
SENSITIVE 

Treasury:4696387v4 SENSITIVE 

Joint Treasury / PSC Report: Key considerations for a public sector pay 
adjustment 

Date: 9 September 2022 Report No: T2022/1989 
2022/0198 

File Number: SH-2-7-1 

Action Sought 

Action Sought Deadline 

Prime Minister  
(Rt Hon Jacinda Ardern) 

Noting and agree the contents of 
this report 

Monday 12 September 2022 

Minister of Finance  
(Hon Grant Robertson) 

Noting and agree the contents of 
this report 

Monday 12 September 2022 

Minister for the Public Service 
(Hon Chris Hipkins) 

Noting and agree the contents of 
this report 

Monday 12 September 2022 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Struan Little Deputy Secretary, Budget 
and Public Services, The 
Treasury   

 
 

  
 

 

Alex Chadwick Deputy Commissioner, 
Workforce Employment 
Relations, and Equity, Public 
Service Commission 

N/A  

Actions for the Minister’s Office Staff (if required) 

Return the signed report to Treasury and the Public Service Commission. 

Note any 
feedback on 
the quality of 
the report 

Enclosure: Yes (attached) 
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Recommended Action 

We recommend that you: 

a note the update provided on the progress of exploratory discussions regarding 
the proposal by the NZCTU that there be a centralised mechanism for setting pay 
across the public sector. 

Noted 

b note the significant uncertainty around the financial estimates presented in this 
report and they will be updated on 14 September 2022. 

Noted 

c agree to wait for that update before deciding whether to commit to further 
pursuing discussions on the PSPA with the NZCTU. 

Agree/not agreed. 

d note the risks that would need to be managed in negotiating and implementing a 
PSPA. 

Noted 

e agree for the Public Service Commission to seek legal advice from Crown Law 
on the PSPA 

Agree/not agreed. 

f note the Minister for the Public Service will report back to Cabinet following 
further, more detailed advice from Treasury and Public Service Commission 
officials next week. 

Noted 

g note the Minister for the Public Service will bring a full report to Cabinet on 3 
October, seeking decisions regarding proceeding to bargaining, and parameters 
and funding for any bargaining. 

Noted 

Alex Chadwick   Struan Little  
Deputy Commissioner, Workforce,  Deputy Secretary, 
Employment relations and Equity  Budget and Public Services 
Public Service Commission   The Treasury  

Rt Hon Jacinda Ardern   Hon Grant Robinson   Hon Chris Hipkins  
Prime Minister        Minister of Finance   Minister for the Public Service 
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was the pick-up in wage inflation, with annual wage growth of 6.4 percent 
compared to the 4.7 percent increase forecast in the Budget Update. 

36. Relative to the Budget Update forecasts, our interim update sees a continuation 
of earlier and more rapid interest rate tightening, with a weaker outlook for activity 
as the economy adapts to higher interest rates including via lower house prices 
and weaker consumption and investment and an earlier and more rapid increase 
in unemployment, although its peak (at 4.9 percent) remains modest by historical 
standards. We now expect annual economy-wide wage inflation of 6.2 percent in 
2022/23 and 5.4 percent in 2023/24. 

37. While it is important that wages reflect the tight demand conditions, beyond some 
point they may risk prolonging the current bout of inflation. As part of preparing 
the interim economic forecast update, which was provided to Minister of Finance 
in August (TR T2022/1816 refers), we considered a scenario where wage 
pressures were more elevated than in the updated baseline. This scenario 
assumed that annual wage inflation was around 1.5 percentage points higher 
over the year to June 2023. With the public sector accounting for around 20 
percent of total employment, this would approximate an effective increase in 
public sector pay of around 7.5 percent, assuming private sector wage growth 
was unchanged. 

38. This wage increase contributes to increased inflationary pressure through a 
combination of increased consumer spending (demand pull) and firms needing to 
increase prices (cost push). This requires additional monetary policy tightening to 
keep inflation in check, with interest rates rising around 1 percentage point higher 
than otherwise forecast. The impact of higher interest rates on demand flows 
through to lower activity and higher unemployment, with the unemployment rate 
peaking around 0.5 percentage points higher than in the baseline. 

39. The labour market pressures are being experienced across multiple skill 
categories, sectors and regions, but particularly strong in the private sector and at 
the low skilled end of the labour market.   

