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Introduction

On 28 March 2014, the Australian Industry Group (Ai Group) filed its main submission for the
Annual Wage Review 2013-14 and we filed a Reply Submission on 15 April 2014.

The purpose of this Post-Budget submission is to:

 Provide an update on some economic issues;

 Highlight the significance of various changes announced in the Federal Budget; and

 Respond to the Expert Panel’s published questions for the Final Consultations.

In our March 2014 submission we urged the Expert Panel to put jobs first in this year’s Annual
Wage Review. We proposed a 1.6 per cent wage increase which equates to a $10.001 per week
increase in the National Minimum Wage and $11.602 per week at the base trade level.

The Federal Budget has not changed the imperative that jobs be put first nor the
appropriateness of the above level of minimum wage increase.

Economic conditions and outlook

Summary

The Australian economy continues to grow at the below average pace seen through 2013,
reflecting weaker mining investment and subdued non-mining capital expenditure.

Recent data suggests global growth remains modest. The International Monetary Fund (IMF)
slightly revised down its world output forecasts in 2014 owing to weaker outlook for emerging
economies. The RBA expects overall growth of Australia’s trading partners to be around its
long-run average in 2014.

Australian Economy

The IMF, the Reserve Bank of Australia (RBA), Treasury and private sector economists all predict
below-trend growth for the Australian economy over the course of 2014, following on from
weakness in 2013.

1 $9.96 rounded
2 $11.59 rounded
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The RBA’s latest quarterly update, the Statement on Monetary Policy, was released in early
May. Compared to the last outlook published in February, the RBA revised up its early 2014
GDP growth expectations a touch, but lowered its long-term growth forecast from 2015 and
onwards. This revision reflects the rise in the Australian dollar over recent months and its net
negative effect for the medium-term domestic economy.

Australian GDP growth is expected to remain below trend (below 3%) until the second half of
2015. The RBA expects a substantial fall in mining investment and it expects Federal and State
Government spending cuts to weigh on domestic economic activity in 2014-15. Non-mining
investment is forecast to remain subdued. Household consumption growth is expected to
strengthen somewhat over 2014 and to gradually rise above trend GDP growth by 2016. The
RBA also expects dwelling investment to grow at a stronger pace than it had forecast in
February.

The Commonwealth Treasury’s latest economic forecasts in the 2014-15 Federal Budget are
broadly in line with the RBA. Domestic real GDP is expected to grow by 2.75% in the current
financial year and then slow modestly in 2014-15 to 2.5%, before returning to trend growth of
3.0% in 2015-16 and 3.5% in 2016-17 and 2017-18.

On inflation, the RBA’s expectations for CPI have been revised downwards for the 2013-14
financial year, owing to a lower than expected inflation outcome for the March quarter of 2014.
Looking further ahead, the RBA has slightly revised up its inflation forecast for 2015, reflecting
higher import prices as a result of the lower Australian dollar, as well as some government
legislated price increases that are expected to flow through (e.g. tobacco exercise and possibly
petrol).

Despite tentative signs of improvement in the labour market in recent months, the RBA does
not expect a meaningful decline in the unemployment rate until the second half of 2015. Even
then, the decline is expected to be relatively modest. The Australian Treasury expects
Australian economic growth to remain below average, at around 2.5% p.a. for the next few
years, with employment growth slowly strengthening from the current rate (around 1% p.a.) to
1.5% p.a. over the next two years and then further strengthening to 2% or more in 2016-17.
The unemployment rate will therefore rise to 6.25% in 2014-15 and remain there in 2015-16.
These forecasts are broadly unchanged from the last set of Treasury estimates (published in the
mid-year outlook in December).

