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1. Introduction

The Australian Industry Group (Ai Group) submits that the Expert Panel of the Fair Work
Commission should put jobs first in this year’s Annual Wage Review.

Unemployment and redundancies are rising, and some industry sectors are experiencing
very tough business conditions, including manufacturing and retail.

According to the latest ABS figures1, 6 per cent of the workforce is unemployed and
another 7.5 per cent is underemployed. Amongst the underemployed, more than half a
million part-time workers would prefer to work full time.2

Raising minimum wages by too much would dampen the prospects of unemployed
people finding a job and, for underemployed people it would reduce opportunities for
securing more work.

If the increase in Australian minimum wages is too large this would further damage
Australian competitiveness. Our minimum wage levels are already amongst the highest
in the OECD.

In setting minimum wages this year, Ai Group proposes a 1.6 per cent wage increase.
This equates to a $10.003 per week increase in the National Minimum Wage and $11.604

per week at the base trade level.

The unions’ proposed minimum wage increase of $27 per week is unrealistic,
unaffordable and unsustainable. If such a claim was granted it would cause significant
economic damage and undoubtedly lead to greater unemployment.

Now is not the time for the Commission to take unnecessary risks when making its
Annual Wage Review decision.

1 ABS 6202.0 Labour Force Australia, February 2014, March 2014.
2 ABS, 6265.0, Underemployed Workers, Australia, September 2013, February 2014.
3 $9.96 rounded
4 $11.59 rounded
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2. Current Australian economic conditions

As of March 2014, the latest Australian economic activity indicators have been mixed at
best, as the economy responds to a myriad of competing local and global trends.

In aggregate, the Australian economy in 2014 is best characterized as ‘below trend’,
with below-average GDP (2.8% p.a. in Q4 2013), weak employment growth (0.6% p.a. in
Feb 2014), rising unemployment (6.0% in Feb 2014) and benign wages and pricing
pressures (2.7% CPI and 2.6% WPI in Q4 2013). Nationally, the composition of growth is
lop-sided, with much of it coming from a handful of large sectors such as mining (mainly
export earnings), finance and health services. Exports are driving a large proportion of
this growth (up another 6.5% p.a. in volumes in Q4 2013), despite a further fall in the
terms of trade (-1.2% p.a. in Q4 2013). Indeed, domestic final demand (which indicates
the strength of economic demand net of exports) expanding by just 1.2% p.a. in Q4
2013. On the production side, Q4’s GDP data confirmed that the rest of our economy,
including most of the industrial and business services sectors, is flat at best (see chart 1).

Chart 1: Industry output (gross value added), Q4 2013

Source: ABS National Accounts, Dec 2013.

The uneven nature of Australian economic growth is also increasingly apparent across
the states and territories, with GSP growth estimates for 2012-13 (latest available)
showing that all of the growth was concentrated in Western Australia, Queensland and
the Northern Territory. All other states suffered GSP growth rates of well under 2% p.a.
and Tasmania actually contracting in 2012-13 (see chart 2). As of Q4 2013, there may
have been some strengthening in activity in NSW and Victoria, with state final demand
improving to 2.5% p.a and 2.2% p.a. respectively. State final demand contracted in Q4 in
each of Queensland, South Australia and Western Australia, on a quarterly basis.
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Chart 2: Gross state product (GSP) and GDP annual growth, to 2012-13

Source: ABS State Accounts, Dec 2013.

Chart 3: Private sector profits (corporate gross operating profit), selected industries

Source: ABS National Accounts, Dec 2013.

This pattern of growth has seen a distinct lack of growth in private sector profits and
incomes (even in nominal terms) outside the mining sector in 2013. The manufacturing
sector enjoyed a brief spurt of income in Q3 2013 in response to the falling dollar, but
this has already proven to be temporary. Aggregate profits in construction and
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wholesale trade lifted a touch in Q4 2013, but they fell further in transport and
professional services and were static in retail trade (in nominal terms, see chart 3). This
lack of growth in aggregate corporate earnings helps to explain the lack of growth in
investment and employment outside the mining sector, now and in the short term.

The latest Australian Industry Group Australian Performance of Manufacturing Index
(Australian PMI®) shows a similar story of temporary recovery in late 2013 that has not
continued into 2014. The Australian PMI firmed by 1.9 points in February, rising to 48.6
points (seasonally adjusted) (Chart 4). The Australian PMI® has signaled contraction in
each of the past four months (readings below 50 points indicate contraction), following
a brief period of expansion in September and October 2013. The food and beverages
sub-sector has now been expanding since March 2013 (three months moving averages).
Several respondents to the Australian PMI® said the Australian dollar is still too high to
support their business. Impending closures by major companies in automotive and
metals are also denting confidence across the manufacturing and industrials sectors.

More positively, the latest seasonally adjusted Australian Industry Group Australian
Performance of Services Index (Australian PSI®) jumped by 5.8 points to 55.2 points in
February, the first expansion since January 2012 and the highest reading since March
2008. This growth was concentrated in just a few sectors, primarily health and
community services and finance and insurance. Both of these sectors have been
performing more strongly than other services sectors over the last six months, and both
are relatively large – and therefore statistically dominant – in the Australian PSI®. Other
services sub-sectors improved but remained below 50 points. The large retail trade sub-
sector moved very close to stabilising at 49.5 points (in 3 month moving averages).
Feedback from respondents in the more business-oriented services sub-sectors
indicates that local conditions remain challenging and the outlook remains fragile.

A mixed story is also evident within the construction industry. The seasonally adjusted
Australian Industry Group/ Housing Industry Association Australian Performance of
Construction Index (Australian PCI®) fell by 4.0 points to 44.2 points in February,
signalling the industry’s weakest performance in six months. Across the construction
sub-sectors, house building showed continued growth in February, although its rate of
expansion moderated. A return to growth was evident in commercial construction but
engineering construction activity dropped sharply in February, to be at its most subdued
level in the past eight months. Apartment construction also contracted for a second
consecutive month. This latest set-back in industry conditions coincided with reports of
fewer new contracts and project completions, most notably in the engineering
construction sector. Tight credit conditions and a lack of public sector tenders are also
inhibiting activity. House builders noted a reduction in new orders and customer
inquiries, although investor activity remains resilient.
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Chart 4: Australian PMI, PSI and PCI (3 month moving average)

Source: Ai Group.

3. Australian economic outlook

GDP growth has remained below trend (under 3.0%) over the past two years. Looking
ahead, the RBA expects the economy to remain slower than average until well into
2015. Mining investment is set to decline significantly from its recent peaks and mining
output is rising as a result. Despite record low interest rates, there is little indication of
improvement in non-mining investment and hiring intentions as yet. The non-mining
parts of the economy are expected to remain sluggish, with only consumer demand and
housing construction potentially picking up. The RBA is pinning much of its forecast on
the housing construction cycle, which is arguably due for a lift due to underlying
demographic growth and ‘pent-up’ demand. The housing recovery is however, looking
patchy and vulnerable. Fears of rising unemployment are a real threat, as is the problem
of investment flowing into established housing markets instead of building new ones.
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Table 1. latest Australian forecasts

GDP growth, % p.a. 2013 2014 2015 2013-14 2014-15 2015-16 2016-17

RBA (February 2014) 2.5 2.25-
3.25 3-4 2.75 2.5–3.5 3-4.25

Treasury (December 2013) 2.5 2.5 3.0 3.0

IMF (February 2014) 2.5 2.6

OECD (November 2013) 2.5 2.6 3.1

CPI rate, % p.a. 2013 2014 2015 2013-14 2014-15 2015-16 2016-17

RBA (February 2014) 2.7 2.25-
3.25 2-3 3.25 2.25-3.25 2-3

Treasury (December 2013) 2.75 2.0 2.5 2.5

IMF (February 2014) 2.3 2.1

OECD (November 2013) 2.1 2.1 1.9

Employment growth, % p.a. 2013-14 2014-15 2015-16 2016-17

Treasury (December 2013) 0.75 1.50 1.50 1.50

Unemployment rate, % 2013-14 2014-15 2015-16 2016-17

Treasury (December 2013) 6.0 6.25 6.25 6.25

IMF (February 2014) 5.7 6.2

Even at the more optimistic end of the outlook range, the RBA and Treasury expect
labour demand to improve only weakly and unemployment to rise further from here.
This is because the larger growth sectors (e.g. mining and finance) are capital intensive
rather than labour intensive. In construction, labour demand is slowly recovering in
some but not all states, but this comes after significant employment losses over the past
two to three years. Employment numbers are only just starting to recover towards
previous levels. In other industrial and services sectors, it had been hoped that the
lower Australian dollar would strengthen economic and employment growth in the
medium term, but the recent resurgence in the dollar raises serious doubts about that
likelihood. CPI inflation is forecast to stay within the RBA’s 2-3% target band, so “a
period of stability in interest rates” is most likely, based on the RBA’s current outlook. A
small number of market economists are however, still tipping another rate cut from
here, due to the weak state of the non-mining economy and very weak labour demand.

