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What do these slides outline?

1. Why we think Treasury needs to come to a 
clearer shared position on immigration policy

2. Key current Migration Trends

3. A framework which sets the two key 
questions that should frame Tsy decisions on 
immigration policy.

4. Evidence underpinning our judgments on 
each of these two options
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1. Why are we testing Treasury’s 
view?

• The last time Treasury’s substantively outlined its position was in 
December 2011. We said:
– Treasury is comfortable with the broad direction of NZ’s migration policy 

settings
– Immigration is a blunt labour market tool
– Effects from small changes in immigration settings on the economic and social 

outcomes of current NZ residents are small
– Evidence on the macro effects is limited but potentially worth investigating
– It is difficult to use migration policy to lean against the business cycle because 

of the lags involved
– Need more information about:

• The impacts of temporary migrants
• The macro-economic linkages

• Recently there have been two sets of reasons (internal and external) 
which have prompted us to spend some time refreshing our views
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1. Why are we testing Treasury’s 
view?

• Internal reasons
– Since 2011 Treasury has produced the narrative, and that 

process highlighted that immigration policy was an key 
area of disagreement. Suggests further clarity needed.

– A 2014 Treasury Working Paper by Julie Fry suggests the 
measurable economic benefits of immigration inflows are 
small but there could be macro-economic costs. Her 
conclusion is that a least regrets approach could justify 
reducing immigration inflows. We need to form a clearer 
view in light of this.

– Tertiary Refresh has highlighted the value of having a clear 
medium term position to anchor Vote team advice. In light 
of that, and we wanted to make sure our advice was lining 
up across Labour Market teams

4



1. Why are we testing Treasury’s 
view?

• External reasons
– The level of temporary migration and two-step (temporary to 

permanent) migration has continued to increase, and data 
suggests that the skill composition of immigration inflows has 
fallen over recent years. There needs to be a better 
understanding of the impacts of these trends for policy.

– During recent months, a number of policy changes have been 
made that don’t appear to be consistent. For example a decision 
was made to limit the increase in the seasonal RSE scheme for 
horticultural workers (because of concerns about substitutability 
for NZ workers).  But a decision was made not to cap currently 
uncapped working holiday scheme places despite the potential 
impact on employment.

– Immigration has been a political issue this year, in part 
prompted by the Treasury Working Paper. 
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2. Key Migration Trends

A (very) Brief History of NZ Migration Policy:

• Pre-1987: Permanent residence policies based on national preference 
linked to NZ population; some links to short-term labour-market needs for 
temporary workers

• 1987-1991: Significant paradigm shift to merit-based acceptance of 
permanent migrants, based on Govt-defined occupational skills and 
qualifications.

• 1991-1995: Shift in focus for permanent migrants from short-term skill 
focus to a general medium-term universal human capital selection model. 
Migrants selected in “General Category” using points model.

• 1995-2003: Increasing emphasis placed on fit to the New Zealand labour 
market (English language minima, points for a job offer (higher points for a 
skilled job offer from 2000), professional registration required)

• 2003 - Present: Points model retained, but weightings of categories 
changed to further emphasise the skilled employment offer. Strong 
increases in numbers of temporary migrants with work rights through 
Working Holiday Schemes, Student Visas, the Recognised Seasonal 
Employer Scheme.
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2. Key Migration Trends
• We are focusing on three main visas categories: Residence, Temporary Work and 

Student. These partly control the flow of inward migration to NZ. But two major 
factors mean Visa approvals differ from actual flows of people into NZ:
– Flows of NZ/Australian residents in and out of the country, not subject to immigration policy decision

– The facts that: many Visa approvals go to migrants who are already in the country; individuals can 
receive multiple visas in a single year; primary visa applicants can bring family members

This graph demonstrates the 
imperfect link between 
migration policy and cross-
border people flows: 

