incentives. It could directly affect up to 274,900

5,710 jobs. It could
ion and inflation by
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Appendix 1: Cabinet approved objective and assessment
criteria

Background
120 In December 2007, Cabinet directed the Department t rkgke a fi e
examination of the objectives for the minimum wage, t sure they remai
applicable and supportive of the Government’s g OL’MIN ( 4
refers].
121 In September 2008, Cabinet agreed to a new overa hing ohjective for the
annual minimum wage review [POL MIN 21 refers
Overarching objective
“to set @ wage floor that balances fon st paid with
employment impacts, in the con rent foregast labour market
and economic conditions and Ei acts”
Assessment criteria
A. “the extent to which any@ to the mi wage would produce gains
t n

income and e efit-relate rventions, and would meet the broader

that are more significant y losse
B. “consideration of @- a chan @ minimum wage would be the best
way to protect QWest paid i 4} ntext of the broader package of
f@t

objectives ent”
Factors to b idered\i lation to the first assessment criterion
A. consi ith the\p# es of fairness, protection, income distribution, and
B.

parison evel of the minimum wage, and any proposals to change

k incentives
ison against international/OECD benchmarks

c
@ﬁg lev inst other income benchmarks (benefit rates, the minimum rate
of

W aged across collective agreements, the producers price index,
i es, and average wages). This analysis can also provide a
astire’of any changes in income inequality

. eration of forecast social and economic impacts relevant to changing
the level of the minimum wage including:

a. the positive and negative impacts on those most likely to be low paid
including: women, new migrants, Maori, Pacific people, part-time
workers, temporary workers, those with a disability, and young people,
including any (dis)incentive effects for young people to choose low paid
employment or additional education and training

b. the net effects after corresponding withdrawal of social assistance
C.  impacts on the gender pay gap

E. consideration of the forecast labour market/economic conditions and impacts
(together with a range of possible economic conditions) relevant to changing
the minimum wage including:
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a. earnings and the wage bill
b. employment and unemployment

c. labour productivity

d. the number of employees and the hours they work @ @ :

e. industry sectors @
f. Gross Domestic Product and inflation &

F. potential impacts on the rate of non-complia @

Explanation of the principles @

Fairness x

122 To ensure that wages paid =!- fowe@ socially acceptable
minimum.  There are two in Miews W constitutes a socially
acceptable minimum. Th ion is to E[et ine social acceptability as

a proportion of how mu r wor egrn (e.g. average wages). The

second option is to w) Jsocial ility through determining the

amount needed to_main a sets
Benchmarks: a wages a @

Protection
123 To oﬁ’er%a tecti Q erable workers so that workers are paid
t

d of living, adjusted for inflation.

wages ct the th or productivity., Workers may be “underpaid”
on this ure wh have a relative lack of bargaining power, such
they h imited bargaining strength (e.g. are not collectivised
able to for higher wages), or face risks in leaving and finding
r job ({e. poor English, disability), or have poor income or
loyment alternatives (e.g. they do not qualify for unemployment
Veneﬁ s). marks: minimum wages paid under collective agreements.

ncome dist @
124 % e that earnings of people on low incomes do not deteriorate relative
to those of other workers. This is likely to reflect a preference that society

or the degree of wage (and income) equality, and this may promote

reater social cohesion. The effectiveness of minimum wages to achieve

this objective depends on whether employment effects occur, since the
income of warkers is significantly lowered where they may lose their jobs or
: have their work hours cut. The current minimum wage is about 50 per cent

of average total hourly earnings and 64 per cent of median total hourly

earnings (using the Quarterly Employment Survey). Benchmarks: changes
in average and median wages.

Work incentives

125 To increase the incentives to work, for people considering work. Creating
the correct incentives requires the minimum wage to be set at a level that
makes work attractive compared to not working. The minimum wage needs
to be above benefit levels (and associated employment costs such as
childcare and transport costs that are payable by a worker). At some point,
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however, a higher minimum wage can frustrate work incentives through
economic effects that restrict job opportunities available to low skilled
workers. Benchmarks: benefit levels and costs associated with working.
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Appendix 2: Recent changes to the minimum wage

Table 15: Recen

126 The following table sets out changes in minimum wage rates since 2003. It

also shows how minimum wages have tracked over time as.a proportion
average earnings using the Quarterly Employment Surve ).

t changes in minimum wage rates

i

3

« Key changes in minimum wages §

iMify Wage raté

Percentage mean average wages were calculated usin

Employment survey, June quarter.