Ai Group believes the latest forecasts of Treasury and the RBA represent a reasonable
assessment of Australia’s short to medium term outlook, based on current conditions. In
particular, it is clear that unemployment is rising.
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Table1: RBA and Australian Treasury, Australian forecasts, May 2014

GDP growth, % p.a. 2013-14 2014-15 2015-16 2016-17 2017-18
RBA 3.0 2.25-3.25 2.75-4.25
Treasury 2.75 2.5 3.0 3.5 3.5
CPI rate, % p.a.
RBA 3.0 2.5-3.5 2.0-3.0
Treasury 3.25 2.25 2.5 2.5 2.5
Employment growth, % p.a.
Treasury 0.75 1.50 1.50 2.25 2.0
Unemployment rate, %
Treasury 6.0 6.25 6.25 6.0 5.75

The RBA left the official cash rate at 2.50% following its May Board Meeting. The cash rate has
been at this level since August 2013. In the accompanying Statement, RBA Governor Stevens
signaled “a period of stability in interest rates” for the remainder of 2014, despite
acknowledging that the Australian dollar has risen again over the past few months and remains
relatively high by historical standards. The high dollar is now having a dampening effect on the
relatively tentative recovery in non-mining investment and activity evident in late 2013.

The most recent data generally support the RBA’s economic outlook.

In the labour market, the total number of people employed in Australia increased by 14,200
(0.1% m/m) in April, to be 0.9% higher over the year (seasonally adjusted). The increase in the
number of people employed in April was driven by full-time employment, which increased by
14,200 (0.2% m/m and 0.2% p.a. seasonally adjusted) after a fall of 22,700 in March. In trend
terms, full-time employment also increased in April, up 13,100 to be 0.2% higher over the year.
In contrast, the number of people employed part-time was unchanged in April (but still 2.6%
higher over the year, seasonally adjusted), following growth of 44,600 in March. In trend terms,
part-time employment grew by 2.2% p.a.

Underlying the weakness in full-time employment growth, total hours worked per month fell by
2.5% m/m to be 2.4% lower than a year ago in April (seasonally adjusted). In trend terms, total
hours worked has fallen in each of the past four months. The average hours worked per worker
has been declining since August 2013.

The employment to population ratio was almost unchanged in April, at around 61.0%. This is
among the lowest levels recorded for this key measure of employment engagement since late
2004 (s.a.).
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The national unemployment rate was unchanged in April, at 5.8% (seasonally adjusted). The
trend unemployment rate also remained steady at 5.9% in April. The number of unemployed
people declined marginally, by 400 people, to 713,400 in April, but it was 5.1% higher than a
year ago (seasonally adjusted).

The labour force participation rate declined a touch (by 0.03pts) to 64.7% of the adult
population (seasonally adjusted). The labour force increased by an estimated 13,800 people in
April, or 0.1% m/m, to be 1.1% higher than a year ago (seasonally adjusted). In annual growth
terms (and in raw number terms), labour force growth continues to track higher than
employment growth, despite the steady fall in the participation rate.

Across the States, both Victoria and Western Australian recorded a decline in employment in
April, while the other States all experienced monthly employment growth (seasonally adjusted)
(Table 2). Queensland recorded the strongest growth in employment numbers in the year to
April, adding 60,400 jobs, followed by Western Australia (seasonally adjusted).

The trend unemployment rate remained highest in Tasmania (7.5%) in April, followed by South
Australia (6.6%), Victoria (6.5%) and Queensland (6.3%), which are all above the national
average. The trend unemployment rate in Western Australia appears to have stabilised over the
past two months, at 5.2%, after rising from a recent low of 4.5% in September last year. The
trend unemployment rate in New South Wales continued to decline in April (5.4%, trend),
owing to employment growth so far in 2014, combined with a lower labour force participation
rate than other big States.

