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Abstract
Perry in this journal draws on two new sources to challenge claims by Dalziel (2002) and
Peetz (2005) about relatively weak labour productivity growth in New Zealand after the
introduction of its Employment Contracts Act (ECA) in 1991. While new data raise further
research questions, they do not overturn our original conclusions. Whether the ECA
contributed to higher labour input growth compared to Australia, it failed to improve labour
productivity growth.
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1.

Introduction

Debates about Australia’s Workplace Relations Amendment (Work Choices) Act 2005
rekindled interest in whether New Zealand’s similarly depicted Employment Contracts Act
1991 (ECA) produced any positive impact on aggregate labour productivity in that country.
Dalziel (2002, p. 42) concluded that ‘the introduction of the ECA appears to have marked the
end of a long period of strong comparability between New Zealand and Australian labour
productivity growth, to New Zealand’s great disadvantage’. Peetz (2005) included Dalziel’s
analysis in the evidence for his conclusion that ‘there is no inherent relationship between the
form of coverage [individual contracting or collective bargaining] and growth in productivity’
(p. 49). More recently, Perry (2006) argues two new data sources for comparing Australian
and New Zealand economic performance do not support our claims. Here we reply that the
new data sources raise further research questions, but do not overturn our original
conclusions.

2.

The Total Economy Database

The first new source is the Total Economy Database provided by The Conference Board and
Groningen Growth and Development Centre (TCB/GGDC), which presents time series on
key variables for 124 countries.1 Early values for New Zealand annual hours in that dataset
are created using Australian trends. This makes them unsuitable for comparing the two
countries, but an alternative is available based on a series of average weekly labour hours
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published by the New Zealand Department of Labour from 1957 to 1986 (Fletcher, 1990).
This alternate series has been used in Figure 1, which otherwises uses the TCB/GGDC data to
depict labour productivity in New Zealand and Australia. The figure also includes a third line,
showing New Zealand’s labour productivity after 1978, rebased to equal Australia’s value in
1978. The impact of using the Department of Labour data to calculate New Zealand total
labour hours turns out to be negligible, and so four points made by Perry (2006) are
immediately apparent in Figure 1:
1.

New Zealand experienced lower labour productivity growth than Australia after the
introduction of the ECA in 1991.

2.

The fall in New Zealand’s relative performance after 1991 is better explained by an
exceptional performance by Australia (following, inter alia, a shift from awards to
collective ‘enterprise’ bargaining) than by a deterioration in New Zealand’s labour
productivity growth.

3.

New Zealand also experienced periods of lower average labour productivity growth than
Australia prior to 1991.

4.

If the two series are rebased to a common value in 1978 then (after dipping during the
centralised Accord) Australia’s relative labour productivity passed New Zealand’s in the
midst of the ECA period rather than in 1991 as per the analysis of Dalziel (2002).
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Figure 1 Labour Productivity, Australia and New Zealand:
TCB/GGDC Estimated EKS US$ GDP per Total Hours Worked, 1960-2005
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Source: TCB/GGDC, Total Economy Database, September 2006, <http://www.ggdc.net>,
and Labour and Employment Gazette, New Zealand Department of Labour, various issues.

Point 1 confirms Dalziel’s (2002) original conclusion and the importance of the related
research question: why was New Zealand’s labour productivity growth performance so much
worse than Australia’s in the 1990s, despite the introduction of its Employment Contracts Act
in April 1991? Point 2 suggests the answer is found in an exceptional performance by
Australia over that period, but this answer confirms the conclusion of Peetz (2005) and others
in the ‘Work Choices’ debate: if individual bargaining and individual contracts really are the
key to labour productivity growth, how did Australia manage to produce very high labour
productivity growth in the 1990s at a time when its trans-Tasman neighbour continued to
struggle under the ECA?
Point 3 needs an important caveat. Between 1960 and 1991, the poor performance of New
Zealand’s productivity growth compared to Australia can be explained by two discrete
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collapses associated with international trade shocks: in 1967, when labour productivity in
New Zealand fell by 6.0 per cent; and in 1977, when it fell by 5.9 per cent. These figures are
2.8 standard deviations below the mean productivity growth rate for New Zealand over the
45-year period, and there are no other years with comparable departures from mean in either
direction for either country.2 Policy-induced rigidities (including labour laws and the countercyclical expansion of public sector employment) presumably contributed to the domestic
impact of the two shocks, but we cannot deduce from these aggregate data that New
Zealand’s industrial relations system was creating a persistent drag on labour productivity
growth. Indeed, in the period after the second shock, 1977 to 1991, New Zealand’s labour
productivity growth averaged 1.9 per cent per annum, compared to 1.4 per cent in Australia.
Point 4 invites analysis of why new data have produced this slightly different pattern. The
explanation is in Figure 2. In the period common to both studies (1978-1998), total hours in
Australia grew faster than the number of full-time equivalent employees, while in New
Zealand the reverse was true. This means that New Zealand’s productivity performance was
not as bad, and Australia’s not as good, as Dalziel (2002) obtained when using full-time
equivalent employees as the denominator. Nevertheless, Figure 2 confirms Dalziel’s main
point that New Zealand’s reforms involved a significant economic sacrifice: between 1984
and 1991, total hours in New Zealand fell by 7.5 per cent (and did not return to their 1984
level until 1994) while they grew in Australia by 17.1 per cent. There was a sharp turning
point in 1991; between 1991 and 2005, total hours grew by 36.7 per cent in New Zealand,
compared to 26.4 per cent in Australia. The ECA may have played a part in this turnaround,
but there is no evidence here of any closing of the labour productivity gap between the two
countries.
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Figure 2 Comparison of Full Time Equivalent Employees and Total Hours:
Australia and New Zealand, 1978-1998
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Source: Calculated from Figure 1 and Dalziel (2002).

