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1 Purpose
This report has been commissioned by the Ministry of Social Development’s (MSD) Centre for Social Research and Evaluation. The report focuses on the role of labour market intervention in ensuring sustainable employment is achieved according to an appropriate employment research and evaluation framework. Key tasks include:

· mapping current labour market policies in New Zealand

· evaluating of overseas approaches to labour market policy

· looking at implications for the development of New Zealand labour market policy

· identifying the scope of future research.

An argument is made for an expanded definition of sustainable employment. We believe that policy needs to address employment insecurity and new forms of vulnerability along with the adaptability and quality of the labour force. Continuous Education and Training (CET) would contribute to these policy goals.

Introduction: setting the scene

The labour market, and its management by successive governments, has evolved during the late nineteenth and twentieth century. Initial developments took place in the 1890s, and then again at various times throughout the twentieth century as the nature of employment changed along with the expectations of political constituencies. 

In the second half of the twentieth century the labour market, which had been characterised by male standard employment, growing female participation in paid work and accompanied by a set of universal welfare provisions, was altered in a period of significant change from 1984 through to the early 1990s. The core social contracts that underpinned the nature of employment relations, the setting of employment conditions, wage levels and state support for those about to enter or leave the workforce, along with conditions for the unemployed, were scrutinised and “reformed”. 

The challenges of contemporary government employment policy have shifted as a result of the renegotiation of those social contracts which shaped government policy from 1894 through to the mid-1980s and by the altered nature of both labour supply and demand. 
The mid-twentieth century was characterised by mass employment, typically for males (heads-of-households) in standard forms of employment. This meant working for a salary or wage at an employer’s place of work during standard hours – 8.00am to 5.00pm, Monday to Friday – and with an expectation of indefinite employment. The exceptions were seasonal employment in horticulture and pastoral farming and in the processing of primary production. However, the predominance of standard employment and the elements that accompanied it – universal social protection systems or welfare states, national regulation and dispute resolution of industrial relations, extensive union representation, and careers – have now been supplemented, or displaced in some areas, by much more diverse sets of employment relations and options (see Spoonley, Dupuis and de Bruin, 2004). 

The contrast between paid standard work and unemployment, and between domestic labour and the formal paid sphere is less obvious as labour flexibility and conditions create a continuum of employment/non-employment situations. The re-appearance of, for example the care of dependents, providing security, maintenance of private homes as paid work is one characteristic of a labour market dominated by service employment. The nature of paid work and employment relations has become more varied in recent decades. Another important change is the increase in the female paid labour force due to the rise in the productivity in domestic labour, the reduction in fertility and the growth of service employment. 

An interesting question is whether the mass standard employment of the mid-twentieth century represents an exceptional period? This question is beyond the scope of this paper, but we believe that changes in the nature of employment relations require significant policy shifts (in some areas). Labour market policy needs to reflect the diverse new employment situations and options in New Zealand. 
This policy challenge is not confined to New Zealand. International agencies and a number of governments have signalled the need to adjust policy to reflect the contemporary nature of employment. For example, the nature of recent changes and the appropriateness of policy frameworks has been an issue for the Organisation for Economic Co-operation and Development (OECD) (2003; 2004). The OECD’s Employment Outlook has recently argued for significant policy adjustments to reflect changes in employment relations and opportunities. 

Demographic changes (ageing of populations and workforces) are combined with new or expanded forms of vulnerability (labour flexibility and insecurity, ethnic labour market inequalities, growing wage disparities). Female labour market participation has grown significantly since 1945, while male participation havs declined. Some ethnic minorities (indigenous, immigrant) face levels of unemployment, underemployment and employment outcomes that differ significantly from other ethnic and majority groups. But the vulnerability of some households and communities takes place against the backdrop of employment growth and buoyant labour markets. 

Employment insecurity and evidence of a “long hours” work culture has raised questions about the quality of contemporary employment (Green, F. 2003). Raising skill levels and labour market returns, articulating what constitutes basic employment rights and issues such as work–life balance in changed circumstances represent an important policy challenge in New Zealand and elsewhere. The OECD (2004) has characterised this challenge as: more and better jobs. 

The local debate about appropriate policy frameworks began to shift in 1999. The Human Capability Framework signalled the early re-orientation. “Sustainable employment” (MSD) and “decent work” (Department of Labour) represent a new policy orientation in recent years. Both concepts reflect ambitions about the quality of work for New Zealand in the twenty-first century. The question is what policies might deliver such ambitious goals.

Sustainable employment

MSD’s definition of sustainable employment refers to the achievement of economic independence throughout working lives (Ministry of Social Development, 2004:47). MSD seeks “to get clients into work, keep them in work for longer periods of time and to provide opportunities for people to move into higher-quality jobs over time” (Ministry of Social Development, 2004:108). This is to be achieved by means of “supporting clients to be work-ready, facilitating job seeker attachment to work opportunities, and supporting clients in employment” (Ministry of Social Development, 2004:76). This definition reflects MSD’s focus on its traditional client base. 

The question is whether this adequately encompasses vulnerability and what should be offered via Active Labour Market Policies (ALMPs) and social protection policies. We believe that new forms of vulnerability, especially the insecurity associated with certain forms of non-standard employment, constitute an important challenge to labour market policy. Given the non-linear and complex relationship between employment and other forms of vulnerability, it is important to expand the definition of what constitutes vulnerability and to consider what constitutes an appropriate policy response. A starting point is to suggest that MSD’s definition of sustainable employment ought to be expanded. 
Sustainable employment has become a key ambition for governments who want to ensure the economic well-being of their workforces and communities. In addition to MSD’s definition, we argue that sustainability encompasses the following three aspects:

· The first aspect concerns those seeking employment or currently in some form of employment as individuals, and members of families/households and communities. The “nature of the risks and vulnerabilities confronting workers and their families” (d’Ercole and Salvini, 2003:36) has changed. Successful transitions into and within employment, a working life trajectory which delivers appropriate levels of return, individual well-being, and the opportunity to transfer human capital to new generations all contribute to sustainability for individuals and households. An important dimension is to maintain good employment outcomes over time (inter-temporal) and intergenerationally (see d’Ercole and Salvini, 2003). 

· The second aspect concerns employers and firms, their ability to maintain economic competitiveness and issues such as the adequacy and cost of labour. Employment sustainability is inevitably associated with economic development issues and policies. It is not simply an issue of cost containment or cost reduction, but encompasses workplace cultures and policies concerning the value of employees. The OECD (2004) has argued for the policy goal to be more and better jobs. If this is to be achieved, an understanding of the changing nature of demand and partnerships between key matching agencies (education and training providers, social service agencies) and employers and industries is needed in order to respond appropriately to both quantity and quality ambitions. Contributing to and reflecting demand is as important as a focus on supply.
· The third aspect is related to collective interests.

Changes in the working environment affect the sustainability of social protection in two ways. On one side, declines in labour force participation rates for some groups, long-term unemployment and the development of atypical jobs have narrowed the base for financing social protection, increasing the need for making social programmes more employment friendly. On the other side, changes in the nature of work and of joblessness have made existing social protection institutions increasingly ineffective in responding to the growing divergence of workers’ conditions in the labour market (d’Ercole and Salvini, 2003:36).

Competitiveness of the economy, including the labour market, the ability to fund transfers while sustaining social and human capital all mean that the state in particular, and society in general, have an interest in employment sustainability. Social development and well-being is directly related to issues of productivity (Sharpe, 2004). But sustainable employment needs to encompass all three elements – supply in the form of those seeking or in employment, demand and the contribution of employers and industries, and a broad societal interest.

Sustainable employment operates as a high level social policy goal accompanied by other goals, especially the aim of achieving social cohesion (which is related to the third aspect identified above). A useful way of describing a socially cohesive society is one where all groups have a sense of “belonging, participation, inclusion, recognition and legitimacy” (Jenson, 1998). The well-being of individuals, households and communities and the enhancement of social cohesion are directly linked to labour market positions and outcomes. 

Sustainable employment is a significant contributor to social cohesion. Social Cohesion requires high levels of co-operation and inclusive networks amongst members of society, an equally important issue for employment. The government acknowledges these issues, and values social cohesion, in goals such as “growing an inclusive innovative economy for the benefit of all”, “improving New Zealanders’ skills” and “reducing inequalities in health, education, employment and housing”.

The definition of sustainable employment used by MSD (and others) reflects an interest in what might be referred to as the orthodox client groups of welfare service agencies. The question raised here is whether this adequately encompasses those who are vulnerable in terms of labour market participation and outcomes, or the key elements (demand as well as supply) if sustainability is to be achieved. Vulnerability or insecurity is outlined in more detail below but the diverse nature of employment relations and pathways, it is argued, requires an expanded definition of sustainability. An important element of this more encompassing approach is the question of the quality of employment and employment outcomes. This is represented in the recent International Labour Organisation (ILO) interest in decent work.

Decent work
In 1999, the Director-General of the ILO, Juan Somavia, described “decent work” as “the promotion of opportunities for women and men to obtain decent and productive work in conditions of freedom, equity, security and human dignity” (Somavia, 1999). He went on to identify six dimensions of decent work: opportunities for work, freedom of choice of employment, productive work, equity, security and dignity of work. Subsequent ILO material (Background Note; Tripartite Forum on Decent Work, New Zealand 2003) indicated that decent work brings together four of the strategic objectives of the ILO: employment, rights at work, social protection and social dialogue.

The following elements have been identified with decent work in the ILO (see www.cinterfor.org.uy, access 19 November 2004):

· it is productive and secure work

· it ensures respect of labour rights

· it provides adequate income

· it offers social protection

· it includes social dialogue, union freedom, collective bargaining and participation.

Traditional ILO concerns with worker rights and representation are combined with security and income.

The Department of Labour’s overarching objective has been high-quality working lives in thriving and inclusive communities, accompanied by a number of second tier or intermediate goals (Grimmond, 2002). The notion of decent work was introduced in the New Zealand context by the Department of Labour and was subsequently taken up by the newly-appointed Chief Executive, James Buwalda who hosted a seminar in New Zealand in 2003 (Many Voices, One Message: Decent Work for All in South-East Asia and the Pacific, Press Release, Department of Labour, October 2003). It has received some local attention (see Blumenfeld, 2004) but has yet to be the focus of a sustained or widespread policy debate. What it might mean locally, in comparison with other countries has been the subject of some work on indicators (see Blumenfeld, 2004).

The ILO has developed an indicator framework (Anker, Egger, Mehran and Ritter, 2002) which is intended to provide the basis for an analysis of decent work, the progress in achieving decent work and the relationship between poverty and economic performance (Blumenfeld, 2004:5). The indicator framework centres on 29 statistical indicators relating to employability grouped in eleven areas with a twelfth (future employability) which has been used by the Industrial Relations Centre, Victoria University of Wellington (see Blumenfeld, 2004).

MSD’s definition of sustainable employment includes a statement on “higher quality” work, The issue of quality or decent work might usefully be a more significant policy goal of an expanded definition of sustainable employment. This aligns with the OECD (2004) goal of better jobs and the growing concern with issues such as work–life balance, the scarring effects of some forms of non-standard work or minimum-waged employment and the satisfaction and returns of work. One option would be to attach this expanded definition of sustainable employment to a new form of social contract based on citizenship. In the last few years, some countries have sought to promote the notion of a labour market citizenship.

Labour market citizenship

A number of Scandinavian countries began to shift their approach to employment in the 1990s on the grounds that traditional concepts and policies were no longer applicable to the contemporary labour market (Ferrie et al, 1999). The concern, particularly in Finland, was that a linear model (education → training → employment) was no longer appropriate because repeat and multi-directional transitions between education/training and employment occurred. Entry into the labour market was increasingly delayed and non-work factors were influencing careers. A significant research effort was devoted to identifying the nature and extent of the changes to work, and the relationship between employment and education/state-supported employment measures (see Suikkanen and Viinamäki, 1999:189-190). The notion of “Labour Market Citizenship” (LMC) emerged from a desire to overcome some of the inadequacies of the current social contract. 

As non-typical forms of employment became more common and diverse [in the 1990s], the borderline between work and non-work is becoming blurred…The dividing line between private family life and public study and working life is being broken down…Social policy must understand that the uneven nature of the life paths of young people are normal and traditional (Suikkanen and Viinamäki, 1999:206).

In the context of the Scandinavian experience, these authors argue that there are at least three very different labour markets emerging:

…a competitive market for young people, with very few permanent full-time jobs and most work involving intermittent relationships; a market for people between 30 and 54 years of age where work is essentially organised according to the old labour market practices; and a market for people over 55, in which work is becoming a marginal activity and people are withdrawing from salaried employment (Suikkanen and Viinamäki, 1999:207).

These changes significantly alter the relationships between various sectors of the labour market and between citizens and the state. In recognition of this, Finland has looked to renegotiate the social contract concerning work and to specify the new elements of a citizenship attached to employment (and non-employment), hence LMC. At the core of LMC was the notion of an “Integrated Socialisation to Work” (ISW) in which study and training were part of a continuous process and there was a blurring of work/non-work activities (see Ferrie et al, 1999). ISW varies according to the life situation or phase of the person concerned. Policy was designed and implemented to facilitate mobility and adaptability, and educational or employment measures were provided as part of various cycles.

Denmark developed a variant of this approach from 1994 based on the assumption that those outside the workforce and in receipt of benefits must contribute to “productive societal activities” (see Ferrie et al, 1999). Those both in work and out of it are assumed to be involved in a continuous process of adult socialisation with individual labour market plans reflecting heterogeneous requirements and situations.

The key dimensions of LMC encompass lifelong learning. Over a lifetime, employment will supply only a proportion of an individuals or households income and that the aim is to encourage a mix of vocational/entrepreneurial skills, computer literacy and inter-personal/inter-cultural skills (Ferrie et al, 1999). Social protection and employment polices are not confined to those who are unemployed or underemployed but they should “facilitate the transition of an individual from one job, duty or function to another” (Suikkanen and Viinamäki, 1999:208). LMC and ISW are built around the notion of highly variable pathways into and out of employment and the key role played by state or co-funded education and training on a continuous basis. There are both voluntary and obligatory dimensions to this approach as it integrates work, study and social dimensions of life.

A summary

We believe that the current definition of sustainable employment needs to be expanded to:

· more adequately encompass both supply and demand issues 

· address issues of vulnerability given various forms (some new, others longstanding) of employment insecurity. 

Recognition of the changing circumstances (barriers and opportunities) of the way the labour market functions requires policy adjustments. This is especially relevant for those who are poorly attached to the labour market or who are not active as well as those who face employment insecurity or poor labour market outcomes. 

Buoyant labour markets have also highlighted issues of the quality of employment. Ensuring employment can be accessed and is sustainable is an important policy goal. The OECD and ILO have underlined the need for quality or decent work. Sustainability should be accompanied by employment outcomes that meet individual and community expectations concerning the value and returns of employment. If policy is to be effective, it must reflect the variability of employment pathways and relations. An argument is made for a key policy goal to be adaptable – in service delivery and options, but also as an outcome in relation to the characteristics of the workforce. One important investment to ensure this is provided by Continuous Education and Training (CET).

	The goal of sustainable employment is the achievement of economic independence throughout working lives as the basis for the economic well-being of the workforce and communities. 

To achieve this goal, sustainable employment will need to address:

1. the employment options and outcomes of individuals, and members of households/ families and communities

2. employers and firms’ needs for adequate (in relation to both quantity and quality) labour supply

3. national interests in maintaining human capital and social cohesion.

The quality of employment provides an important dimension that contributes to positive outcomes. Whether this is identified as “decent work” (ILO) or “better jobs” (OECD), it is an important element in achieving sustainable employment.

To recognise the altered nature of labour markets, attention needs to be given to the rights of citizens and what they might expect from the state (subject to mutual obligations). One element is the need for these citizens to be adaptable, and a key element is access to CET.




2 Employment policies in New Zealand: A brief historical trajectory

Employment policies are defined as either “active” or “passive”. The concept of active policies was borrowed from Swedish policies of the 1950s and popularised by the OECD in the 1960s (see Bosworth, Dawkins and Stromback, 1996:440). It described labour market intervention policies that explicitly sought to encourage certain behaviour or outcomes but left the wage-setting process to carry on without state intervention. As Mabbett (1995:92) notes in relation to Sweden: 
The active labour market policy was primarily intended to discourage the government from maintaining an inflationary domestic environment by promoting the “targeting” of employment promotion measures. At the same time, it was hoped that the policy would support centralized wage bargaining. Training and mobility measures would moderate wage drift by easing sectoral labour shortages, while the case for low settlements for firms in difficulty could be countered by improving the elasticity of labour supply.

While Sweden provided the original source of active labour market policies (ALMPs), many other countries adopted ALMPs in a piecemeal fashion. ALMPs in Sweden were part of a corporatism which spanned both public and private sectors and which ran through social policy generally. When it came to other countries in the OECD, New Zealand included, the history of labour market policy and employment regulation was rather different.

New Zealand had a wage setting and arbitration process which was centrally mandated and managed, and had been so since the 1890s. From the 1950s through to the 1970s, employment policy was set against a backdrop of a successful capitalism and mass employment, especially for male heads of households. There were also generous welfare provisions for the unemployed (see Kucera, 2003:373). Through this period, the New Zealand government managed to maintain control without major concessions to worker organisations. Legal recognition was granted to registered unions but restrictions were placed on their ability to take industrial action.

Full employment presented similar issues of wage control in New Zealand, but the government managed to achieve wage restraint without making the same policy concessions to the unions (Mabbett, 1995:93).

In Mabbett’s account, the difference between Sweden and New Zealand was that Sweden operated an open economy that made jobs vulnerable to international market instability. ALMPs tried to ensure those displaced out of an industry had an opportunity to enter another. The New Zealand approach, in contrast, was to protect existing employment from the impact of the international market place.

Active policies were often intended to address the very limited unemployment that existed. This was followed by significant pressures as inflation, an uneven balance of payments and growing international competition (combined with protectionism for some of New Zealand’s traditional exports) made existing economic policy unsustainable. But there were also significant structural shifts taking place, marked by a “compositional shift from industrial to service sector employment…[including] service sector employment characterized by low pay and limited potential for productivity growth” (Kucera, 2003:373). Increasingly, governments were struggling to finance and therefore preserve social protection systems (Kucera, 2003:373). Internationally, trade liberalisation “reduced barriers to the mobility of international capital flows and the growing importance of newly-industrialized countries having comparatively low labour costs” (Kucera, 2003:373).

Deregulating labour

By the 1980s, there was significant pressure on many countries to deregulate labour markets, although some (especially in Europe) resisted and maintained universal welfare; all continued social protection systems. In New Zealand, the privatisation and corporatisation of state activities had an impact on the traditional role of the state as a major employer and as the key institution responsible for national infrastructure. The number of state employees declined significantly through the late 1980s. The expectation that the state provided secure employment and careers was dramatically reversed in many areas. Furthermore, the state’s role as a key training institution for both the public and private sectors was diminished although this was accompanied by an increase in the number of in those involved in post-compulsory education and training. 

Other aspects in this process included the expectation that individuals and households would meet some of the financial costs that had previously been met by the state. This included post-secondary training and education costs. After the election of the 1990 National Government, further developments included major alterations to employer/employee relations (individualised contracts, downward wage pressure, labour flexibility), reductions in what workers might expect from the state in terms of welfare entitlements and major changes to worker representation. The OECD saw the policy challenge as follows:
· Sufficient labour market flexibility will have to be achieved within a socially acceptable regulatory framework. Thus, necessary regulations must not stifle innovation and change but prevent an undue burden of adjustment falling on individuals or particular groups…this can best be achieved by internal and external labour market flexibility coexisting and playing a complementary role.

· Public expenditure on labour market programmes will have to be reoriented to maximise cost-effectiveness…priorities should be switched from “passive” to “active” measures, in other words, policy should be changed from a static concept of income support and protection to a dynamic and future oriented one of “investing in people” (OECD, 1990:19-20, quoted in Bosworth, Dawkins and Stromback, 1996:440-441).

