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1. Introduction
The Australian Industry Group (Ai Group) submits that the Expert Panel of the Fair Work
Commission (FWC) needs to focus on jobs growth in this year’s Annual Wage Review. The interests
of those in secure jobs should not be put ahead of those looking for work and those whose jobs
could be lost or hours of work reduced if the wage increase awarded by the Panel this year is not
modest.

We propose a 1.6% wage increase. This equates to a $10.25 per week increase on the National
Minimum Wage and about $12.00 at the base trade level.

The unions’ proposed $27.00 minimum wage increase is unrealistic, unsustainable and would be
unfair to those whose jobs prospects it would damage.

Equally unrealistic and inappropriate is their proposal for awards to include an obligation to pay an
additional 0.5% superannuation contribution on top of the 9.5% required by the Superannuation
Guarantee.

We have reached this position based on a number of factors. The best that can be said for the
Australian economy in 2015 is that it is underperforming. This underperformance is evident across
a range of key economic measures including GDP growth, business profitability, real incomes,
productivity, inflation, employment and investment.

Unemployment is trending higher. As of February 2015, the unemployment rate was 6.3% (trend,
highest since July 2002) and the number of active jobseekers had reached 781,600 (trend), the
highest such number since April 1997. A further 8.7% of the workforce was ‘under-employed’ in
February 2015. This is the highest such rate in the history of this data series, dating back to 1978.

Raising Australian minimum wages beyond a modest amount would further damage Australian
competitiveness. Our minimum wage levels are already amongst the highest in the OECD.
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2. Key trends in the Australian economy
The best that can be said for the Australian economy in 2015 is that it is underperforming. This
trend is evident across a range of key macroeconomic aggregate measures for Australia including
growth in real GDP, business profitability, real incomes, productivity, inflation, employment and
investment.

The ‘new normal’? slower growth in output and productivity

In real output (inflation-adjusted) terms, for example, GDP growth has averaged just 2.7% p.a.
over the past five years, slowing to 2.5% p.a. in 2014 (Chart 1). There are many factors
contributing to this latest slow period, including the downswing from the ‘mining investment
boom’ (2008-12) and an extended period of the Australian dollar trading above parity with the US
dollar (2010-13). While it is to be hoped that this latest slow period is an aberration and we will
soon return to something closer to ‘trend’ growth (3 to 3 ¼ % p.a.), it is entirely possible that GDP
growth rates of 3% or under could settle in to become our ‘new normal’, for reasons including: the
ageing population; falling labour force participation; global production changes; technology
changes; and structural changes to our mix of industries.

Chart 1: Australian GDP growth (real value added output)

Source: ABS, National Accounts, to Dec 2014

Ai Group’s monthly surveys confirm that the Australian economy seems to be slowing further in
2015, rather than recovering (Chart 2). The Australian Industry Group Australian Performance of
Manufacturing Index (Australian PMI®) fell by 3.6 points to 45.4 points in February (seasonally
adjusted). This indicated a third month of contraction in conditions (readings below 50 points
indicate contraction) across the manufacturing sector following a brief stabilisation in November
2014. One bright spot was manufacturing exports, which expanded for a third consecutive month
in February, following the depreciation in the Australian dollar. Much of this growth was
concentrated in the food and beverages sub-sector.
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The services sector expanded for the first time in 12 months in February, following generally stable
conditions in January. The seasonally-adjusted Australian Industry Group Australian Performance
of Services Index (Australian PSI®) improved again by 1.8 points to 51.7 points in February. Much
of this growth was however, concentrated in the health and community and financial and
insurance services sub-sectors, which have been growing at better rates than the other, more
business-oriented services sectors.

The seasonally adjusted Australian Industry Group/Housing Industry Association Australian
Performance of Construction Index (Australian PCI®) registered 43.9 points in February 2015
(readings below 50 points indicate contraction). This was a decrease of 2.0 points from January,
indicating a slightly steeper rate of decline for the construction industry and a fourth consecutive
month of contraction, in response to a further weakening in new orders. Falls in activity,
employment and deliveries from suppliers continued in February, albeit at broadly unchanged
rates. New orders contracted at a steeper rate.

Chart 2: Australian PMI, PSI, PCI

Source: Ai Group.

