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Treasury Report:  Finance Portfolio Meeting (11 February) - Managing 
public sector wage pressures 

Executive Summary 

You have a Finance Portfolio Meeting with Treasury officials at 3:30pm on 11 February to 
discuss public sector wages. 

You have two objectives for public sector wages that may require reconciliation: 

• increasing wages for low and inequitably paid groups, and  

• managing wage spending growth to fit within allowances.  

We want to understand how you would like to manage these objectives over the next 12 
months, to help us give you better advice on upcoming milestones, including MOGSSER on 
17 February, Budget 2021 and decisions on manifesto commitments such as Fair Pay 
Agreements. 

Under current policy, we expect personnel costs to grow faster than planned Budget 
allowances. Managing these pressures would require either making difficult trade-offs on 
major fiscal items (health spending, superannuation, public sector wages or revenue 
increases), or delaying the forecast stabilisation of net debt in 2023. We also expect current 
policy will improve wages and conditions for some, but leaves gaps in timely improvements 
particularly for non-unionised private sector workers.  

We have outlined indicative options for managing these risks in the table in Annex One, 
including: 

• 

• 

• providing bargaining agencies with a strong mandate to negotiate with increased 
weighting on affordability considerations at the meeting of MOGSSER Ministers on 17 
February 

We seek your feedback on which levers you are most interested in prioritising, in order for us 
to narrow our work programme to best support your priorities. 

out of scope
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Recommended Action 

We recommend that you: 
 

a note the Government has the following objectives which may require reconciliation:  

a. increasing wages for low and inequitably paid groups (ie, Fair Pay Agreements, 
pay equity, pay parity, living wage), and  

b. managing wage spending growth to fit within allowances 

 

b discuss which of the levers in the table in Annex One you are interested in 
progressing further to manage wage pressures, including:  

a. 

b. 

c. providing bargaining agencies with a strong mandate to negotiate with increased 
weighting on affordability considerations at the meeting of MOGSSER ministers 
on 17 February 

 
 
 
 
 
Nick Carroll 
Manager 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 

 

 

Out of scope
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Treasury Report: Finance Portfolio Meeting (11 February) - Managing 
public sector wage pressures 

Purpose of Report 

1. You have a Finance Portfolio Meeting with Treasury officials at 3:30pm on 11 February 
to discuss public sector wages. This discussion follows from a conversation with 
Central Agency Chief Executives at the December 2020 meeting of the Ministerial 
Oversight Group for State Sector Employment Relations (MOGSSER). 

 
We seek your steer on how you want to manage public sector wages over the next 12 
months 

 

2. You have two objectives for public sector wages that may require reconciliation: 

• increasing wages for low and inequitably paid groups, and  

• managing wage spending growth to fit within allowances.  

 

3. This discussion contributes to upcoming decisions and milestones including: 

• A meeting of MOGSSER on 17 February to discuss significant public sector 
bargaining milestones across 2021, 

• Budget 2021 decisions in March, and 

• Decisions on manifesto policies (including on living wage for government 
contractors in February, Fair Pay Agreements in April and pay parity through 
Budget 2021). 

4. We want to understand which key priority workforces you are most concerned about, 
what weighting you give to policy versus fiscal objectives, and which levers you are 
most interested in prioritising. This will help us narrow our work programme to best 
support your priorities. 

Context 

 
Managing within forecast Budget allowances will require difficult trade-offs 

 

5. Net debt growth is expected to stabilise by 2023 under the fiscal strategy settings 
underpinning HYEFU 2020, provided that Government spending stays within forecast 
Budget allowances. You are likely to face difficult trade-offs to keep within these 
allowances (Figure 1), given historic spending growth trends, and known upcoming 
costs (ie, rebalancing District Health Board (DHB) deficits, major sectoral 
transformations, annual cost pressures).  
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Figure 1: Spending growth, existing settings (line) vs constrained by allowances of $2.5 
billion (bars) 
 
 
To build a shared understanding of those trade-offs, we want to discuss your levers 
for public sector wages 

 

6. Wages are a significant structural driver of public spending, accounting for 20% of 
public spending in direct wage costs and contributing significantly to the cost of 
government contracted services1. As such, managing public sector wage growth is a 
key lever alongside other key drivers such as superannuation and managing cost 
growth in major sectors like health and education.

7. To build a better shared understanding of the trade-offs, we want to share what 
outcomes we expect from current policy settings, and discuss options you have to 
change long-term trajectories.  

