The Nine-Day Fortnight Is No Picnic
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The Government seems set to give the green light to a call for a nine-day fortnight which employers and union leaders believe could save 20,000 jobs, at a cost of $60 million. Workers would lose a day of work a fortnight, and receive training or education.

Why the nine day fortnight is not a good idea

Faced with a downturn and with government finances under pressure, we all want to see both families and firms helped to survive the hard times as far as possible.  

The nine day fortnight is one of the big ideas to come out of Friday’s jobs summit, along with a joint equity fund.  Why not share the available work and let workers on short time benefit from some extra training?  If some people are saved from unemployment by job-sharing, maybe the costs (estimated at $60 million) wouldn’t be so great. 

Alas, the idea isn’t as good as it sounds.  I was responsible for oversight of a government job sharing scheme in Thatcher’s Britain. Experience there and elsewhere shows such schemes to have little success and to be expensive.

First, the targeting is wrong.  Let’s recognise that New Zealand’s future rests in developing high valued added production.  Often that means a lot of capital relative to the number of employees.  This makes for high fixed costs.  So far, the firms worst affected here by the global economic downturn are those – like Fishcer and Paykel – involved with the production of durable goods.  Too many buyers are deciding to postpone their next purchase or upgrade. 

The nine day fortnight is unlikely to help these firms much – their problem is the expensive machinery and distribution networks no longer being used fully.  Capital intensive firms will be those least helped by a job sharing scheme.  By contrast, labour intensive firms may be helped to reduce their labour costs.

But is this where the government should be investing taxpayers’ dollars for the long term?

Second, the scheme may not actually help even labour intensive firms that much.  A 9 day fortnight reduces normal working hours by 10%.  In theory, this could help some firms avoid reducing employment by 10%.  In practice, firms will cut overtime first.  The reason why firms use overtime rather than hire extra employees is because it helps them make the most of the employees they know and reduces personnel overheads.  For the same reason, many employers are likely to continue to prefer to have fewer employees working longer hours rather than sharing available hours around.  

Remember, the tougher the economic environment, the more careful firms have to be to minimize their costs.  So, uptake of a nine day fortnight may be disappointing or short-lived.

Third, the scheme is subject to abuse.  Some employers would love to be able to get ten days work out of their employees for nine days pay.  To the extent this happens, no jobs are being saved and the government is funding employees being made to work harder so as to earn time for extra training.

Fourth, the rules can get messy.  To ensure that the scheme isn’t being abused, that jobs are being saved, and that the training on the tenth day is worthwile, a whole raft of rules can be introduced.  These will make the scheme more complex and expensive and less attractive to employers.  They may also fail to deter abuse or poor quality implementation. 

So, do nothing?  No, there are alternatives.  If the government wants to help capital intensive firms, then an increase in tax deductibility for some forms of capital cost can be quickly and simply implemented (and swiftly withdrawn too, as the economy recovers).  If the government wants to help with labour costs, a parallel move – e.g. through a partial moratorium on employer contributions to A.C.C. – is possible. 

These moves would help avoid extra compliance costs and bureaucracy.  The main objection is that deadweight would be high – employers in the categories concerned would get some benefit whether or not they took measures to help retain jobs.  Spreading the dollars through tax cuts also means there would be a lack of ribbon cutting opportunities or success stories for the media.  But, by the same token, the government would avoid “picking winners.”