Productivity improvement is required across our economy

As Treasury noted in its latest Intergenerational Report (March 2015), stronger productivity
growth is required if we are to overcome these headwinds to growth. This is because Australian
productivity growth rates have been trending lower, in a similar pattern to real GDP growth and
other key indicators. At a national level, Australian multifactor productivity has flatlined at best
since the turn of this century (see Chart 3). And compared to our global competitors, Australia has
performed especially poorly, with national multifactor productivity falling by an average of 1.2%
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p.a. from 2007 to 2011 and by 1.3% in 2012 and 2013, compared with global estimates of an
improvement of 0.6% p.a. from 2007 to 2011, 0.2% in 2012 and -0.1% in 2013.1

Some of this decline in national multifactor productivity since 2003-04 has been due to the unique
influence of unusually large long-term investments in mining and utilities during this period that
have not yet resulted in a fully commensurate increase in output volumes (e.g. due to time lags
between investments and their output growth). But weak productivity growth is apparent in other
industries also (see Chart 3). This suggests that Australia’s productivity problem runs deeper than
just this temporary capital expansion cycle in mining and utilities. It requires a response at both:

1. the national level, that is, macroeconomic policy that enhances our allocative flexibilities
and efficiencies across industries and sectors; and

2. the workplace level, that is, microeconomic policy that enhances our productive flexibilities
and efficiencies with regard to innovation, technologies and work practices within
businesses.

Good macroeconomic policy should aim to foster and enable flexibility and agility across the
economy, such that individual workplaces are able to respond rapidly to new technologies and
innovations that improve their productivity. Flexibility in the workplace is especially important to
this process. As noted by the Productivity Commission in a recent working paper on productivity:

“The magic of productivity enhancing technological and organisational change is that
although it takes effort — time and money are necessary to achieve change —the pay-off
exceeds the cost. … The application of knowledge is at the heart of productivity growth.”2

A related but not identical statistical measure is ‘unit labour costs’, which is estimated each
quarter by the ABS at an aggregate national level in the National Accounts. As of December 2014,
aggregate non-farm unit labour costs had increased over the latest three consecutive quarters,
reversing a welcome improvement that was evident through 2013. The longer-term trend
indicates that after improving steadily between 1992 and 2009, Australia’s unit labour costs have
stagnated or worsened since 2009, in aggregate indexed terms (Chart 4).

1 Productivity Commission estimates calculated from the Conference Board Total Economy Database, in PC 2014.
2 Productivity Commission Staff Research Note (Feb 2015), On Productivity: concepts and measurement.
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Chart 3: Australian multifactor productivity, selected market-based industries

Source: ABS, Estimates of multifactor productivity, 2013-14, (Dec 2014).

Chart 4: Non-farm unit labour costs, index

Source: ABS, National Accounts, to Dec 2014

Productivity improvement at the firm level

Productivity improvement at the firm level is a well understood goal, but it can be difficult to
achieve in practice and difficult to measure. Ai Group conducts an annual survey of Business
Prospects which sheds light on recent success rates in achieving labour productivity improvements
and the factors that may have contributed to changes (up or down) in labour productivity.
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In this year’s CEO Business Prospects Survey, labour productivity improved for a net balance of 8%
of all businesses in 2014 (see Chart 5). This result was below what had been initially expected for
2014, as of the end of 2013, when a net balance of around 20% of CEOs had anticipated an
improvement in their own business’ labour productivity in 2014.

Across the four major industry groups included in this year’s survey, labour productivity
improvement was achieved by a higher proportion of businesses in mining services in 2014 than in
other industries, with a net balance of 29% of mining services CEOs indicating an improvement in
2014. CEOs in the services sectors were the next most successful group in achieving labour
productivity improvements, with a net balance of 15% of respondents recording an improvement
in 2014. On balance, only 6% of manufacturing CEOs reported labour productivity improvements
in 2014, while 5% of construction CEOs did so.

Two fifths of businesses that reported an improvement in labour productivity in 2014 attributed
their improvement to a change in business processes that helped increase their output using the
same amount of labour (see Chart 6). Restructuring was listed by 16% of the CEOs who reported
an improvement as the key reason for labour productivity improvement. 13% of CEOs (most of
them in manufacturing) made additional capital investment during 2014, which helped increase
their output per hour of work. Higher demand (11%) and increased staff skills and capabilities (9%)
were also cited as the main factor behind better labour productivity in 2014 by CEOs across all
industries.

Among businesses that experienced a decline in labour productivity in 2014, around half (51%)
identified a fall in demand as the key reason behind the deterioration. This indicates that their
output fell by more than their labour inputs did in this period, such that their lower output
increased their average labour content per unit of goods or services produced. This may simply be
due to the time lags involved in adjusting inputs to match expected outputs, with labour typically
taking longer to adjust (up or down) than output or material inputs, due to the time required to
recruit new staff or, on the downside, to shed excess labour.

Rather intriguingly, 11% of CEOs nominated ‘unmotivated workers’ as a factor eroding their labour
productivity in 2014. While there can be many factors contributing to an apparent lack of
employee motivation, the very weak national labour market and subdued private sector wage
growth over the past two years could be contributing to this outcome (for example, if employees
would like to change jobs but cannot due to lack of opportunities elsewhere).