8. We intend for this discussion to inform, and be informed by, your relative appetite for 
controlling pressure on allowances via public sector wage measures versus other 
major levers, and your different objectives for public sector wages. Because wages are 
an input into policy outcomes, this becomes a question about which policy and/or fiscal 
outcomes you and your colleagues are willing and able to trade off the level or pace of 
progress. 

9. Existing and planned wage-related policies are shown in the table below.  

 
1  While not monitored directly, wage costs for contracted services are likely to comprise a high proportion of the 41% of 

funding in the public accounts listed as “Other” spending). 

s9(2)(g)(i)
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Existing and planned wage-related policies 
Goal: Manage wage spending growth  Goal: Increase wages and conditions for 

workers on low & inequitable pay 
• Tightening global fiscal 

management controls, including 
setting tight allowances of $2.625 
million per annum, running an invite-
only Budget process, and delegating 
focus on expenditure control to the 
Associate Minister of Finance.  

• 

• The Public Service Commissioner is 
considering extending public sector 
pay restraint expectations beyond 
the 30 June 2021 end date of 
current expectations, and Cabinet 
will soon consider issuing a 
Government Workforce Policy 
Statement which sets out the 
Government’s expectations for 
negotiation of employment 
agreements in the public sector.  

• Regular oversight of the Ministerial 
Oversight Group for State Sector 
Employment Relations (MOGSSER) 

 

• Introducing a system of Fair Pay 
Agreements (FPAs). 

• Supporting pay equity settlements,  
• Pay parity for selected health and 

education workforces. 
• Extending living wage guarantees to 

government contracted workforces. 
• Regular increases to minimum 

wage. 
• Developing social sector funding 

principles, which may result in 
funding being made available for 
better wages and conditions for 
social sector funded workforces. 

• 

 

 
Under current policy settings we expect personnel costs to grow faster than planned 
Budget allowances.  

 

10. Figure 2 shows that personnel expenses are expected to grow faster as a share of 
GDP than their share of current forecast allowances. Scenario modelling using PREFU 
Fiscal Strategy Model indicates the gap between bottom-up personnel pressures and 
their share of allowances at PREFU could be $6.6 billion per annum by 2033/342. The 
trends in personnel expenditure are reflective of wider trends in government 
expenditure. 

 
2 The PREFU model assumes slightly lower Budget allowances than the $2.625 billion allowances set by the incoming 

Government, with an assumed 2% annual growth after the forecast period. 

s9(2)(f)(iv)

Out of scope
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Figure 2: Forecast personnel expenses (excluding SOEs) as a percentage of GDP 

11. This is not a new trend, and the bulk of upcoming cost is reflective of historical cost 
pressures. DHBs, schools and the public service are all significant to total government 
personnel costs, but the health sector is the main area of growth (Figure 3)3. 
Demographic trends including population aging will naturally reduce pressure on 
education and increase pressure on health. Public service demand growth is 
dependent on policy demand from Ministers, which has been significant in response to 
COVID-19. Both price and FTE growth are important determinants of growth (Figure 4). 

 
Figure 3: 2019/20 total personnel expenses (excluding SOEs) 
 

 
 
 
 
 
 
 
 
 

 
Figure 4: Drivers of total salary growth in the public service 
 
 
 
 

 
3  Between 2010 and 2019 the health and education sectors experienced significant wage rate growth (21% and 17%, 

respectively) while headcount growth was much higher in the health sector (29.8% and 7.2%, respectively). 
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12. Upcoming equity-driven wage policies add to the historical picture in two ways: 

• They directly and permanently increase wage expenditure, most significantly 
through pay equity settlements4.  

• They also complicate wage control measures by limiting the scope of workers 
eligible for pay restraint and by upwardly impacting wage expectations.  

13. Existing policies to manage spending are a useful starting point, but we do not expect 
pay restraint to achieve material reductions in cost growth, and further trade-offs will be 
needed to meet the intended allowances. While it may indirectly influence the narrative 
context for collective bargaining, only a limited pool of Public Sector employees are 
directly affected by pay restraint after accounting for those with contractual increases 
via collective agreements and workforces eligible for one of the wage-increasing 
policies above. Restraint is not unilaterally enforceable by Government because 
employment law requires any wage outcomes to be agreed in good faith with the 
employee’s bargaining agent. Control over wider wage expectations is limited further 
by better than anticipated economic conditions. 