P PR ] - 12 Y M o g
A B A L e R e ‘|-éntrants -
All minimum wages increased by 6.3%, 4] }a\ﬂ
average wage increase of 2.7% from_the i
2002. Training minimum wage (;@ uth C
minimum wage) came into effeck. fr uly 2003,
2004 All minimum wages increas \.9>°>u‘,/higher 9}fo $7.20
average wage increase oﬁ%\.\‘ <\ 9% 5.9% -
O\ N 44.,3%
2005 All minimum wages incr\ea\ie//d/joy 5.6%, higher ﬁan $9.50 $7.60
average wage inctéase of 2.7%. /02s 5.6% 5.6% B
/3 \ 44,9%,
P
2006 | All mini 8 increasdd by 7.9%, higher than | $10.25 | $8.20
averagew reast—z@ b: 7.9% 7.9% ‘
@\ 46.1%
2007  |-All minimisn wages \c%s}ed by 9.8%, higher than | $11.25 | $9.00
Qer wage in 4.2%, 9.8% 9.8% -
s & 49.3%
68/4 \c/fjult minimum »}a&e increased by 6.7%, higher $12.00 $9.60
than t verage wage increase of 5.2%. 6.7%
w 50.0%
09 Al l@ui M wages increased by 4.2%, lower than $12.50 $10.00
\R erage wage increase of 5.3%, 4.2% 4.2%
[ 50.0%
2%}" minimum wages increased by 2%, lower than $12.75 $10.20
. 2%
the average wage increase of 3%. 2%
% 49,5%
es to the table

g9 the Quarterly

In 2008, the new entrants’ minimum wage was introduced for 16 and 17
year olds. Depending on their length of service, whether they are trainees

and whether they are training or supervising other workers,
olds may be eligible for the new entrants’ mi

minimum wage,

16 and 17 year

nimum wage or the adult
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Appendix 3: Summary of submissions

Twelve written submissions were received from the following organisations:

Federated Farmers of New Zealand, Hospitality Association of New Zealan
National Association of Retail Grocers and Supermarkets of N ealand, S

Business Advisory Group, New Zealand Council of Tra iens, N al

Distribution Union, New Zealand Nurses Organisation, Servi ood Workkelfs

Union, Unite Union, Mayors’ Taskforce for Jobs, Nation S Coupti e
Ce

Employment of Women and Working Women’s Reso e. The m ints
are summarised as follows.

Employer representative groups @ %
National Association of Retail Grocers e rmar w Zealand

(Incorporated) (NARGON)
. Opposes any increase in the mini e be se%he adverse effect on
the labour market by reducing ent oppo ities

. Continued increase in the mjni ger akes younger people think
further formal education g is not ted; it also affects
employer’s ability to e ciall iNed labour

. Minimum wage increase creas ts of goods and services

osts is not sustainable for competitive

10xary periods and has led to a significant increase in
and job loss throughout the hospitality sector
fitability means reduced flexibility for employers to

d higﬁer productive workers as market wage is significantly influenced

the leve minimum wage
. nﬂati%% Ssures of wage increases will lead to higher interest rates and
conseq duced investment and job availability
%‘ inimum wage rates could compromise the opportunities available
he 'Straight to Work’ programme, which the Association is involved
the Ministry of Social Development
Government should direct resources to provide greater access to

\:Eocational training and employment incentives, particularly for young and
less skilled people,

Federated Farmers of New Zealand

° The current minimum wage rate be held constant for the coming year as it is
one of the most generous in the OFCD countries (54% of the average wage,
second only to France) and a further increase will hinder productivity growth
and impair the Government’s goal of closing income gap with Australia

° An increase in the minimum wage would hamper the chances of an economic
recovery and job growth

° Productivity growth does not support increase in the minimum wage

. Farm businesses could not afford increase in the minimum wage and its
impact on wage generaliy
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They reject arguments for the minimum wage based on ‘income
redistribution’ between different individuals and groups in society. Minimum
wages should not aim to remedy relative poverty.