-The Top line is a count of Visa 
Approvals: a direct measure of 
policy decisions
- The Middle line is a count of 
Permanent and Long Term 
(PLT) arrivals into NZ by non 
NZ & Aus citizens: a measure 
of inward people flows subject 
to policy control.
-The Bottom line is a count of 
total Net PLT Migration: the 
headline Stats NZ measure 
that is included in many macro 
forecast models.
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2. Key Migration Trends
• Over the long-term net migration goes in cycles. This cycle is the result of 

fluctuations in both arrivals and departures of NZ citizens (a flow we can’t 
control) and non NZ/Aus citizens (a flow we can control).
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2. Key Migration Trends
• Trends by Visa Types:

– Total of Temporary Work Visas going up, driven mainly by working holiday 
schemes and other smaller schemes.

– There was a decline after the GFC, but this is mainly driven by a decline in the 
Essential Skills category, which is labour market-tested. 
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2. Key Migration Trends
• Most visa approvals for our two biggest skilled migration policies are for 

individuals who are already onshore, and transitioning from other visa 
categories. This is a trend that has been increasing over the last 10 years. 
Now 85%-90% of residence visas are issued onshore.
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2. Key Migration Trends
• Immigration is a major part of our Labour Force. Temporary Labour Migration is 

3.6% of the total workforce, by far the largest in the OECD

• Importantly, numbers of work eligible migrants have been increasing and the 
proportion of work eligible migrants subject to a labour market test has fallen

Year Non labour market tested Non labour 
market tested 
workers

Labour market 
tested workers

TOTAL (Work-
Eligible
Migrants)

PROPORTION
of Work-
Eligible 
Migrants 
subject to LM 
Test

Residents Workers Students

2005/06 51236 67958 34950 154144 34172 188316 18%

2011/12 40448 106342 33642 180432 31876 212308 15%

We think this is a key fact. A prevailing 
assumption is that our migration policy 
settings create a system which is tightly 
linked to labour-market demand. In 
reality, most migrants who have the 
right to work are not subject to a labour 
market test
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2. Key Migration Trends
• The employment shares of migrants in different industries varies 

considerably, but in general the employment share of high-skill migrants is 
lower than that of low and medium skill migrants (McLeod, Fabling, Mare 
(forthcoming)).
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2. Key Migration Trends
• The employment share of temporary migrants is on the whole is less than the employment of 

youth. There are exceptions in three industries, which make up only ~2% of total 
employment share (McLeod & Mare (2013)).
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2. Key Migration Trends
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Summary of Key Trends:

• We don’t have complete control over swings in Net Migration, but we can 
control the inward migration of Foreign Citizens, which are a part of the 
volatility. 

• In recent years, there has been a significant increase in Temporary Work 
Migration (much of which is not labour-market tested or high-skill). In 
addition, most visa approvals for our skilled-migrant categories are to 
migrants already onshore and transitioning from these categories.

• Migrant labour is a major part of our workforce, and in general the 
employment share of high-skill migrants is lower than that of low and 
medium skill migrants.

• Together, these trends signal to us that current policy settings may not be 
delivering what is intended.



• We think are two basic questions that we need to confront (separable, but related):
1. What is the Treasury’s position about the overall quantity of inward 

migration?
2. What is the Treasury’s position about how we can improve migration policy to 

support a productive and inclusive economy?

• The decision framework that we propose makes a number of basic assumptions:
• Not looking at fundamental overhaul of current migration policy instruments. 

So not considering things like: migration to regions, visa prices rather than 
quotas/targets.

• We have not directly addressed social cohesion and internationalisation 
effects. These are important second-order effects. But our judgment is that 
these are more like contingent benefits and risks that migration policy can’t 
directly effect, and may relate more to stocks of migrants already in NZ than 
marginal flows

• Humanitarian migration policy is off-the-table (Refugee Quotas, Pacific Access 
Categories) as our judgment is that these are in place for reasons other than 
economic benefit to NZ

3. A Decision Framework for 
Treasury’s Migration Policy
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• The next two slides have a decision framework, which sets 
out the high level options that we think we need to choose 
between to form a view on the two key questions. This is so 
that discussion can focus on the judgments we need to 
make, rather than the questions we need to ask.