Deregulation of the local labour market dates from the Employment Contracts Act 1991 whereas job losses were associated with corporatisation and privatisation in the mid and late 1980s. The impact on specific communities was particularly harsh (20% of Māori who were employed in 1987 had lost their jobs by 1989; Te Puni Kokiri, 1993; Smith, 2005), and groups such as Māori and Pacific peoples who were employed by the industries which declined substantially or who were disproportionately employed by the state faced significant fall-out from the radical restructuring of the labour market (Smith, 2005).

If the election of the 1984 Labour Government is taken as a turning point, then the principal aim of employment policies in the previous decades was to contain the level of unemployment and to provide schemes to maintain an engagement in work. After 1984 the emphasis increasingly shifted to issues of labour flexibility, efficiency and productivity (see Bosworth, Dawkins and Stromback, 1996:445 in relation to developments internationally). This new flexibility included various forms:

· Pay – the greater flexibility of wages, with the reduction of indexation, more decentralized and individual bargaining and, as a consequence, diversified pay rates which are more performance related. 

· Employment contracts – the reduction in the “traditional” full-time, permanent contracts, and the growth in temporary, casual and part-time working, sub-contracting and self-employment. 

· Working time – the movement away from a standard five day] working week, towards reduced hours of work; greater flexibility, difference between hours paid and worked, decoupling of employee hours and operating time, growth in shift working, increases in unsocial times of work. 

· Work organisation – the movement away from single-skilled demarcated jobs, towards multi-skilling, team working, quality chains, continuous or lifelong training (Bosworth, Dawkins and Stromback, 1996:446).

In New Zealand, as in the United Kingdom (UK), major institutional and policy changes through the mid and late 1980s and early 1990s all impacted on the nature of employment, employment relations and employment outcomes/opportunities (see Dixon, 1995, for a discussion of some effects). The privatisation and corporatisation of certain industries and activities had a series of direct and indirect impacts on who was employed and where. Numbers in middle management were reduced, often being displaced into contract employment in the same field or changing completely into new forms of employment, especially franchising or self-employment. 
After 1984, there were two stages in the reform of the labour market. The fourth Labour Government concentrated on making unions more efficient through the regulation of minimum union membership as well as accommodating “two tier” bargaining. After 1990 the National Government significantly changed the nature of employment contracts and relations through the provisions of the Employment Contracts Act 1991 combined with benefit reforms. 

The question now is whether the resulting flexibility in the labour market has encouraged a move to “low skilled/low technology” employment, and hence a downgrading of economic activity generally, instead of encouraging the development of high skilled/high technology options (see Bosworth, Dawkins and Stromback, 1996:446), especially through a period of economic and employment growth. 

The quality of various forms of work, as well as issues such as a low skills equilibrium and the relationship between skills and the adoption of new technology also raise concerns. (Durbin, 2004). Moreover, workfare (systems of income maintenance which are “compulsory, primarily about work, and relate to policies tied to the lowest tier of income support”, Lodemel and Trickey, 2001, cited in Byrne, 2003:197-98) has impacted on policy approaches. 

Workfare

Workfare has two very different elements. The first is an approach, expressed by particular constituencies and political parties, that to qualify for welfare of any sort, certain conditions should be attached. This approach is underpinned by a belief that there is no automatic entitlement and people “should not get something for nothing”. 

The second approach is a belief that welfare benefits result in poverty and alienation, including a disengagement from employment, and that the policy focus should be on getting welfare beneficiaries into meaningful activity. 

The first approach has been associated with neo-liberal politics in the last three decades while the second approach has tended to characterise “third way” politics and governments. During the period when neo-liberalism was at its height, New Zealand reduced its investment (as a percentage of GDP) in active labour market policies significantly, and was part of a small group of countries (the UK, Canada and the US) which cut expenditure (OECD, 2003). Major benefit reforms in 1991 led to a tightening in eligibility criteria and a cut in benefit rates, targeted especially at young adults without children and to couples with children.
The decline of the mass employment manufacturing combined with a rethinking of universal welfare encouraged neo-liberal governments to emphasise market-led approaches and the need to engage citizens in paid work. In New Zealand, as elsewhere, the Wisconsin model of compulsion (aimed at those on or eligible for welfare benefits) attracted some interest and elements were included in policy discussions in the 1990s. 
In other societies, broader agendas encompassing social inclusion (and social cohesion with the arrival of significant numbers of immigrant workers) signalled an interest in sociological and psychological dimensions of society-building, rather than a narrower concern with the dependency of welfare systems and flexible labour markets (Byrne, 2003, notes that many European welfare systems, excluding the UK, would fall into this category). Key policy questions for those societies interested in society-building and social cohesion included issues of how best to encourage the networks and inclusion associated with social capital, as well as settlement policies for immigrants and an inclusive multiculturalism. The growing shortage of skilled labour, the ageing of the workforce and of society, significant structural and industrial change and questions of the appropriateness of altered welfare systems have all raised concerns about the efficient operation of labour markets. 
The incoming Labour Government (1999) in New Zealand sought to move from a situation whereby obligations were focused on the individual to one where the unemployed were to be helped to overcome employability barriers with case management and light-handed obligations and sanctions (OECD, 2003:89). In the wake of changes to the labour market, there was local interest in addressing aspects of concern to international organisations such as the OECD. These policy challenges included:

· mobilising labour supply, including training and placement programmes for the unemployed and those on welfare in order to break dependency cycles

· developing employment-related skills, especially in seeking to reduce the emerging skills gap, encouraging the education system to be more responsive and encouraging the private sector to play a key role in human resource development

· promoting “a spirit of active search” (see Bosworth, Dawkins and Stromback, 1996:441).

Along with similar economies, labour market policies have tended to be targeted at priority groups and there is a reluctance to return to classic (mid-twentieth century) labour market policies, with some important exceptions. The skill shortages which had become pronounced after 2000 required a response, which included (in the 2003 Budget) a revival of apprenticeship schemes, with an initial investment of $41 million. 

The high levels of employment, and the low numbers of officially registered unemployed, along with skill shortages, have tended to encourage selective (as opposed to macro and welfare-oriented) labour market policies that are intended to address specific needs (both of supply and demand) and “to overcome imperfections in the workings of the labour market” (see Bosworth, Dawkins and Stromback, 1996:442 in relation to international developments). 
Human capability framework
In the late 1990s, it was acknowledged that the state had an important role to play in ensuring that labour supply was appropriate and the Department of Labour provided an important statement of this intent. The Human Capability Framework (Department of Labour, 1999) was used by the newly elected Labour-Alliance Government after the Framework appeared in briefing documents for the incoming government. New Zealand employment policy now focused on three components – capacity, opportunities, and matching. 

In essence, capacity related to supply-side issues while opportunity represented demand considerations. However, as Tipples (2004:6) points out, the matching was largely confined to “rewards”, which he interprets as wages. Subsequently, the Framework appeared in major statements such as the Workforce 2010 publication. It remains an important underpinning document for the Department of Labour (Tipples, 2004) although aspects have been refined. For example, matching has now been extended to include a range of government interventions (see http://dol.govt.nz/employment-strategy.asp).

Current labour market policy

The Human Capability Framework represented how the labour market did (and, in some cases, should) operate and was not inconsistent with a neo-liberal approach. But by the second term of the Labour coalition government (2002-2005), the policy mix reflected a growing concern for the need to meet labour demand requirements, a growing interest in human resource development (HRD; see Borjas, 2005; Byrne, 2003) and concerns about the levels of labour market attachment (LMA; see Borjas, 2005; Byrne, 2003) of particular groups. For example, employment conditional benefits were announced in the May 2004 budget as part of the Working for Families package. 

Working for Families aims to provide sustainable incomes for families and to encourage people with dependent children to move into work and to remain “connected to the labour market”. The introduction of tax credits, childcare assistance and in-work payments all impact on labour market participation and options for those (largely) on less than $45,000.

In the goals of the Employment Strategy (see Section 3), there is an echo of the OECD Strategy for Jobs as well as New Zealand-specific concerns (for instance, identification of particular excluded groups as a priority) and broad economic goals of growth. The Employment Relations Act 2000 reversed elements of the 1991 Employment Contracts Act and signalled a shift to employee interests (see OECD, 2004 for an acknowledgement of this).

The current government has shown an interest in the labour market attachment of groups such as Māori, Pacific peoples and more recently, immigrants in the context of a buoyant labour market. There is also concern for societal goals of social inclusion and cohesion, not unlike some of the policy concerns of European governments. 
… European programmes represent an active engagement with the problems posed for social order and social integration by massive deindustrialisation with its particular implications for changing requirements for employment on citizen terms for new entrants into the labour market (Byrne, 2003:199).

New Zealand currently represents a mix of the two – human resource development and labour market attachment polices. In the context of an ongoing commitment to labour market flexibility, issues associated with the poor labour market outcomes for Māori, Pacific peoples and immigrants are of concern. The issues arising from the transitions experienced by youth, the costs of welfare measures and the disincentives to moving from welfare to work provide additional challenges. 
In this period, there has been an acknowledgement that a number of groups have been disadvantaged and that their labour market participation rates and outcomes require attention. Some traditional ALMPs (eg apprenticeships) have been reintroduced while social protection measures have been broadened (eg Working for Families). Nevertheless, these policies need to address significantly different contexts, notably in terms of employment insecurity and/or flexibility. The next section provides details of current policies before moving on to identify the characteristics of employment, including the nature of insecurity and who might be especially vulnerable in this environment.

	The reforms of the 1980s and 1990s have introduced new expectations, notably:

· to sustain labour market flexibility in an acceptable policy framework

· to achieve maximum effectiveness, an “investment” approach (rather than necessarily one of support and protection)

· to mobilise labour and avoid benefit dependency, particularly for communities/groups with low levels of labour market attachment.




3 Mapping current labour market policies

This section summarises the main current employment policies. It focuses on active labour market policies (ALMPs) and relevant forms of social protection, but does not address other packages such as Working for Families.

Capacity, opportunity and matching

In 2000, the government introduced an Employment Strategy (see Department of Labour, 2003) which identified the most important employment objectives. This employment strategy affirmed the mix of policy concerns: equity and outcome issues, significance of labour supply (especially as labour and skill shortages began to emerge), and economic growth. The three main objectives of this strategy were:

· maximising the number of jobs that provide opportunities to increase potential and enhance productivity

· minimising the persistent disadvantage in the labour market and enhancing the sustainability of employment

· improving the quality of people’s working lives.

The 3 objectives were accompanied by eight goals:

Goal 1:
Ensuring macroeconomic policies enable sustained economic growth and its accompanying job creation.

Goal 2:
Promoting an “employment-rich, high productivity” economy.

Goal 3:
Developing a flexible, highly-skilled workforce that is responsive to the needs of the labour market and an innovative economy.

Goal 4:
Developing community capability as a source of employment opportunities.

Goal 5:
Promoting a fair employment environment that enhances working relationships.

Goal 6:
Improving participation in employment, earnings and the quality of employment for Māori.

Goal 7:
Improving participation in employment, earnings and the quality of employment for Pacific peoples.

Goal 8:
Improving participation in employment, earnings and the quality of employment for:

· Women

· Youth

· Mature workers

· People with disabilities

· Other groups at risk of long-term and persistent unemployment.

 (Department of Labour, 2003)

Contemporary employment programmes for those currently out of the labour market tend to be focused on the capacity of labour, opportunity creation and matching – the three components of the Human Capability Framework. Accordingly, the Ministry of Social Development(MSD) and the Department of Labour have collaboratively developed the following categorisation of programmes based on the part of the labour market they are trying to influence. 
“Capacity” building programmes include:

· training – increasing the quality of labour supply through training: specific programmes include Training Opportunities Programme (TOPs) and Training Incentive Allowance (TIA)


· work confidence – bolstering the general confidence and life skills of job seekers: specific programmes include Limited Service Volunteers, Outward Bound and Residential Motivational Training

· work experience – exposing job seekers to work-like conditions: specific programmes include Community Taskforce/Community Work, Activity in the Community, Taskforce Green, Job Plus Māori Assets and Job Connection.

Labour market programmes concerned with “matching” include:

· career and personal development advice – career guidance and case manager support

· work testing – assessing a job seeker’s labour market status and applying sanctions eg by reducing or suspending income support payments, if they are considered not to be actively looking for employment

· job search assistance –  improving the intensity and effectiveness of job search; specific programmes include Work Track and Job Clubs

· placement services – providing a free vacancy and placement service to employers and job seekers; specific programmes include Work and Income Work Brokers

· profiling and wage subsidies – marketing disadvantaged job seekers to employers, including providing partial temporary wage subsidies; specific programmes include Job Plus and Job Plus Training

· post-placement support – support for job seekers once they are in employment to encourage employment retention; specific programmes include Post Placement Support Pilot, Into Work Pilot, In Work Support and OSCAR

· youth transitions – initiatives to help school leavers move into further education, training or employment; specific programmes include Modern Apprenticeships.

Finally, there are “opportunity creation” programmes which include: 

· self employment assistance – assisting people to establish their own business; specific programmes include Enterprise Allowance, Enterprise Allowance Capitalisation and Business Training and Advice grant.

In addition to the aims of particular programmes, there are also issues relating to their delivery which are characterised as involving:
· contracting –  New Zealand has piloted Outcomes Based Funding a devolved model of service delivery where private contractors provide employment assistance and are rewarded for the outcomes they achieve 

· case management – the delivery of programmes is most often discussed in the context of case management: case management refers to the process of identifying disadvantaged job seekers identifying job seekers’ needs and barriers, referring job seekers to suitable interventions and following them up

· ‘staircasing’ – the concept of staircasing implies there is an optimal sequence of programmes or interventions that eventually leads a job seeker into employment. 

While the most appropriate forms of staircasing are not well understood, it has influenced case management in the sense that a case manager refers a job seeker to a sequence of programmes.

Labour market policies occur alongside a range of other government policies, including:

· Employment Protection Legislation (EPL) 

In the OECD (2004) report, New Zealand was characterised as having relatively high levels of EPL.

· Economic Development

National and regional development has become a more important goal of government policy and investment.

· Social Protection

New Zealand continues to provide diverse forms of social protection, many of which interact in various ways with labour market policies and programmes.

· Education and Training

A key investment in human capital with the bulk of the cost met by the state.

One of the more extensive additions to policy implementation with both direct and indirect consequences for labour market policy is the Working for Families package. While it primarily targets those on incomes of less than $45,000, there are some in the $45,000 to $70,000 range who will be affected. The key elements – Family Tax Credits, In-Work Payment, Accommodation Supplements and Childcare Assistance – represent a significant extension to social protection.

Existing and orthodox employment policies which still present policy challenges are discussed next.

Active Labour Market Policies

ALMPs are intervention programmes and policies that actively assist people into employment. The objectives of ALMPs include:

· increasing labour market efficiency by investing in human capital and increasing the available supply of labour thereby raising the overall level of employment

· helping disadvantaged individuals improve their employment prospects and more fairly share the amount of employment available in the economy by keeping them more attached to the labour market and reducing chances of long-term benefit dependency.

Through the early 1990s in particular, New Zealand’s spending on ALMPs decreased significantly (see OECD, 2003) although it had stabilised by the time of the 1999 Labour Government. Spending on ALMPs in New Zealand has not altered much over the past few years but there has been a shift in the emphasis of active social spending towards employment assistance interventions. Spending has increased on enhanced case management, industry training and interventions for disadvantaged youth. There is a stronger emphasis on the mutual obligations of benefit recipients and clearer guidelines for case managers in sanctioning non-compliance.

New Zealand's approach to ALMPs is broadly consistent with OECD recommendations (OECD, 2003; 2004). There is a strong emphasis on training programmes, and assistance is being increasingly directed towards youth. Most interventions focus on job-search assistance, motivation and work confidence. Training programmes are increasingly focused on specific labour market opportunities rather than just foundation skills. 

Employment subsidies are also in line with OECD recommendations – they are for a limited duration and targeted at long-term jobless. Most benefits for working-age people are income tested and not time limited. Most of the assistance for low-to-medium income families in employment is delivered through the tax system. Despite an increased emphasis on active case management, expenditure on active labour market programmes is relatively low. While inflows to active labour market programmes have increased since 1999, expenditure per person has fallen (OECD, 2003:87-88).

A recent review of ALMPs, which classified them according to whether they focused on supply (capacity), demand (opportunity creation) or bridging the two (matching), found that a “higher proportion of participants in the opportunity creation programme became independent of Work & Income assistance than in matching or capacity building programmes, after both, one year and three years” (Johri et al, 2004:1). However, most of the programmes “are effective for some participants… [and] there is considerable consistency between the international and New Zealand evidence of programme effectiveness” (Johri et al, 2004:2). Earlier research concluded that there was little variation for different sub-groups of jobseekers although interventions were less effective when employment growth was small (Maré, 2002:99).

Active policies as an approach to help improve labour market outcomes may produce effects which undermine positive outcomes. Such effects include incentives which distort behaviour, favour some job-seekers and substitute them for others, alter price signals and help those most motivated rather than those who most need help. There are also issues in relation to the cost of ALMPs and the net benefit. The OECD suggests that on balance, ALMPs have a beneficial effect on labour market efficiency. There are certainly benefits for job seekers (see Johri et al, 2004). In addition ALMPs are more effective with a mix of activation and enforcement strategies (Department of Labour, 2004a).

Labour market programmes are more likely to be effective when they take into account local characteristics of the target groups and seek to match them with local labour market needs. One issue is the mobility of labour, both in relation to internal migration and daily/weekly travel options. Active programmes might be combined with the efforts of local and regional governments, the private sector, trade unions and community groups to better support development strategies and to balance concerns of economic development, social inclusion and the quality of life. MSD recognises this aspect of integrating active programmes with other local strategies and the most recent example of this recognition has been in the establishment of Social Development Manager positions in each Work and Income administrative region (Swindells, 2004:8-9).

Reviewers of ALMPs (see Maré, 2002; Johri et al, 2004) tend to conclude that ALMPs contribute to successful labour market outcomes, especially for those seeking work. They have constituted an important element of New Zealand policy although the overall spending as a proportion of GDP and per person involved has fallen. The policy question is whether the mix and coverage are appropriate to both client groups and the nature of employment.

Benefit levels and conditions

Along with ALMPs of the sort described above, there are also passive forms of support, notably benefits The extent to which benefit dependence exists and provides a disincentive to engaging in paid work is a major issue. This issue sits alongside the ongoing concern of ensuring there are adequate welfare provisions for those who cannot work. The nature and level of benefits remain an important policy and political issue.

There is a challenge in designing benefit systems which provide both strong marginal incentives to work and meet income adequacy goals. Effective marginal tax rates are high for some groups, although this effect is being addressed for families with children by the introduction of the Working for Families package (OECD, 2003:89-91). 
Recipients of the unemployment benefit in New Zealand must be actively seeking work but there is a wide variation across regions. Work testing for sole parents was introduced in the late 1990s. In 2001, this was replaced with a requirement to develop a Personal Development and Employment Plan with a case manager whot identifies how to further develop their skills and re-enter the workforce when family responsibilities allow. Sole parents are called in once a year to review their Personal Development and Employment plan, which can be too infrequent to ensure adequate progress on the plan. Unemployment beneficiaries in principle should be called in for an interview once a year, although this is not always achieved. In most other OECD countries, sole parents must be available for work in order to qualify for assistance. 

Most other countries require personal visits, which can be used for other purposes such as job-search reporting, checking for job vacancies and providing information on labour market programmes. The reporting of job search efforts is mostly limited to a confirmation that they are actively seeking work, although a small proportion are asked to provide evidence of job applications. Few other countries intensely monitor job-search activities, although some require minimum employer contacts per month. 

The OECD recommends that more contact with the public employment service should be required/provided in order to improve employment outcomes. New Zealand's provision of employment assistance in the form of active case management has been inadequate because high case loads do not allow for appropriate assistance to be given or ensure appropriate benefit entitlements are met in the allotted time. (OECD, 2003).