Small Business Advisory Group

Acknowledge the important role of the minimum wage in ssing pov,
and pay gap between different demographic groups
Raising the minimum wage may be the place to startto ieve incom

parity with Australia
Recommended adjustment of minimum wadge ra from’no increase’to
$13.00 an hour, with a strong preference by a num of members tg

New Zealand Council of Trade Uni.

increase the level in line with the rate of C@
Employee representative groups @ @

&

% undermining the robust industrial and employment environment

@Q

Raise minimum wage to 66% aft rage ordin time wage (for April
2011 it is estimated at $17. ur), with’an_alternative to increase the
minimum wage to $15.00%0 pril 2811 arid rhove to the 66% in 2012
Current minimum wage protection is 0g'an unacceptable number of
workers and is ineffectiv tendin tion to non-standard working

arrangements’ like-eantracting
More thorough & % ent and I penalties should be used to ensure
comprehensivi%a ence to igimum wage.

New Zealan Org ion (NZNO)
Full the submission of the New Zealand Council of Trade Unions

Supp
et mini e Is inadequate in the health sector because it is:
= renchin% nt health and socio-economic disparities, as a

disproportion number of Maori, Pacific, and migrant workers earn the

minimum wage
aﬁec’%% safety and quality of care in aged and residential care,

minimum wage is standard for most health care assistants
- exgrerbating the outward flow of New Zealand trained health

ssionals, and the inward flow of transitory overseas trained health
fessionals
n

creasing our dangerously high dependency on migrant health workers

established in New Zealand over 150 years which is intrinsic to our
culture of fairness and equal opportunity

Advocates raising the minimum wage to $17.22 per hour as the single most

effective way in which the Government couid:

- alleviate poverty

- boost productivity

- mitigate the risks of dependency on transitory migrant labour in the
health sector

- reduce future demands on health and social services and

- ensure the skilled workforce necessary to sustain a modern developed
economy.
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Service and Food Workers Union

National Distribution Union (the

Increase the minimum wage to $15.00 an hour with further increases so that
it is pegged to two-thirds of the New Zealand average ordinary time wage
Increase training minimum wage rate to 90% of the Adult minimum wage
Include a new objective of reducing the Gender Pay Gap - ecrease the
wage gap between men and women in the New Zealand 0

Faith in the market to reward their members with highe esis a
mirage. For many employees, the only thing compelli empl t
increase pay rates is the movement in the minim wa

Increases in productivity has not translated into | o es in wage ratgs

Australian minimum wage rate (current AUS per holr) is higher
than New Zealand’s.

Income disparity is widening

Minimum wage is an essential mecha@l provin t@e y gap for Maori
and Pacific Island workers. g /S\%

The NDU supports CTU’s [ %

The NDU is calling for increase in %&1 m wage to $17.22 an hour

Supports the immediate al of n nt rates so a minimum wage

applies irrespective-of age
More clarity and -@ e enforc f the minimum wage
Low pay is pregal the rg S r and impacts negatively most of the

retail worke yrlses in ret ast food and similar customer services
Industrie 0 f gly dependent on increases in the minimum

me ificre
wage
An inereasg-inr'the mij URpwage is a very effective means of delivering a
fisca @ ulus to ;a my in recession, as those on low incomes are

additional income

re\[ikely to sp
ability of min m wage increases for retait employers as the retail
r ha perienced enormous growth for more the 10 years until the
WCessionw
@ ncrea? minimum wage accords with the minimum wage review

% Income distribution - to ensure that incomes of people on low incomes

criteria:
% SS - to ensure that wages paid are no lower than a socially
@E eptable minimum

rotection ~ to offer wage protection to vulnerable workers

do not deteriorate relative to those of other worker
- Reducing the gender pay gap - to decrease the wage gap between men
and women in the New Zealand workforce,

Unite

Move the adult minimum wage to $15 an hour and then peg it at two-thirds
of the average total hourly earnings.
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Other organisations

Working Women’s Resource Centre

. Increase the minimum wage to 66% of the average wage

. Minimum wage needs to increase to keep up with the risin st of living
which includes the recent GST increase. The recent tax c ided lit
relief to workers on the minimum wage

. Increases in the minimum wage support economic a I"6bjectives

they increase economic independence, impact positively<on retire
incomes and strengthen incentives to work
. An increase in the minimum wage can make a smallbut imp nt

contribution to reducing the gender pay g

Mayors’ Taskforce for Jobs @ @

. Establishing a fair minimum wage Sefds imp Nnal to young people
about their value to the econo % e cou a whole

