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I would like to congratulate the Productivity Commission on its draft report New Zealand Firms: 

Reaching for the Frontier, which makes bold steps towards addressing the absence of any coherent 

industrial policy in New Zealand.  

 

Here, I want to briefly address the commission’s assumptions around New Zealand’s current policy 

settings and their supposed conduciveness to productivity growth. Chapter 2 considers New 

Zealand’s weak productivity performance in comparison to other small advanced economies. Pages 

20-21 consider some of New Zealand’s existing policy settings and their conduciveness to 

productivity growth. Here, it is argued that New Zealand’s ‘framework policies’ are ‘high quality’ (p. 

20), ranking high on a number of indicators such as ease of doing business, lack of corruption, labour 

market flexibility, ease of starting a business, and product market regulations. However, it is not 

explained at any point why scoring high on these measures supports productivity growth. Despite 

this lack of explanation, the report argues that New Zealand’s high score on these select measures 

suggests the productivity problem is perhaps better explained by New Zealand’s lower ranking in 

other areas such as government expenditure on R&D, foreign direct investment, and outward direct 

investment, among others.  

 

While it may indeed be the case that New Zealand’s poor record on government R&D expenditure, 

among other things, contributes to New Zealand’s poor productivity performance and comparative 

lack of frontier firms, it is not clear that the list of settings on which New Zealand ranks high are 

beneficial to productivity performance. In particular, it is not at all clear why highly flexible labour 

markets are conducive to productivity growth and innovation. My doubts here are informed by the 

differences in labour-market policy settings between New Zealand and the small advanced 

economies that the report looks to as exemplars of countries with highly successful frontier firms—

Belgium, Denmark, Finland, the Netherlands, and Sweden. 

 

Of these small advanced economies, all except the Netherlands have significantly higher levels of 

trade union density than New Zealand and all have significantly higher collective bargaining 

coverage.1 In the OECD’s updated framework for job dismissal regulations (which the Productivity 

Commission’s report does not refer to, citing an older piece of research from 2013 instead), New 

Zealand is ranked 12/37 for flexibility in regulation of individual dismissals of regular workers, while 

Finland is ranked 21/37, Sweden 27/37, Belgium 32/37, and the Netherlands 34/37; only Denmark 

sits higher than New Zealand, at 8/37 (but note that flexibility in dismissal in Denmark is offset to a 

degree by high trade union density and collective bargaining coverage).2 Note that the comparator 

 
1 See: OECD, http://www.oecd.org/employment/collective-bargaining.htm 
2 OECD, OECD Employment Outlook 2020: Worker Security and the COVID-19 Crisis (OECD, 2020), 
https://www.oecd-ilibrary.org//sites/1686c758-en/1/3/3/index.html?itemId=/content/publication/1686c758-
en&_csp_=fc80786ea6a3a7b4628d3f05b1e2e5d7&itemIGO=oecd&itemContentType=book# 
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countries also have coordinated wage-bargaining institutions, enabling wage levels to be adjusted in 

a coordinated fashion across broad swathes of the economy. At the very least, these significant 

differences between New Zealand’s labour-market policy settings and those of the countries to 

which the report aspires suggests that the final report needs to include some justification for why 

labour-market flexibility is conducive to productivity and innovation, as the data on the comparator 

countries suggests it may be otherwise. At present, this assumption is left unexplained and 

unjustified.  

 

This issue also has wider implications for the framing of the report and the manner in which we think 
about macroeconomic and institutional policy in New Zealand and its relation to productivity and 
innovation. In chapter 6, the report identifies three levels at which policy settings can influence 
innovation: direct support (R&D funding, IP regulation, etc.), indirect support (competition law, the 
education system, labour law, etc.), and broader policy settings (social services, tax, welfare, etc.). 
The report’s policy recommendations and framework for thinking about innovation policy are 
focussed on the first of these, while acknowledging the salience of the latter two.  
 