Alongside these issues, there is research to indicate that sole parents will respond to financial incentives or gain from personal advisors, and conduct active job searches. Pilots (Canadian Self-Sufficiency Project, Minnesota Family Investment Program, Milwaukee New Hope Program, California Gain Program) are based on a twin track strategy of financial incentives and case managed welfare assistance with obvious success (see Gregg and Harkness, 2003:101). These elements are included in the Working for Families package, and it will provide an indication of the most productive impacts.
Policy issues and challenges

The impact of neo-liberalism created an additional set of policy challenges as employment became more insecure for some. The Human Capability Framework acknowledged these new challenges, at least implicitly, and provided the beginnings of a policy shift in 1999. Further shifts since 2000 reflected the ongoing concern with labour market attachment and human resource development. The next section of the report identifies some of the changes in employment relations with regard to supply and demand that need to be addressed by policy.
	Contemporary Labour Market Policies in New Zealand 

· The Human Capability Framework (1999) marked a re-orientation in labour market policies, with a focus on:

· capacity (training, work confidence, work experience)

· matching (career advice, job search assistance, placement, subsidies, transitions)

· opportunity creation (self-employment assistance).

· Labour market policy adjustments in the last five years have included:

· growing emphasis on employment assistance, transitions (eg Modern Apprenticeships Scheme), case management

· an ongoing concern with the labour market attachment/outcomes for Māori and Pacific Peoples

· a greater investment in matching (job search and placement) 

· new approaches to delivery including outcome-based contracts, case management and staircasing

· an ongoing investment in active labour market policies, especially employment assistance, and targeted at youth.




4 Challenges in twenty-first century New Zealand: Changing supply and demand

The changes in the nature of the labour market present new challenges in relation to the groups most affected and with regard to the development and implementation of policies that will be appropriate for the altered circumstances of twenty-first century New Zealand.

	New Zealand’s Current Labour Market

The New Zealand labour market is currently in a very buoyant period, particularly in comparison with the OECD. New Zealand is one of a group of countries that have been identified by the OECD (2004) as part of a global recovery in terms of a strong labour market. The other countries identified are China, Japan, Australia and the UK. 

In the 1991 to 2001 period, the growth of real GDP averaged 3.3% for New Zealand compared with 2.3% for the European Union (EU) and 2.7% for the OECD. The question is whether this is sustainable. The OECD forecasts 3.3% for New Zealand for 2004 and 2.5% for 2005. While this suggests a slowing in growth, the expectation is that the recovery will mature and continue for a particular group of countries, including New Zealand. This has translated into employment growth in New Zealand for the same decade of 2.2% (OECD average of 0.9%), with more modest growth for New Zealand in 2004 (1.8%) and 2005 (1.1%). Unemployment in New Zealand averaged 7.5% for the period of 1991-2001 (6.9% for the OECD and 9.1% for the EU), but it has dropped to low levels and the OECD expectation that it would be 4.7% in 2004 has proven to be too high. 

Growth in employment and low levels of unemployment have produced a significant demand for labour, particularly skilled labour. Almost half of New Zealand employers have identified labour shortages as a major constraint on growth in recent years. One aspect in which New Zealand is at odds with other OECD labour markets is in terms of the cost of labour. Between 1991 and 2001, the cost of labour grew by 0.7% compared with 2.3% in the OECD and 1.9% in the EU. While the growth in cost has been modest, it means that wage rates in New Zealand are less than in similar countries, and this makes labour retention or recruitment in the case of immigrant labour a challenge (see OECD, 2004, for further material). 




Nature of employment
We have already mentioned the shift in the regulatory framework and employment policies in the 1980s and 1990s, and the resulting focus on increasing labour market flexibility. This has impacted on the nature of employment and employment relations so that the mass employment of the mid-twentieth century has been replaced by a set of much more diverse employment relations and conditions. There is a need to develop a convincing conceptual framework in order to understand these varied employment relations and there are significant information gaps (eg statistics on fixed term/task and contract employment or work-poor households) concerning trends and activities in parts of the labour market. 

Equally, the labour market outcomes of non-standard workers are unclear although it is obvious that some industries rely extensively on the flexibility and cost advantages provided by certain forms of non-standard workers and conditions. For some workers non-standard employment is a preferred option (see Carroll, 1999 and Spoonley, Dupuis and de Bruin, 2004); for others, it is a forced choice with negative labour market outcomes.

Standard and non-standard work
If standard work is defined as the “traditional” employment of the twentieth century, it has been supplemented, and sometimes replaced, by a rapid growth in “non-traditional” or non-standard employment in recent decades. The rate of non-standard employment has grown faster than the rate of full-time, standard employment (duRivage, 1992:89). Working arrangements have undergone a major shift, and the role of employment as a critical factor in the economic security of individuals and households is changing, forcing states to rethink how they need to change social and economic policy (International Labour Review, 2001).
For example, US labour law is becoming increasingly out of date because of its inability to encompass temporary, conditional workers (duRivage, Carre and Tilly, 1998). Similar concerns about labour market policy exist in New Zealand (Spoonley, Dupuis, de Bruin, 2004). Furthermore, there is a growing polarisation between temporary and permanent workers (Fudge and Vosko, 2000). Not only is standard work being replaced by various forms of non-standard work, but the voluntary and non-paid forms of work have grown in importance (see Table 1). Paid work is accompanied by significant levels of unpaid work, such as work in the domestic sphere, but also social services and community support rely extensively on volunteers. The diverse nature of work has increased in terms of spread and complexity (see Carroll, 1999).

The expectation that standard work is the primary focus of policy frameworks is challenged by the growth in importance of non-standard work. Not only is there a shift towards these non-standard employment arrangements, but new groups have been involved. 

Māori and women have historically been employed in non-standard work such as seasonal and part-time work, Today men and those entering the labour market are also more likely to opt for, or be forced into, non-standard work. In the US 40 % of standard workers obtained their current employment after being employed as non-standard workers. It is clear that employers are not only using non-standard work to increase labour market flexibility and reduce labour costs, but also to filter potential employees before offering then permanent employment. 
Table 1: Changes in size of employment status categories, 1981–2001

	
	1981
	1986
	1991
	1996
	2001
	1991-2001

% Increase/ Decrease

	FT Wage Salaries       
	1019877
	1035402
	899964
	939105
	997467
	+9.8

	FT Employer        
	75636
	101232
	98757
	108183
	115644
	+14.6

	FT Self-Employed (no employees)    
	87183
	125097
	128301
	142389
	162810
	+21.2

	FT Unpaid Family Worker     
	4689
	10731
	11793
	23799
	19038
	+38.0

	PT Wage Salaries       
	69225
	182076
	196026
	273750
	299565
	+34.6

	PT Employer        
	2625
	8130
	9633
	14013
	14064
	+31.5

	PT Self-Employed (no employees)    
	6006
	22581
	31065
	42930
	50397
	+38.3

	PT Unpaid Family Worker     
	1692
	7353
	8610
	30231
	20112
	+57.2

	Employment Status unavailable     
	120084
	6855
	16278
	56046
	48366
	+66.3

	Grand Total
	1,387,017
	1,499,457
	1,400,427
	1,630,446
	1,727,463
	+18.9


Source: Labour Market Dynamics Research Programme, unpublished Census statistics.

Changes in the nature of employment

In addition to the growth of non-standard work is the concern that employment is increasingly insecure and that the conditions of employment have deteriorated as labour flexibility and cost minimisation have prevailed (Kalleberg, 2000; Mangan, 2000). New employment conditions and the erosion of the industrial model of mass standard employment mean that some forms of risk are being shifted from employer to employee, and the employee needs to (or choses to in some circumstances) become much more entrepreneurial (Klare, 2002:16). 

Increasingly, employees are having to invest in their own human capital development rather than this being paid for or subsidised by the state or employers. The state still provides funds for the bulk of recognised post-compulsory education and training costs. However, the costs of training and education for individuals have increased, and the risks associated with periods without paid work and these costs are significant. Moreover, as the number of insecure jobs grow and various forms of underemployment increase, temporary workers simply do not have the same forms of protection. 

In a buoyant New Zealand labour market, the probability of remaining employed has been constant since 1991, but there is evidence that the changed nature of employment relations has resulted in higher levels of perceived insecurity for individuals (McLaren et al, 2004). Forty-two percent of lower paid workers who were surveyed felt either insecure or very insecure over the medium and long-term although this dropped to 13 % for another group surveyed knowledge workers (McLaren et al, 2004:56). A recent EU survey (Clark and Postel-Vinay, 2005) found that with the exception of permanent public sector jobs, temporary and permanent private sector employment was associated with perceived employment insecurity. The New Zealand labour market is split between a highly attached core workforce who experience good to excellent conditions in their employment and peripheral, low attachment employees (Klare, 2002:17). Table 2 provides some indication of the broad shifts between 1981 and 2001. 
Table 2: Change in employment status amongst standard and non-standard workers, 1991–2001

	
	Change 1991–2001

%

	Standard Workers 
	

	
Employed (wage/salary, 30-50 hours, not MJH1
	+0.48

	
Self-employed (full-time, with employees, not MJH)
	–14.0

	
	

	Non-Standard Workers
	

	
Employed (wage/salary, 30-50 hours, MJH)
	+22.0

	
Employed (wage/salary, 50 hours plus, MJH)
	+55.0

	
Employed (part-time, not MJH)
	+54.0

	
Employed (part-time, MJH)
	+40.0

	
Self-employed (part-time, with employees, MJH)
	–25.0

	
Self-employed (part-time, with employees, not MJH)
	–60.0

	
Self-employed (full-time, without employees, MJH)2
	+328.0

	
Self-employed (full-time, without employees, not MJH)2
	+46.0

	
Self-employed (part-time, without employees, MJH)2
	+1218.03

	
Self-employed (part-time, without employees, not MJH)2
	+380.0

	
	


Notes:
1.
MJH = Multiple Job Holder

2.
These categories are typically referred to as “own account self-employed”.

3.
The numbers involved in this category are relatively small and stood at 6,960 in 2001.

Source: James Newell (MERA), personal communication

Standard workers are defined here as working for a salary or wage for between 30 to 50 hours per week, and who are not multiple job holders. This category of worker has increased in number in the decade 1991 to 2001 by half a percent while numbers of full-time self-employed who employ others have declined. Non-standard workers (part-time, multiple job holders, self-employed own account) have grown in number and significance in the New Zealand labour market. This is only a partial picture as it does not indicate the extent of other forms of non-standard work (fixed term/task, contract or third party employment relations) because of the lack of statistical data. Also, it does not address issues of job tenure or employer attachment, both of which are important in understanding the nature and significance of non-standard work. It should be noted that the participation rates of the core (standard) workforce have increased in the same period and the size of this workforce means that it is still very much a dominant feature of the labour market (see Table 1).

Part-time employment

Part-time employment has increased since 1945 and almost a quarter of those in the labour market work on a part-time basis (21.1 % excluding unpaid family workers). Part-time work is dominated by female labour, although there are some signs that male workers might be beginning to accept part-time work in greater numbers (see Bosworth, Dawkins and Stromback, 1996:399 in relation to international trends). An interesting issue is whether the importance of part-time work and the involvement of females in this form of employment reflects the flexibility of the labour market and its ability to adjust to changes or does it reflect the low cost wage requirements of a service economy and the need for a reserve army of labour (Bosworth, Dawkins and Stromback, 1996:399)? 

There is also the issue of how much the growth and importance of part-time (and other forms of non-standard) work reflects employee (as opposed to employer) choice. Self-employment (own account - see pg 28) can reflect the ambition to self-manage time and activities.

Hours of work 

The standard hours of work – 8.00am to 5.00pm, Monday to Friday – have given way to more diverse working arrangements in relation to when work is carried out. 
The decoupling of hours from capital operating time, including weekend working, compressed work weeks, [and] standby contracts…With the growth of both shift working and “flexibilisation” …weekends [have become] a more integral part of the “normal” working week (Bosworth, Dawkins and Stromback, 1996:399).

This “extensification” of work means that working “unsocial” hours has become much more common, especially (but not exclusively) in service employment which operates through unsocial periods to meet demand (hospitality industries, emergency medical services) and to increase productivity (a “long hours culture”; see Webster, n.d.:4-5). The effect can be seen in the following ways:

· taking work home in order to manage workloads
· being on short-notice call
· making complex and time-consuming domestic arrangements 

· working in split-shifts 

· reducing time for non-paid activities (issues of work–life balance) (see Webster, n.d.:
6-7). 


The EU has developed a “Working Time Directive” in recognition of trends in extending and intensifying work hours. In New Zealand, hours worked per person are rising rapidly from a combination of factors, including more full-time jobs and part-timers working more hours (Grimmond, 2002; Department of Labour, 2004b; Callister, 2004). The ILO (2004) places New Zealand second in terms of the proportion (21.3%) of the workforce who work more than 50 hours per week. Moreover, the dual career couple working more than 86 hours per week is increasingly common (see Harkness, 2003).

	Working Time Flexibility

The growth in various forms of non-standard work reflects the importance of new flexible work relations, both for employers and for some employees, as well as the growth in service employment and female labour market participation. According to the OECD (2004), New Zealand is one of a small group of countries (others include Japan, Korea, Australia and Canada; see OECD, 2004:25-26) where the number of hours worked per capita are high, and where they have risen in the last decade. New Zealand is one of the few countries where the usual weekly hours worked per employee has gone up (see Table 1.6, OECD, 2004:37). There has been a growth between 1992 and 2002 of men who worked more than 45 hours per week (nearly 40 % in 2002) with a smaller increase for women (OECD, 2004:42). Inevitably, these developments have raised questions about work–life balance and whether a “long hours work culture” is developing in New Zealand.

One complication for assessing policy choices is that longer and more flexible working hours may be a mixed blessing from the perspective of the well-being of workers and their families. The flip-side of the growth advantage associated with an increase of per capita hours of work is the “time crunch” faced by working parents and the possibility that a “long hours” culture is undermining the work–life balance of workers in certain professions. Similarly, working hours flexibility may be detrimental to family life to the extent that it takes the form of non-standard work schedules dictated by the just-in-time staffing for the “24/7” economy, rather than an increased choice for workers to select the work schedule that best reconciles their work with their family (OECD, 2004:25). Equally, research (Firkin et al, 2003) indicates that some of these changes reflect time and task management options being exercised by workers as a strategy to enhance personal autonomy and leisure/family time.




Casual employment
Casual workers are those who are not eligible for the benefits of the standard worker because they have no certainty of on-going employment. The casual nature of their employment means that there is no expectation of permanent employment and each period of employment is subject to a separate contract with an employer. It is not clear how many casual workers there are in New Zealand because statistics are not collected. In Australia, the Bureau of Statistics defines casual employment as those who do not receive paid sick or holiday leave. Those who fell into this category provided 69 % of net growth in employees in the 1988-1998 period in Australia (AusStats, 1999), with the bulk being males (+115 %) compared with females (+43 %). 

This reinforces another trend in recent decades: some males are losing full-time employment to be replaced by unemployment or underemployment, in this case as casual employees. Research (Mangan, 2000) suggests that similar trends are occurring in New Zealand, and that there has been a shift from permanent to casual employment, with males being particularly affected. In some cases, the difference between casual and temporary employment is minimal.

Temporary employment
Temporary employment refers to contracts which have a definite end-point so that once a certain period or a certain task is completed, the employment contract ends. This type of work has increased recently, especially with the arrival and use of temporary help agencies and contract companies – here, employment is arranged by an intermediary such as a temporary hire company (Cahoney, 1996:31). Temporary hire comapnies contract with another company to provide appropriate workers for a particular activity or for a specific period. Such temporary labour via intermediaries has become an important part of the personnel strategies of firms (Kalleberg, 2000) and it has increasingly included skilled and professional occupations. Again, the extent of this form of employment is not known in New Zealand because national statistics are not available.
Own account self-employment
Self-employment has always been an important part of working in New Zealand. It has grown in importance over time as firms have reduced workforces and more people have seen self-employment as a necessary or preferred option. Own account self-employed refers to those who are self-employed with no employees. It can involve both casual and temporary forms of employment. In the 1991 to 2001 period, the numbers have grown (from 158,700 to 225,800) and this type of employment has become a more important factor with 64 % of the self-employed falling into this particular category. Bururu (1998:63) suggests that regulations which make it difficult to hire and fire workers encourage employers to contract out services to the self-employed (among others) to minimise labour transaction costs. Non-wage labour costs such as ACC levies, pay roll taxes and health and safety compliance costs may encourage contracting and self-employment arrangements.
Multiple job holders
Sometimes referred to as portfolio workers, these workers have two or more paid jobs. It is assumed that a reason some people have multiple jobs is to generate adequate levels of income for households, and work is able to be arranged around domestic responsibilities. The absolute numbers of multiple job holders have increased from 64,900 in 1991 to 73,400 in 2001. However, because of the way the statistics are collected, multiple job holders might be under-represented. Some research (see Baines, Newell and Taylor, 2002; 2004) suggests that the actual figure is more likely to be almost double the official national figure (9.7 % versus 4.7 %). Equally, there are difficulties in the case of some self-employed in separating contracts on different jobs, thereby contributing to imprecise statistics. 
The changing nature of work
Some of the changes in who worked and how had been apparent even in the period of mass (standard) employment of the mid-twentieth century. In the last 50 years, the labour market participation of women has been a major element in these changes. Māori and Pacific migrants entered the urban workforce largely as semi and unskilled labour in the 1960s and 1970s. The main period of transition, however, was provided by the application of neo-liberal policies, notably corporatisation, privatisation and deregulation in the 1980s and 1990s. Flexible labour supply, international competitiveness and new employment relations regulations marked the departure of some Māori, Pacific and male labour from industrial and state employment, the growth of non-standard employment and greater levels of insecurity. 

We would argue that the nature and extent of employment insecurity has grown and that the mix of those most vulnerable has become more diverse. The question of who is most likely to be affected is discussed in section 5. This first half section 4 has described some of the changes in the nature of employment and underlined the variability in employment relations. It should be emphasised that some of these changes have provided new and welcome options; flexibility has benefits for employees as well as employers. Nevertheless, there are fundamental challenges for employment policy, especially if it aims to be sustainable. The second half of this section indicates some of the issues in relation to supply and demand.

	Nature of Employment

A number of trends are apparent, including:

· the continued growth of standard employment (full-time, waged or salaried employees working 30-50 hours per week)

· the significant growth (percentage and absolute) in non-standard forms of work in the decade 1991 to 2001, especially part-time, own account self-employed and multiple job holders

· the significance and extent of fixed term/task, contract and third party employment is difficult to establish because of limited statistical information

· the growing expectations of work performance and the increase in the number of hours worked.




Supply

The increase in non-standard work options alongside a growth in the numbers involved in standard work has been accompanied by changes in the characteristics of supply, and the nature of employee engagement in work. In relation to international trends, Pryor and Schaffer (1999:3; see also OECD, 2003; 2004) note that there are four interrelated changes:

· the rising number of prime-age males who are jobless

· the increasing number of university educated workers in “high-school” jobs

· a significant increase in wage inequality between certain demographic and occupational groups

· the increasing rate of economic return of a university education.

Associated with these trends, the international data demonstrates that downward occupational mobility is associated with “wage stickiness”, meaning that wage levels tend not to adjust to changes in the level of employment demand. “Years of education” is not necessarily a good indicator of cognitive skills (which are valued by employers) and workers appear “over-educated” for the positions they fill.

The growing number of positions, previously held by men, and now occupied by women (Pryor and Schaffer, 1999:3-4) suggest important and new shifts in labour market engagement in terms of gender. The effects include lower real wages, less wage equality (associated with issues such as lower unionisation), a demand for higher cognitive skills (in part associated with technological changes) and the displacement of male workers by female workers (sometimes lower paid). Are women “displacing” men or do they engage in new or growing areas of paid employment (see Dixon, 1998)? What are the returns on educational investment? Does declining unionisation necessarily translate to wage inequality?

Education
The returns on income and life chances for those who complete tertiary qualifications are significant, and education “is strongly correlated with labor force participation rates, unemployment rates, and earnings” (Borjas, 2005:237; see also Johnston, 2004, for New Zealand material). In the US, it is estimated that the rate of return on education is of the order of 7 %, and a high school diploma earns an extra $US8000 per annum compared with those who drop-out of secondary school (Borjas, 2005:254). 