3.

The Measured Productivity Data

The second new data source is a Statistics New Zealand (2002) analysis that reports parity in
the labour productivity growth of the measured (‘market’) sectors of Australia and New
Zealand between 1987/88 and 2004/05. Perry bases his claims on that study’s full period
results, 1987/88-2004/05, but for clear comparisons we need to focus on the period after
1990/91 (the year during which the ECA was introduced), as shown in Figure 3. Output (and
labour input) grew in the measured sectors of the two economies at similar rates between
1990/91 and 2004/05. As Australia introduced its Workplace Relations Act from 1997, these
similarities illustrate Peetz’s (2005, p. 49) conclusion that ‘there is no inherent relationship
between the form of coverage and growth in productivity’.
Perry suggests ‘given that Australian labour productivity growth was relatively high
during these years, it is very likely that New Zealand’s labour productivity growth was also
-5-
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relatively high during the ECA years’ (p. 371). Perry’s brave conjecture cannot be tested until
the New Zealand series is extended to earlier years, but in the meantime the evidence is not
supportive: the data in Figure 3 imply that labour productivity growth between 1987/88 and
1990/91 was 12.7 per cent in New Zealand, but only 5.9 per cent in Australia. It is possible
that New Zealand was engaged in labour productivity catch-up in the final years of collective
bargaining, which did not continue after the shift to individual contracting in 1991.
The results might also be reconciled by divergent trends in the countries’ non-measured
sectors. Drew (2007, p. 27) calculates that the Statistics New Zealand data imply that ‘on
average, [labour] productivity growth in the non-measured sector (NMS) in New Zealand has
been negative at around minus 1.5 percent per annum (and negative in most years) while the
rate in Australia has been positive at around 0.7 percent’. A poor performance in the nonmeasured sector is important for the total economy because the hours paid in New Zealand’s
non-measured sector grew almost twice as fast as in its measured sector between 1992/93 and
2004/05 (44.2 per cent versus 22.9 per cent; Statistics New Zealand, 2006, Figure 2). Whether
it reflects measurement issues (see, for example, Douglas, 2006), or deeper problems such as
slower growth in wages or the capital/labour ratio in New Zealand, are matters warranting
further research.
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Figure 3 Output and Labour in the Measured Sector:
Australia and New Zealand, 1987/88-2004/05
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4.

Concluding remarks

Perry has made an interesting contribution but it would be unfortunate if it led to a view that
New Zealand’s productivity has been strong in recent times. The TCB/GGDC Total Economy
Database has also been analysed by David Skilling, Chief Executive of the business-funded
New Zealand Institute, who notes that the entire trans-Tasman per capita income gap can be
explained by the difference in the two countries’ labour productivity. Skilling comments:
About two thirds of New Zealand’s economic growth generated since 1990 has been due to
growth in hours worked, as unemployment has reduced and labour force participation has risen.
Only one third has been due to labour productivity growth. New Zealand’s labour productivity
growth rate of 1.0% over the past 15 years is in the bottom quartile of OECD countries. Indeed,
New Zealand has only maintained its relative income position in the OECD since 1990 by
working more hours to almost exactly offset its declining relative labour productivity level. This
is not a sustainable way to proceed. [2007, pp. 1-2]
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New Zealand’s move in 1991 from an industrial relations system based on collective
bargaining to one based on individual contracting may have contributed to that increase in
labour inputs over the last 15 years, but it did not help address New Zealand’s long-standing
problems with labour productivity growth relative to other countries in the OECD.
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Endnotes

1

See TCB/GGDC (2006). The database can be downloaded without charge from
http://www.ggdc.net.

2

The closest is a New Zealand cycle in 1969 and 1970 which saw a positive difference of
2.2 standard deviations immediately followed by a negative difference of 1.9 standard
deviations; otherwise, all observations for both countries lie within 1.8 standard
deviations of their respective means.
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