Table 2: Employment growth, unemployment rate and participation rate by state

Employment growth (s.a.) Unemployme
nt Participation

Apr-14 ('000 m/m) ('000 y/y) % (trend) % (trend)
NSW 7.8 9.4 5.4 63.1
VIC -5.1 -2.4 6.5 64.2
Qld 4.4 60.4 6.3 66.3
SA 6.6 -9.8 6.6 62.0
WA -1.8 29.0 5.2 68.2
Tas 3.1 7.9 7.5 60.9
NT (trend) 0.4 8.5 3.8 75.7
ACT (trend) 0.4 2.6 3.6 71.5
Australia 14.2 101.2 5.9 64.8
Source: ABS
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Looking ahead, forward indicators of the labour market show a stabilisation in labour demand,
although the improvement remains tentative and much lower than previous peaks. The total
number of job advertisements counted in the ANZ Job Ads series rose by a further 2.2% m/m
(to 136,091) in April to be 1.5% higher over the year (seasonally adjusted, +0.2% p.a. in trend
terms). Although it is gently rising, the current level of job advertisements counted in the ANZ
Job Ads series remains significantly below the peak in 2007-08, where an average of 245,533
job advertisements were counted per month. Similarly, the SEEK index of new job ads posted
online continued to increase in April, up by 0.8% m/m to be 5.5% above the same time a year
ago (seasonally adjusted) (see Chart 1).

Chart 1: SEEK new job ads posted online, index

Of concern however, the latest Australian Industry Group Australian Performance of
Manufacturing Index (Australian PMI®) fell sharply in April, dropping by 3.1 points to 44.8
points (Chart 2), indicating a faster rate of contraction. Manufacturing respondents widely cited
a lack of new orders and activity in April, even after allowing for the usual run of seasonal
holidays. Many also pointed towards renewed strength in the Australian dollar, which has
reportedly intensified import competition and dampened demand for locally made products.

The latest Australian Industry Group Australian Performance of Services Index (Australian
PSI®) declined by 0.3 points to 48.6 points in April. This indicated a second month of mild
contraction across the services industries (a reading below 50 points). Respondents continued
to express concerns about the domestic economy and the spending cuts in the Federal and
State budgets. In particular, businesses cited policy uncertainties surrounding major capital



Annual Wage Review 2013-14 Ai Group Post-Budget Submission to the
Fair Work Commission

7

projects and government-run programs (e.g. training), which may significantly affect demand
for business related services.

Although there were improvements across house and apartment building in April, the overall
performance of the construction sector slipped in April, with the seasonally adjusted Australian
Industry Group/Housing Industry Association Australian Performance of Construction Index
(Australian PCI®) registering 45.9 points in April, 0.3 points below the reading in March. This is
the fourth consecutive month that the Australian PCI® has been below the 50 point level that
separates expansion from contraction, following the industry’s return to growth in the final
quarter of 2013. It confirms the recovery in housing activity is slow to date.

Chart 2: Ai Group Australian PMI®, PSI® and PCI® (seasonally adjusted)

Source: Ai Group.

Global Economy

In April, the IMF updated its World Economic Outlook, with slightly less optimistic forecasts
than the previous update in January (see Table 3). World output is forecast to rise from 3.0% in
2013 to 3.6% in 2014 and then lift to 3.9% in 2015, according to the IMF. Meanwhile, the RBA
expects Australia’s trading partners to grow at around the long-run average of a little over 4% in
2014 and 2015.
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The IMF expects emerging and developing economies to expand by 4.9% p.a. in 2014 and 5.3%
in 2015. This is an acceleration in growth from 4.7% p.a. in 2013, but is slightly less optimistic
than the IMF’s January forecasts owing to weaker growth expectations for Brazil, Russia and
South-east Asian economies. For the Asian region, the IMF has maintained its growth forecast
for the Chinese economy of 7.5% p.a. in 2014 and 7.3% p.a. in 2015, which represents a
slowdown from 7.7% p.a. in 2013. The IMF notes that the Chinese Government is seeking to
rein in credit growth and advance reforms while still ensuring a gradual transition to a more
balanced and sustainable growth path. However, recent economic activity data suggest that the
Chinese economy is yet to stabilise, which may prompt a monetary policy reaction to help
achieve the 7.5% growth target.

Other emerging market economies are expected to benefit from stronger external demand
from advanced economies, but the IMF indicates that tighter financial conditions will dampen
domestic demand growth in these economies over the coming years.