However, the investment required to reduce this gap is significant and unrealistic as a broad policy of subsidising human capital development (Borjas, 2005:254). There are significant variations on the rates of return for investment in education depending on location, socio-economic status, ethnicity and gender (Borjas, 2005:254). The private rate of return for an investment in education can be measured by employment options and income, but this is not the same as the social or national rate of return (Johnston, 2004). In relation to the returns on educational investment, especially in relation to the completion of post-school qualifications, the evidence for New Zealand is mixed (Maani and Maloney, 2004) although the rates of return increase with greater investments. 

The interest in social capital in the last decade has expanded the discussion of the returns on educational investment to include civic engagement and the benefits of an educated workforce on a range of social and economic factors (Borjas, 2005:265). In relation to rising average education levels, there are questions of maximising educational participation and ensuring that programmes are of benefit to those taking them as well as to the employers and industries that provide employment destinations. 

There are also questions of labour market sorting and distribution. Post-secondary qualifications provide an entry point for jobs that would previously have required secondary qualifications. The sorting role of educational attainment remains, so that the “signalling value of education can help firms differentiate highly productive workers from less productive workers” (Borjas, 2005:279). New Zealand has not matched the significant gains in education levels that have occurred elsewhere in the OECD, despite high tertiary enrolment rates. Educational performance gaps between Māori and Pacific peoples and Pakeha become apparent at an early age and widen as students go through school (OECD, 2003:24). 

It should be noted that there has been a dramatic fall of 60 % in the number of young people aged 18-24 receiving the unemployment benefit since 1999. This is due in part to the increasing numbers of young people going to polytechnics and universities and possibly due to a renewed focus on programmes for youth such as Modern Apprenticeships and Gateway (Jobs Letter, 210). The number of jobs filled by those with compulsory school and post-compulsory school qualifications has doubled from 432,000 to 840,000 in the period 1986-2001 (Grimmond, 2002). It would be worth while looking at the extent to which higher participation rates in tertiary education and training then translate into improved productivity, skills supply and both private and public good returns on educational investment (see Dixon, 1998:98).

The Unemployed
The unemployed are typically defined as those who are not in work, but who are capable of work and are seeking a job. Bosworth, Dawkins and Stromback (1996:394) further distinguish this group into the marginally attached (“tenuous and intermittent links with the labour force”) and not marginally attached. Discouraged workers “feel that there are no (suitable) jobs available…[and] that the net returns to search are non-positive”. It appears that the rates of discouraged workers and therefore the marginally attached have increased since the 1980s, especially in regions where there are high rates of unemployment and low levels of hiring (both in relation to certain regional labour markets and in terms of certain industries and occupations). 

This is compounded by the association between unemployment and poverty, with unemployment as the main contributor to poverty (Australian Council of Social Services, 2003:104). Single people or sole parents are at particular risk from both unemployment and subsequent poverty. The OECD (2003) reports that New Zealand's labour market is working well for the easily employable majority, with above average employment rates for OECD countries. The major challenge is now to extend this success to marginal groups, such as the young, less skilled, and especially single parents (OECD 2003:11). The number of very long-term jobless has continued to rise despite an improving labour market. 

The number of people receiving unemployment benefit for 1-3 years has fallen recently, while those jobless for at least five years has increased by 40 % in the two years to June 2003. While the official unemployment rate is low, and expected to remain steady at about 4.5 % over the next two years (Department of Labour, 2004 June), a broader measure of joblessness that includes people only marginally connected to the labour force (those without a job but who want one) is considerably higher. A large potential area for participation growth is those “marginally attached” to the labour force, which has not reduced as fast as the unemployment rate. 
Gender
A trend in New Zealand and elsewhere has been the increased levels of labour market participation by women (see Harkness, 2003). Alongside this there has been a decline in families who are characterised by a male bread winner (Harkness, 2003). Over half of those with children under school-age and three-quarters of those couples married or co-habiting had two income earners (Harkness, 2003:150). This is underlined by the strength and growth of the service economy which relies heavily on female labour and which is reinforced by the growing educational levels of women and their participation, and sometimes dominance, in certain post-secondary education and training programmes. There is scope to increase female labour force participation, especially among young women (see Bryant et al, 2004). 

By 1996, the proportion of men in full-time work was below 80 % at every age band, and the level of participation declined with age, from 77 % for men in their late 40s, 65 % in their late 50s and 40 % for men in their early 60s (see Thomson, 1999). For Māori men, the decline in labour force participation is even more obvious. In the 1970s, 90 % of Māori men were in full-time employment compared to a low point of 65 % in the 1990s (Thomson, 1999). The effect between 1959 and 2004 has been for an increase in female labour force participation rates (28% to 60% in that period) and declining male rates (90% to 74%; see Department of Labour, 2004b). The decline in employment of male workers, particularly older workers, could reflect a number of factors, including:

· that older workers lack requisite skills in the face of technological change

· that they face various forms of institutional discrimination 

· that they have been disproportionately located in declining sectors of economic activity

· that they have been encouraged to retire by a combination of social security and pension schemes (Disney and Hawkes, 2003:54).

Whether the trends evident in the post-1945 period will continue, with females displacing males, and increasing levels of female labour force participation, is unclear. Women often work in lower paid jobs and are under-utilised in their skills (an issue that has become apparent in the pay equity debate).

Māori
Māori engagement with employment varies considerably (see Work Insight, No. 5, November 2004). The asset base of Māori is considerable (nearly $9 billion – Te Puni Kokiri, 2004), and has increased in recent decades as a result of Treaty settlements, the development of Māori economic resources and the contribution of a growing pool of Māori leaders and managers. A New Zealand Institute of Economic Research survey (2003) concluded that Māori production amounts to $1.9 billion per year while 164,300 Māori earn $4.3 billion and pay $2.4 billion in tax. 

Hui through the 1980s (beginning with the Hui Taumata in 1984) have identified economic development as a key driver and focus for Māori. Nevertheless, Māori labour market participation rates and returns are less than those of other ethnic groups, with the exception of Pacific peoples. While participation rates increased after 1945 and particularly in the 1960s and 1970s as a result of urban migration, this was reversed in the late 1980s. Māori employment fell by 25 % in the three years to 1989 when total employment had fallen by 5.2 % and Māori female employment had risen significantly (34.8% in 1986 to 53.1% in 1991; see Smith, 2005:62). Māori unemployment peaked in 1992 at 25 % and then fell to 15 % by 1996 before hitting a plateau, and then further declines took place after 1998. Through the 1990s, this was compounded by long-term and youth unemployment, and by those who stopped actively seeking employment (Smith, 2005:62). The effects are seen in income levels. Māori are significantly more likely to be located in households with low levels of disposable income, and to have seen real income decline since the 1970s (Smith, 2005:60-61; see also Mowbray, 2001). 

“Closing the Gaps” reflected the policy response of the newly elected Labour Government (1999) but this approach proved politically unacceptable and was refined to a “needs” based approach by 2004. There are also important differences between Māori and non-Māori in terms of employment growth or decline by region and industry (see New Zealand Institute for Economic Research, 2003:24-29). The policy challenge remains. Māori labour market outcomes remain at levels that undermine the social and economic well-being of Māori households and communities and the social cohesion specified in government policy. The concentration in particular industries and occupations, poor education and training outcomes, the impact of economic restructuring of the 1980s and 1990s, the young age profile and the spatial location of Māori combine to produce poor outcomes. The economic base and size of the Māori middle class have grown in the last three decades but this does not adequately compensate for labour market inequalities.

Immigrants
Since the 1986 governmental review of immigration policy, the focus has been on recruiting skilled labour that meets domestic labour requirements. This not only parallels the other classic immigrant-receiving societies (the US, Australia, Canada, Israel), but most advanced economies now seek skilled labour from global talent pools as ageing societies seek to replace diminishing numbers of labour market entrants as well as to meet the shifts in demand for labour. 

Similar demographic trends in other countries will affect the supply of skilled migrants. The British Government has launched a “highly skilled migrant” scheme which seeks to actively recruit migrants with skills and allows professional workers to stay for four years and offers possible residency eligibility. New Zealanders leaving to work overseas may increasingly take opportunities to stay longer in high paying economies such as Britain, affecting the return rate to the domestic labour market. Proportionately, New Zealand has been admitting annual numbers of immigrants which rank it as one of the pre-eminent immigrant-receiving societies, and the country now has an overseas-born population (as a percentage of the total population) that places it alongside Canada and just behind Australia. This overseas-born population is now a major factor in the working age population, and there are significant challenges into the future in recruiting appropriate labour and in maximising the utilisation of their human capital once they arrive. 

Recent research (see Boyd, 2003) has shown that immigrant labour experiences difficulties in labour market participation and outcomes in New Zealand. Some of this can be attributed to the nature of that immigrant labour (non-English speaking, lacks local experience) but there is also resistance, rational or discriminatory from employers and some professional associations and a lack of appropriate levels of support post-arrival. The number of skilled migrants entering New Zealand has dropped after qualifying thresholds were raised last year. A criticism of the Immigration Service has been that immigration policies are unstable and unwelcoming, negatively affecting the ability to compete for skilled migrants (Jobs Letter, 210). Given that new workers are already and increasingly going to be overseas-born, both in New Zealand and generally in the OECD (see Ellwood, 2001), the recruitment and integration of immigrant workers has emerged as a significant labour market issue.

Youth 

The transition from secondary school, and increasingly from post-secondary education and training providers, into the labour market has been problematic, despite the shortage of skilled workers in many industries. Youth, particularly Māori and Pacific youth, stand a higher chance of being unemployed, under-employed or of being employed in certain forms of non-standard work than other age groups in the working age population. New Zealand research (see Malony, 2004) indicates that economic inactivity after leaving compulsory education has significant scarring effects, notably in later inactivity. 

International research suggests that the level of demand is an important factor, but so are institutional factors such as “national expenditure on active labour market policies and employment regulation regimes that also influenced transition rates [for youth] (Russell and O’Connell, 2001:22). UK research (Worth, 2003) demonstrates that there are significant disincentives for some youth to enter training or temporary work arising from short-term risks to benefit status. Expectations of worker adaptability, self-management and self-sufficiency impacts disproportionately on the young as traditional skills deficits combined with immature labour market strategies make the transition from school to work problematic (Worth, 2003:698). 

At the micro level, key variables include personal characteristics, educational attainment, previous work experience and child rearing. Macro-level factors in youth employment include aggregate demand, the nature of active labour market programmes, employment protection regimes unemployment policies and linkages between the education system and labour market (Russell and O’Connell, 2001:3-4; see also Meijers and Te Riele, 2004). 

In New Zealand, the age profiles of ethnic groups provide an important dimension of youth labour market issues. Polynesians constitute an important and growing proportion of the youth population with 22 % of the total population under 22 years of age made up of Māori while Pacific peoples represent a further 10 %. Youth transitions and pathways involve considerable ethnic differentiation. Work Insight (No. 2, May 2003) offers a brief review of existing pathways in New Zealand.

Ageing Population
New Zealand has an ageing population, which poses the challenge for maintaining and increasing labour force participation in older workers (at least who want to continue working) as well as compensating for changing dependency. Statistics New Zealand projections indicate that the population aged 65+ years is expected to grow by 116,000 between 2001 and 2011, to reach 577,000. The pace of increase is expected to pick up after the year 2011, when the large baby boom generation begins to enter this age group. Those aged 65+ years are anticipated to make up 25 % of all New Zealanders (4.81 million) by 2051. 

This population ageing could depress the participation rate by up to 6 % in 20 years and 10 % in 40 years. However, labour force participation is expected to benefit from migration and a strong economy with low unemployment, encouraging firms to hire from outside the existing labour force. But this is to some extent cancelled out by the delay of labour market entry as greater proportions engage with post-compulsory education and training or the early departure of males from full-time work.

Given the prospects of sub-replacement fertility, increasing life expectancy and the passage of baby boomers into retirement age, it is projected that half of all New Zealanders will be older than 45 by 2051, compared with a median age of 35 in 2001. From 2001, there are fewer young people entering the labour force each year. The labour market, both skilled and unskilled, cannot rely on a constant rate of replenishment from younger workers. The success of those entering the workforce, and the retention/recycling of older workers will be critical factors in maintaining a quality supply of labour. The ageing of the population has two effects: one is to limit the size of the workforce as the number of workers in the prime working age (years 25 to 54) stagnate while the second is to ensure that the stock of human capital is equitably and efficiently utilised (Kaihla, 2003).

Figure 1 indicates the later entry into the labour market for men in 2000 compared with 1970, and the growing numbers exiting employment in their 50s and 60s. Women are much more likely to be engaged in some form of employment in 2000 than they were in 1970, and they enter the labour market in their early 20s and exit in their 50s.

Figure 1: Age-participation profiles, 1970 and 2000


Adult Literacy and Numeracy 

Skills shortages can refer to some very basic skills indeed. The Jobs Letter (2004) notes that for the June 2004 quarter, the shortage of unskilled staff was higher than at any time in the last 30 years. Work Brokers in the Auckland South region note that many school leavers lack basic “soft” generic skills that businesses need, including (No Doubt Research, 2003:41):

· basic literacy and numeracy skills

· skills for everyday business, to help them be persuasive, build rapport, communicate clear messages

· essential questioning and listening skills to understand needs and issues

· a keenness to learn.

The OECD Economic Survey of New Zealand (2003:24) notes that “while prose literacy is high compared with other countries, quantitative and document literacy are on the low side, and the spread of outcomes from best to worst is very wide”. Traditional expectations of low literacy and numeracy as requirements for manual labour jobs no longer hold true. Requirements, and employers’ expectations, have risen substantially as a result of quality standards in globalised markets, the introduction of new technologies and tighter health and safety laws into the workplace. These effects require a higher level of literacy and numeracy to complete even simple job tasks and to follow safety instructions (Skill New Zealand, 1998).

Literacy issues are best addressed at the earliest possible age, as early failures in schooling can set up a trend of failure that is compounded through further education and into the workplace, adversely affecting both outcomes and motivation (No Doubt Research, 2003; Skill New Zealand, 1998:4). For those facing adult literacy issues, including but not limited to Pacific peoples and new migrants in the workplace, education is most effective when delivered in a positive context relating to real life and employment situations and aspirations (Skill New Zealand, 1998:7). However, there is a need for more research to better define and understand literacy and numeracy issues in New Zealand. 
Labour market returns
Between 1984 and 1997, earning inequality grew among males particularly in the 1984-90 and 1995-97 periods (Dixon, 1998:101). It was one of a group of countries which experienced a significant increase in the levels of inequality (90%-10 % wage gap). Between 1984 and 1994, some countries, eg Australia saw modest increases in the levels of wage inequality for male workers (174.6 to 194.5, an increase of 19.9) while others such as Canada and Germany saw a decline. New Zealand saw the level of inequality rise (171.8 to 215.8 +44.0) along with the UK (+44.9) and the US (+59.4 – see Borjas, 2005:301). 

Some of the reasons for these rising levels of inequality include changes in the nature of supply and demand, labour flexibility and labour cost reduction, changes to the nature of employment relations and agreements, deunionisation, global competitiveness, immigration, skill-biased technological change, corporatisation and privatisation of the state sector (see Borjas, 2005:301). This raises some important policy questions, including what are the disincentives for labour market participation if the rates of return are low, or compromised by education-related debt and the differential between wage rates and benefits are modest. These issues are manifest in a range of policy debates including:

· the relationship between benefit regimes and levels of support and minimum wage levels and conditions (benefit dependency)

· the nature of work-poor and work-rich households and how to provide opportunities and incentives to increase the human capital investments and employment opportunities for the former (see Callister, 2004)

· the impact of labour market disengagement on the nature and extent of poverty and conversely, barriers to social mobility (intergenerational correlation and mobility, social capital and networks)

· the disengagement, marginalisation and poor labour market outcomes for certain ethnic groups, notably Māori and Pacific peoples (intergenerational).

The limited wage growth in some sectors of the labour market in the last decade has underlined the modest labour market returns for some while others, especially if non-labour assets (property, shares) are included, have gained. Wages or salaries have exceeded any increase in prices, aggravating income inequalities. In the UK, the current workless household count is still three times that of the 1970s, despite a sustained economic recovery (Gregg and Wadsworth, 2003:3). The average equivalent real disposable income of New Zealand households indicates that between 1984 and 1998, the average income of the bottom decile decreased by 5.8 % while the top two deciles increased by 3.5 and 32 % (Dalziel and Lattimore, 2001). 

During the 1980s and 1990s, income inequality (whether for individuals, families or households) increased (Smith, 2005:60). As Smith (2005:60) points out, this occurs even if adjustments are made for the changes in the size of households and their composition, whether gross or disposable income measures are used, or different data sources are employed, although there are important qualifications to this statement. Socio-economic attributes (age, qualifications, gender and ethnicity) contribute to those changes (Hyslop and Maré, 2003).

There are a number of issues associated with labour market returns including whether there has been:

· a growing wage inequality

· poor returns for particular groups

· adequacy of income.

Ultimately, in the context of issues of sustainable employment, the challenges are the risk to social cohesion of significant wage inequalities and to ensure both appropriate levels of labour return for individuals and households, and economic competitiveness for employees/firms (cost versus recruitment/retention). There is evidence of a strong causal link between social cohesion and economic performance (Beauvais and Jenson, 2002). If there are significant inequalities associated with labour market allocation and outcomes, the “belonging, participation, inclusion, recognition and legitimacy” (Jenson, 1998) that define social cohesion are put in jeopardy. However, there are issues in relation to the nature of local wage inequalities and the extent to which they impact on social cohesion. For example, what constitutes an appropriate level of return for labour in New Zealand? Do expectations differ across communities? Further, confounding or competing influences might be provided by the relationship between immigration and social cohesion.

At some point, there will have to be a debate concerning how much of the inequalities and poverty that have built up over the years is to be tolerated and many resources are to be devoted to dealing with the issue (Dickens et al, 2003:12).

Labour and skills shortages
Business surveys (see the Department of Labour’s Job Vacancy Monitor, the ANZ’s survey of advertisements and the New Zealand Institute of Economic Research employer surveys) since 2000 report growing difficulties in finding both skilled and unskilled workers, especially with economic growth from 1999 (Carroll, 1999a). Throughout the country, the number of employers who say labour is the most limiting factor to the expansion of their business, increased from 14 % in March 2003 to 23 % in March 2004. The figure for South Island employers was 27 % (Jobs Letter, 209). 

The shortage of labour occurred at all skill levels, and the New Zealand Institute of Economic Research survey (see Department of Labour, 2004b) indicated that the growth in demand for unskilled labour increased at much the same rate as for skilled labour. Between September 2003 and September 2004 the number of employers who had difficulty in finding skilled labour went from 40% to 54% and unskilled labour went from 21% to 34%. Skills shortages will remain a key issue, although they may not worsen as responses occur including a rising participation rate, higher wage growth for occupations in shortage, capital investment, immigration, education and training (Department of Labour, 2004 June).

An important issue is what constitutes a skill shortage (see Green and Owen, 2003). In the UK, a distinction is made between:

· Hard-to-fill vacancies – which may arise due to limited efforts at job advertising, relatively unattractive salaries or job conditions on offer, or an excess of demand over supply of required skills

· A subset of skill-shortage vacancies – defined as hard-to-fill vacancies that are skill related, due to one of the following causes: a low number of applicants with the required skills; a lack of work experience the company demands; or a lack of qualifications the company demands (Green and Owen, 2003:125).

A further distinction is made between new skill shortages which reflect changes in demand as industries and jobs change and recurrent skill shortages that have been long standing (Green and Owen, 2003:125). These issues are reflected locally in the design of the Department of Labour’s skill survey that began in 2003 as part of an expansion in their labour market information role. 
A shortage of skilled staff in New Zealand has prompted employers to actively recruit overseas to fill specific gaps, such as skilled tradespeople (Jobs Letter, 210). Skills shortages and rising wage rates in sectors with shortages are also encouraging young people to consider trades as career options. However, Business and Economic Research Ltd (BERL) forecasts up to 100,000 new jobs will be created in New Zealand and unemployment will stay in the 4 % – 4.5 % range over the next two years. 