However, a rich ‘comparative capitalisms’ literature locates the sources of comparative advantage in 
the institutional foundations of different advanced capitalist economies. For example, in an 
exhaustive empirical analysis of variation across five main areas—product-market competition, the 
wage–labour nexus, the financial sector, social protection, and education—Amable identifies five 
core ‘varieties of capitalism’ in the advanced economies: market-based capitalisms (the English-
speaking countries), social-democratic capitalisms (the Scandinavian countries), Continental 
European capitalisms (the Rhenish countries), Asian capitalisms (Japan and South Korea), and South 
European capitalisms (the Mediterranean countries).3  
 
The first three are of interest here as they relate, respectively, to New Zealand (market-based), 
Denmark, Finland, and Sweden (social-democratic), and Belgium and the Netherlands (Continental 
European). It is striking that these five economies that are used as comparisons and as inspiration in 
the report are, in Amable’s framework, typical of either the social democratic or the Continental 
European variety of capitalism and thus have very different institutional foundations and 
complementarities to the New Zealand economy. A brief excerpt from Amable’s work is instructive 
here:  
 

Product-market competition is an important element of the market-based model. It makes firms 
more sensitive to adverse shocks which cannot be fully absorbed by price adjustments. Quantity 
adjustments will matter, which implies that competitiveness is based on labour-market flexibility. This 
allows firms to react quickly to changing market conditions. Financial markets are also instrumental in 
this capacity of firms to adapt to new competitive environments. They also supply individuals with a 
large range of risk-diversification instruments which are particularly welcome in the absence of a well-
developed Welfare State. The social-democratic model is organized according to very different 
complementarities. A strong external competitive pressure requires some flexibility in the labour 
force. But flexibility is not simply achieved through lay-offs and market-based adjustments. Protection 
of specific investments of employees is realized through a mixture of moderate employment 
protection, a high level of social protection, and easy access to retraining thanks to active labour-

 
3 Bruno Amable, The Diversity of Modern Capitalism (Oxford: Oxford University Press, 2003). Note that 
Amable’s work has affinities with, but is a more nuanced version of, the very large ‘Varieties of Capitalism’ 
literature, which identifies three ideal-typical varieties of (advanced) contemporary capitalism in liberal market 
economies (such as New Zealand), coordinated-market economies (such as the small advanced economies of 
Europe), and mixed-marked economies (such as Italy and some other southern European economies). As a 
starting point, see: Peter Hall and David Soskice (eds), Varieties of Capitalism: The Institutional Foundations of 
Comparative Advantage (Oxford: Oxford University Press, 2001). 
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market policies. A coordinated wage-bargaining system allows a solidaristic wage setting which 
favours innovation and productivity. The Continental European model possesses some common 
features with the social-democratic model. It is based on a higher degree of employment protection 
and a less developed Welfare State. A centralized financial system facilitates long-term corporate 
strategies. Wage bargaining is coordinated and a solidaristic wage policy is developed, but not as 
much as in the social democratic model. Workforce retraining is not as easy as in the social-
democratic model, which limits the possibilities for an ‘offensive’ flexibility in the labour market.4 

 
Note that Amable’s research cuts directly against the assumptions of the Productivity Commission’s 
report: in the social-democratic model of capitalism, of which the Continental European model is a 
close relative, it is found that ‘a coordinated wage-bargaining system allows a solidaristic wage 
setting which favours innovation and productivity’. Again, this speaks to the need to, at the very 
least, include some justification in the final report as to why labour-market flexibility is viewed by 
the commission as a policy setting favourable to innovation and productivity, as evidence from 
abroad suggests otherwise.  
 
In sum, if the comparative approach taken in the report is to be meaningful, it is necessary to 
consider the institutional foundations and complementarities of these small advanced economies. In 
turn, this suggests that New Zealand may need to look beyond focussed innovation policy and 
towards more fundamental institutional reform if we are to successfully address our productivity 
and innovation challenges.  

 
4 Amable, The Diversity of Modern Capitalism, p. 15. 