• The tiers in decision trees correspond to:
1. The two key questions that we want to form a view on

2. The high level policy options we think should be considered in 
relation to these questions

3. A conditional statement of what judgment would incline one 
towards this picking this option, 

4. Our own judgment on this option, indicated with a RAG rating

3. A Decision Framework for 
Treasury’s Migration Policy
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Question 1) What 
are our options 

about the overall 
quantity of 

inward migration?

Option 1a): Substantially 
increase inward flows 

significantly to address 
NZ’s demography and 

agglomeration 
challenges

You would choose this if: 
you thought that there 

were large benefits that a 
larger population would 

deliver, and migration was a 
possible and desirable tool 

to deliver a higher 
population.

Our judgment is:

a) This is an uncertain bet, as it would 
require a big policy shift with big risks 

where the evidence is inconclusive

b) This option would be hard to 
unwind. But not going down this 

route doesn’t rule it out for the future

c) This option would require  a 
significant shift in the focus of our 

current  settings, and would 
inherently reduce our control over 
the composition of migrant flows.

Option 1b): Maintain 
level of current flows, on 
basis that the balance is 

about right

You would choose this if: 
you thought that the 

current level of inward 
migration was about right in 
its aim to more than replace 

departing NZers

Option 1c): Decrease 
flows to reduce 

structural 
macroeconomic  

pressure

You would choose this if: you 
thought that the current level 

of inward migration was 
structurally too high, and so 
potentially stymieing macro 

adjustments

Option 1d): Try and 
adjust the inward flow of 

migration, to ease 
cyclical pressure on the 

macroeconomy

You would choose this if: 
you thought migration 

was a source of pro-
cyclical demand pressure, 

other supply-side 
responses weren’t 

sufficient, and migration 
policy could feasibly be 
designed to be counter-

cyclical

Our judgment is:

a) This option would require a 
significant shift in the focus of the

current settings, and we would lose 
control over composition of migrant 

flows.

b) The feasibility of this option is 
limited due to policy lags and inability 

to control Aus/NZ flows. 

Our judgment is:

We think an overall judgment 
on these two option would 

depend on a set of judgements 
about migration as a 

microeconomic lever (see 
Options 2a and 2b) overleaf)
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Question 2) 
How can we 

use migration 
policy better 

to provide 
skills that will 

support a 
more 

productive 
and inclusive 

economy?

Option 2a) Reduce 
the supply of low-

skill labour migration

You would choose this if: you 
thought that low-skill migrant 
labour was mainly a substitute 

in production for low-skill 
labour and capital. This  

relates to a judgment about 
the employment and wage 

impacts on current of 
potential low-skill local labour

Option 2b) Increase 
the supply of high-

skill migration

You would choose this if: you 
thought that high-skill migrant 
labour was a complement in 
production for low-skill local 

labour and capital. This relates 
to judgments about productivity 
spillovers from diversity, trade 

and innovation channels.

Option 2c) Attempt to 
rebalance the way 

other policy objectives 
(e.g Export Education 

or Foreign Policy 
objectives) are 

weighed against 
labour market impacts

You would choose this if: you 
thought that the potential 

benefits from explicitly 
altering migration policy for 
foreign policy or export ed

objectives were undermining 
other migration policy goals.

Our judgment is:

We suspect that over time, focus on 
other policy objectives has come at 
the cost of a focus on the potential 
economic costs of certain migration 

policies (in particular student visas and 
WHSs) 

Our judgment is:

We think this is the area where 
there are opportunities to make 
improvements current policy to 
ensure that policy settings support 
NZ’s objectives for labour migration. 
Some examples of possible changes:

-There has been a rise in temporary 
work visas over the last 5 years. 
Controlling (and reversing?) this 
trend may support wage and 
employment growth for low-skill 
NZers. At the same time, it may 
prevent the growth of industries 
that rely on low-skill labour.
- The skill level of our “skilled 
migrants” has been declining over 
time, both in the Essential Skills and 
the SMC categories. Have we swung 
too far away from a human capital 
model of migration?
- The Skills-in-Demand lists and LM-
test processes may have 
institutional weaknesses, in that 
employers have too much sway and 
that it isn’t integrated with other 
government skills systems (tertiary).
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4. What evidence has lead to our 
judgments within this Framework?