There were 60,000 new jobs created in 2003, and BERL believes job growth will not be as brisk in the immediate future, but still expects 40,000–50,000 new jobs each year during 2005 and 2006. BERL’s June quarterly report says the key challenge is to find enough workers to sustain present growth rates. The natural net increase in the number of working age people in New Zealand is about 30,000 per year, which means the economy needs to find an additional 20,000–30,000 people to join the workforce over the next two years if it is to grow to its capacity. Currently, net immigration looks to be heading towards a net gain of 15,000–20,000 people per year. 
There are important information and research questions associated with the nature and extent of skill and labour shortages. It is not clear whether skill shortages are related primarily to workforce developments and the nature of supply or demand-side issues such as an acceleration in job skill requirements (see Handel, 2003). Information gaps are an obstacle in answering such questions (Handel, 2003:135). Baseline information has improved with the Jobs Vacancy Monitor (in addition to NZIER and ANZ surveys) but there are still important knowledge gaps about what exactly is in short supply. The consequent questions are whether there is internally available (mobilisable) labour and what role employer attitudes and strategies play in contributing to these shortages (cf low skills equilibrium). Investment strategies eg Continuous Education and Training (CET) could contribute along with the recruitment or utilisation of labour from non-traditional or external (cf immigrants) sources.

Healthy workers

New Zealand, along with other OECD countries, has seen a rise in the number of sickness benefit recipients, including an increase in the instances of people switching from income tested benefits to either the Sickness or Invalids benefit. Health issues such as stress, depression and musculoskeletal disorders feature more highly as reasons for movement to sickness benefit. Claims for psychological conditions make up 34.8 % of sickness beneficiaries, an increase of 101 % in eight years (Cook, 2004a). There have been claims that some beneficiaries put pressure on General Practitioners to sign forms allowing entry into sickness benefits (Cook, 2004b; No Doubt Research, 2003). However, while unemployment is recognised as a causal factor for poor health, the role of illness in labour market detachment in New Zealand is generally poorly understood, and warrants further investigation in the context of employment vulnerability and disengagement.

Yeandle and Macmillan (2003:187-205) have examined the issue of health and labour market detachment in Great Britain, and note that the number of people in Great Britain reporting a health problem or disability has increased by about 4 % since 1984, reflecting in part an “increased awareness” of disability. Also noted is that ill health and disability are unequally distributed across the population; that claimants for sickness and disability benefits increased despite tighter rules making them harder to justify; and that there may have been a degree of “hidden sickness” in the past. “Hidden sickness” can result when aged workers in heavy manual jobs were moved to lighter duties as they aged, whereas recently they are more likely to be the victims of corporate downsizing. “Hidden sickness” may also be a factor when considering the role of illness for women and people with disabilities, as they may have been less likely to be counted in a traditional male-breadwinner labour market. 

Changes to social and individual responses to illness may also account for some of the change, such as a change in masculine identity whereby it is more acceptable to accept physical weakness. Job-related illness and psychological effects of redundancy, unemployment and its consequences also contribute to poor health of workers.

	Supply

The importance of some aspects of supply have been underlined by recent developments, including:

· the aggregate and individual returns on education and training

· a reduction in the size of the unemployed pool and ongoing issues of mobilising those currently on benefits to engage in employment

· a decline in the participation rate of men in certain age groups and growth in the labour market participation of women

· the growing significance of immigrant labour and achieving positive settlement outcomes for these immigrants

· youth labour market engagement and the challenge of the transition from education/training into employment for those leaving compulsory and post-compulsory education

· an ageing population and the decline in the size of the working age population leading to growing dependency rates

· growing wage inequality and the issue of income poor

· skill (and labour generally) shortages.




Demand
Industrial mix
The nature of labour demand is changing as a result of an underlying structural shift in the nature of contemporary capitalism (see Spoonley, Dupuis and de Bruin, 2004; Carroll, 1999a). The expansion of manufacturing has been replaced by the growth of services and the service economy. The census divides employment into seven major industry categories. Table 3 compares employment in each between 1986 and 2001.

Table 3: Employment by Industry Categories, 1986 and 2001

	Industry Category
	1986

 No             %

 (000)
	2001

 No             %

 (000)
	%

Change

	Manufacturing
	  316.2
	21.2
	  289.0
	    15.9
	-       8.6

	Business and financial services
	122.9
	8.3
	243.6
	13.4
	+98.2

	Agriculture, forestry and fisheries
	161.6
	10.9
	160.2
	8.8
	-0.9

	Construction
	102.0
	6.8
	100.5
	5.5
	-1.0

	Wholesale, retail, restaurants, hotels
	292.1
	19.6
	405.4
	22.4
	+38.8

	Transport, storage, communications
	100.9
	6.7
	110.5
	6.1
	+9.5

	Community, social, personal services
	357.7
	24.0
	485.2
	26.7
	+35.6

	Electric, gas and water supply
	21.7
	1.5
	13.6
	0.8
	-37.3

	Not defined
	14.0
	0.9
	4.0
	0.2
	 n.a.

	TOTAL
	1489.1
	99.9
	1812.0
	100.0
	+21.6


Source: New Zealand Yearbooks, 1988 and 2003

The figures show a doubling in employment in business and financial services over the period, moderate growth in the wholesale, retail, restaurant and hotel sector and in the community, social and personal services sector, and either no growth or decline everywhere else. Within these broad figures on occupational and industrial change, there are important differences, especially in terms of gender and for immigrants.

There have also been implications for returns on labour. The decline of unionised manufacturing jobs, which had provided middle-class incomes for less-educated workers, were replaced by lower-end and lower-paid service jobs (Handel, 2003:138). Unions became concentrated in service industries.

The logic of secondary labor markets
… intruded increasingly into the remaining jobs in the subordinate primary sector as a result of deunionization, more competitive product markets, changing wage norms, the declining real value of the minimum wage, increasing use of contingent work, outsourcing, cheaper immigrant labor, and offshore production (Handel, 2003:138). 

Small and medium enterprises

Much of what is written about employment creation overlooks where the majority of employment is actually created in the New Zealand economy – namely in small businesses., At the beginning of 2001 there were approximately 250,000 enterprises in New Zealand, excluding the agricultural sector. Eighty-six percent of these employed five people or less (the “micro” businesses) and 99 % employed 50 people or less (the “small” and “small to medium” businesses). It is among these businesses that most of the employment growth in the economy occurs, accounting for nearly 20,000 new jobs in 2001 (compared to the 11,000 jobs created by large firms). 

It is also important to note that this employment growth stems largely from having more small businesses start up (at times, to replace those closing down) rather than having existing businesses grow. Indeed, one of the overwhelming features of business development over the last five years is the reduction in the typical size of businesses. Across all regions of the country, the size of businesses shrunk from an average of seven full-time employees in 1994 to just four employees in 2001. 
Small businesses often have a low private return on training and they are reluctant to take on junior staff precisely because of the cost and time required to turn them into productive employees (Spoonley et al, 2002:2). Consequently, an important role for Work and Income is in helping employers understand what government assistance is available during this period. Representatives from Skill New Zealand/Tertiary Education Commission were particularly forthright in saying how their current methods for informing employers about what was available failed to engage much of their target audience. Having third party groups work as advocates for Skill NZ/Tertiary Education Commission (and other training services providers and funders) could be one way to increase the uptake of training (No Doubt Research, 2003).

Impact of technology

The impact of technology on labour markets is still imperfectly understood (see Durbin, 2004; for material on New Zealand). There are significant debates about the extent of the impact on the mix of employment, the trajectories of particular individuals/communities and occupational/industrial groups and what future technological developments might look like. What concerns us here is the impact on labour markets and the issues that will need to be addressed in relation to future employment policies. Briefly, these include:

· the increased demand for workers in high-education occupations who have cognitive skills (Pryor and Schaffer, 1999:225)
· an expectation that employees will have the requisite computer literacy, an expectation which includes many semi and unskilled jobs.

Skill-biased technological change lowers the demand for certain types of unskilled labour and increases the demand for particular forms of skilled labour (see Borjas, 2005:298). There is also a wage differential between those who use a computer as part of their employment and those who do not (estimated at 18 % wage differential – Borjas, 2005:299). This gives rise to challenges in matching supply with demand. In New Zealand, some evidence suggests that an existing skilled workforce leads to the adoption of more advanced technology, rather than the other way around (Durbin, 2004). 

Moreover, capitalising on the gains to be made from technology requires significant changes in workplace management and this may account for a larger fraction of productivity gains compared to the impact of technology (Durbin, 2004). That said, there are substantial gains from enhanced skill levels and the adoption of new technologies, and the shortage of skilled labour may inhibit technology adoption and capital investment (Durbin, 2004:iv). Sustainable employment requires that technology skills are a key factor in training and education investments as the availability of skilled labour is an important contributor to technology adoption.

An issue in terms of matching is that a key institution, the education and training system, has been encouraged to meet the requirements of a supply-focused funding regime rather than on necessarily understanding and meeting the changing needs of industries and occupations. The exception is provided by Industry Training Organisation (ITO)- related and industry sensitive programmes. 

The mismatches which did occur were compounded by growing skill and labour shortages in New Zealand and employer expectations that have tended to discount certain new labour market entrants (youth, immigrants) because they lack local experience or have other “deficiencies” (language skills). There has also been an escalation in employer expectations (specifically the expectation that even some unskilled or semi-skilled jobs require computer skills). This has not been helped by a state reluctant to intervene through the late 1980s and 1990s in the belief that a competitive labour market operated as an equilibrium when both job-seekers and employers sought to maximise their particular self-interest (Borjas, 2005:344).

If workers and firms knew exactly which particular match had the highest value, workers would look for the best firm, firms would look for the best worker…The sorting of workers and firms would be the optimal sorting, the one that maximizes the total value of labour’s product (Borjas, 2005:345).

Workplace management and strategies 

Employer concerns about labour (especially skilled labour) shortages have been extensively voiced, along with concerns about generic skills, employee/job seeker attitudes and the appropriateness of education and training provider programmes. There are widespread concerns about the size and nature of supply. However, the question of employer attitudes and expectations and the policies and strategies adopted to attract and retain workers is also important. Attention also needs to be paid to employer practices and how they might “structure lower skilled jobs for retention and wage growth” or the way in which education and experience might be a consequence of these practices, rather than a cause (Lambert, 2003:477).

Rather than being designed for workers, many lower level jobs are designed for instability, that is, for placement in “spot” labour markets that guarantee high turnover (and thus flexibility of labour costs), limit wage growth and provide few avenues for movement into better compensated jobs. To curb the effect that problems with worker performance created by these employment arrangements can have on organizational performance, interdependencies among workers are pooled, skills required are minimal, and the work itself is closely supervised and role, regardless of workers’ qualifications (Lambert, 2003:478).

There is also the question of the culture of the workplace and the approach adopted by management. As Durbin (2004) concluded in relation to New Zealand, changes in the workplace culture provide greater productivity gains than do the adoption of new technologies. In addition, employer strategies might not sufficiently acknowledge the contemporary nature of labour supply. The “ideal” or preferred worker might not include skilled and available people, such as: 
· parents who want to be at home

· workers with disabilities

· qualified immigrants.

This issue of workplace culture and the above groups were identified by the Auckland employer’s and Manufacturers Association (see Barnett, 2004) as challenges for employers. There is also evidence to suggest that the labour force participation of women, especially in the 25-34 age group, would contribute to GDP growth and well-being (Bryant et al, 2004), thereby contributing to individual and societal aspects of sustainability.

	Demand

The growing diversity of employment relations is accompanied by shifts in demand and the nature of production and employment, including:

· changes in the numbers employed for various industries, with services now dominant (62.5 % of those employed are in “business and financial services”, “wholesale, retail, restaurants, hotels”, and “community, social, personal services” up from 51.9 % in 1986)

· the importance of small and medium businesses for employment

· the growing technology bias of the labour market

· the role of education and training in matching supply and demand

· the attitudes, expectations and policies of employers.




Contemporary employment and the structure of the labour market

This section has identified some of the key changes that have occurred in recent decades in the New Zealand labour market. The fundamental nature of these changes indicates that policy needs to adapt to respond. New forms of employment insecurity exist alongside pre-existing ones, thereby undermining goals of sustainability and job quality. 
In Australia, it has recently been suggested that a four-tier employment hierarchy has emerged, involving:

1. a growing minority of highly skilled workers with secure full-time jobs (who are likely to sustain employment even if they change jobs frequently or are engaged on a temporary basis)

2. a slender and diminishing majority of workers with middle-order skills in full-time jobs (for example trades and advanced clerical workers), whose jobs are vulnerable in economic down-turns

3. a growing minority of low-skilled workers (the majority of whom are women or young people) who are increasingly segregated into more precarious or part-time jobs, and face the prospect of frequent bouts of unemployment

4. people who rely mainly on social security payments for their income for prolonged periods (who are mainly drawn from the above group of low-skilled workers, and often have limited experience in secure full-time employment) (Australian Council of Social Services, 2003:113).

The material presented here suggests that similar categories could be applied to New Zealand. It does suggest that sustainable employment policies, if they are to address vulnerability and deliver good jobs, need to more comprehensively address categories two and three in the hierarchy above, as well as category four.

5 Social protection and social investment

A longstanding criticism of active labour market policies (ALMPs) and other forms of social protection is that they impede the development of sustainable employment outcomes. Section 5 examines this claim and how far policy has kept pace with changing labour market conditions and vulnerability. An answer is beyond the scope of this paper but the particular impact of various social protection policies on employment is not. In this section we also explore what might constitute an appropriate policy response. Earlier material on Labour Market Citizenship (LMC) focused attention on educational investments. Some general comments are provided here as the basis for the discussion on Continuous Education and Training (CET) in section 8.

Social protection and employment policies

One important question is whether welfare systems create a culture of “welfare dependency” and discourage the unemployed or inactive from seeking work. This became a concern by the 1980s as the numbers of unemployed had risen along with significant numbers in receipt of a benefit. There have been two responses: the first is to make benefits conditional on job search while the second requires those on a benefit to become involved in labour market programmes involving work experience and training (Cockx, 2000:457). There is evidence that re-employment decreases with unemployment duration, and welfare schemes which induce dependency contribute to the persistence of unemployment (Cockx, 2000:460). This leads to demotivation, deterioration of skills and the loss of work experience (Cockx, 2000:461). 

Certain labour market interventions can reduce labour supply through displacement (see Chapple, 1999, for New Zealand material) and labour supply elasticity can be affected (Borjas, 2005:58). Minimum-waged workers are vulnerable especially when facing increasing costs. State policies have recognised this in providing additional support (eg Working for Families package). Such subsidisation impacts upon wage relativities and the distinctions normally made between benefits and wages. Given the changes that have occurred in New Zealand since 1984, to both employment policy and welfare, there are some significant questions in relation to the intersection of welfare regimes and employment which are (see also Nolan, 2003):

· What is the impact of current labour market changes on the effectiveness of social protection systems –  on their capacity to provide security and help to those who need it?

· What is the impact of current social protection reform on labour markets – on work incentives, employment rates and the living conditions of the various social groups?

· What are the conditions for successful social protection and labour market reforms? (Kucera, 2003:374).

The issues identified in a recent book (Sarfati and Bonoli, 2002), include (see Kucera, 2003:374):

· the tension between protection and welfare systems which are focused on standard employment, especially for male workers (as breadwinner), and non-standard employment, especially for females and/or single parent households

· Workfare which ties welfare access to work, and the aim of reducing welfare dependency by increasing the incentives to work

· ensuring flexible employment is associated with attractive and rewarding employment conditions rather than tending to be associated with minimum-waged work with poor career options and conditions of work

· how to increase employment rates and reduce dependency ratios while maintaining viable social protection systems

· increasing the employment rates for Māori, Pacific peoples, youth, women and older workers. 

How big is the pool of mobilisable labour, and what policies and programmes are most effective in mobilising this labour? Those on a benefit represent an important traditional client group of the Ministry of Social Development and social protection and active labour market policies (ALMPs) must address the needs of this group. Given labour shortages, the question of mobilising labour is an important one. There are benefits for those seeking employment (supply) and those requiring labour (demand), as well as a range of positive societal effects. The vulnerable are not confined to those in receipt of a benefit, but extend to those in insecure and/or low paid work. For all these groups, sustainable quality employment requires polices that encourage labour adaptability and upskilling on a continuous basis. An important investment that will contribute to positive personal as well as public outcomes is provided by education and training policies. 

Education and training investments
Questions have been raised, particularly in the US, about the efficiencies of targeting programmes at the jobless who are no longer in the education system. 
… the benefit/cost ratios of many such programs [human capital programs at jobless workers] designed to improve the education and/or skills of less-educated workers have been low. Indeed, some economists have argued that such a focus on low-skilled workers is not the most effective way of spending scarce education resources … (Pryor and Schaffer, 1999:227).

A further issue is the degree to which education and training are meeting both the individual needs of those entering or in the workforce and whether the education and training are sufficiently responsive to changes in demand. As unemployment grew internationally through the 1970s and 1980s, a large number of schemes were introduced (and often repeatedly changed). These schemes were mainly directed at the long-term unemployed and the growing issue of youth unemployment. Many of the schemes appeared to lack a “real” training component and did little to halt or reverse the “deterioration of the training infrastructure in the private sector” (Bosworth, Dawkins and Stromback, 1996:445).

What has emerged in the same period is the question of the responsibility for education and training, both in relation to pre-employment and while engaged over a working life in the labour market. In the former, the costs have been borne to a much greater extent by the individuals and households concerned. The subsequent debt levels of those entering the labour market may have a number of unanticipated consequences, including decisions about debt avoidance, emigration, family formation, which then impact on future labour supply. Human capital investments prior to labour market entry are matched by the challenge of organising ongoing education and training once actively engaged in the labour market, which as a cost to employers, has been transferred (to varying degrees) in a number of industries and occupations to the labour force. 

Contemporary employment is such that skills need to be supplemented as the nature of employment changes because of individual career shifts but also as the nature of particular jobs evolve due to technological and other changes. Human capital investments made prior to labour market entry need augmenting in many cases, and there are a diversity of investment strategies and options (Borjas, 2005:266). Key questions are who pays for training, who gains from the returns and what can be done to provide incentives for both employers and employees (and those not currently active in the labour force) (Borjas, 2005:269)? 

In New Zealand, ITOs play a vital role in organising and mandating training although the quality and outcomes vary considerably. The Modern Apprenticeships Scheme signals a return to the more traditional systems of organising certain types of skilled labour. In a labour market that utilises non-standard employment options in certain sectors, there are still important questions relating to organising and paying for training. This represents one major policy question. But a broader one is what constitutes an appropriate education and training framework that reduces vulnerability and enhances sustainability. CET is an increasingly attractive option that has been explored by a number of other countries. It is discussed further in Section 8. 

	Policy Changes

There are ongoing policy issues, including:

· the relationship between social protection systems and labour market participation

· appropriate education and training policies (quality and equity outcomes)

· incentives and funding options to encourage employment outcomes




6 Local and regional labour market initiatives

There are significant labour market initiatives occurring in relation to regional labour markets and involving local communities and local government agencies interested in economic development or labour market issues. There are important benefits related to local and regional initiatives, in particular:

· the ability to customise policy to fit local circumstances
· partnerships which engage local communities and employers along with local authorities and national agencies 

· a degree of local control that it not always present when policies and initiatives are the responsibility of the state, national employers or industry organisations. 

Recent policy has recognised these local needs, notably through New Zealand Trade and Enterprises involvement in funding regional industrial skill centres and encouraging polytechnics to customise programmes to respond to local skill needs. The Community Employment Group (Department of Labour) has also played a role since the 1980s in developing local initiatives. While the initiatives described here are primarily concerned with local labour markets, there are other schemes which are designed to address issues of economic development. There are numerous local economic development initiatives and economic development agencies (see Sankar and Wong, 2003), typically focused on business promotion. The local initiatives that occur in Auckland, and which are part of the policy and service delivery mix are briefly mentioned here.
Auckland South
In 2003, Work and Income’s Auckland South Regional Commissioner contracted No Doubt Research to prepare an Employment Profile for the Auckland South Region. The employment and unemployment issues facing Auckland South are unique. While New Zealand’s labour market is currently very buoyant, the impact has not been evenly spread. The rate of unemployment among Māori and Pacific peoples remains considerably higher than the general rate (11.4 % for Māori, 8.2 % for Pacific peoples, compared with the general rate of 4.9 %). These rates are particularly significant in Auckland South where Māori make up 22 % and Pacific peoples 21 % of the region’s population. Across the region, Work and Income has identified the main barriers to employment as being “low levels of educational attainment and skill development” (Work and Income, 2002).