The forward indicators of housing activity in 2014 suggest a gentle, rather sporadic, lift
in housing construction at best. In January, the Housing Industry Association’s (HIA) new
home sales increased by 0.5% m/m in January to be 17% higher over the year. This
followed a small decline in new home sales volume in December 2013. Sales of new
detached houses picked up by 0.3% in January, while multi-unit sales rose by 1.6% m/m.
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The ABS dwelling approvals data for January confirmed that the pipeline of dwellings yet
to be constructed is growing, but it is not yet evident in all states (Chart 5) and more of
it is going into (smaller) multi-unit dwellings rather than traditional detached dwellings.
Private sector house approvals rose by 2.7% m/m in South Australia, 2.6% m/m in
Queensland, 1.5% m/m in New South Wales and 1.4% m/m in Victoria (trend). The
number of dwelling approvals was broadly unchanged in Western Australia in January.

Construction – and especially new house building – is a major employer in every state.
Housing construction also has strong flow-on effects to labour demand in other sectors
such as real estate sales, building materials, furnishings, personal services and non-food
retail trade, because new households typically require new fittings, furnishings,
landscaping and related household services. So if house construction remains slow, so
too will many other sectors of potential employment growth across the economy.

Chart 5: New dwelling approvals by state

Source: ABS Building Approvals, Jan 2014.

Ai Group conducts a national CEO survey of business expectations annually. For 2014,
Australia’s CEOs expect general business conditions in 2014 to be only modestly better
than in 2013. 37% of all CEOs expect an improvement in general business conditions in
2014, while 35% expect a further deterioration, relative to 2013. The remaining 28% of
CEOs expect conditions to be unchanged in 2014, relative to 2013. This anticipation of
modest improvement comes after an extremely challenging year for most businesses in
2013, with 65% of CEOs from all sectors covered in the CEO survey reporting a decline in
conditions in 2013 and 19% reporting no change in 2013, relative to 2012. Indeed, for
many businesses, any growth they see in 2014 will likely represent a recovery from 2013
rather than an outright expansion in their sales or production levels.
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Across the four major sectors included in the CEO survey, deteriorating conditions are
expected in 2014 by 46% of CEOs in mining services, 40% of CEOs in manufacturing, 30%
of CEOs in services and 20% of CEOs in construction. Services CEOs are, on average, the
most optimistic this year, with 44% expecting their general conditions to improve in
2014. Around a third of manufacturing (33%), mining services (31%) and construction
(30%) CEOs expect better business conditions. The remainder expect no change in 2014.

With regard to CEO’s expectations for employment, wages and productivity in 2014:

 29% of CEOs anticipate lifting their employee numbers in 2014 while 32% plan to
reduce employment. The remainder (39%) do not plan to change their employee
numbers in 2014. Employment expectations are strongest in the services sector,
which employs over 70% of Australian workers. This suggests that on balance, a
small gain in total employment is likely in 2014.

 45% of CEOs expect their unit labour costs to increase in 2014. Just 20% of CEOs
expect unit labour costs to fall.

 Almost half of CEOs (49%) expect to see an improvement in labour productivity in
2014 but 9% say they expect labour productivity in their own business to fall in 2014.

Chart 6: CEO’s business and employment expectations for 2014, by major industry

Source: Ai Group CEO Survey: Business Prospects 2014.

The concerns that CEOs have for their business in 2014 are similar but not identical to
the concerns they held in 2013 (see chart 7). This year, “lack of customer demand” is
again the most frequently cited potential growth inhibitor for 2014, with 21% of all CEOs
nominating concerns about customer demand as one of their top three “growth
inhibitors” in 2014 (down from 25% in 2013). This suggests a continuing lack of business
confidence about the outlook for the domestic economy and for employment growth.
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Of rising concern in 2014, 15% of CEOs are concerned about wage pressures and/or high
wages, up from 10% in 2013. This potential growth inhibitor was most cited by services
businesses (19%), followed by construction (18%), mining services (14%) and
manufacturing (11%) businesses. In addition, CEOs have become more worried about
“flexibility of industrial relations” as a growth impediment in 2014, with 11% citing it as
a potential barrier to their business growth. In contrast, less than 5% of survey
respondents nominated ‘industrial relations’ as a leading growth inhibitor in 2013.

Chart 7: Expected impediments to business growth, percentage of
respondents, 2014 and 2013*

* Percentage of businesses who nominated each type of growth impediment in their top 3 ranking.

Source: Ai Group CEO Survey: Business Prospects 2014.

4. Australian labour market

The current mix of activity in the Australian economy is not generating strong jobs
growth. As of February 2014, employment growth was recovering some of the outright
falls seen in 2013, but it is still tracking at just 0.6% p.a. In the year to February 2014, the
economy added just 69,800 jobs. Even with the very recent strengthening, net additions
to employment remain well below 10,000 per month (trend), equal to about half of the
net monthly additions to the labour force. The unemployment rate is rising (see chart
8).
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Chart 8: Employment growth, labour force growth and the unemployment rate (trend)

Source: ABS Labour Force Survey, Feb 2014.

All of the employment growth during 2013 was part-time only (in trend terms, see chart
9). Indeed, January and February 2014 saw the first months of growth in full-time
employment since 2012 (trend). This recent growth has been enough to recover the
losses in full-time employment in 2013, such that full-time employment numbers are
now roughly where they were a year ago. At the same time however, part-time
employment has been growing strongly. This has seen the proportion of employees
working part-time rise above 30% nationally for the first time since 2009.

The growth in part-time work is related to the industry composition of growth at
present. Australia’s two largest employing industries – health services and retail trade –
employ large proportions of part-time workers. The health services industry now
employs 12% of the workforce (one in eight workers). It added another 54,000 workers
over the year to February 2014. Retail trade employs 10% and added another 7,000 over
the year to February. Hospitality however, shed 57,600 workers, or -7.2% p.a. (chart 10).
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Chart 9: Employment growth by part time and full time status (trend)

Source: ABS Labour Force Survey, Feb 2014.

Chart 10: Annual employment growth by industry, (seasonally adjusted)

Source: ABS Labour Force Quarterly Detail, Feb 2014.
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In this context of weak jobs growth and even weaker full-time jobs growth, the
unemployment rate reached 6% in early 2014, its highest rate since mid-2003. An
estimated 742,200 Australians are unemployed and looking for work, which is the
largest number since 1997. In addition to rising unemployment, two other key measures
of labour supply – the employment to population ratio and the participation rate – both
indicate a growing pool of people who are not employed and are not actively seeking
work. In trend terms, the national participation rate has fallen to 64.7% (lowest since
mid-2006) and the employment to population ratio has fallen to 60.8% (lowest since
2005). These falls are a normal part of the labour force’s cyclical reaction to weak labour
demand (the ‘discouraged worker’ effect). Some of it is also due to demographic factors,
most notably the ageing of the Australian population.

Although this decline in labour force participation is a normal reaction to falling labour
demand, it has been particularly pronounced over the current cycle and particularly for
men. As of February 2014, changes in national participation rates for men and women
imply that around 140,000 men have ‘dropped out’ of the workforce since 2010, as have
around 38,000 women. This is a similar in pattern (if not degree) to the labour
participation reaction seen in the 1990s recession, when male participation dropped far
more sharply and rapidly than did female participation (see chart 11).

Chart 11: Labour force participation rates, males and females (trend)

Source: ABS Labour Force Survey, Feb 2014 and Ai Group calculations.