The outlook for advanced economies was unchanged, with output forecast to rise by 2.2% p.a.
in 2014 and 2.3% p.a. in 2015, up from 1.3% p.a. in 2013. The IMF notes that:

 The economic recovery is forecast to be the strongest in the US, at 2.8% p.a. in 2014.
Although the unusually harsh winter weather weighed on activity earlier this year,
growth is expected to rebound over the rest of 2014, driven by strong growth in
domestic demand and less fiscal drag on the economy as a result of the budget
agreement reached in Congress late last year;

 The euro area is expected to continue to improve in 2014, although the recovery will be
uneven across countries and sectors. For the first time in two years, the southern
periphery euro economies are forecast to have positive, but low, growth; and

 The Japanese economy is expected to grow at a slower pace than forecast in January, as
the recently approved stimulus measures are expected to be more than offset by the
negative impact of the consumption tax rise on 1 April 2014 and the waning of
reconstruction spending and past stimulus measures.



Annual Wage Review 2013-14 Ai Group Post-Budget Submission to the
Fair Work Commission

9

Table 3: IMF projections for global growth

IMF in Apr 2014 IMF in Jan 2014 IMF in Oct 2013

Change in GDP, % p.a. 2014 2015 2014 2015 2013 2014

World 3.6 3.9 3.7 3.9 2.9 3.6

Advanced economies 2.2 2.3 2.2 2.3 1.2 2.0

US 2.8 3.0 2.8 3.0 1.6 2.6

Euro area 1.2 1.5 1.0 1.4 -0.4 1.0

UK 2.9 2.5 2.4 2.2 1.4 1.9

Japan 1.4 1.0 1.7 1.0 2.0 1.2

Emerging and developing 4.9 5.3 5.1 5.4 4.5 5.1

China 7.5 7.3 7.5 7.3 7.6 7.3

India 5.4 6.4 5.4 6.4 3.8 5.1

ASEAN 4.9 5.4 5.1 5.6 5.0 5.4

Sources: IMF, World Economic Outlook, April 2014, January 2014 and October 2013.

Federal Budget – Proposed Changes to the Broader Social Safety Net

While the Budget proposes changes to elements of the broader social security safety net
including Family Tax Benefit and the Medicare Co-Payment, most of these will not take effect
until 1 July 2015 and are clearly not relevant to the Annual Wage Review 2013-14 Decision.

Other changes are proposed to take effect from 1 July 2014 and relate to the pause in
indexation of rates and thresholds.  It is important to acknowledge that these changes will not
reduce the level of payments made to families in the 2014-15 year.

Further, most of the changes to Family Tax Benefit arrangements are targeted to households
with incomes above $100,000 a year.  While many of these households will include people with
incomes that would be affected by changes in minimum wage rates, they are not levels of
household income that should be regarded as relevant for the safety-net dimensions of the
Annual Wage Review.

The following changes are not proposed to take effect until 1 July 2015:
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 Reducing the Family Tax Benefit Part B (FTB-B) primary earner income limit from
$150,000 per annum to $100,000 per annum;

 Limiting Family Tax Benefit Part B (FTB-B) to families whose youngest child is younger
than six years of age;

 Limiting the Family Tax Benefit Part A Large Family Supplement (currently $313.90 per
child per annum) to families with four or more children;

 Removing the Family Tax Benefit Part A per child add-on to the higher income free
threshold for each additional child;

 Revising the Family Tax Benefit (FTB) end-of-year supplements to their original values
(of $600 per annum per FTB Part A child and $300 per family per annum for each FTB
Part B child);

 Ceasing indexation of the Family Tax Benefit (FTB) end-of-year supplements; and

 Reducing Medicare Benefits Schedule rebates by $5 for standard general practitioner
consultations and out-of-hospital pathology and diagnostic imaging services and
allowing the providers of these services to collect a patient contribution of $7 per
service.