In Auckland South, Work and Income deals with a large pool of unemployed clients. Some of these are on unemployment-related benefits (13,200 at January 2003) but many others are on Domestic Purposes-related benefits (14,800) and either Sickness or Invalids benefits (a combined total of 9,800). While the number of those on Unemployment-related benefits are falling steadily, numbers on either a Sickness Benefit, an Invalids Benefit or Domestic Purposes-related benefits have been increasing. The report noted that there are a number of problems in seeking to address these issues, including:

· inability or unwillingness to work

· skills mismatch with current demand

· limited local labour market opportunities in Auckland South 

· churn between benefits and employment.

In this context, with a mix of intergenerational poverty, work-poor and income-poor households, labour market demand limited to certain types of employment and relatively high levels of educational underachievement, policy changes need to be localised. The challenges include:

· education options which engage individuals and households and which break intergenerational cycles

· employment programmes which provide pathways and transitions that are appropriate to the local cultural and socio-economic mix 

· growing local demand with appropriate economic development policies

· improving accessibility and transport

· avoiding benefit dependency.

Some of the suggested policy responses included:

Policy responses for South Auckland

	Dimension
	Response

	
	

	1. Can not work
	Addressing the long-term and systemic nature of this problem requires a “whole of government” response. Coordination of services and resources is the key.



	2. Do not want to work
	Work on aspirations and motivation. Where this fails, introduce a measure of compulsion.



	3. Do not have the skills sought in the marketplace


	Focus on developing cultural capital as a foundation to which other skills can be added.



	4. Limited networks/opportunities


	Work on economic development issues. Among the unemployed, work to develop social capital.



	5. “Churn” between work and benefits


	Make more use of in-work support techniques, and the coordination of services and resources from across government.



	6. Unsustainable employment


	Use “In-work development”, and focus on the nurturing of social capital and up-skilling. 



Source: No Doubt Research, 2003

Waitakere
Early in 2002, Work and Income (North Auckland) commissioned research to examine the existing and future skill needs of seven industries in Waitakere. A range of agencies (Work and Income, Skill New Zealand/Tertiary Education Commission, Enterprise Waitakere, Massey University) formed a steering group and opted to shift from a primary focus on labour supply to a mix of labour demand and supply. This was seen as an appropriate response to a number of concerns: 

· labour and skill shortages as a barrier to the growth of firms and industries
· dissatisfaction with the generic skills of labour
· a lack of fit between training and education provider activities and demand
· the need to develop innovative policy options for specific disengaged or under-employed groups such as Māori, Pacific peoples, immigrants, school leavers and sole parents. 

After consultation with communities, organisations and employers, the implementation phase was launched by the Hon Steve Maharey in March 2003. 
The Waitakere Model

The Waitakere Employment and Skills Action Plan Model is represented in figure 2.

Figure 2: The Waitakere Employment and Action Plan Model


Taking a demand-led approach, a skill demand research programme will establish industry demand for skills. This information will inform and drive the implementation and focus of action projects. The purpose of these action projects is to harness the current labour market supply to meet the skill demands of local business.

In all, 12 actions will contribute to achieving six goals.

	Goals
	Actions
	Priority People Groups

	
	
	

	1. Accurate knowledge of labour demands informs decisions

2. Success is championed

3. Increase employers using structured workplace learning

4. Every student leaves school with a plan

5. Training meets industry needs

6. The Waitakere talent pool is maximised
	1. Skill Demand Research Programme
2. Waitakere Winners Programme
3. Structured Workplace Learning

4. Targeted Information Programme
5. Collaborative Approach to Gateway

6. YouthWorks

7. An Integrated Transition Pathway

8. Waitakere Job Fair

9. Collaborative Trade Training

10. Pre-assessments to ensure Job Seeker Matches.

11. Integrated Approach to the provision of ESOL

12. Migrant & Refugee Support Service


	· Youth

· Māori

· Pacific peoples

· Migrants

· Refugees

· Sole Parent

Current and Future Labour Supply

· Current Workforce

· Students
· Unemployed
· Under-employed
· Other Potential Labour Force Entrants


The Waitakere Employment and Skills Action Project grew out of concern with the matching of opportunity to capability in the Waitakere regional labour market. A greater interest in demand-side issues along with labour supply also developed. There is a much greater emphasis on trying to identify demand for skills and the changing nature of that demand. This is then translated into a series of measures which seek to provide practical options that better match the activities and options for employers and industries, as well as job-seekers and those who mediate in the labour market in a number of ways. There are many other factors which could, and probably should be included in these activities such as other aspects of the regional labour market structure and its regulation, reward systems, aspects of the motivation and approach of job-seekers and employees, along with the information flows that are needed to align the activities of various institutions.

Local employment initiatives
Waitakere and South Auckland constitute two local initiatives with important lessons: one which demonstrates local level collaboration with a particular focus on demand characteristics and the other where the issues of unemployment/underemployment are significant, especially for Māori and Pacific peoples (see Work Insight, No. 5, November 2004 for material on Northland). Both reinforce the need to consider policy responses that recognise the changes in employment option and conditions. Equally, they suggest that policy solutions close to the source of problems have certain advantages including:

· local engagement and partnerships which utilise community networks and knowledge

· the opportunity to reconfigure existing policy to fit local circumstances and to develop new policies

· developing an evidence base of local labour markets and engaging those involved in both labour supply and demand

· providing local leadership and being an advocate in regional or national policy discussions.

In identifying the impact of changes and developing an appropriate response, locally-based initiatives provide another layer that supplements (and strengthens) national policy frameworks. The next section briefly reviews policy frameworks for other countries before returning to education and training investments that contribute to sustainable employment.

7 International comparisons

The OECD identified a “jobs strategy” in 1994, and then subsequently expanded it. (OECD, 1999). There was an expectation that this strategy would be made relevant to countries to “take account of their institutional, social and cultural characteristics” (see OECD, 1999:9). The OECD Jobs Strategy set out the following goals:

	1.
To set macroeconomic policy such that it will encourage growth and, in conjunction with good structural policies, make it sustainable, ie non-inflationary.

2.
To enhance the creation and diffusion of technical know-how by improving frameworks for its development.

3.
To increase flexibility of working time (both short-term and lifetime) voluntarily sought by workers and employers.

4.
To nurture an entrepreneurial climate by eliminating impediments to, and restrictions on, the creation and expansion of enterprises.

5.
To make wage and labour costs more flexible by removing restrictions that prevent wages from reflecting local conditions and individual skill levels, in particular of young workers.

6.
To reform employment security provisions that inhibit the expansion of employment in the private sector.

7.
To strengthen the emphasis on active labour market policies and reinforce their effectiveness.

8.
To improve labour force skills and competencies through wide-ranging changes in education and training systems.

9.
To reform unemployment and related systems benefit systems – and their interactions with the tax system – such that societies’ fundamental equity goals are achieved in ways that impinge far less on the efficient functioning of the labour markets.

10.
To enhance product market competition so as to reduce monopolistic tendencies and weaken insider-outsider mechanisms while also contributing to a more innovative and dynamic economy (OECD, 1999:9).




This section looks at how these expectations play out in particular countries and what can be taken from the experience of others for New Zealand policy formation and implementation.
Australia
Employment assistance in Australia was radically restructured in 1998 with the introduction of Job Network. Funding for employment assistance was cut by approximately 50 %, and services were contracted out to private providers, and funded on a results based system of successful placements. The rationale included an assertion that those providing employment assistance are best placed to identify effective assistance measures for individuals. An evaluation of Job Network outcomes in 2002 reported a high level of cost-effectiveness for the policies, but also outlined areas where effectiveness could be improved which include (Department of Employment and Workplace Relations, 2002):

· targeting of assistance to reduce spending on people likely to gain employment independently

· improvements in information to make participants aware of how best to make gains from the system –  the competitive nature of Job Network and scope for choosing a provider was not always well understood and leveraged by participants

· improvements in service levels for the most disadvantaged job seekers –  motivated job seekers were more likely to gain a high level of service from providers, while difficult and highly disadvantaged participants were not well catered for.

High-performing Job Network providers devoted a significant amount of energy to developing strong relationships with employers as a way of maximising placement outcomes. More extensive networking and marketing by providers is recommended as a strategy to increase market share, particularly among small and medium employers. This networking would also counter misconceptions about Job Network services, such as they mainly deal with the unemployed and those perceived as unemployable or who do not want to work.

The changes in policy design suggest a highly effective shift toward active labour market policies (ALMPs). How much this should influence New Zealand needs to be considered against evaluations suggesting that some of the change is merely presentational. For example, changes implemented by Job Network have been criticised on the grounds that there is little evidence that Job Network provides better outcomes than the previous Working Nation model. The changes have focused too heavily on cost reduction, via competitive tendering processes, and compliance by way of Work for the Dole, at the expense of the original goal of positively assisting people to obtain employment (Davidson, 2002). Low margins and risk premiums have arguably made it difficult for Job Network providers to provide an effective service to long-term unemployed, with commentators alleging that difficult cases are “parked” by providers rather than being actively managed. 

A model is proposed that guarantees access to intensive assistance for the long-term unemployed, rather than the current assessments on levels of disadvantage, continuity via provision of personal advisers, and abolition of the Work for the Dole scheme, as funds could be better directed towards guaranteed intensive employment assistance. The importance of evolutionary change in welfare models is stressed as opposed to the radical restructurings of Australian models in 1994 and 1998, which (arguably) unnecessarily abandoned effective programmes and infrastructure, and focused too narrowly on short-term fiscal gain rather than long-term unemployment outcomes (Davidson, 2002).

Australia has historically used wage fixing measures to provide welfare for earners, combined with a flat-rate means-tested income support system and supplemented by payments for dependents. Wage controls result in a high minimum wage and relatively low income inequality relative to OECD averages, although a shift towards more part-time employment at lower wages has resulted in increasing inequality over the past 15 years (Pawlick and Stroick, 2004:38). 

High levels of home-ownership have also provided a measure of wealth stability for individuals and families. Most labour market programmes are funded from general tax revenues rather than employee-contributed security and payroll contributions. The recently introduced Australians Working Together reform package extends the traditional focus on economic participation to include a broader notion of social participation. It takes account of individual circumstances using a multiple-path approach, intensive case management (see below) and provides incentives, assistance and obligations to encourage independence. 

A social coalition model is sought by encouraging development of individual capacity by means of partnerships with community business, families and government. Also included is the Prime Minister's Community Business Partnership, where prominent Australians from the business and community sectors are appointed to inform efficient and long-term solutions to community issues (Pawlick and Stroick, 2004:47). Labour market participation by those immediately able is encouraged. However, while parents are expected to participate in the labour market at some level there is still a residual emphasis on parenting that may stem from a tradition of the male bread-winning wage earners' welfare state (Pawlick and Stroick, 2004:50) that does not align with current reality.

The market is dominant, although circumscribed by wage regulation and strong unions. Government's role is increasing as it is expected to create employment opportunities to meet the needs of the community and facilitate employment for the disadvantaged. Security derives from wage-regulated work and in-work benefits, universal social assistance and an encouragement to enhance future personal and community assets. Individual responsibility has been strengthened of late with an emphasis on self-development of individual capacity and an obligation to encourage self-determination.

The Australians Working Together: Helping People to Move Forward package was released as part of the Australian Government's 2001/2002 budget. The goal is to maximise employment outcomes by better sequencing and linking various forms of assistance, such as Intensive Assistance and Job Search Training provided by the Job Network, and Work for the Dole. Government investment of $AUS1.7 billion is expected to achieve savings of $924 million over four years due to the lowered reliance on income support. Measures include:

· Mutual Obligation requirements, Work for the Dole and community work: 18-49 year olds are required to undertake some form of activity, either as community work or in a Work for the Dole programme. Community work coordinators manage the Work for the Dole system, facilitate community work placements, and work with participants to update job resumes, references and job search skills at the end of required work periods.

· Pathways to Independence: four pathways are articulated by which working age unemployed can move towards greater independence.

–
Job Search Support Pathway: job-ready job seekers use job matching services and job vacancy touch screens in Centrelink offices. Those remaining unemployed for three months are referred to job training and after six months are required to select a mutual obligation activity.
–
Intensive Support Pathway: those most at risk of remaining unemployed are referred to Intensive Assistance. Up-front assessments are undertaken to identify those better suited to other programmes, such as literacy and numeracy training. Intensive assistance is limited to 12 months, as 99 % of employment outcomes are achieved in this period.
–
Community Participation Pathway: a personal support programme is provided for those with severe or multiple non-vocational barriers to employment, for up to 18 months, to assist participants to stabilise their lives and better prepare for Intensive Support.
–
Transitional Pathway: career counselling, job search skills training, and work-related skills training is provided to help parents, carers and mature age people returning to the workforce.

· Support for training: fortnightly supplements are provided to those in approved literacy and numeracy training, and to meet the cost of accredited training for those in Mutual Obligation programmes. Community Work Coordinators advise on the choice of suitable training and payments.

· People previously on Mature Age Allowance or Partner Allowance are now required to claim unemployment benefits in order to encourage more active participation.

· Parents [on benefits] with children aged six or over meet with Centrelink for annual interviews discussing economic or community participation options, while those with high school age children are required to participate in part-time activity of 150 hours over six months (OECD, 2001).

The New Enterprise Incentives Scheme (NEIS) and Employment Innovation Fund are programmes aimed at developing new employment opportunities. They provide training, assistance and funding for new business enterprises started by unemployed people and seed funding for private organisational schemes which resolve specific labour market problems and open up employment opportunities. Reported results include 80 % of participants still employed three months after NEIS assistance has ended, and 64 % are running their business 18 months after assistance has ended. Around 7,000 people are able to join NEIS each year. Extra assistance is provided for NEIS participants in rural areas to cover extra travel related costs and promote the scheme (Australian Employment Services, 2004b).

The Indigenous Employment Policy recognises the particular disadvantages experienced by Aboriginal and Torres Straight Islanders in the labour market. The policy includes partnership programmes with enterprise encouraging equal employment and training policies, an Indigenous Small Business fund and volunteer service matching and community development (Australian Employment Services, 2004a).

The United Kingdom
The “Third Way” approach in the UK aims to address rising earnings inequality, compounded by the growth in the number of sole-parent families, along with the maintenance of a broad safety net, active support to provide opportunities and some compulsion for the unemployed, in order to encourage self-reliance. Individualised support is provided to improve labour market participation and income potential. The current UK Government has a goal to end childhood poverty within a generation, which is being enacted via the Sure Start Childcare Program. This program provides free early education and childcare, as well as health and family support. An increasing focus on asset-based welfare can be seen with the Child Trust Fund which provides financial endowments for all children at birth, and Saving Gateway which provides government matching grants as a financial incentive to help individuals develop savings habits.

The concept of employment sustainability as recognised in the UK, and incorporated into many New Deal employment policies, seeks to understand the interaction of those factors which dictate longer term labour market outcomes for the individual. These include not just individual employability and the behaviour of employers but also local labour market characteristics and economic and technological trends. The corresponding policy goal is to encourage “the maintenance of a stable, or upward, employment trajectory in the longer term” (Walker and Kellard 2001:2). 

Further to the economic self-reliance goals of UK policy, a sustainability focus embraces the ability of people to develop themselves, their abilities, skills and opportunities to move within the labour market with a sustainable career focus, rather than merely a job focus. Policies informed by employment sustainability can focus on maximising the duration and stability of a job. Policies also focus on adaptability to minimise the impact of changes in circumstances and job tenure, and progression, employment advancement and career development. Walker and Kellard (2001) note that the take up of post-employment services in both the UK and US has been low, and hampered by issues of acceptability, access and time limitations. 

The delivery of services targeting employment sustainability need to be in partnership with employers to be successful, and should be enacted before an unemployed or inactive person enters employment. Employers are more likely to be receptive to such policies in a tight labour market when they cannot easily fill vacancies with a ready supply of low skilled labour, than when unemployment is higher and the immediate fiscal benefits of a low investment contingent workforce are more widely recognised. Despite recognition of the possible benefits of sustainable employment policies aimed at both labour supply and demand, most policies have been directed primarily at the supply side, particularly individuals, resulting in little concrete evidence of such joined-up solutions. More work is needed to promote potential benefits and to understand the implications of unsustainable employment on both the individual and enterprise.

The market still has a dominant position in welfare, with the state in the UK providing incentives and assistance for individuals and families to provide for their own well-being. Families are expected to save for their own future, while individuals of working age are expected to work or train for employment in exchange for receiving benefits and other collateral support. Social inclusion and social cohesion are recognised as important outcomes contributing to economic independence, and are encouraged by means of locally based economic development initiatives and encouragement to work for benefits in the community (Pawlick and Stroick, 2004).

The Labour Government in 1999 began a strategy of “joined up government” to address issues of coordination and organisational integration. The Office of the Deputy Prime Minister (the Office) aims to coordinate existing services and agencies to deliver results in specific areas. Among the service areas of the Office are the Social Exclusion Unit and the Neighbourhood Renewal Unit. These units are a part of the Government's acknowledgement of the “joined up problems” faced by disadvantaged communities, which in turn require “joined up solutions”, targeted both at the level of specific issues nationwide and geographic clustering of disadvantage. The term “social exclusion” refers to a wider recognition of factors affecting welfare than just looking at labour market issues, and is a particular characteristic of the UK and certain other EU countries.

“Social exclusion is a shorthand term for what can happen when people or areas suffer from a combination of linked problems such as unemployment, poor skills, low incomes, poor housing, high crime environments, bad health and family breakdown” (Social Exclusion Unit, 2004).

The Social Exclusion Unit works by identifying a specific issue, such as the impact of transport on social exclusion, then undertakes an in-depth investigation including general and local area research and literature, along with public and stakeholder consultation. The resulting strategy provides a detailed explanation of the issue and achievable approaches for mitigation including policy changes and roles to be performed by various groups, including reciprocal responsibilities of individuals, communities and government agencies.

The Neighbourhood Renewal Unit takes a similar joined up approach, but is aimed at curbing clustering effects of poverty and deprivation in specific areas. Neighbourhood renewal teams provide direct channels of communication between communities and groups to the unit. These teams also act as facilitators, mediators and accreditors to support the development of Local Strategic Partnerships and ensure effective government and community participation.

At an individual level, the New Deal model provides intensive case management segregated into programmes for youth (see Blundell et al, 2003), 25 plus, 50 plus, disabled people, sole parents, partners, self-employmed and musicians. New Deal has been progressively introduced since 1997 by the Labour Government, and seeks to maximise the productive capacity of each individual by providing an enabling force to remove barriers to labour market participation (Pawlick and Stroick, 2004:26). 

Job seekers are required to join the appropriate New Deal programme after 6-18 months of receiving Jobseeker's Allowance. A personal adviser provides a central point of contact for clients and helps to create an individualised plan and overcome barriers to employment. This is supported by employer and community based work experience and training programmes, both foundational and vocational. For other job seekers, the New Deal programme is voluntary, and seeks to encourage people with tenuous links to the labour market by actively helping them to overcome barriers, to understand entitlements and the means to make improvements to their current situation. Other New Deal initiatives include:

· Assistance and advice extends after employment is found.

· New Deal for Self-Employment which seeks to aid with the transition from New Deal programmes to sustainable self-employment.

· Those on the mandatory Young People or 25 Plus programmes can “test trade” for up to 26 weeks, whereby they continue to get equivalent to the Jobseeker's Allowance and business, income is channelled into the enterprise for that period.

· A Training Grant is available for 50 plus clients. Personal advisers aid clients to plan aspects of the proposed start-up including revenue, costs, promotion and time management, and courses and business start-up assistance programmes are available.