Given the relatively strong degree of gender segregation that characterizes the
Australian workforce (in terms of industries and occupations), this reaction is perhaps
not surprising; it reflects the persistent weakness in employment in male-dominated
sectors such as manufacturing and construction in recent years that has, most recently,
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extended into wholesale trade and transport. Manufacturing in particular, has seen very
large job cuts, having lost 157,400 jobs or 14.7% of its workforce between February
2008 (1.07 million) and the record low point in August 2013 (911,000). The latest data
suggests 38,200 of these ‘lost’ manufacturing jobs have returned since August 2013,
bringing the total number employed in this sector back to 950,000.

The reasons for this large and sustained drop in male workforce participation are not
entirely clear, but the drop seems to cut across all ages, so the ageing of the population
does not explain it. Data from the ABS and from Ai Group suggest that the incidence of
redundancy has risen in NSW, Victoria, Tasmania and South Australia (see chart 12 and
chart 13). If these redundancies have been concentrated in industries that traditionally
employ more men (as seems likely, given the locations and the industry trends noted
above), then the lack of workforce participation may be due to redundancy. Another
factor in this ‘gender effect’ may be the loss of apprenticeship positions in these
industries, as fewer businesses are able to offer training and entry-level opportunities.

Chart 12: Inbound calls about ‘redundancy’ to Ai Group’s BizAssist Infoline

Source: Ai Group.
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Chart 13: Involuntary job losers, by state

Source: ABS and ANZ Banking Group.

Looking ahead, the various data series of job vacancies are showing a tentative
stabilization in early 2014, after a lengthy period of decline (see chart 14). These job
vacancy series tend to provide a leading indicator of labour demand, running around 6
to 9 months ahead of actual labour hires. None of the series have yet regained the
strength they showed in 2011, suggesting that the recovery in labour demand is likely to
remain relatively muted in 2014.

These trends help to illustrate the fragile nature of the labour market at present, from
both a labour supply and labour demand perspective.
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Chart 14: Indexes of job vacancies, various series

Sources: ABS, DEEWR, SEEK, ANZ Banking Group

5. Australian wage and inflation trends

2013 saw a further moderation in inflation and wages growth across the economy. The
WPI indicates that wage growth slowed in Q4 2013 to its slowest pace since 1997-98
(when the current series commenced). The national WPI (for total hourly rates of pay
excluding bonuses in all industries and sectors) grew by just 0.7% in the quarter and
2.6% over the past year (seasonally adjusted) (see Table 1). Private sector wage growth
decelerated to only 2.5% p.a. in December 2013 (0.6% q/q, s.a.), the slowest pace since
this series commenced in 1997-98. The public sector recorded slightly firmer wage
growth of 2.7% over the year to Q4 2013.

The latest headline WPI result is identical to the latest core CPI inflation rate of 2.6% p.a.
(for Dec 2013), while the private sector measure is very slightly below it. This implies
real wages growth was broadly flat in Q4 2013 (see Chart 15). This latest wage growth
outcome reflects relatively low inflation over the preceding year (see Chart 15),
combined with ongoing weakness in labour demand (see previous section).
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Chart 15: Wage price index (WPI) and consumer price index (CPI)

Sources: ABS, Wage Price Index, Australia, Dec 2013 and Consumer Price Index, Australia, Dec 2013.

Across the states, private sector wage growth slowed in all States in December 2013
(see Table 2), with the sharpest slowdown in Victoria (from 3% p.a. in Q3 to 2.5% p.a. in
Q4). This likely reflects the challenging conditions faced by manufacturing and related
sectors in Victoria. Paradoxically, annual private wage growth was again the strongest in
South Australia, a trend seen since June 2013, despite that state’s struggling economy
and labour market (with an unemployment rate well above the national average).

Across industries, only the transport and education sectors recorded a marginal
acceleration in annual wage growth in Q4 2013 compared to Q3. Wage pressures eased
in all other major sectors in December 2013 (see Table 2). The pace of yearly wage
growth is now well below its latest decade-average rate across all industries (see Chart
16). While annual wage increases in mining, finance and IT all slowed, their wage growth
was still stronger than other sectors in the quarter. The slowdown in wage growth was
evident in both business and household services sectors (particularly for wholesale
trade and hospitality). Construction and manufacturing also recorded slower wage
growth in Q4. Annual private sector wage growth is now strongest in utilities, education,
mining and health.
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Chart 17: Private sector wage growth (WPI) by industry, Dec 2013

Sources: ABS, Wage Price Index, Australia, Dec 2013
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Table 2: ABS wage measures, by states and industries

Wage price index (WPI),
Dec 2013

Full time adult average
weekly ordinary time

earnings (AWOTE), Nov 2013
q/q % y/y % $ per week

Private sector (seas. adj.) 0.6 2.5 1,410.50
Public sector (seas. adj.) 0.9 2.7 1,538.70
All sectors (seas. adj.) 0.7 2.6 1,437.00
Original data (not adjusted): All sectors All sectors
New South Wales 0.5 2.5 1,421.10
Victoria 0.4 2.5 1,389.10
Queensland 0.4 2.5 1,422.00
South Australia 0.5 3.4 1,318.80
Western Australia 0.5 2.8 1,620.00
Tasmania 0.2 2.1 1,268.80

Original data (not adjusted): Private sector only All sectors
Mining 0.8 3.1 2,469.60
Manufacturing 0.5 2.8 1,290.60
Utilities 0.4 3.4 1,619.90
Construction 0.5 2.8 1,450.50
Wholesale trade 0.2 2.1 1,387.10
Retail trade 0.5 2.7 1,031.80
Hospitality 0.2 2.2 1,048.40
Transport & Warehousing 0.5 2.4 1,390.50
IT, Media & Telecomms. 1.2 2.3 1,672.00
Financial & Insurance 0.9 2.6 1,649.40
Rental & Real Estate 0.4 2.9 1,286.90
Professional Services 0.4 1.6 1,730.70
Administrative services 0.3 2.4 1,281.60
Public Administration 0.2 2.8 1,534.90
Education & Training 0.3 3.2 1,519.70
Health Care 0.5 3.0 1,368.10
Arts & Recreation Services 0.7 2.5 1,321.00
Other services 0.1 2.3 1,103.20
All industries 0.5 2.5 1,437.00

Sources: ABS, Wage Price Index, Australia, Dec 2013 and Average Weekly Earnings, Australia, Nov 2013.
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6. Labour costs and labour productivity

One of the more promising developments with regard to Australian labour costs has
been the recent stabilisation in real unit labour costs, at a national aggregate level.
Indeed, 2013 saw a welcome fall of 1.6% p.a. in Australian non-farm real unit labour
costs, which almost reverses the rise of 1.8% p.a. in 2012. This measure is now headed
lower, but it remains 2.5% higher than its lowest point in 2009 (see chart 18). This
measure tends to move slowly; the unwelcome rise in real unit labour costs through
2009 to 2012 came after a 10% improvement that had taken two decades to achieve.

This is one of the few measurable, national data series that illustrates the oft-heard
anecdotal evidence that Australia has become “an expensive country in which to do
business”. ‘Real unit labour costs’ is one of the measures that need to improve further,
if we are to see a lift in the real value of output per worker and therefore a lift in
Australian businesses’ ability to pay for real income improvements.

Chart 18: Real unit labour costs, index, Australian non-farm economy

Source: ABS National Accounts, Dec 2013.

Another positive development is the indications of stronger productivity growth across
the market-based sectors of the economy. These include the private sector industries
that are trade-exposed and that require genuine global competitiveness. On a ‘quality–
adjusted hours worked’ basis, the ABS estimates that labour productivity across these
sectors improved by 2.8% in 2011-12 and 1.4% in 2012-13. This was outweighed by the
drag that extremely high mining investment levels continues to place on Australian
capital productivity measures, so multi-factor productivity growth remained negative
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Abstracting from this well-known statistical quirk, labour productivity growth has
improved from recent lows and looks to be very gently – albeit sporadically – trending
upwards through the current incomplete productivity cycle (see chart 19).

Chart 19: Annual productivity growth, Australian market-sector industries

* Quality-adjusted hours worked basis.
Source: ABS Estimates of Industry Multifactor Productivity, Dec 2013.