• This section sets out:

– A summary of key microeconomic and 
macroeconomic evidence that has informed our 
analysis.

– How we have formed our 4 key judgments in 
light of this evidence:

1. Don’t Substantially Increase Inward Migration Flows

2. Migration isn’t suitable as a Counter-Cyclical Macroeconomic Tool

3. Control the Growth of Low-Skill Labour Migration

4. Facilitate the Growth of High-Skill Labour Migration

19



Summary of the Macroeconomic Evidence

• In simple terms, migration increases both aggregate demand (via things migrants consume) 
and increases aggregate supply (via their labour supply). In the short-run the aggregate 
demand effect dominates. In the long-run, we would expect the interaction effects such as 
scale effects to result in a small lift productivity and income per capita. Impacts on innovation 
and capital accumulation depend on the characteristics of immigrants. 

• Empirical evidence suggests these productivity/interaction effects are small (Australian 
Productivity Commission (2006), Mare (2011)) . Part of the difficulty is isolating the effects of 
immigration from other factors.

• Much of the effect is due to migrants being more likely than the resident population to be 
working age (Nana et al (2009) )

• One concern is that an increase in labour supply leads to capital dilution. Although total 
investment has been robust, private non-residential (business) investment has been low 
compared with other OECD countries. Residential investment has been relatively high 
(increasing its share of total investment from 19% in 1988 to 28% in 2007. 

• These facts could be consistent with housing, infrastructure  and other non-tradeable
investment crowding out investment in the tradeable sector. But difficult to test empirically.
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Summary of the Microeconomic Evidence

• The core microeconomic intuition is that migration increases the supply of labour, and so the 
impact on the LM is to reduce employment and wage growth of local labour. This effect crucially 
depends on the extent to which migrant labour is a substitute or a complement for local labour and 
capital investment. 

• The international microeconometric literature is mixed on LM effects, in part due to 
methodological difficulties in measurement. But on the whole, the consensus is that there is a small 
but significant effect of migrants on the wages and employment of locals and there seems to be 
more substitutability between migrants and low-skilled workers than migrants and high-skilled 
workers 
– Borjas (2003), Card (2005) and Longhi, Nijkamp, Poot (2004) summarise this debate well.  

• NZ-specific literature shows that, migration has limited negative effects on local employment and 
some positive effects on local wage rates.  However, this is an aggregate conclusion, and all of this 
literature studies the period before 2011 (i.e, doesn’t capture the recent trend in non-LM tested 
low-skill migration).
– McLeod & Mare (2013), Hodgson & Poot (2010), Mare & Stillman (2009), Stillman & Mare (2007), Maani & Chen (2012)

• Another core intuition is that high-skill migration can have spill-over effects on productivity and 
innovation, mainly through skill composition and diversity channels. NZ-specific  literature has 
found linkages between workforce share of high-skill migrants and firm exporting and innovation, 
but causal channels are unclear
– Mare, Fabling, Stillman (2010), McLeod, Fabling & Mare (forthcoming), Sin, Fabling, Jaffe, Mare & Sanderson (forthcoming)
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4a) What are our options on the overall quantity 
of inward migration?

Don’t substantially increase inward migration flows

• On average since 1991, inward PLT migration has exceeded outward PLT 
migration by 12,000 per annum, indicating that current levels of migration 
have been more than sufficient to avoid population decline.

• There may be benefits from an even higher level but these are 
speculative:
– Scale effects which require a higher threshold level – speculative given 

current evidence. Countries with a higher population don’t always have higher 
levels of productivity than smaller countries all other things being equal.

• There are some implementation risks. To increase quantity of migrants, there 
may have to be a compromise on quality which may reduce overall benefits. 