. Maintaining wage levels is cruciahtoattract v ng ple into the business in

the future N
. Information from mayors the co {iggests that any increases in
the minimum wage ha oY resuite aints on job creation or fewer
opportunities for young p e
young people, to encourage

gender p
. Lifting age, ring protection and encouraging good
employ ractic Il, will help address some of the issues the

Tas ce is"worki Uch as retention of young people, effective
ngreiens and a Infvestment in industry training. Minimum wage
eases will suppoxtgocial as well as economic objectives particularly

. Minimum wage protedtion is neceé 1~
employers and.o \.@é o inv inskill development, to avoid increasing the
disparity in I S bet@u ralia and New Zealand, to reduce the

d indgpendencé and incentives to work.

Mnal Council on the Employment of Women (NACEW)
Wo%} e highly represented amongst low income earners even a
dergte increase to the minimum wage will have a direct impact on their
conpmic conditions and that of their families
N. e is a positive (though modest) relationship between protective
echanisms such as the minimum wage and reducing the gender pay gap
Endorse the increase in minimum wage as part of a range of mechanisms

that increase the likelihood of women achieving financial security and

@ thdependence.
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10/99932

17 January 2011

Hon Kate Wilkinson, Minister of Labour @ é @
CABINET PAPER: MINIMUM WAGE REVI 2010

<
Purpose ;;;

1 A paper informing Cabinet of your decisi inimum wage to
$13.00 an hour is attached for yo &usiness Committee is
considering this paper on 1 Febr er therefore needs to be
submitted to Cabinet Office by 10, rary 2011, The Department of

Labour (the Department) se have on the Cabinet paper
by 19 January 2011 to ensure i es can be met.

2 This paper also informs yo minor.
model which estin . the rel l@s N
employment growth O

Impact on em t gro Q
3 The mod%j estima impact on employment growth considers how a firm
i il

that hires um wage.warkers would alter its employment decisions based on
chan%i he mini ge and other price changes faced by the firm. The
ig based o canventional model of firm decision-making, whereby firms
g in a perfe competitive market adjust outputs and inputs, including

el\j
e
| r, in redponse to their relative prices.
Me m se baseline estimate of employment growth that assumes both the

mini§u and the price of a firm’s outputs are increasing by the same

he Department has made to the
etween the minimum wage and

perc This keeps the relative prices the same, so a firm’s preference for
Is-hot affected by an increase in the minimum wage.

minimum wage increases by a smaller amount than the increase in the price

a firm’s outputs, then the price of labour is relatively lower. If the minimum

wage increases by a larger amount than the increase in the price of a firm's
outputs, then the price of labour is relatively higher,

6 For past reviews and in the Officials’ paper for the Minimum Wage Review 2010, the
Department only reported on the constraints on employment growth; that Is where
the employment growth estimated for a particular option is lower than the baseline
estimated employment growth.

7 Following discussions with the Treasury, the Cabinet paper reports on the impacts
on employment growth; therefore we have included estimates on whether the



10

Recommendations

It is recommended that you: @
Nade ‘minor ¢ es

1

minimum wage options will be higher than or lower than the baseline estimated
employment growth,

The Department considers that this change in reporting does not significantly
impact on the interpretation of the employment growth data and does not alter our
previous advice to you [10/99188 refers].

The Department has also refined the adjustment factors to e e the hig d
tow scenarios of employment growth for 18 and 19 year olds>\T changed th
estimates slightly, without altering the main conclusions,

The Department will amend the Officials’ paper on the’ Minj Wage Re 10
to reflect these minor changes before it is release&d our wehsite, to)ensure
consistency with the Regulatory Impact Statement.and Cabinet

note the Department of Labour ha
relationship between the minimgr and emplo nt growth but does not
consider that this change in reforing. s gnifica Apacts on the interpretation of

the employment growth dat

note that the Departmen Labour will e Officials’ paper on the Minimum
Wage Review 2010 to ref| hese i nges before it is released on our
website, and

either @

3.1 sign_th hed b aper and submit it to Cabinet office for
co o by th et Business Committee on 1 February 2011

@ signed

he model showing the

prowvomments to the Department of Labour by 19 January 2011.

1h Gleisner Hon Kate Wilkinson

%ﬂg Deputy Chief Executive - Policy and Research Minister of Labour
for Secretary of Labour

@Q 177 o 7 7200