Changes to transfer payments to take effect from 1 July 2014 are:

 Maintaining current Family Tax Benefit (FTB) payment rates for two years (by pausing
the indexation of the maximum and base rates of FTB Part A, and the rate of FTB Part B
until 1 July 2016);

 Maintaining eligibility thresholds for non-pension payments (including Family Tax
Benefit, Child Care Benefit, Child Care Rebate, Newstart Allowance, Parenting Payments
and Youth Allowance) for three years to 30 June 2017.

As stated above, the level of payments will not fall as a result of the proposed pause in
indexation.

There are two considerations that complicate the treatment of these changes.  The impact of
these changes will not be known without knowing the level to which the rates of payment and
thresholds would have risen had the changes not been put in place. These will be able to be
calculated as relevant price data becomes known through the 2014-15 year. Secondly, because
the manner in which the Commission (or its predecessors) have taken into account changes in
transfer payments have never been made explicit, it is not clear what changes to transfer
payments have been taken into account when minimum wage levels are adjusted.  This
uncertainty extends to whether, assuming changes are taken into account, it is prospective
changes or changes in the preceding year that are taken into account.
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Ai Group submits that changes to transfer payments foreshadowed to take effect from 1 July
this year (but which are not yet legislated) should not bear on the Annual Wage Review 2013-
14 Decision.

Superannuation Guarantee

In Section 13 of our March 2014 submission we urged the Panel to take a similar approach this
year to the approach adopted last year regarding the 0.25% increase in the Superannuation
Guarantee (SG), as reflected in the following paragraph from the Annual Wage Review 2012-13
Decision:

“[360] The SG rate increase to apply from 1 July 2013 is a moderating factor in considering
the adjustment that should be made to minimum wages. As a result, though it would not be
appropriate to quantify its effect, the increase in modern award minimum wages and the
NMW we have awarded in this Review is lower than it otherwise would have been in the
absence of the SG rate increase.”

In the Federal Budget, the Australian Government has confirmed that the next 0.25% increase
in the SG will proceed and legislation will not be introduced to reverse the increase. The SG will
increase to 9.5% on 1 July 2014 as legislated for.

Accordingly, there is obvious merit in the Expert Panel taking the same approach to the SG
increase in this year’s Annual Wage Review Decision as it took last year.

Expert Panel Questions for Final Consultations

 Question 2.1

In its initial submission, the New South Government submitted that “labour productivity
is an incomplete measure that should not be used as a guide to assess the
appropriateness of minimum wage adjustments” and “should not be used to guide
minimum wage decisions due to its inherent volatility, and its tenuous link to actual
productivity”. In particular, the New South Wales Government submitted:

“Labour productivity is largely driven by factors that are not entirely related to
productivity, namely capital deepening. Two industries, mining and electricity, water and
gas have undergone rapid capital deepening in the past decade and this has driven much
of the growth in labour productivity over that time.”

Do other parties share this view?
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Ai Group response: Accurately measuring labour productivity can be difficult, but it is still one
of the best guides we have in assessing the composition and drivers of growth across the
economy. The ABS estimates annual labour productivity indexes in absolute and ‘quality
adjusted’ series for each of the 12 market sectors, based on total hours worked in each sector.
Useful adjuncts to ‘labour productivity’ in this context are ‘capital productivity’ and ‘multi-
factor productivity’ (MFP). These are estimated by the ABS in the same annual publication.
Where available, all of these productivity measures should be included in any consideration of
productivity trends.

In its latest Update on Australian Productivity trends, the Productivity Commission (PC) said:

“Productivity performance is a key source of long-term economic growth, business competitiveness
and real per capita income growth. Hence, it is an important determinant of a country’s living
standards and wellbeing. … Multifactor productivity (output produced per unit of combined inputs
of labour and capital) is the measure that comes closest to the underlying concept of productivity
— efficiency of producers in producing output using both labour and capital. Labour productivity
(output produced per unit of labour input) measures efficiency in the use of labour but it also
captures the value added from growth in capital that supports increased output without increasing
labour.