• If infrastructure/housing isn’t responsive to current inflows increases in 
inflows will increase pressure on existing resources. (First best response may 
be to make those more responsive but those involve difficult choices too).
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4a) What are our options on the overall quantity 
of Inward Migration?

Migration policy isn’t suitable as an explicit counter-cyclical tool

• Net PLT migration of NZ citizens exhibit large swings in size (circa 25,000 
person shifts from peak to trough. Swings of non-NZ/Aus PLT migration are 
similar in magnitude. These flows of NZers are not controllable by immigration 
policy so some cyclical volatility would remain even if policy could control the 
cyclical flow of non-NZers.

• To work counter-cyclically, the flow of migrant labour would need to be cut 
back when labour demand is highest and increased when unemployment is 
highest. This means that implementation would be politically challenging.

• There are lags involved in the migration system so identifying the optimal 
timing for changes could be difficult

• Given most of our migration is now two-step migration, delays in transition for 
onshore applicants may create disappointed expectations which may impact 
on reputation and social cohesion.

• We acknowledge that cyclical effects aren’t unimportant. We think that the 
cyclical effects should be considered when making structural policy changes, 
rather than using migration as an active cyclical tool.
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4a) What are our options on the overall quantity 
of inward migration?

Maintain or Reduce the Current Levels of Inward Migration

• The decision to maintain or reduce the current level will depend on the 
trade-off between the labour supply effects, the demand effects and the 
interaction effects such as potential economies (or diseconomies) of scale 
effects on both infrastructure (including housing) and natural resources.

• The challenge of identifying impacts of current level of migration is that it 
is difficult to specify a counterfactual – what would have otherwise 
happened without the observed level of immigration.

• The impact from a change in the overall quantity is also dependent on 
how that quantity is made up. A change in low-skilled migration will have a 
different set of impacts from a change in high-skilled migration. 

• The evidence isn’t definitive enough to make a judgement about whether 
net benefits would be higher from the current quantity of inward 
migration or a lower level. But it does show that composition matters.
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4b). How can we use migration policy better to 
provide skills that will support a more productive and 

inclusive economy?

Control the Growth of Low-Skill Labour Migration

• Our key judgment is that migrant labour is increasingly likely to be a substitute for local low-skill labour, 
and this is an impact that we should try and mitigate.

• We acknowledge that the microeconomic evidence hasn’t shown large impacts on local labour market 
outcomes yet. However, we think there are a number of reasons to worry about the impact of low-skill 
labour migration on employment and wage growth going forward. 
– These include factors like: a growing economy which makes travelling to NZ and working here more 

attractive + concentration of low-skill migrants in regions with high youth unemployment + benefit reform 
adding to the supply of jobseekers in the labour force 

– Importantly, none of the micro evidence has studied the period past 2011, when the increase in non-LM 
tested migration has occurred.

• From an inclusive growth perspective, we think that we should be concerned about the impact that 
migration may have on the labour market prospects of low-skill NZers. 

• In the short term, we agree that migration should be used to fill vacancies in the economy when they 
cannot be filled by domestic residents and when these vacancies are acting as a significant constraint on 
economic activity.

• We also think that migration should not provide a ‘path of least resistance’ for low-productivity sectors of 
the economy. By this we mean that migration should not act as a lever that keeps labour costs in certain 
industries down to the extent that its dulls incentives to invest in capital or increase working conditions to 
attract local labour
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4b). How can we use migration policy better to 
provide skills that will support a more productive and 

inclusive economy?

Facilitate more High-Skill Labour Migration

• More high-skilled migrants can benefit high-productivity firms and industries, and we 
are less concerned about wage and employment effects for high-skilled local labour. 
This is because we think:
– High–skill migrant labour is more likely to complement local labour and capital, rather than 

substitute for it 
– High-skill labour will increase the skill composition of the local workforce, which is the theoretical 

channel through which many of the beneficial impacts of migration are achieved
– To the extent there are LM impacts on competing local labour, we think there are normative policy 

reasons to be less concerned at that end of the earnings spectrum

• Research suggests that the high-skill migration may have a positive impact on 
innovation and productivity via its effects on skill composition. High-skill labour is also 
likely a complement for both low-skill labour and capital. We think this suggests that we 
should look to increase the supply of this sort of labour. 