· Assistance extends for up to two years after leaving the New Deal programme.

· The New Deal for Young People has been evaluated as having reached its targets for moving people from welfare, and although the net benefit is less pronounced, it has had a positive effect.

· While there is churn back to welfare, patterns then match those of newly rather than long-term unemployed being involved (Department for Work and Pensions, 2004). 

The Joseph Rowntree Foundation published a meta-analysis of “lessons” for job creation, based on 35 research projects investigating work, opportunity and area regeneration. The key messages relevant to labour market policy and equally applicable to the New Zealand environment are (Meadows, 2002):

· The importance of local delivery systems that take into consideration the needs and capacity of local labour markets and delivery agencies.

· In the effort to maximise employment, rather than to reduce unemployment, policy should avoid unnecessary and artificial distinctions between those unemployed and those inactive in the labour market. There are many demographic and geographic similarities between the two groups and either is as likely to move into employment. The long-term unemployed are the most likely group to remain inactive and both should therefore be targeted similarly.

· The role of access to reliable and affordable transport has emerged as a key issue for positive employment outcomes, due in part to the relocation of many employment hubs to the periphery of residential areas. The importance of transport was also found to be a significant factor in New Zealand labour market research (No Doubt Research, 2003).

· There is a need for improved opportunities for “second chances” at education. There are few opportunities for educational enhancement for people in low skilled employment where little advantage exists for employers to encourage advancement. 

Many young people who have had a difficult start recognise the need to make a fresh start between the ages of 19 and 23, but are not eligible for assistance as they may be in employment, albeit not necessarily sustainable. Sole parents, especially never-married mothers, are another group who would benefit from more support for a return to education, regardless of current employment status. The current tight labour market may present a good opportunity to promote educational advancement with the goal of improving employment sustainability and filling skills gaps.

The United States 
The US has tended to stress the importance of individual or family self-reliance more than some of the other societies reviewed here. The market is seen as playing a key role in distributive and supportive mechanisms with a limited focus on poverty reduction. Welfare programmes operate under an insurance principle, this being the redistribution of an individual's income over the life-cycle and having benefits subject to individual work efforts and contributions. A degree of universality does exist but is limited to providing benefits to all taxpayers (Pawlick and Stroick, 2004:7-8). 

Until the 1990s, able-bodied adults were covered by either limited Unemployment Insurance, available to less than 40 % of unemployed people, or a system of food stamps. Assistance to Families with Dependent Children was available inconsistently, and some states had programmes for single adults and housing provision. Public funds tend to be directed towards those with some earned income, and the focus is firmly on self-responsibility and independence, rather than on social inclusion or cohesion. 
The Personal Responsibility and Work Opportunity Reconciliation Act of 1996 set out to decrease welfare dependency. The minimum wage was increased at the same time as these reforms. Some of the measures of the Act include:

· the setting of minimum targets for states to reduce their welfare rolls

· obliging welfare claimants to find work within two years

· the setting of a maximum lifetime limit on eligibility for social assistance benefits of five years although some individual states have chosen lower limits

· the exemption from job search for single parents with children was reduced from three years to 12 months or less.

While the goal is for people to be in work, the jobs available to those with low employability pay very low wages. This is catered for with generous tax credits, by means of the Earned Income Tax Credit (EITC) system, extended health insurance for low-wage workers not receiving insurance through employment, and increasing childcare benefits (Pawlick and Stroick, 2004). The Earned Income Tax Credit is calculated when workers complete their annual tax return, and provides lump sum rebates for those on low incomes. 

For example, married families with two or more children earning less than US$34,177 per annum can earn credits of up to $4,140 (The Finance Project, 2003). Evaluations show that the benefits are well targeted to the bottom third of wage earners and are generally put towards strategic purchases including education, moving to a better neighbourhood or major car repairs, while the poorest families are more likely to require the money for immediate needs such as rent (Maxwell, 2002). 
The results appear to be positive overall, with a 58 % fall in the number of Americans on welfare between 1996 and 2000. There is debate as to what parts of the welfare reforms, or positive macroeconomic circumstances, are responsible for this apparent improvement, or how well they can be retained in the face of relative economic downturn (Saunders, 2002a:23). While the US model of income tax credits in a growing economy has lead to reductions in poverty levels, it is by no means the primary goal of the policies. 

Even with tax credits and food stamps, many families who move from welfare dependency are not earning enough to avoid poverty. Earned income dependent credits potentially leave families with a high level of risk if jobs are simply not available. Furthermore, a significant number of families who have moved from welfare dependency are yet not accounted for in paid employment, and little is known about their situation or their long-term well-being (Ellwood, 2002:30; Waddan, 2003:29). 

Elwood (2002) also notes that there are social costs in compelling sole parents into full-time work. Inevitably it will lead to an erosion of the nurturing parental role, and marginalises any quality of life enhancements gained from employment as the work–life balance is a struggle with jobs that often pay wages insufficient to raise families above the poverty line and do not provide benefits such as paid sick leave. These outcomes are not a particularly significant policy concern for American legislators in an environment where “welfare” recipients have been portrayed in a negative light (Ellwood, 2002:17).

An apparently successful model enacted by local government in Baltimore and several Californian cities involves placing an onus on contractors benefiting from public funds to pay living wages to employees. Although some contractors refused to bid for contracts because of these living wage requirements, wages for employees rose by an average of 35 % while efficiency gains due to reduced labour turnover and higher productivity resulted in only a 1.2 % increase in costs for contractors. Reported employee self-worth and sense of responsibility were significantly enhanced and there was no evidence of job loss. Further evaluation of similar initiatives is required to ascertain if these results hold for larger groups of workers (Maxwell, 2002).

Individual Development Accounts are matched contributions to savings accounts and are conditional upon use for education, housing etc. For the American Dream Demonstration Project, run from 1997 to 2000, contributions were matched at a rate of 2:1, and results showed that after three years, only 13 % of participants had made withdrawals for home purchase or repairs, education or to start a micro-enterprise. Participants reported a significant impact on well-being, confidence, security and planning for the future. Only a few states have implemented such accounts due to concerns that participants in other schemes withdrew savings for unauthorised purposes, despite personal support and financial counselling (Pawlick and Stroick, 2004:15).

While there have been major changes to benefits, with a focus on earned income and activation of labour force participation, large reductions on welfare rolls have not reduced overall spending on income support measures. Expenditure on EITC is at a level higher than previous outlays for Assistance to Families with Dependent Children. Labour force participation has improved, but spending has been redirected rather than cut. A work-centric focus for public support can help improve well-being in certain situations, but there remain risks to the most disadvantaged and their children with such a model (Ellwood, 2002:32). In relating these reforms to a New Zealand setting, there needs to be an acknowledgment that poverty reduction would need to play a much greater policy role compared to work incentive policies. Work-centric policy would also benefit from a “living wage” imperative not unheard of here, and certainly apparent in traditional Australian welfare ideology.

Policy makers need to note that there are limits to the extent to which small economies can imitate ideas that seem to work in the vast economy of the US, large parts of which are still not closely linked to the international economy. 
Canada
While the Canadian federal government is responsible for unemployment insurance, the provinces are responsible for designing social assistance programmes and relevant benefit rates. Therefore there is variation between provinces.

The major assistance for unemployment is Employment Insurance. Contributions to the Employment Insurance scheme are made by way of a payroll tax. Eligibility for insurance payments to the unemployed are calculated on the basis of a minimum number of hours worked in the previous 52 week period, or the period since the last claim if less than 52 weeks. Eligibility levels vary in different regions, and are affected by current unemployment rates in the local area at the time of filing a claim (Human Resources and Skills Development Canada, 2004). 

Worker experience ratings are aimed at reducing incentives for habitual or repetitive use of Employment Insurance. The basic benefit rate is 55 % of average insured earnings. However, this is reduced by one percentage point to a minimum 50 %, for each 20 hours of benefits collected over the past five years under the intensity rule. A clawback mechanism exists whereby former recipients must repay up to 30 % of the lesser income over 1.25 times the maximum insurable earnings or the amount of total regular benefits. 

This mechanism is steeply experience rated for those who have collected more than 20 weeks of benefits over the past five years, with the clawback rate rising to 100 % for those receiving over 120 weeks of benefits in the past five years (Nakamura, Wong, and Diewert 1999:309). Various parental, sickness and compassionate care benefits are available, and are generally contingent on 600 insured hours of work in the previous 52 weeks.

The Self-Sufficiency Project was a wage supplementation experiment run between 1995 and 2000 which monitored the effects of adding between $3,000 and $7,000 to earned income for randomly selected sole parents on social security for one year or more who move into employment. Results, as compared to a control group, showed better income, employment and well-being outcomes, with no net costs to government as the payments were fully realised in improved payroll tax revenue and savings in social assistance payments. However, extra support mechanisms were required for those with longer term dependency to make gains towards independence (Maxwell, 2002; Michalopoulos et al, 2002).

The Canada Child Tax Credit aims to support families on low incomes regardless of income source, and is delivered centrally as a tax rebate, similar to the EITC in the US. This is a relatively new programme, and the funding provided has been increasing. Long-term evaluations are not yet possible but anecdotal evidence points to a positive contribution to family well-being and planning. 

Germany
The German government is implementing a substantial reform programme aimed at improving incentives to work and encouraging firms to hire workers, in an effort to improve poor labour market performance. The German Public Employment Service has begun to enforce benefit eligibility criteria more strictly. German job seekers are required to provide evidence of justification for refusal of job offers. 

A new ALMP, Ich AG, has been introduced which pays subsidies to the unemployed who start their own business. Although there has been a large take-up of this support, the new programme has yet to be evaluated and there may be issues surrounding the fact that start-ups are not tested for viability and participants may enrol to extend time limited unemployment insurance benefits, which are set from 2006 to 12 months or 18 months for those over 55. 

The German federal system creates overlapping policies and expenditures between federal and local authorities. Tax collection and social assistance is devolved to local government, presenting challenges of organisational and cost efficiency, particularly when national policy changes alter criteria and levels of assistance entitlements.

Social assistance (SA) in Germany, introduced in 1962, was intended as a last resort programme for those without insurance benefit entitlements. However, there has been a growing incidence of sole parent families for whom social assistance has become the main safety net (Adema, Gray, Kahl, 2003). The major means and income tested benefits include a housing benefit, unemployment assistance (UA) and SA. Employable clients were assumed to be covered by unemployment insurance(UI) and UA, but this has not been the case in the face of longer terms of unemployment after reunification. Only former UI recipients are eligible for UA, and while UA is linked to work history, payments often fall below subsistence levels necessitating a call on SA as a top-up payment. Other unemployed persons must claim SA.

UA and UI clients are required to register with the Public Employment Service (PES), and must be available for participation in the labour market. Regular reporting is required and failure to abide by the specified terms can result in a 12-week suspension of payment, during which SA may be claimed. Recipients may work for up to 15 hours per week and there are modest earnings disregards. SA recipients deemed employable are also required to register with the PES, with possible yet inconsistent reductions in payment on non-compliance. 

SA is means tested not only on a household basis, but also on the assets and incomes of parents and adult children who live elsewhere. Asset ceilings are low, but home ownership is generally disregarded. These restrictions, lack of public knowledge and social stigmatisation are considered factors in a high non-take-up of SA, estimated at between 33 – 66 %. SA aims to provide a minimum income based on the cost of living, while providing economic incentives for labour market participation. SA is paid on the basis of established standard rates for each person in the household, main applicant, other adults and children, and the cost of rental and heating.

Activation strategies are administered centrally through the PES for UI and UA recipients, while SA offices mostly have their own employment services. Moves are in place to improve cooperation and coordination of various services. The PES focuses more on advancement via training, and programmes often involve internships. Wage subsidies are mostly targeted at particular groups of unemployed, such as youth, recent mothers, long-term and unskilled unemployed, older workers and disabled people (Adema, Gray, Kahl, 2003:35). 

Other programmes include financial assistance for those taking up new work, such as for moving and transportation assistance. People starting an enterprise can continue to claim UI or UA for five months as a start-up premium. SA offices take a “work first” approach and run a work for benefit programme, with a focus on the obligations of the recipient. Jobs are allocated as contract work placement or work-for-benefit, including community or charitable work.

Job-AQTIV legislation, effective since January 2002, aims to reduce long-term unemployment with early interventions from the point of benefit receipt. All new clients are profiled at the time of registration with the PES, categorising them as either having favourable, uncertain or limited employment prospects. This feeds into action plans and immediate employment counselling. Categorisation is expanded in some regional PES organisations (Adema, Gray, Kahl 2003:36) to include:

· clients who are directly employable
· clients who are job-ready but have minor barriers to work that can be removed with short-term training or a period of vocational adjustment

· clients who are not job-ready immediately, but with the potential to become fully integrated in the labour market given sufficient training

· clients with low levels of educational attainment with limited chances of successful labour market integration, but who are willing to work

· clients with multiple and severe barriers to work (including lack of motivation, alcoholism, substance abuse and debts).

Public policy supports families with children, with payments available including a universal child benefit (Kindergeld) for every child up to 18 years of age, 27 years if in education, or 21 years if unemployed. This benefit is paid monthly and is integrated into the tax system, so it can be considered an advance tax credit. Parents engaged in the care of children under 3 years of age build up public pension entitlements and are entitled to unemployment benefits. The national child rearing benefit (Bundeserziehungsgeld) is income tested and paid to support mothers and fathers caring for their own children up to two years of age. Public maternity leave is paid for up to 14 weeks. 

Ninety percent of the population are covered by statutory health insurance, based on income related contributions, which covers for 70 % of previous salary for 18 months after a six week period covered by the employer. Costs of some services are restricted to 2 % of gross earnings, while low income people are exempt from out of pocket expenses and are covered by insurance paid for by SA. Public pensions are funded by compulsory contributions shared by employer and employee and pensions are available to those who have contributed for five years or more. High public pension expenditure has led to a gradual reduction of levels and tax relief for those taking up private pension schemes (Adema, Gray, Kahl, 2003:8). 

Recent policy innovations in Germany need to be understood against the tremendous strains imposed on its economy and labour market institutions by the absorption of the former East Germany and the pressures of conforming to the Single European Currency. Unitl the 1990s, the distinctive German institution of the Kammern (chambers of commerce and industry) controlled many aspects of labour market intervention linked to training and skill development. This institution relied on the ability of Kammern to enforce participation in apprenticeship training and other activities that other countries manage through public agencies and regulation. Kammern are losing their control and becoming more like business service firms than membership associations with authority. This is a further part of the context in which Germany is grappling with quite different challenges to New Zealand.

Denmark
The Danish model of “Flexicurity” seeks a balance between high levels of flexibility, in efficiency and competition, and security, in welfare and equity, in the labour market (International Labour Organisation, ILO, 2001). Denmark has sought to deliver both economic competitiveness and social cohesion, especially in relation to labour market inequalities and the distribution of work (Etherington and Jones, 2003). A highly flexible labour market is sought using comparatively weak employment protection legislation, making it easy for firms to dismiss workers, or for workers to leave firms. 

The individual is protected from the potential effects of unemployment by an unemployment insurance scheme that provides up to 90 % of former wages, subject to a ceiling. Parental and training leave schemes are also available for workers. Employability risk is protected with easy access to publicly funded training for both the employed and unemployed. Active labour market policy includes an individualised plan on how to return to work which is created within three months of becoming unemployed.

Labour market policy in Denmark can be seen as a “golden triangle” of a flexible labour market, generous welfare systems and strong ALMPs (Madsen, 2001:3). As a result, Denmark experiences a high level of job mobility with a low average tenure as compared with other OECD economies, and the highest expenditure on labour market policies in the OECD (Madsen, 2001:8). While the flexicurity model is an apparent success, and currently forms a relatively stable and agreed policy model, there is some speculation as to the possibility of it maintaining success and viability in the face of an economic downturn, when revenues would drop at a time of a greater call on benefits.

Looking at the Danish model, New Zealand policy makers need to be aware that the Danish labour market is structured by employers’ associations and trade unions which negotiate regulation of the labour market through binding agreements. For example, EU directives, that in other countries have necessitated legislation, have been dealt with through joint administration by the central union and employers’ organisations. Denmark also has a well developed welfare state and strongly redistributive taxation. Denmark has expanded its higher education systems while maintaining and modernising its technical education and apprenticeship systems to ensure that 85-90 % of the population enter the workforce with a recognised qualification and/or a degree (Crouch et al., 1999:235). 
Lessons from other labour markets
As in New Zealand, the US, the UK, Canada, and Germany make use of policies to activate welfare recipients into increasing participation in labour markets. Activation measures and wage supplements can have relatively strong short-term effects for moving people into work, yet there is debate as to whether they universally create sustainability in work placements. Wage supplements can lead to short-lived positions or substitution effects, while pressures to move into the labour market can lead to unsustainable low wage jobs and little improvement in well-being. While participation contingent tax credits and payments can alleviate this to some extent, it also works to erode savings made by an increased tax take, such as in the US, where expenditure on the EITC programme is equivalent to that spent on former welfare payments. 

Care should be taken to be aware of underlying policy ideology, as strong activation policy driven by the primacy of work in the US leaves some doubt as to the fate of those that are not seen as priority policy communities or who fall outside specified target groups. The relative emphasis given to poverty reduction (as in New Zealand and Australia) and social inclusion in the UK would preclude moves to implement the activation policies which have characterised the US.

The UK, in particular, has a strong focus on exclusion and poverty. Policies that do focus on social inclusion often include community and/or family participation as possible activities allowing for continued inclusion in welfare programmes. Increasingly, employment services are attempting to integrate policy to encompass demand as well as supply, and to work more deliberately with employers. 
In Australia, where the Jobs Network has been contracted out to private enterprise and funded on a results basis, there is an explicit market approach to the performance of delivery agencies, and an involvement of the private sector to address employer as well as job seeker requirements. High performing providers are often the ones that put resources towards building relationships with enterprise and gaining employment market share beyond the perceived role of fitting low employability participants into unskilled roles.

While the need for ongoing training and assistance is recognised, to better allow for the “staircasing” of workers so they continuously improve their employment prospects and position, relatively few countries examined have included this approach in a meaningful manner.

There is an increasing importance placed on the early identification and intervention of people who are likely to face barriers to labour market participation, ultimately stretching back into early education. This is tempered, however, by the importance of avoiding dead weight spending on those likely to gain employment without given interventions. 
Potentially effective labour market strategies include:

· a focus on maximising labour market participation rates, thereby lessening dependency, supported by measures to ensure adequacy of income and tempered by an acknowledgement of the value of unpaid work in the community and home

· a focus on the sustainability of employment, noting that interventions and aids must be enacted early, yet providing real opportunities for second chances

· a multiple path approach to intensive case management

· encouragement of self-determination in relation to job-seekers

· active support for new enterprises

· networking and marketing of the Public Employment Service to dispel perceptions as a labour source of last resort

· seeking of solutions at a community level to tackle issues of social exclusion and clustering of disadvantage

· seeking to minimise the impact of changes in circumstances on job tenure;

· incentives to support asset accumulation 

· focusing on employment maximisation, rather than reduction of unemployment, and avoiding artificial distinctions between those unemployed and inactive.

While the information here provides food for thought for New Zealand policy makers, care must be taken when attempting to emulate policies in an environment with differing economic, historical, political and cultural landscapes, all of which can affect the acceptability and effectiveness of particular policies and ideologies. Lessons learnt from overseas include models that should be expressly avoided in New Zealand, such as those that disregard local policy concerns, including poverty minimisation or the particular position of Māori.
8 Enhancing New Zealand’s human capital: Investing in the future

The current buoyancy of the New Zealand economy and the labour market have emphasised a number of tension points for labour market policy: 

· the ability of education and training providers to deliver the numbers of workers or the appropriate skill sets to meet demand

· demographic trends and the growing importance of immigrant workers as labour shortages inhibit the growth of firms and industries

· the size of the mobilisable labour market (including those on benefits) and the activation strategies and income relativities required to encourage labour market engagement

· the significance for both employees and employers of non-standard forms of work

· the growing technology bias of skills requirements

· the dominance of service employment

· the issues of obtaining decent or quality work

· the internationalisation of labour markets and production.