The PC found that 8 of the 12 market sector industries in Australia recorded declines in MFP in
2012-13 (see Table 4 below). With regard to labour productivity, the PC found that labour
productivity declined in 5 of the 12 market sector industries. The PC notes that the greatest
annual declines in MFP in 2012-13 were in Information, media and telecommunications (-7.2
per cent), Agriculture, forestry and fishing (-5.8 per cent) and Mining (-4.9 per cent). Four
industries displayed positive MFP growth in 2012-13: Financial and insurance services (3.6 per
cent); Retail trade (1.4 per cent); Wholesale trade (0.5 per cent); and Transport, postal and
warehousing (0.5 per cent). (PC Productivity Update, April 2014).
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Table 4: Productivity Growth estimates, 2012-13, by industry (annual percent change)

 Question 2.2

The ACCI submission claims that it is highly likely that “…Australia’s recent productivity
improvements have been driven by increases in mining production, as well as a tightening
[sic] of the labour market… These circumstances could hardly be less supportive of more
rapid wage increases.”

The Australian Government submission states that on average labour productivity rose by
1.6 per cent per annum in the decade to 2013, but that it rose at well below this rate for
award-reliant industries.
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Both these submissions imply that the sources of increase in labour productivity that
might reasonably be shared with low wage workers are confined to productivity growth in
the more award-reliant industries. What are the views of parties on this approach?

Ai Group response: See our answer to Question 2.1 above.

 Question 2.4

In discussing labour market conditions and the decline in work opportunities, particularly
for men, Australian Business Industrial and the Australian Industry Group refer to
structural change in the economy away from labour intensive industries such as
construction. However, the Statistical Report for the Annual Wage Review 2013–14 shows
that employment in the construction sector has grown considerably over the last decade,
including in the year to February 2014. As the construction phase of the mining boom
continues to contract we may see a decline in the industry in the year(s) ahead, although
an upturn in home building and infrastructure spending may cushion that decline. There is
also the possibility that private sector investment will pick up but the signs there are still
very tentative.

Based on these trends, how should the Panel take into account structural change in the
economy?

Ai Group response: Structural changes under way in the Australian economy at present are, on
balance, continuing to reduce employment opportunities in the ‘industrial group’ of sectors
that includes manufacturing, mining, construction, utilities and transport, relative to other
industries. The share of total employment that is located in the ‘industrials’ group has declined
from a third in the mid-1980s to a quarter today. Gender concentrations in the Australian
workforce mean that this reduction in relative job opportunities is having a much larger effect
on men than on women (see Chart 3).
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Chart 3: Employment by industry by sex; number of employees and % female (trend data)

Source: ABS Labour force quarterly detail, May 2013.

While mining and construction have increased employment numbers over the past decade, the
other industrial sectors have reduced their employment numbers, such that the total number
of jobs in this group has not grown much since 2008 (see Chart 4). Manufacturing and utilities
have shed labour as they reduce their outputs and make efficiency gains. These declines are
structural and are unlikely to be reversed. The decline in employment in construction was
largely (but not wholly) cyclical, due to the decline in recent years in commercial and especially
residential construction activity. To the extent that commercial and residential construction
activity is now stabilising, construction employment is starting to recover once more. This is
evident in the recovery in construction employment over the past six months (see Chart 4).
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Chart 4: Employment in the ‘industrial’ sectors (trend data)

Source: ABS Labour force quarterly detail, Feb 2014

 Question 3.3

Submissions on behalf of retail employers draw attention to subdued growth in retail
prices. What information is available which sheds light on the cause of lesser growth in
retail prices and the extent to which product cost to retailers is relevant?

Ai Group response: In relation to the extent to which subdued retail price changes reflect the
costs of inputs (products for retailers), information from Ai Group’s business performance
indexes provide useful insights.

Over recent years both the Australian Industry Group’s Australian Performance of
Manufacturing Index (Australian PMI®) and the Australian Industry Group’s Australian
Performance of Services Index (Australian PSI®) have recorded declines (or very low rates of
increase) in selling prices while at the same time recording rises in input prices.