• At the very least, we need to ensure that our immigration policy instruments are 
functioning as intended, in filling genuine shortages and attracting migrants with high 
levels of human capital to NZ. Current settings may need to be re-tuned to achieve this.
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4b). How can we use migration policy better to 
provide skills that will support a more productive and 

inclusive economy?
A Summary of the Impacts of our Key Judgments
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Impact Controlling the Growth of Low-
Skill Migration

Facilitating more High-Skill Labour 
Migration

Employers Lower Profits. Size of effect depends on response 
taken (increase wages/conditions? Invest in Capital? 
Reduce Output?)

Higher profits. May lower costs  for employers and also 
contribute to product and process innovation. 

NZ Workers Probably increased employment and wages. 
Depends on employer response, but likely to be 
reduced competition from low-skill migrant labour

Probably not large impacts.  Migrant labour is likely to 
complement local labour at high-skill level, but it does 
increase competition that local labour is subject to.

Housing & 
Infrastructure 
Demand

Reduces congestion and may have marginal impact 
on rents in housing market. May have small effects 
on economies of scale in infrastructure 

Increases housing demand and  pressure on 
infrastructure in major urban areas.  Size of impact 
would depend on quantity of additional migration, and 
may be offset if low-skill migration is reduced at the 
same time

NZ Consumers May increase prices for some goods and services, 
depending on employer response.

May lead to decreased prices for some goods, as well 
as greater product range.

Productivity Unclear. Trade-off between decreasing output 
productivity for some firms, and increased 
productivity within and between industries

Expected positive impact. Would increase the skill 
composition of the workforce and may contribute to 
innovation through workforce diversity channels.

Regional 
Population

Possibly lower. Low-skill migrants may be more likely 
to spend time away from urban centres

Possibly lower. High-skill migrants tend to settle in large 
urban areas (AKL/WLG/CHC).



4b). How can we use migration policy better to 
provide skills that will support a more productive and 

inclusive economy?
What Specific Policy might these Judgments Lead to?

• Controlling Low-Skill Migration?
– Prevent work-rights being extended further to Student Visa holders, and ensure that current labour standards are 

being enforced effectively to ensure that employers aren’t exploiting migrant labour
– Put an overall cap on Working Holiday Scheme numbers
– Address institutional settings (e.g Skill-shortage lists, the labour market test) to make sure employers aren’t 

persistently able to hire low-skill migrants instead of suitable local labour

• Facilitating High-Skill Migration?
– Review the Skilled Migrant Category, and tilt balance towards applicants with high-skill characteristics (e.g a Wage 

Floor?)
– Create a “Recognised Employer” scheme for business that reduces transaction costs for hiring high-skill migrants (e.g

front-loading the labour market test)
– Raising the ambition of  Study-to-Residence policies

• More generally, there is a sense that Immigration NZ’s skill matching mechanisms have 
become detached from the government’s broader skills strategy, particularly in Tertiary 
Education.

• Caveat: The important point here is that if this is a general direction we endorse, the 
principles will need to be applied across a patchwork of overlapping policy decisions. More 
detailed work on how these would be implemented is necessary – these options are just to 
give an indication of what could be possible.
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Key Recommendations for the Forum

• In conclusion, there are four key judgments that we think 
should underpin our migration policy advice:

1. Don’t Substantially Increase Inward Migration Flows

2. Migration isn’t suitable as a Counter-Cyclical Macroeconomic Tool

3. Control the Growth of Low-Skill Labour Migration

4. Facilitate the Growth of High-Skill Labour Migration

• Questions?

• Do you agree with the judgments we have reached?

• Is the evidence we have used compelling and supports 
our judgments?
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