As always, a single aggregated number hides a large range in labour productivity
performance across industries and across time. The most recent ABS estimates for
labour productivity in individual industries suggest that in 2012-13, labour productivity
improved in most but not all market-sector industries (see Chart 20). It was flat in
manufacturing (zero growth) and professional services (-0.1% p.a.) and declined in
wholesale trade (-0.5% p.a.), hospitality (-2.2% p.a.) and ‘personal and other’ services (-
3.5% p.a.). These differences in performance relate to changes in output values, as well
as to input and production factors such as the availability and adoption of new
technologies.
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Chart 20: Australian labour productivity indexes, selected industries

Source: ABS Estimates of Industry Multifactor Productivity, Dec 2013.

7. International comparison of minimum wage costs

International comparisons of minimum wage levels support the widely-held view that
Australia’s real wage costs are relatively high. On a Purchasing Power Parity (PPP) basis,
Australia has long held the mantle of highest real minimum wage, among countries with
a similar industry base and level of development (see Chart 21). Indeed, among OECD
countries, only Luxembourg, the Netherlands and Belgium had a higher real minimum
wage in 2013 (OECD Stat export data). On a PPP basis, Australian minimum wages are
1.2 times more than in the UK, 1.3 times more than in the US and (until 2013), 1.5 times
higher than in Japan. And, while Australia’s minimum wage has kept rising in PPP terms,
other major competitor countries – including the US, UK, Japan, and even Ireland - have
reduced theirs, widening the gap between Australian minimum wages and those in
comparable competitor nations even further.
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Chart 21: Real minimum wages, selected countries, US$ PPP basis

Source: OECD Stat export, as of 25 March 2014.

Another example comes from the International Labor Comparisons database (compiled
by the Conference Board and formerly the US Bureau of Labor). This shows that in 2012,
Australia rated fifth for highest total hourly labour costs in manufacturing (in US$), with
total costs higher than Germany and all other major manufacturing countries. Indeed,
only four northern European countries had higher labour costs in manufacturing than
Australia. When compared on wage costs alone (wage and salary costs excluding
holidays and bonuses, see Chart 22), Australia had the third highest labour costs in
manufacturing, behind only Switzerland and Denmark in 2012 (in US dollar terms).

These international data do not indicate the proportion of each workforce that receives
the minimum wage nor other supplementary sources of income, but they are indicative
of the significant gap that exists between Australian labour costs and those of our major
industrial competitors.
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Chart 22: Labour costs per hour in manufacturing (US$) 2012

Source: Conference Board International

8. A fair and relevant safety net

The Expert Panel is tasked with determining and maintaining a fair and relevant safety
net for employees working in Australia.

Fairness in this context should take into account not just the level of minimum wages
paid to employees but also the amount of work available at different wage rates. The
Panel should be mindful of the unfairness that would arise if an increase in minimum
wages leads to a lower quantity of work available (relative to the level that would have
been the case in the absence of the wage rise).

Reductions in the quantity of work available are particularly a risk for businesses that
are without pricing power and are unable to pass on cost rises to customers. Businesses
in trade-exposed sectors are generally unable to recover domestic cost increases from
customers and therefore experience a loss of profitability when wages increase. For
these businesses, a lift in minimum wage rates may result in reduced levels of output
and employment or even closures of operations to the detriment of employees.
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9. Relative living standards and the needs of the low paid

Introduction

The Fair Work Act 2009 (FW Act) charges the FWC with establishing and maintaining a
safety net of minimum wages, taking into account, among other things, questions
relating to “relative living standards and the needs of the low paid.”

Relative living standards and the needs of the low paid are shaped by a very wide variety
of factors.  These include wage rates, hours worked, continuity of employment and the
family/household situation of low paid employees.

This range of factors includes access to the broader social safety net. In addition to the
public health and education systems and public-funding of child care, the broader social
safety net includes Australia’s well-developed and highly-progressive income tax and
transfer systems.

The sharply re-distributional nature of the Australian tax and transfer systems is clearly
relevant to considerations of relative living standards and the needs of the low paid. Ai
Group has long maintained that changes to the social safety net and in particular the
income tax and transfer systems should be taken into account in considering the role of
minimum wage adjustments in addressing relative living standards and the needs of the
low paid.  While, apart from the changes to the Superannuation Guarantee that are
covered later in this submission, there are no other particular changes to tax or income
support arrangements that we seek to bring to the Panel’s attention in this submission.
Of course this position will be reassessed following the Federal Budget in May.

In this section we inject into the considerations of the Panel, a comparison of Australian
minimum wage levels with those included in other OECD countries.  It is important to
note that these comparisons look only at wages and not at other contributors to relative
standards of living (in particular the sharply redistributive character of Australia’s tax
and transfer system) nor other contributors to meeting the needs of the low paid (for
example, the earnings of other household members and the contribution to household
income from transfer payments such as the Family Tax Benefit and Rent Assistance).

We show that Australia’s minimum wage levels are comparatively high.  We also show
that, compared with those in other OECD countries, the current level of Australia’s
minimum wages are high relative to average wage levels.
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Australia’s minimum wages and relative living standards

A relevant consideration in the assessment of the adequacy or otherwise of Australia’s
minimum wage levels is where they stand relative to minimum wages in other OECD
countries.   Further, a relevant consideration in the assessment of the role of minimum
wages in relative living standards is the relativities between minimum and average
wages in Australia and those in other OECD countries.

In relation to the adequacy of minimum wage levels, the relevant comparator, that
corrects for differences in prices and nominal wages is a comparison based on measures
of “Purchasing Power Parity” (PPP).  Broadly, PPP comparisons show the relative
purchasing power of minimum wages.  The most recent comparison of minimum wages
available from the OECD is presented in Chart 21.

Chart 21: Comparison of Minimum Wages across the OECD in 2013
($US Purchasing Power Parity Basis)

Source: OECD StatExtracts, Real Minimum Wages, extracted 26 March 2014.
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The Chart shows that Australia’s minimum wage levels are among the highest among
these OECD countries.  The purchasing power of Australia’s minimum wage levels in
2013 were the fourth highest behind only Luxembourg, the Netherlands and Belgium
and were 55 per cent higher than the average of the comparator group.  The purchasing
power of minimum wages in Australia in 2013 was 24 per cent higher than in Canada, 13
per cent higher than in New Zealand, 23 per cent higher than in the UK and 36 per cent
higher than in the US.

The comparison presented in Chart 22, is of minimum wages relative to average wages
for full time employees across OECD countries in 2012 which is the latest year for which
comparisons are available.

Chart 22: Comparison of OECD Minimum Wage levels Relative to
Average Wages 2012

Source: OECD StatExtracts, Real Minimum Wages, extracted 26 March 2014.
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As the chart shows, Australia’s minimum wage levels are relatively close to average
wages. In only three countries are minimum wage levels closer to average wage levels.
These countries are France, New Zealand and Slovenia.  For the sample as a whole, the
minimum wage is 38 per cent of the average wage for a full time employee, whereas in
Australia, the minimum wage is 44 per cent of the average wage for a full time
employee.

At existing levels Australia’s minimum wages are closer to average wages than is the
case in Canada, the United Kingdom and the United States.

In summary, Australia’s minimum wages deliver to Australian minimum wage earners a
level of wages:

 that, on a purchasing power parity basis, is among the highest in the OECD; and

 is considerably closer to average wages than the bulk of OECD countries.

We conclude therefore, that Australia’s minimum wage levels are relatively generous in
their contribution to meeting the needs of the low paid and are high relative to average
wages when compared with relativities in other OECD countries.

The above analysis relates to Australia’s National Minimum Wage. However, much
higher minimum wage rates apply to most Australian workers through the award system
which, in effect, prescribes many hundreds of minimum wage rates for different
classifications in different industries. When award minimum wage rates are considered,
Australian minimum wage levels are even more out of step with relative minimum
wages in other OECD countries.

10. Promoting social inclusion through increased workforce
participation

Overview

The FW Act charges the FWC with establishing and maintaining a safety net of minimum
wages, taking into account, among other things, the objective of “promoting social
inclusion through increased workforce participation”.

Ai Group recognises the importance of participation in the paid workforce for social
inclusion.  Participation in the paid workforce can be closely linked to individuals’ sense
of self-worth and it can signal the contributions people make to the well-being of the
broader community.  In addition, of course, participation in paid work can provide the
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financial means by which people can participate in and include themselves in many
aspects of social life.