14. We are developing a model to better understand the fiscal outcomes of bargaining 
outcomes across the public sector, as well as the expected outcomes of pay restraint. 
We are also continuing to update our model of forecast pay equity settlement costs, 
and will provide a further update in March, ahead of the Budget Economic and Fiscal 
Update 2021. 

 
Wage equity policies are expected to improve wages and conditions for some, but 
there are gaps in timely improvements for some vulnerable groups.  

 

15. Cleaners, caterers and security guards contracting with the government will receive 
living wages under planned policy, but other low-paid and vulnerable groups 
particularly in the private sector may not be well-served by current and planned 
bargaining systems (ie, pay equity settlements, pay parity claims and FPAs).  

16. We expect pay increases through bargaining to continue to favour well-organised and 
unionised workforces in the Public Sector (including nurses, doctors and teachers) due 
to scarce bargaining capacity in systems designed to have universal and non-
prioritised access.  

 
It is unlikely to be possible to achieve both wage equity and fiscal restraint objectives 
simultaneously without trade-offs elsewhere 

 

17. One approach to reconciling these objectives would be building on existing efforts to 
prioritise pay increases toward priority groups and clearly communicating your 
expectation of limited or no growth for other groups. There may be co-benefits to fiscal 
and equity outcomes through a more targeted system of pay increases to support the 
most vulnerable. However, we do not anticipate such a system would remove the need 
for wider trade-offs due to the limited fiscal cost reductions available. 

 
4  As at HYEFU 2020, live claims are estimated to cost $1.2 billion per annum once fully implemented, excluding recently 

initiated education sector claims for teachers etc. 
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Tactical options over the next 12 months 

18. We want to test with you your interest in exploring different options to manage 
expected fiscal outcomes if bottom-up cost pressures are realised (as shown in Figure 
2), and your relative priorities. 

19. The table in Annex One outlines indicative approaches and upcoming tactical windows 
of opportunity for addressing wage settings. 

20. Based on these options, we recommend you prioritise the following actions: 

 
Out of scope
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Provide bargaining agencies with a strong mandate to negotiate with increased 
weighting on affordability considerations at the meeting of MOGSSER ministers on 17 
February 

 

27. Collective bargaining is a key driver of cost, and a key mechanism for achieving wage 
corrections for vulnerable groups.  

28. , 
we recommend you provide a clear mandate to bargaining agencies to negotiate with 
increased weighting on affordability considerations. This may mean giving a clear 
mandate for agencies to agree to disagree with unions on some matters.  

Next steps 

29. We will use the feedback from this meeting to focus our work programme on your key 
priorities in this area, including where we should be playing a monitoring role versus an 
active role.  

30. You will soon receive further advice to support your MOGSSER meeting on 17 
February, Budget decisions in March, and Cabinet papers on manifesto commitments 
as they arise. 

 

Out of scope

out of scope
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Annex One: Opportunities to influence public sector wages in next 12 months 
 
Policy/lever Significance & tractability Current state, key risks and constraints Tactical options 
Overall fiscal 
settings and 
expectations  

Large fiscal implications 
 
Direct fiscal management 
levers, indirect levers over 
expectations 

Expectations environment less conducive to restraint due to strong economic recovery and 
expected wage rises for priority groups via government policy. Junior doctors recently 
settled for 0% increase due to restraint messaging. 
 
Fiscal environment remains constrained. You have set relatively tight fiscal allowances over 
the forecast period, which will drive prioritisation decisions. 
 
Public Service Commissioner has issued public sector pay restraint expectations to 30 June 
2021. 

Budget 2021 decisions in March – Use Budget decisions to drive co-ordinated and prioritised 
wage and FTE growth outcomes.  
 
Cabinet decisions with wage or FTE implications – you may wish to place increased scrutiny 
on wage and FTE growth. 
  
Commissioner may issue extended pay restraint. 
 

Collective 
Bargaining 

Large fiscal implications 
 
Medium tractability  

24 of 50 public service CEAs expire in 2021, alongside bargaining for nurses/midwives and 
senior doctors. Opportunities and risks for precedent set around bargaining under pay 
restraint. Major education sector claims beginning in 2022 will be influenced by precedent 
set this year.  

MOGSSER 17 February – signal to agencies your continued expectation of restraint. Seek 
consensus with social partners to support restraint messaging. Support agencies to take tight 
bargaining positions and be prepared for industrial action.  

 

Out of scope