Charts 5 and 6 below show the price and wage sub-indexes for the Australian PMI® and the
Australian PSI® over the post-GFC period. Overall price increases are indicated when the index
is above 50 and overall price falls are indicated when the index is below 50.
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Chart 5: Price and Wage Sub-Indexes of the Australian PMI®

Chart 6: Price and Wage Sub-Indexes of the Australian PSI®

In both the manufacturing and the services industries, the subdued market conditions
associated with the decline in household and consumer confidence and the associated
deleveraging of both the business and household sectors has seen a divergence between selling
prices and input price movements.

 Question 3.9:

The Australian Workplace Innovation & Social Research Centre (WISeR) commissioned a
study by the National Institute of Economic and Industry Research (NIEIR) to assess the
impact of the closure of the motor vehicle industry in Australia following announcements
by General Motors Holden (GMH), Ford and Toyota that they will be ceasing production
in the country. The report concludes that:

“The effects of the announced motor vehicle industry closures in Australia have
already begun to be felt throughout the sector. Projections of the likely impact up
until 2017, around the time production will cease in Australia, as modelled by the
National Institute of Economic and Industry Research, demonstrate the significance
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the closures will have on both employment levels as well as on Gross Domestic
Product. Close to 200,000 jobs are forecast to be lost as a direct impact of the
facilities closure, with a fall in GDP of $29 billion or more, with Victoria, New South
Wales, Queensland and South Australia estimated to bear the greatest brunt.”

Do parties have any views on the report or any of the key findings?

Ai Group response: Estimates of the likely net impact on employment resulting from the
cessation of automotive assembly in Australia vary widely at present. The WISeR/NIEIR
estimate cited here (200,000 jobs) is at the upper end of the current estimates, because it
includes a very large ‘multiplier effect’ from the jobs lost directly from automotive
manufacturing.

In its ‘position paper’ on the future of Australian automotive manufacturing, the PC noted that
there were around 44,000 people employed directly in automotive manufacturing in Australia
in 2013 (p. 112, Jan 2014). Ai Group agrees with this estimate.

Extensive consultations with our members in the automotive manufacturing sector suggest that
up to 90% of automotive component manufacturers will cease to produce automotive
components in Australia by 2017. Up to 90% will either follow the automotive industry
overseas, or will move into other activities, or will simply close. Our ‘best case’ scenario is that
around a quarter of businesses in the automotive supply chain will be able to successfully
diversify into other products and/or other markets, but with some reduction in their size, scope
and local employment. Based on this scenario, we think that between 75% and 90% of all
automotive manufacturing employees – up to 40,000 people - will lose their jobs in automotive
manufacturing over the next four years.

At the lowest end of job loss estimates, the Report of the Panels for the Reviews of the South
Australian and Victorian Economies found that “the closures of Holden, Toyota and Ford will
result in the loss of up to 27,500 jobs nationally by 2017, of which approximately 5,000 (18 per
cent) are in South Australia and approximately 18,000 (66 per cent) are in Victoria.” (April
2014). This lower estimate is predicated on the assumption that only people employed directly
by the three local automotive assemblers and their immediate supply chains will lose their jobs,
and that there will be no ‘knock-on’ effects to labour demand in the immediate, local
economies, or to automotive component manufacturers or suppliers that sell to customers
other than the three local assemblers.
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 Question 5.1

Some submissions note that the rate of underemployment is highest in the most award-
reliant industries. Why is underemployment relatively high in the Accommodation and
food services, Retail trade, Administrative and support services and Arts and recreational
services industries?
In the Annual Wage Review 2013–14 Decision, the Panel concluded that industries with a
“higher proportion of part-time employment are more likely to have higher rates of
underemployment” and supported this with the chart provided below.