It is sometimes suggested that raising minimum wages is a means by which social
inclusion can be promoted by encouraging people to participate in the workforce or to
lift their participation in the workforce.  However, further encouraging people to seek to
participate in the workforce or lift their participation in the workforce, will only have a
favourable impact on social inclusion if it leads to actual increases in participation in
paid work.

Further, raising minimum wages may reduce participation in paid work (below the level
that would otherwise apply) if, by making labour more costly, it reduces employers’
demand for labour.

According to data from the ABS:

 A total of 1,649,0005 members of the workforce are either unemployed or
underemployed;

 Thus, no less than 13.5 per cent or one in every 7.4 members of the workforce is
currently either unemployed or underemployed;

 A further 181,0006 people are not in the labour force but could start work within
four weeks and are either actively looking for work or are discouraged job
seekers;

 In total, 1,830,000 people are classified as “underutilised” in this broader sense;

 The latest extended labour force underutilisation rate is 14.7 per cent and, under
this extended definition, one in every 6.8 members of the workforce is currently
underutilised.

These data do not suggest there is a pool of potential labour that is waiting to be
enticed by an increase in wages to participate in the workforce.  Nor does it suggest
that, to the extent that underutilised labour was enticed to seek employment by a rise
in minimum wage levels, there is ready capacity to absorb this additional supply.  Rather
they point to an oversupply of labour relative to current demand at current wage rates.
In this environment there is a heightened risk that raising minimum wage rates is more
likely to reduce than increase participation in paid work to the detriment of social
inclusion.

5 ABS 6202.0 Labour Force Australia, February 2014, March 2014.
6 ABS, 6220.0 - Persons Not in the Labour Force, Australia, September 2013, March 2014.
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Minimum wage rates, participation in paid work and social inclusion

As has been argued by Ai Group in previous submissions to the Minimum Wage Panel,
increases in minimum wage rates can have two competing impacts on individuals’
participation in paid work.

 Firstly, an increase in minimum wage rates may induce individuals to increase
their availability for participation in the paid workforce.   People who were not
willing to work (or not willing to work additional hours) at the previous, lower,
minimum rates of pay, may be more inclined to participate (or increase their
participation) in the paid workforce.

 Secondly, an increase in minimum wage rates can decrease the quantity of
labour sought by employers.   If employers’ demand for labour falls (or is lower
than it would otherwise be), participation in the paid workforce will be lower
than otherwise.

The first of these impacts – the induced labour supply impact – would only result in
increased participation in paid work if there was sufficient demand to accommodate the
additional supply. Similarly, employers’ willingness to employ more labour would only
result in an actual increase in labour force participation if there were additional supply
to meet this higher demand.  The actual impact depends on the state of the labour
market and existing wage rates.

Unemployment and underemployment

There is very clear evidence that the current state of the labour market is characterised
by a surplus of supply relative to demand.  According to the latest data from the
Australian Bureau of Statistics:7

 6 per cent of the workforce is officially designated as unemployed.  This is
733,700 people.

 There are also very large numbers of people (915,300) who are
underemployed at current wage rates. The rate of underemployment in
February 2014 was 7.5 per cent.

 These are combined in a single rate of labour force underutilisation which, in
February 2014, was 13.5 per cent (1,649,000 people).

7 ABS 6202.0 Labour Force Australia, February 2014, March 2014 (all data above measured in trend
terms).
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 In other words, one in every 7.4 people in the workforce is currently either
unable to find a job at all or would prefer to be working more hours than
they are currently working.

 These data show a sizable deterioration in the labour market over the past
year when (in February 2013) the unemployment rate was 5.5 per cent, the
underemployment rate, 7.2 per cent, and the rate of labour force
underutilisation was 12.7 per cent.

As shown in Table 3, compared with the average rates over the past decade and
compared with levels of underemployment and unemployment a year ago, the current
rates of unemployment and underemployment are high.

Table 3: February 2014, February 2013 and Decade-Average Rates of Unemployment,
Underemployment and Labour Force Underutilisation

Decade
average

February
2013

February
2014

Unemployment rate (%) 5.1 5.5 6.0
Underemployment rate (%) 6.9 7.3 7.5
Labour force underutilisation rate (%) 12.0 12.7 13.5

Source ABS 6202.0 Labour Force Australia, February 2014, March 2014.

Dimensions of underemployment

In view of its importance and in light of the relative lack of attention given to
underemployment, it is worth putting some additional focus on underemployment in
support of the argument developed above.  While this focus is relevant to many of the
considerations of the Expert Panel in relation to setting minimum wages, it is
particularly relevant to social inclusion through participation in paid work because it is
very likely that it is largely through underemployment, particularly among part-time
workers, that the impacts of minimum wage decisions are transmitted to participation
in paid work.

The Australian Bureau of Statistics supplements its monthly labour force publications
with an annual publication on underemployment. This section draws extensively from
the most recent release of this publication.8

The latest survey of underemployed workers was conducted in September 2013. It
found that, at that time, of the 11.7 million employed people aged 15 years and over,
875,200 were underemployed. Of these:

8 ABS, 6265.0, Underemployed Workers, Australia, September 2013, February 2014.
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 817,200 (93.4 per cent) usually worked part-time, but would prefer more
hours and were available to work more hours; and

 The remaining 58,000 usually worked full-time, but worked part-time hours in
the survey week due to economic reasons (for example, no work or not
enough work available, been stood down, or on short time).

More than a quarter (26.3 per cent) of all part-time workers would prefer to work more
hours. Of the part-time workers who would prefer to work more hours:

 More than half a million (505,300) would prefer to work full time;

 The remaining 406,900 would like to remain as part-time employees but
would prefer to work more hours than they currently work.9

It is important to emphasise that the definitions used in the ABS’s measure of
underemployment refer to people who are available for work at current wage rates.
That is, they are not underemployed because wages are not sufficiently high to entice
them into looking for work.  They are willing to work at existing wage rates but are not
able to find sufficient work.

Extended definition of underutilisation

The Australian Bureau of Statistics issues an annual report examining characteristics of
people who are not in the labour force.  The most recent was released in March 2014
based on a survey undertaken in September 2013.10

In September 2013, there were 1,004,000 people with what is termed a “marginal
attachment to the labour force.” The number of people with a marginal attachment to
the labour force increased by 9.4 per cent over the level recorded a year earlier.

Two sub-sets of those with a marginal attachment to the labour force are included in an
ABS definition of “extended labour force underutilisation” which the ABS describes as
the “more comprehensive picture of the potential labour supply within the economy”.
These groups are:

 people who are actively looking for work and who could start within four weeks,
but are not available to start in the reference week; and

 discouraged job seekers.11

9 94,900 part-time employees who would prefer to work more hours were not available to work and were
not considered underemployed.
10 ABS, 6220.0 - Persons Not in the Labour Force, Australia, September 2013, March 2014.
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Taken together there are 181,000 people in these groups.12 Adding this to the numbers
of unemployed and underemployed discussed above, in total, 1,830,000 people are
classified as “underutilised” and the latest extended labour force underutilisation rate is
14.7 per cent.13

Summary

Ai Group recognises the importance of participation in the paid workforce including as a
means of promoting social inclusion.

Our core argument is that with 1,649,000 people (13.5 per cent or one in every 7.4
members of the workforce) either unemployed or underemployed, raising minimum
wage rates is more likely to reduce than increase participation in paid work relative to
levels that would otherwise apply.  This outcome would be to the detriment of social
inclusion.

The argument is further strengthened if it is recognised that groups of people not
officially designated as being in the workforce can readily be considered as willing to
work and underutilised at current wage rates.  Using this more comprehensive measure
of underutilisation, a total of 1,830,000 Australians are currently underutilised.  This is
14.7 per cent of the extended workforce (or one in every 6.8 of its members).

This evidence points to an oversupply of labour relative to demand at current wage
rates.  In this environment there is a heightened risk that raising minimum wage rates is
more likely to reduce than increase participation in paid work. This would be to the
detriment of social inclusion.