40. While the public and private sector labour markets are distinct in many ways (do 
not compete directly in many areas), there will be overlaps in some sectors/ 
occupations/ regions whereby public sector wage setting may influence or spill-
over into private sector wage pressure e.g., the Wellington region is currently 
experiencing extensive skill shortages and has a lower than average 
unemployment rate of 2.7 percent; it is the region most dominated by public 
sector employment with 30 percent of total employment (even though more public 
sector employees are in Auckland by total number). Other examples where wage 
spill-over impacts may occur include health sub-sectors such as disability 
services and aged care; education; other general and transferable skills like ICT 
and corporate services (HR, Finance, Legal, and to some extent, Management).      

41. In some cases, a combination of specialisation (e.g., psychologists) and/or 
geography (e.g., regions vs urban centres) can create conditions where 
competition (and, therefore, wage pressures) occurs for a given type of workforce 
(e.g., psychologists or corporate services functions) operating in a wider market 
than the public sector. In some cases, the core business of an entity also creates 
these conditions. These agency-level and workforce cluster dynamics are also 
considerations within the context of wage pressures across the economy. 
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Officials will continue to provide updated advice to Ministers and Cabinet on the 
most material risks, as relevant. 

54. Examples of the wider themes of risk officials continue to evaluate include: 
a Delivery and implementation risks – including complexity, administrative 

burden, timing, and scale of implementation. 
b Media and stakeholder risks – including potential sustained, adverse coverage 

of the pay adjustment, and/or incorrect information shifting public interest in 
the proposed pay adjustment. 
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9(2)(f)(iv) confidentiality of advice, 9(2)(j) prejudice to negotiations
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Appendix Two – Developments to date 

55. On 10 June, the Minister for the Public Service wrote back to the NZCTU 
indicating his openness to exploring their proposal and signalling the need to 
focus on four priority areas: 
a Scope: highlighting the difficulties of extending an adjustment into workforces, 

such as the state-funded sector, that the Crown does not employ. 
b Connection with non-pay bargaining: signalling initial challenges for parties 

being able to conclude collective agreements due to disagreement over non-
pay matters.  

c Settled collectives: the need to carefully consider how far back to extend a 
claim 

d Needs of the lowest paid: flagging potential for reinforcing inequalities if the 
pay adjustment were to set an across-the-board percentage increase (i.e., 
need for continued focus on Government’s commitment to closing pay gaps). 

56. On 13 June, the NCZTU and the Minister for the Public Service released parallel 
media statements indicating the Government was open to exploring a joined up 
public sector pay negotiation process. The Minister for the Public Service 
signalled the Public Service Commission would engage with the NZCTU to 
establish a process to explore the proposal’s feasibility. 

57. From 21 June to 2 September, union, employer, and Public Service Commission 
representatives met each week (a total of 14 meetings) to discuss union claims 
and the above four priority areas. 

58. Twelve unions, including NZCTU, have directly engaged in these feasibility 
discussions. 
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Appendix 4 – Breakdown of various areas of the Public Sector  

Name Description #’s of org 
Depts and Dept. 
Agencies 

Public Service Departments and Departmental 
Agencies. 

37 

Health sector Health New Zealand employees (public hospital 
workers and HealthNZ’s corporate areas) plus the 
Māori Health Authority. 

1 

Education sector Funded school boards; compulsory schooling 
employees and kindergarten teachers. 

2500+ 

Non-Public Service 
Depts 

Non-Public Service Departments - NZ Defence 
Force, NZ Police, and Parliamentary Council 
Office. 

3 

Crown agents Crown agents, excluding Health New Zealand. 
Examples are ACC, CAA, FENZ, Maritime NZ, 
NZQA, TEC, Worksafe, NZTA, NZTE, Real Estates 
Agents Authority, Sport and Rec NZ. 

27 

ACEs and ICEs Eg Te Papa, Māori Language Commission, Public 
Trust, Heritage NZ, Law Commission; Electoral 
Commission, Productivity Commission.  

36  

Crown entity 
companies  

Eg CRI’s, Radio NZ and TVNZ. 11 

Crown entity 
subsidiaries 

 150 

Tertiary sector Universities, Wananga, and Te Pūkenga. 13 

Public Finance Act 
Organisations and 
Reserve Bank 

A range of organisations including Fish and Game 
councils, Lottery Grants Board, Education Payroll, 
Predator Free 2050, Network for Learning.  

59 

SOEs; Mixed 
Ownership Model 
Companies  

 15 

Legislative branch  Office of the Clerk; Parliamentary Service; Office 
of the Ombudsmen; OAG; Parliamentary 
Commissioner for the Environment. 

5 plus 
Judiciary  

Funded sector Employers funded (partly or fully) to provide 
public services.  

Unknown 

Contracted sector Employers contracted to provide services to the 
public sector.  

Unknown 
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