Figure 2: Underemployment rate and the proportion of part-time employment by
industry, February quarter 2013

Note:  All data are in original terms.
Source: [2013] FWCFB 4000 at para. 256; ABS, Labour Force, Australia, Detailed, Quarterly, Feb 2013, Catalogue No. 6291.0.55.003.

Parties are invited to comment on the discussion of underemployment in the Annual
Wage Review 2012–13 Decision at paras 253–257.

Ai Group Response: In relation to the discussion of under-employment in the Annual Wage
Review 2012-13 Decision (at para 253-257), Ai Group agrees with the following statement (at
para 257):

“Whilst reasons related to the availability of additional work such as no vacancies in a line of
work, no vacancies at all and too many applicants for available jobs are cited most often by part-
time employees as the main difficulty in finding work with more hours, they relate generally to
the demand for labour.”
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However our evaluation of the latest ABS data suggests that the following conclusion is no
longer borne out by the facts (at para 257):

“Furthermore, in most cases, the reasons cited relate either to perceptions about the employees
themselves, such as their age, skills or education and work experience, or personal constraints
on accepting additional work, such as family responsibilities or suitability of hours.”

Table 5 is drawn from the most recent (September 2013) ABS publication of Underemployed
Workers.3 It shows that for part-time workers who had been looking for work with more hours,
labour demand factors were both the most often cited and were more commonly reported
than reasons related either to perceptions about the employees themselves or personal
constraints on accepting additional work.

TABLE 5: UNDEREMPLOYED PART-TIME WORKERS
Main difficulty in finding work with more hours

Males Females Persons
Main difficulty in finding work with more hours '000 '000 '000
Had been looking for work with more hours 188.2 244.5 432.7

Own ill health or disability 11.0 7.2 18.3
Considered too young by employers
Considered too old by employers 9.1 8.8 17.9
Unsuitable hours 6.4 21.4 27.8
Too far to travel/transport problems 5.1 5.1 10.2
Lacked necessary skills or education 7.9 11.9 19.8
Language difficulties 2.5 3.6 6.1
Insufficient work experience 12.3 12.8 25.0
No vacancies in line of work 49.1 47.5 96.6
Too many applicants for available jobs 22.2 32.0 54.2
No vacancies at all 20.9 26.3 47.2
Difficulties with ethnic background
Difficulties in finding child care 8.1
Other family responsibilities 2.6 13.6 16.3
Other difficulties 23.5 30.5 54.0
No difficulties reported 12.9 15.2 28.1

Had not been looking for work with more hours 135.2 249.3 384.5

Total 323.4 493.8 817.2

3 6265.0 - Underemployed Workers, Australia, September 2013, Table 6.
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This is more clearly showing in Table 6 below which is derived from Table 4 and which groups
the three reasons that reflect labour demand “no vacancies in line of work”; “too many
vacancies” and “no vacancies at all” and compares the number of employees nominating these
reasons with the number of part-time employees who were looking for additional hours who
cited reasons related either to perceptions about the employees themselves or personal
constraints on accepting additional work.  An additional group of part-time employees either
reported “other difficulties” or did not report difficulties. The majority of part-time employees
who gave reasons identified by the ABS identified reasons relating to labour demand.

TABLE 6

Males Females Persons
'000 '000 '000

Labour demand factors 92.2 105.8 198.0
Perception and availability constraints 56.9 84.4 149.5
No identified reason given 36.4 45.7 82.1
Total looking for more hours 185.5 235.9 429.6
People identifying labour demand factors as a
share of people with identified responses 61.8% 55.6% 57.0%

While it is clearly the case that under-employment is partly a reflection of factors other the
excess of supply of labour over its demand, the latter is clearly very important and is also clearly
relevant to the consideration of the impacts on wage rises on the labour market and on
participation in paid work (and the social inclusion that is associated with that).

Further, whereas wage changes are likely to adversely impact on the mismatch between labour
demand and supply, underemployment for reasons other than labour demand is not anywhere
nearly as likely to be favourably impacted by raising wages and the overall impact of wage rises
on underemployment can therefore be expected to be unfavourable.