11 For a discussion of the ABS’s measure of the “extended labour force underutilisation rate see ABS,
6105.0 - Australian Labour Market Statistics, July 2013.
12 Calculated from ABS, 6220.0 - Persons Not in the Labour Force, Australia, September 2013, March 2014.
13 This is calculated by dividing the number of underutilised people under this extended definition by the
number in the workforce extended by the same amount.
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11. Encouraging collective bargaining

The note in subsection 284(2) of the FW Act refers to the requirement that that the
Expert Panel take into account the objects of the Act in section 3 and the modern
awards objective in section 134. Relevant provisions relating to collective bargaining
include:

 Subsection 3(f) of the FW Act:

“achieving fairness and representation at work through an emphasis on
enterprise-level collective bargaining underpinned by simple good faith bargaining
obligations and clear rules governing industrial action.”

 Subsection 134(1)(b) of the FW Act:

“the need to encourage collective bargaining.”

It is important that the level of increase in minimum wages awarded by the Panel in this
Review does not conflict with the above objectives by limiting the scope or motivation
for bargaining over wages at the enterprise level.

Enterprise bargaining is the most common method of wage setting in Australia.
According to ABS data, in May 2012 the methods of wage setting for all employees
were:

 42 per cent – collective agreement;

 38.7 per cent – individual arrangement;

 16.1 per cent – award only;

 3.3 per cent – owner managers.14

The above data indicate that only 16.1 per cent of employees are award reliant. This
contrasts significantly with the 42 per cent of employees whose wages are determined
by enterprise bargaining agreements.

The Trends in Federal Enterprise Bargaining report published by the Department of
Education, Employment and Workplace Relations for the December Quarter 2013
(released 21 March 2014) identified the average annualised wage increases (AAWI) in
enterprise agreements approved in the December quarter 2013. This data is contained

14 Australian Bureau of Statistics, May 2012, Employee Earnings and Hours report (6306.0), released on 23
January 2013.
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in the table below and shows that the AAWI largely remained steady in the December
quarter when compared to the previous September quarter.

Table 4: Average Annualised Wage Increases(AAWI), December Quarter 2013

Industry Sector or Type of
Agreement

AAWI (%) in
Dec Qtr 2013

Change from
Sep Qtr 2013 (%)

All sectors 3.5 0.0
Private sector 3.6 Up 0.1
Public sector 3.4 Down 0.1

The report also identified that as at 31 December 2013 there were 23,236 current
agreements, covering 2.6 million employees. Compared to figures from 12 months ago,
the number of current agreements has decreased, but the number of employees
covered by agreements has increased. This is because while there were fewer
agreements approved, a number of these covered large groups of employees.

The average annualised wage increase (AAWI) in current agreements covering all
industries was 3.7%, a decline by 0.1% from the previous twelve months. The report
states the reason the AAWI is declining in current agreements is because the
agreements approved in recent quarters have had, overall, a lower AAWI than the
agreements they replace.15

Ai Group maintains that the amount of the minimum wage increase in the National
Minimum Wage Order 2014 must be at a level significantly below average enterprise
agreement wage outcomes, so as not to discourage the making of enterprise
agreements under the FW Act.

We note that FWC Research Report 7/2013 – Minimum wages and their role in the
process and incentives to bargain stated that:

 “Across the 20 case study workplaces, employer and employee interviewees
generally reported that AWR increases neither encouraged or discouraged
enterprise bargaining at the workplace level.” (p.x)

 “The study did not reveal a positive or negative relationship between AWR
increases and the incentive to bargain, instead pointing to a complex mix of factors
that may contribute to employee and employer decision-making about whether to
bargain.” (p.xii)

15 Department of Education, Employment and Workplace Relations, Trends in Federal Enterprise
Bargaining – December Quarter 2013 (released 21 March 2014)
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 “The workplace case studies, qualitative relativities analysis and Award Reliance
Survey each suggest that there may be a link between minimum wages (and their
associated instruments) themselves and over-award wage outcomes, but the
extent of this link remains unclear and may require further investigation.” (p.xii)

Given the limited sample size, the focus on a limited number of industry sectors (not
including manufacturing and construction where a large proportion of enterprise
agreements exist), and the uncertain outcome, we submit that it would not be
appropriate for the Expert Panel to place weight on FWC Research Report 7/2013 in
drawing any conclusions about the impact of the quantum of Annual Wage Review
increases on enterprise bargaining.

12. The principle of equal remuneration for work of equal or
comparable value

Subsection 284(1) of the FW Act set out the minimum wages objective, which the Expert
Panel is required to take into account when setting minimum wages. Paragraph (d) of
the objective requires the Panel to turn its mind to “the principle of equal remuneration
for work of equal or comparable value”, a principle which is echoed in the modern
awards objective at paragraph 134(1)(e) of the Act.

Ai Group supports the principle of equal remuneration for work of equal or comparable
value and the importance of improving gender equality in the workplace. We have been
a vocal advocate for realistic, practical and targeted measures to eliminate the causes of
gender inequality in the workplace.

In its Annual Wage Review 2012-2013, the Panel adopted the conclusion reached in the
2011-12 Decision. In the 2011–12 Decision, the Panel held:

“[231] Given women are disproportionately represented amongst the low paid, an
increase in minimum wages is likely to promote pay equity, although moderate
changes in award rates of pay would be expected to have only a small effect on the
overall differences in earnings between males and females.”

In its 2012-2013 Decision, the Panel also acknowledged the role that mechanisms
provided to restore pay equity:

“[485] We also note that there are other mechanisms within the Act, such as
bargaining and equal remuneration provisions, which provide more direct means of
addressing pay equity. However, we accept that minimum wage increases play a part
in the promotion of pay equity.”
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Ai Group agrees with the above findings of the Panel.

Also relevant are the findings of the Research Report 5/2011 – Review of equal
remuneration principles (“the equal remuneration research paper”).

The equal remuneration research paper, in relation to the effect that collective
bargaining has on the gender pay gap, said:

“…whilst the encouragement of collective bargaining is a discreet matter articulated
within the modern awards objective it is also relevant to the promotion of equal
remuneration. The research report notes that there is evidence that in countries
where there are low levels of collective bargaining the level of the GPG is significant.
Specifically it cites the findings of Rubery and Grimshaw:

“In particular, they found that in countries with ‘either no or a low
level minimum wage coupled with weak collective bargaining
coverage’ women were almost three times as likely to be low-paid
compared to men. Further, they concluded that countries with no or a
low minimum wage and weak bargaining were more likely to register
wide GPGs.”

Australia is not a country where there is “no or a low level minimum wage” or a
country with “weak collective bargaining coverage” – far from it. As discussed in
Section 7 above, the ABS Employee Earnings and Hours report (6306.0) released in
late-January this year shows that the most common wage setting method for
women is via collective agreement (47.6%). Such coverage is higher than the level
of collective agreement coverage for men (42.3%). (See page 6 of report).”

The findings of the report support the view that enterprise bargaining is very effective in
achieving pay equity between men and women. Therefore it is imperative that any
increase awarded by the Expert Panel is not at a level which would discourage the
making of enterprise agreements.

Ai Group notes that there are two equal remuneration order proceedings before a Full
Bench of the Fair Work Commission concerning employees and employers in the child
care industry (C2013/5139 & C2013/6333). These applications are yet to be heard and
should not affect this year’s Annual Wage Review.

13. Superannuation and the social safety net

The Superannuation Guarantee (Administration) Amendment Act 2012 came into
operation on 29 March 2012. The Act increased the Superannuation Guarantee (SG)
from 9 per cent to 9.25 per cent from 1 July 2013 and will further increase the SG to 12
per cent as follows:
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Year Change (%) New Superannuation
Guarantee level (%)

Period starting on 1 July 2014 0.25 9.5
Period starting on 1 July 2015 0.5 10

Period  starting on 1 July 2016 0.5 10.5
Period starting on 1 July 2017 0.5 11

Period starting on 1 July 2018 0.5 11.5
Period starting on or after 1 July 2019 0.5 12

In the Annual Wage Review 2012-13 there was a major focus on superannuation, with
all parties conscious of the likelihood that the approach adopted by the Panel in 2012-
13 would set a precedent for the increases already legislated for in 2014, 2015, 2016,
2017, 2018 and 2019.