A reasonable expectation is that elements of the existing labour market policy and programme framework need to be re-examined and perhaps adjusted in the light of these changes. If New Zealand is to meet future labour requirements in a way that is sustainable for individuals/households, communities, employers and the country, a pro-active investment process which privileges the education and training functions of labour market policy should be explored.

Investing in New Zealand’s future human capital needs: 
An education and training framework

This framework encompasses both compulsory and non-compulsory education/training sectors, and focuses on the state in partnership with other key stakeholders – employers, industry groups, education and training providers, job-seekers, employees – to ensure that there are appropriate levels and types of investment in human capital development for New Zealand. 

	What does an investment strategy encompass?

· It retains forms of social protection that do not encourage benefit dependency.

· It ensures that there are appropriate levels and types of labour replacement.

· It ensures labour supply meets labour demand both in terms of quantity and quality.

· The quality of labour supply provided is balanced against equity concerns.

· Labour adaptability and quality outcomes over a lifetime are key goals.

· Pathways are generated which encompass the diversity of family, household and community circumstances so that the number of income and work poor households are minimised.

· The state is a central and efficient provider of labour market investment.




The relationship between education and training and positive labour market outcomes is well established (Borjas, 2005; Handel, 2003; see Johnston, 2004 for a review of New Zealand). Education and training investment has positive effects on labour productivity. It provides higher returns for individuals and households and a level of security which is not shared by those who lack appropriate levels of education and training (see Sharpe, 2004, for international and New Zealand material). It has positive benefits in relation to the labour stock and the adaptability of workers. It is able to address new skill and technology requirements and to respond to skill obsolescence. 

On the negative side there is a possible displacement effect (Chapple, 1999) as those who are trained crowd out those who are not. Households and communities that do not engage in the labour market are equally unlikely to have had positive educational outcomes so there is a double disadvantage operating which is not easily overcome. Nevertheless, the literature (OECD, 2004; Borjas, 2005) demonstrates the individual and collective benefits of investing in education and training (although there are some who are not so convinced; see Wolf, 2002). 
	…in evaluating a human capital investment strategy, it is crucial to consider the entire policy portfolio of interventions together (training programmes, school-based policies, school reform, and early interventions) rather than focusing on one type of policy in isolation from others…

Learning is a dynamic process and is most effective when it begins at a young age and continues through to adulthood.

Heckman (2000)


What follows are some of the key elements and the issues that should be considered (see Work Insight, No. 3, November 2003 for an overview of current provisions).

Compulsory education

A number of features of the present compulsory education system invite review or consideration in relation to effective labour market outcomes.

Generic skills

While those who achieve significant academic credentials (especially post-compulsory) have skill sets which put them at an advantage in the labour market, those in the bottom half of educational performance are not entering the labour force with appropriate generic skills – including levels of literacy and numeracy required even in unskilled positions. Given workplace requirements (computer literacy, adequate communication skills to meet health and safety requirements or customer/client satisfaction), one solution might be to specify the minimum human capital required of school leavers as an expectation (or threshold) of compulsory education performance.

Adaptability

Alongside generic skills is a requirement for labour across various skill levels to be adaptable both in the context of a specific occupation or employment site and over a working life. Labour adaptability assumes positive attitudes towards ongoing educational and training investment and a set of skills that are transferable.

Advice and guidance 

A number of industries note that there is limited understanding at compulsory educational institutions of labour market requirements and this is reflected in advice and the courses/skills offered. Some trades are not seen as an attractive career option while some growth industries are simply not considered. The advice and guidance on employment options for school-leavers requires a better alignment with current and future demand.

Pathways

The gap between school and employment remains a significant transition issue for many. Schemes such as Gateway and the Modern Apprenticeships Scheme begin to bridge this gap and to make the transition more efficient for both school-leaver and employer. Nevertheless, the transition from compulsory education (and to some extent, post-compulsory education and training) to employment presents difficulties for some groups, and an education and training investment framework needs to address these issues (and already does to an extent) alongside ALMPs.

Equity

Educational research indicates that engagement is critical throughout schooling, and especially in the age group 12–14 years (although educational engagement and achievement are important from pre-school onwards). A level of disengagement and subsequent educational underachievement is an ongoing policy concern for particular communities, especially Māori, Pacific peoples and in some regional locations. Inevitably, poor educational outcomes translate into poor labour market outcomes, and issues of equity across communities. Similar issues are associated with family diversity and those households with low levels of human capital.

Literacy and numeracy

Quantitative and document literacy of New Zealanders is low compared to OECD averages, with a very wide spread of outcomes from best to worst leaving low achievers at a considerable disadvantage in a labour market that increasingly requires these skills for basic job performance. Literacy outcomes must be addressed at an early age in the first instance to avoid a cycle of negative outcomes and motivational effects for adult workers, including those for whom English is a second language. Education needs to be relevant and appropriate to employment, lifestyle needs and aspirations.

Post-compulsory education and training
Training and education providers

Given the expansion of post-compulsory providers and the increased use of them by  New Zealanders, there are questions concerning the appropriateness of these diverse activities and what they do in relation to a contemporary labour market. Funding signals have been focused on attracting students with little to motivate or penalise them if they do not meet industry requirements or some minimum labour market relevant standards. Even those that are directly targeted at specific industries do not always meet industry and employer requirements. A better alignment, partly through industry linkage requirements and funding mechanisms with the relevant industries would allay employer concerns and provide better pathways and opportunities. 

Continuous Education and Training (CET)

Although the OECD (2004) cites a New Zealand participation rate of 51.4 % for CET, this was based on the Adult Literacy Survey which was carried out in 1996 and which may not reflect the current actual investment by either individuals or companies in CET. Policy questions include how should such investment be funded and what incentives exist for workers or employers? Are there, for instance, co-funding options that encourage both employer and employee to invest in CET? Given changes that will arise from technology innovation in particular and skill obsolescence generally, CET provides an important intra-employment option as well as an opportunity for those who are temporarily out of employment. 

	Continuous Education and Training

Advantages of CET

CET is positively associated with various performance criteria:

· participation in CET raises a worker’s probability of being employed, and improves re-employment chances when a worker has been laid off – by contrast, there is only weak evidence that CET hampers mobility of workers across different firms

· trained workers benefit from higher wages and faster wage growth than non-trained workers

· the positive impact of CET on wage growth seems to be relatively constant regardless of educational attainment or type of CET

· the wage-enhancing impact of CET seems to be strong enough to protect workers from possible wage loss arising from job change.

(Ok and Tergeist, 2003:3)

Market Failures and CET

The literature distinguishes several reasons for under-investment in continuous training by firms and individuals, notably “labour market imperfections”, “capital market imperfections”, and “information asymmetries” because:
· workers are likely to be credit-constrained or reluctant to incur debt (ie student loans scheme) and have difficulty obtaining the required loans and/or insurance for training activities.

· firms cannot be assured of recouping their training investment. In training their own workers, firms add to the pool of skills that can be poached by other firms, which may be able to offer higher wages for the very reason that they did not themselves incur training costs.

· workers might be little interested in firm-based continuous training because it may not lead to certification or to higher remuneration, and they are sceptical about the new skills being sufficiently general to ensure portability beyond the present job.

· firms and workers tend to have asymmetric information on the characteristics of and (prospective) results from CET, as the former may be more aware of skill requirements and training quality than the latter, and employees do not have clear price signals to inform training decisions.

· when returns to training and returns to the adoption of new technology are interdependent, both employers and workers may decide not to invest because each side expects low returns.

(Ok and Tergeist, 2003:30; 
see also Bassanini, 2004, for advantages of co-financing)




Education and training partnerships

There has been a particularly rapid expansion of non-academic education and training provision in the past decade, with some types (eg community education) having little industry linkage while others (eg Industry Training Organisation (ITO)) are directly related to specific industries. More than 40 ITOs are engaging about 125,000 trainees in 2004, but the government has indicated that the number needs to be doubled by 2007, increasing the size of provision and labour supply. 

ITO provision is variable in its quality and there are problems delivering programmes that meet industry requirements. This becomes a more significant issue with other education and training providers (see above). An important option is to establish linkages at a national or local level amongst key players (industries, education and training providers, government agencies such as Work and Income, Trade and Enterprise) that ensure responsiveness, the identification and achievement of quality standards and relevance.

Human capital investment and key groups


Job seekers

Explicit education and training pathways, both in relation to compulsory and post-compulsory education, are essential if there is to be an effective and efficient investment in education that contributes to New Zealand’s human capital. Two particular issues for employers are the generic skills of school-leavers and a better fit with requirements of certain industries. There must also be incentives and opportunities for post-compulsory education and training options, including engagement in CET.

Employees

Worker adaptability is a vital requirement as skills and industry demands alter. Incentives for investing in non-compulsory CET are an important consideration and co-financing options, which do not place the bulk of the financial burden on the employee, are essential. This must be balanced with national and local supply requirements.

Employers and industries

Policies which encourage employers to invest in workers’ education and training, especially CET, are needed along with a review of the role and efficiency of ITOs. Successful and innovative industries and firms are typically characterised by their investment in research and development as well as workforce development. This might include engagement with compulsory as well as post-compulsory education and training providers and a range of communities. In New Zealand, this investment depends on individual workplace management and culture and there is often little systematic policy innovation or investment. Some ITOs play a key role in such developments. 

Priority groups

There is evidence of talent waste in certain communities, notably Māori, Pacific peoples, immigrants, youth and older workers, especially males. In terms of their well-being, as well as the human capital available to New Zealand, engagement of these communities in education and training and subsequent labour market opportunities is critical. A particular issue is the level of income poverty in these communities, in part connected to benefit reliance and associated inactivity traps. Engagement in education and training is an important strategy in breaking these cycles and low levels of labour market engagement.

Children and young people 

There is considerable and growing evidence that high quality early childhood development (ECD) plays an important role in militating against negative social and economic outcomes, including poor labour market outcomes. As one major research project in the US argued, improving the skills of low-income families contributes to the reduction of poverty and crime, as well as raising the GDP and global competitiveness (Lynch, 2004). The report goes on to conclude that investments in ECD generate returns of 3–1 from follow-up evidence on those children from poor households who have participated in ECD programmes in the US. Elsewhere, it has been suggested that it is important to shift public investment from post-compulsory to early interventions to enhance labour market attachment later in life (Blundell, 2000:57). New Zealand invests in various pre-school and ECD programmes currently and the question is whether there are gaps or subsequent negative social/economic outcomes.

Co-financing

As the material from Ok and Tergeist (2003) and Bassanini (2004) indicates, co-financing of education and training is attracting considerable policy interest. Ok and Tergeist (2003:30; see above in boxed section) highlight some of the issues in relation to CET, but a range of co-funding options exist (Bassanini, 2004), including:

Firms

· tax arrangements for enterprises (including “train or pay scheme”)

· grant schemes and special funds.

Co-Sharing

· pay-back clauses

· apprenticeships

· working-time and training-time accounts.

Individuals

· subsidies

· tax incentives

· training leave.

The various outcomes and costs of these options vary, and represent important policy research questions. A recent Treasury paper, while arguing that market failure was “not a sufficient basis for government intervention”, noted that a “number of co-financing arrangements are used in OECD member countries that allow employers and workers to generate more tailored training assistance packages and generate the types of skills needed by firms… [and] permit various approaches to lifelong learning” (Durbin, 2004:vii).

Investing in sustainability
Throughout this report, two very different sides to the issue of sustainable employment have been emphasised: the challenge of minimising insecurity and vulnerability on the negative side and ensuring adaptability and quality employment on the positive. As the OECD (2004) Employment Outlook makes clear, education and training is an important addition to social protection regimes and ALMPs, especially if it is CET. CET provides a policy response which begins to articulate a new form of social contract (and citizenship) that, in turn, acknowledges the variable pathways and outcomes of those in paid employment. 

As a provision which is continuous over a lifetime, CET contributes to individual and community options whatever the current circumstances of those concerned. It does not presume labour market attachment at the time of delivery, although the mutual obligations approach does require some commitment to engaging in paid work at some point. In contributing to human capital development, CET also contributes to sustainable employment for individual job seekers, employers and industries, and maintains communal well-being and social cohesion.

9 Information and research issues 

This report identifies some of the information gaps and research required to provide the evidence base for policy development and implementation. What follows is an initial and brief summary. 

Nature of employment
Insecure employment

Some research has been done at Victoria University of Wellington, Massey University, and at the Department of Labour on the nature of insecure or precarious work. More information is required, especially given the current buoyant labour market and the (modest) evidence that suggests perceived employment insecurity has increased in recent decades. The implications for work pathways, the relationship between work/non-work activities and requirements and the impact of insecure employment are some of the issues that are needed for evidence based policy development. 

Gaps in statistical coverage
A number of employment categories (fixed term or tasks, contract, third party employment) are not covered by current statistical collections, unlike other countries such as Canada and the US. The linking of administrative data will help cover these (and some other) gaps to an extent. The statistics available on immigrants and refugees, including their labour market experiences, vary, especially given that the definition of who might be an immigrant varies. The Longitudinal Survey of Immigrants (LisNZ) will help in this regard.

Vulnerable individuals and groups

Māori
Massey University (Te Hoe Nuku Roa) provides longitudinal data on the activities and outcomes of Māori households. Some data is provided on employment. The New Zealand Institute of Economic Research (2003) report indicates that there are important regional, age, industry/occupational and educational differences amongst Māori that deserve much greater attention.

Immigrant labour 
The issue of how best to recruit and utilise immigrant labour, for the benefit of the immigrant as well as for New Zealand, is an ongoing and increasingly important policy and research question. How best to recruit migrants (skilled and unskilled) in an increasingly competitive international labour market, how to ensure that their skills, experience and talent are utilised by appropriate post-arrival policies, and the increasingly important relationships between rights and citizenship, all require more attention. 

Youth
The tradition of moving from compulsory schooling to employment, or to post-compulsory education and training and then to employment, is being extended but also becoming more variable in pathways and outcomes. Some research is available but there are still fundamental questions and knowledge requirements in terms of successful (and unsuccessful) outcomes and the scarring effects of options. Youth transitions constitute a hurdle in achieving sustainable employment.

Social protection and active labour market policies

Labour market programmes

The spread of active labour market policies (ALMPs) across various government departments and via contractual relationships with non-state providers raises questions about the effectiveness and efficiency of delivery, and whether there are better ways of integrating ALMPs (functional integration). 

How to structure labour market programmes presents some interesting questions. Should involvement be compulsory or voluntary? Are there conditions that should be placed on participation in labour market programmes or on the receipt of benefits? 

Employment protection policies
Employment protection often represents an exogenous cost for employers and the compliance represented by such legislative requirements has become a significant issue in New Zealand. It is seen as a form of restraint which inhibits labour flexibility and growth. The security provided by employment protection is a trade-off against labour flexibility, at least for employers. It is not clear that the correct balance/relationship has been achieved given the changes to labour market regulation that occurred in the last two decades. There is also the question of providing such protection for non-standard workers.

Investing in human capability development
Education and training
The alignment of what both compulsory and post-compulsory institutions deliver to labour markets with employer and industry requirements suggests that a better understanding of demand is needed. Funding messages which encourage education and training providers to tailor what they do to ensure better employment outcomes for their students and the industries that they serve is required. 

The question of whether there should be minimum human capital requirements for those leaving compulsory education, might encompass generic skills as well as more specific competencies. 

In relation to both compulsory and post-compulsory education and training, worker adaptability, and talent identification and utilisation, remain important issues in a labour market which will continue to change its skill requirements and the nature of employment engagement.

In terms of encouraging engagement (job-seekers, employees, employers), what co-financing options are the most effective:

· training leave

· tax arrangements (employers or employees/job seekers)

· individual loans or grants (employers or employees/job seekers)

· learning accounts and vouchers.

There are various challenges: workers/job-seekers struggle to fund their own human capital investment although the incentives are often high; employers/firms face risks (poaching); and states find full-funding an expensive option.

Continuous Education and Training
Continuous Education and Training (CET) constitutes an important policy dimension of sustainability and adaptability. Key research questions that arise include the need for a clear understanding of the effects of CET at both an aggregate and individual level as a consequence of various options, along with the issue of how best to encourage CET. Internationally (see OECD, 2004), co-funding options are preferred with incentives for both employer and employee factored in. 

10   Conclusion

The deregulation of the 1980s and 1990s altered the way New Zealanders engage in the labour market and with employment. Much of the change in regulation was designed to allow individuals to move more easily between organisations or jobs than previously. Changes in the distribution of employment among industry sectors suggest that the increased mobility has been used to allocate employment in line with economic needs. Similarly, the increasing portion of the workforce accounted for by part-time, temporary and self-employed workers suggests a new flexibility in the workforce (Spoonley, Dupuis and de Bruin, 2004). 

However, there are dangers in assuming that everything has changed in the New Zealand labour market. The evidence indicates that full-time standard employment has increased along with non-standard options. In this mix, there are policy questions about the efficacy of the labour market to allocate efficiently and equitably. There is evidence that labour markets have not always adjusted appropriately or adequately to shifts in both demand and supply. This can be seen, for example in the resistance to employing skilled immigrant workers as well as in the increasing claims about training and education mismatches and the creation of significant skill shortages. 

If labour markets do not adjust “quickly and cheaply” and attain competitive equilibrium (Borjas, 2005:189), then the question of what the state can and should do remains an enduring one. This question needs to be addressed in the context of less security in the employment relationship and the vulnerability of individuals, households and communities.

The argument here is that with the changes in the nature of employment relations, the nature of employment security has changed. Questions of how best to address social protection and achieve sustainable employment outcomes have also changed. 
Sustainability needs to encompass the requirements of employers and industries and the interests of society, as well as those seeking or in employment. Sustainability also needs to address issues of quality in employment outcomes and be underpinned by new understandings of citizen entitlement and the mutual obligations of citizen and state. This approach provides some interesting policy changes, especially if they are to be responsive to changed employment relations and labour market conditions.

One possible response to these changes is to create a more individual-based system of portable benefits so that people are given greater control and responsibility for their own decisions with respect to welfare support, retirement and ongoing learning. Such a system might, for example, include lifelong learning accounts where individuals, employers and the government share the costs of ongoing human capital investment. This response is one potential area of future policy exploration. 
The above discussion has also highlighted the need to develop partnerships amongst employers/industry organisations and education/training providers to get a better alignment between supply and demand. Co-investment in CET suggests other forms of partnership involving the individuals and households, employers and industries, and the state. 
It is clear that what constitutes an appropriate level of state involvement (or the extent and focus of public-private partnerships) and the nature of this involvement is still a point of debate, especially given the trade-offs between various forms of state intervention and regulation (Cockx, 2000:459). Compared with the pro-market thinking of the 1980s and 1990s, there is now perhaps greater willingness to recognise that labour market regulations can enhance efficiency, as seen in the renewed attention to programmes such as the Modern Apprenticeship Schemes. 

A note of caution needs to be added. A  focus on broad changes in labour market organisation and the perceived shifts in best practice risk policy agencies becoming “fashion victims”. Policy shifts are likely to be most effective when driven by the detailed evaluation of how existing interventions have operated. There has been a tendency for much evaluation to proceed without full consideration of the incentives and disincentives built into programmes that affect the actions of programme administrators (Cockx, 2000). 
For example, work experience programmes were discredited on evidence that persons placed into subsidised employment rarely retained employment after the termination of their subsidy. This outcome can reflect the failure of programmes to give any incentive to employers to invest in their subsidised employee, hence encouraging their replacement rather than retention and leaving programme participants with the stigma of being released back into unemployment. Such programmes arguably can be made effective when employers are given incentives to invest in participants during their period of subsidised employment. There is value in allowing policy change time to take effect and in carefully evaluating outcomes before moving in new directions. 

Whatever policy approach is adopted, we would note the importance of developing policies that recognise the context and requirements of the twenty-first century.


… in the 21st century, work patterns and child-rearing patterns are increasingly so complicated and diverse that policies that assume a homogeneous worker may do more harm than good (Moorhead, 2004).
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� “Secondary labour markets” are characterised by insecure employment, relatively poor work conditions and returns, and limited career options.