In the Annual Wage Review 2012-13, Ai Group urged the Panel to take account of the
0.25 per cent SG increase when determining the minimum wage increase and to
discount the wage increase that it would have otherwise awarded by 0.25 per cent to
offset the SG increase. In response to this argument, the Panel said:

“[355] Ai Group and the NFF submitted that, while currently there is no specific
legislative requirement to take into account the increase in the SG rate, this should
not prevent the Panel from making it a consideration in its deliberations. Ai Group
also argued that the objects of the Act, the modern awards objective and the
minimum wages objective, support the view that such increases must be taken into
account.

[356] We agree with Ai Group’s submission. Consistent with the objects of the Act,
the modern awards objective and the minimum wages objective, we have had
regard to the SG rate increase which takes effect from 1 July 2013 in our
determination of the level of increase in minimum wages.”

The Panel concluded:

“[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.”

Ai Group urges the Panel to adopt a similar approach this year.
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The possibility of legislative change

The Federal Government introduced the Minerals Resource Rent Tax Repeal and Other
Measures Bill 2013 into Parliament in November 2013. If it had passed, this legislation
would have delayed the next 0.25 per cent SG increase (to 9.5 per cent) until 1 July
2016, with further annual SG increases of 0.5 per cent on 1 July each year until the SG
reached 12 percent on 1 July 2021. This Bill was defeated in the Senate on 25 March
2014.

At the time of writing this submission no legislation was before Parliament to change
the 0.25 per cent SG increase payable from 1 July 2014.

Even if a further Bill is introduced into Parliament:

 It is highly unlikely that such Bill will be passed by Parliament before the Panel
makes its decision in June 2014;

 The make-up of the new Senate from 1 July 2014 will not be known until after
the Western Australian Senate election in April 2014;

 Even when the make-up of the new Senate is known, it will not be clear whether
the new Senate will pass the Bill;

 The Commission and its predecessors have a longstanding practice of applying
the legislation which is in force at the relevant time rather than speculating
about future legislative changes. This assists in ensuring that the Commission
does not fall into error by taking into account irrelevant factors, such as a Bill
that the Commission thought would pass but ultimately did not.

The social safety net

Superannuation is part of the social safety net, as argued by Ai Group in its submissions
to the Panel last year and as recognised in the Annual Wage Review 2012-13 Decision:

“[346] For our part we broadly agree with Ai Group’s characterisation of
superannuation as part of the social safety net. But superannuation has some
unique characteristics that distinguish it from the general tax-transfer system. The
SG contribution is a legislative requirement paid by employers for the benefit of
employees. An increase in the SG rate is a labour cost to business that provides a
deferred benefit to employees. It is a deferred benefit in the sense that
“superannuation is directed to enhancing living standards in retirement rather
than living standards during employment”. The SG Acts are also an important
component of a broader retirement incomes policy.”
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The tax transfer system is also part of the social safety net. On this issue, in its Annual
Wage Review 2012/13 Decision, the Panel said:

“[393] The tax-transfer system has a significant role to play in alleviating the impact
of earnings inequality and supporting the living standards of low-paid workers.
Wages do not entirely determine the living standards of the majority of individual
wage earners who live in households with others. We agree with the view
expressed in the past three review decisions that:

“minimum wages and the tax transfer system are both relevant to the
maintenance of an effective safety net for the low paid: each has its part
to play. Wages play a particularly important role in the maintenance of
disposable incomes for households not receiving income support
payments.”

The Panel has recognised that significant changes in the social safety net may be
relevant when setting minimum wages. For example in its Annual Wage Review 2011-
12 Decision the Panel said:

“[21] In relation to the general operation of the tax-transfer system, we note that
there is little consensus among the parties about the way in which changes in tax-
transfer payments are to be taken into account in the context of minimum wages.
We would be assisted if these matters were given some consideration by the
parties in their submissions in future reviews. We would also encourage the
Australian Government to discuss such matters with the major parties in an effort
to arrive at a consensus as to the specific effect any future tax-transfer changes
may have on the variation of minimum wages in a review.”

At this stage, Ai Group does not have a specific proposal for the Annual Wage Review
2013-14 regarding tax transfer payments.

14. Issues arising from the Preliminary Consultations

Ai Group participated in the Preliminary Consultations. We filed a submission in
February 2014 dealing with various questions raised by the Expert Panel and we
participated in the Consultations with the Panel on 4 March.

We do not seek to repeat the points made at the Preliminary Consultations but wish to
briefly highlight the points below.
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FWC Research Report 6/2013 – Award Reliance:

This study is very detailed and provides useful input to the Annual Wage Review.

The following results are relevant to the Panel’s deliberations, amongst others:

 Award reliance is higher in rural and regional areas (p.17).

 A significant percentage (30 per cent) of award-reliant organisations with
employees on over-award rates of pay pass on the AWR increase to those above
the award (p.38).

 Award-reliant organisations tend to have a relatively high proportion of their
costs as labour costs (p.43).

 The majority of award-reliant employees are employed  at lower classification
levels (below C10 equivalent) (p.98).

 The award-reliant employees at higher classification levels tend to be
concentrated in a few industries, particularly Social and Community Services.

FWC Research 7/2013 – Minimum wages and their role in the process and incentives
to bargain:

Given the limited sample size, the focus on a limited number of industry sectors (not
including manufacturing and construction where a large proportion of the enterprise
agreements in Australia operate) and the uncertain outcome, it would not be
appropriate for the Expert Panel to place weight on this research in drawing any
conclusions about the impact of the quantum of AWR increases on enterprise
bargaining.

The research found that the internal relativities in enterprise agreements are similar to
those in awards (p.ix). However, the research did not include enterprise agreements in
the manufacturing and construction industries where a large proportion of the
enterprise agreements in Australia are in operation and where percentage wage
increases are overwhelmingly the most common form of increase. If enterprise
agreements in these industries had been included, Ai Group anticipates that the result
would have been very different. Accordingly, it would not be appropriate for the Panel
to place weight on this aspect of the research.



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

43

The ACTU’s assertion that the FW Act is “beneficial legislation”

During the Preliminary Consultations, the Panel asked Ai Group to address the
proposition, at paras [15]-[16] of the ACTU’s preliminary submission, that the FW Act is
“beneficial legislation” and as a consequence the minimum wages objective in section
284 should be interpreted and applied in a way favourable to low-paid employees. Ai
Group rejects this proposition.

Beneficial or remedial legislation is generally legislation that grants a benefit to a person
or is remedying some “mischief” for which the legislation was designed to overcome.16

Identifying legislation as “beneficial legislation” is an aid to the interpretation of
statutory provisions which are ambiguous. Section 284 of the Act is not ambiguous.

The concept of “beneficial legislation” is typically associated with legislation which has a
relatively narrow focus upon conferring a substantial entitlement upon persons (as
beneficiaries) such as workers’ compensation, social security and land title legislation
(for Indigenous persons). The FW Act is much broader in its objectives, purpose and
provisions. Some sections of the Act provide benefits to employees and some sections
provide benefits to employers. Much of the Act deals with regulatory issues (e.g. the
operation of the Commission, the Fair Work Ombudsman and the Courts).

There is nothing in the words of the FW Act, Explanatory Memorandum or Minister’s
Second Reading Speech that would support the characterization of the FW Act as
beneficial or remedial legislation for a class of beneficiaries. Further, there is no
persuasive judicial authority on this issue

Accordingly, the ACTU’s proposition should be rejected.

15. Minimum wages for adults

In setting minimum wages this year, Ai Group proposes a 1.6 per cent wage increase for
all classifications. This equates to a $10.0017 per week increase in the National Minimum
Wage and $11.6018 per week at the base trade level.

16 Pearce, Statutory Interpretation in Australia, 6th Ed 2001, pp 48 – 49.
17 $9.96 rounded
18 $11.59 rounded
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The proposed 1.6 per cent minimum wage increase takes into account:

 The intended non-adversarial nature of the Commission’s Annual Wage Review
deliberations and the importance of avoiding “ambit” positions.

 The current state of the economy and the outlook, including the fact that
unemployment and redundancies are rising, and some industry sectors are
experiencing very tough business conditions, including manufacturing and retail.
(See Sections 2 and 3).

 The current high level of underemployment. (See Section 10).

 The delivery of a fair and relevant minimum wage increase to employees. (See
Section 8).

 The need to promote social inclusion through increased workforce participation.
(See Section 10).

 The need for minimum wage increases to be positioned at a level substantially
below average enterprise agreement wage outcomes in order to encourage
collective bargaining. (see Section 11).

 The need to take into account the Principle of Equal Remuneration for Work of
Equal or Comparable Value. (See Section 12).

 The need to take account of the 0.25% increase in the Superannuation
Guarantee from 1 July 2014. (See Section 13).

 The need to take into account large increases in apprentice and junior wage
rates recently determined by the Commission. (See Section 16).

The ACTU’s proposal

The unions’ proposed minimum wage increase of $27 per week is unrealistic,
unaffordable and unsustainable. If such a claim was granted it would cause significant
economic damage and undoubtedly lead to greater unemployment.
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16. Modern award wages for junior employees, employees to whom
training arrangements apply, employees with disability and piece
workers

The minimum wages objective (s.284 of the FW Act) states that the FWC must establish
and maintain a safety net of fair minimum wages, taking into account:

“(e) providing a comprehensive range of fair minimum wages to junior
employees, employees to whom training arrangements apply and
employees with a disability”.

Consistent with previous Annual Wage Review decisions:

 The minimum wage rate resulting from this year’s Annual Wage Review should
flow through to the minimum award wages of junior employees, employees to
whom training arrangements apply, employees with disability and piece
workers, through the operation of award provisions relating to these
employees. We propose that the Panel adopt the same approach this year.

 The minimum weekly payment in the Supported Wage System Schedule of
awards should be increased to the weekly equivalent of the per fortnight
income test free threshold for the Disability Support Pension.

However, the very large wage increases recently awarded to award-covered apprentices
in more than 30 industries and to 20 year old junior employees in the Retail Industry,
should be taken into account by the Expert Panel in determining the level of any general
minimum wage increase this year. The general wage increase to be awarded should be
lower than it would otherwise have been were it not for these large increases in
apprentice and junior wage rates.

17. Special national minimum wages for award / agreement free
employees with disability (Special National Minimum Wage 1 and 2)

In its Annual Wage Review 2012-13 Decision, the Minimum Wage Panel decided to
maintain the approach it had adopted in previous years in respect of setting special
minimum wages for award / agreement free employees with disability.
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This approach is twofold. For employees whose productivity is not affected, a special
national minimum wage is set at the level of the National Minimum Wage (Special
National Minimum Wage 1) and for employees whose productivity is affected a special
national minimum wage is paid in accordance with an assessment under the supported
wage system (Special National Minimum Wage 2).

Ai Group supports the continuation of the existing structures for award / agreement
free employees with disability in the National Minimum Wage Order 2014.

In respect of Special National Minimum Wage 2, the minimum weekly payment
(currently $78 per week) should be increased to the weekly equivalent of the per
fortnight income test free threshold for the Disability Support Pension. This is consistent
with the Panel’s decisions in previous years.

18. Special national minimum wages for award / agreement free junior
employees (Special National Minimum Wage 3)

In its Annual Wage Review 2010-2011 decision, the Minimum Wage Panel decided to
use the scale in the Miscellaneous Award 2010 to set the special national minimum
wage for award/agreement free junior employees. The Panel followed this approach in
its 2011-2012 and 2012-2013 Annual Wage Review decisions.

Ai Group still considers this approach to be appropriate for setting rates for
award/agreement free junior employees.

19. Special national minimum wages for award / agreement free
apprentices (Special National Minimum Wage 4)

In the National Minimum Wage Order 2012, the Minimum Wage Panel decided to adopt
the provisions of the Miscellaneous Award 2010 as the basis for the special national
minimum wage for award / agreement free apprentices. However, the Panel decided
that adult apprentices should not receive less than the national minimum wage.

The Panel adopted the same approach in the National Minimum Wage Order 2013.

Ai Group supports the above approach for award / agreement free apprentices who are
not adults. However, a different approach should be taken for award / agreement free
adult apprentices in the National Minimum Wage Order 2014 given that adult
apprentice wage rates were recently the subject of extensive consideration by a Full
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Bench of the Commission during the Modern Awards Review 2012 and adult apprentice
wage rates were inserted into the Miscellaneous Award 2010 from 1 January 2014.

Subclauses 9.2 and 9.3 within clause 9 (Special National Minimum Wage 4) in the
National Minimum Wage Order 2013 results in the following minimum wage rate scale
for award / agreement free adult apprentices:

Year 1 $622.20
Year 2 $622.20
Year 3 $622.20
Year 4 $652.05

The above scale does not reward apprentices for successfully completing the first and
second years of their apprenticeship.

The following current minimum wage rates for adult apprentices, provided for in the
Miscellaneous Award 2010 as a result of the Full Bench’s Apprentices and Trainees
decision [2013] FWCFB 5411, are more appropriate for Special National Minimum Wage
4:

Year 1 $579.60
Year 2 $622.20
Year 3 $622.20
Year 4 $652.05

Accordingly, we propose that subclause 9.3 of the National Minimum Wage Order 2013
not be included in the National Minimum Wage Order 2014.

20. Special national minimum wages for award / agreement free
employees to whom a training arrangement applies who are not
apprentices (Special National Minimum Wage 5)

In the National Minimum Wage Order 2012, the Minimum Wage Panel decided to adopt
the minimum wage rates in the National Training Wage Schedule of the Miscellaneous
Award 2010 for the special national minimum wage for award / agreement free
employees to whom training arrangements apply, other than apprentices. The Panel
adopted the same approach in the National Minimum Wage Order 2013.

Ai Group supports the continuation of the above approach in the National Minimum
Wage Order 2014.
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21. Casual loadings in modern awards and for award / agreement free
employees

Casual loadings in modern awards

Paragraphs 285(2)(a)(i) and 284(3)(b) of the FW Act requires that the Expert Panel
review casual loadings in modern awards.

The current standard casual loading in modern awards of 25 per cent is already
relatively high and should not be increased.

Casual loadings for award / agreement-free employees

Paragraph 294(1)(c) of the FW Act requires that the Expert Panel set the casual loading
for award / agreement free employees.

In the Annual Wage Review 2009-10, the Minimum Wage Panel decided to increase the
standard casual loading for award / agreement free employees in yearly instalments
from 20 to 25 per cent, with the casual loading increased to 21 per cent that year.

In the Annual Wage Review 2010-11, Annual Wage Review 2011-12, and Annual Wage
Review 2012-2013 the Minimum Wage Panel increased the casual loading for award /
agreement free employees 22 per cent, 23 per cent and 24 per cent respectively.

Applying the phasing and other arrangements determined by the Panel in 2009-10, the
loading in the National Minimum Wage Order 2014 would be 25 per cent and the
relevant section of the Order would be worded as follows:

‘5. CASUAL LOADING

5.1 The casual loading for award / agreement free employees is 25
per cent.

5.2 An employer of an award / agreement free casual employee must
pay the employee a casual loading that at least equals the casual
loading for award / agreement free employees (as applied to the
employee’s base rate of pay).’
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22. Process for varying modern awards to reflect the Annual Wage
Review Decision

In previous years, the Commission has issued draft Determinations and a draft National
Minimum Wage Order following the Annual Wage Review Decision to allow interested
parties, such as Ai Group, to check the Commission’s calculations and provide feedback
before the final Determinations and National Minimum Wage Order were published. Ai
Group urges the Expert Panel to implement the same consultative approach in this
Review.

A very large number of employers rely on industry organisations, such as Ai Group, to
advise them of the wage rates and allowances payable under modern awards. Ai Group
provides a specific information service on most modern awards and it is a huge task for
our staff to check the draft Determinations, prepare written advice on each award and
distribute the advice to thousands of employers.

Keeping this in mind, we urge the Commission to publish the final Determinations with
as much lead-time as possible before 1 July 2014 to enable industry associations to
advise employers and then for employers to make the necessary payroll adjustments.
There are substantial direct and administrative costs associated with back-paying wage
and allowance increases.

23. The form of the National Minimum Wage Order 2014

In Ai Group’s experience, the form of the National Minimum Wage Order 2013 did not
lead to any significant difficulties.

We suggest that the same model be used for the National Minimum Wage Order 2014.