8% of CEOs listed regulatory compliance as the number one factor contributing to their lower
labour productivity in 2014. This partly reflected the ongoing challenges faced by Australian
businesses with regards to industrial relations, but also touches on other areas of regulatory
compliance costs. 7% of respondents attributed the deterioration in their labour productivity in
2014 to a lack of skilled workers.
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For 2015, 39% of all CEOs expect their business’ labour productivity to improve, while 9% expect it
to decline, leaving a net balance of 30% of businesses having a positive outlook for their own
labour productivity in 2015. This optimism is particularly evident in the mining services industry,
with a net balance of 42% expecting higher labour productivity in 2015. This is followed by the
services sectors (31%), manufacturing (30%) and construction (23%) industries (Chart 5).

Chart 5: Changes in labour productivity, 2014 (actual) and 2015 (expected)

Chart 6: Reasons for changes in labour productivity (up and down) in 2014

Australian business global competitiveness: improvement is required

The World Economic Forum’s (WEF) Global Competitiveness Index and other data sources indicate
that Australia’s global competitiveness has slipped in recent years, falling to 22nd in 2014-15, from
an all-time national best ranking of 15th place in 2009-10. These numbers are the statistical
expression of the commonly heard comment from business leaders that “Australia has become a
very expensive country in which to make things or to do business” (see Table 1).
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Table 1: WEF Global Competitiveness Indexes: Australia’s ranking
Year Overall

competitiveness
Flexibility of

wages
Burden of Gov.

regulation
Technological

readiness
Business

Innovation
2007-08 19 87 68 17 22
2008-09 18 90 66 19 20
2009-10 15 75 85 20 20
2010-11 16 110 60 23 21
2011-12 20 116 75 22 22
2012-13 20 123 96 19 23
2013-14 21 135 128 12 22
2014-15 22 132 124 19 25

Source: WEF Global Competitiveness Reports

This loss of competitiveness is not simply a temporary or relative cost story that can be put down
to the high dollar, after several years of ‘over parity’ trading ranges for the Australian dollar. While
the high Australian dollar has most definitely contributed to the tough trading conditions facing
Australian business in recent years (arguably, a case of ‘Dutch disease’), it is not the only factor.
Relative to most other comparable advanced economies, Australian businesses also face:

 Higher labour costs directly, through wages and salaries;

 Higher labour costs indirectly, through workplace inflexibilities and working arrangements;

 Rising energy costs;

 Higher land and property costs and higher redevelopment and new building costs;

 A higher burden in time and costs due to Government regulation, including from labour
market regulation and labour force reporting requirements;

 A higher corporate taxation burden; and

 A failure to achieve aggregate productivity improvements (and/or to reduce unit
production costs) in order to cover all of these sources of increased input costs.

Arguably Australia’s loss of global competitiveness in an overall sense has been partly due to other
countries doing better and moving up the ranks, but in some areas Australia’s performance has
deteriorated in absolute terms (e.g. in the burden of Government regulation and in the cost of
staff redundancies). With regard to the WEF series and other global data, it is sometimes argued
that Australia’s relatively poor performance is a matter of perception rather than measurable
reality. In the global context however, perception matters almost as much as reality, since
expectations and impressions play a significant role in the decision-making of businesses and
individuals regarding when and where to place their next investment in labour and capital.
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The WEF and similar data sources can help to pinpoint Australia’s relative strengths as well as our
(aggregate) weaknesses, when it comes to global business decision-making and relative
competitiveness. In the WEF Global Competitiveness Indexes for 2014-15, Australia did well on:

 1st for secondary education enrolment rates;

 1st for the Legal Rights Index (which indicates the strength and reliability of legal rights);

 1st for our central bank’s ability to manage inflation;

 3rd for the “soundness of banks”;

 4th for the number of mobile broadband subscriptions per 100 people;

 5th for the number of days required to start a business and 10th for the number of procedures
to start a business;

 6th for tertiary enrolment rates;

 8th for efficacy of corporate boards; and

 8th for the intensity of local competition.

The five key weaknesses that the WEF series identifies as impeding Australian businesses’ global
competitiveness in 2014-15 (Chart 7) and as requiring a response are:

1. 25.4% of businesses nominated restrictive labour regulations. A restrictive labour market
has topped the list of key business impediments in Australia in each of the WEF’s Global
Competitiveness Reports since 2008-09, but a far higher proportion of business leaders
said it is an impediment in 2014-15 than in previous years. This suggests that labour
regulations and related costs have become a greater impediment to competitiveness in
Australia in 2014-15, instead of improving.

2. 11.1% of businesses nominated tax rates, reflecting the relatively high rate of corporate
taxation in Australia (as opposed to the total tax burden, which is around the average of
OECD countries).

3. 10.7% of businesses nominated inefficient Government bureaucracy, highlighting the
burden that government regulation and reporting requirements (including labour
regulation) place on businesses, in terms of its time and cost to business.

4. 10.1% of businesses said an inadequate supply of physical infrastructure (e.g. in transport
and telecommunications) is impeding Australian business competitiveness.

5. 10.0% of businesses nominated tax regulations, reflecting the complexity and reporting
requirements associated with Australia’s taxation system.
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Chart 7: “Most problematic factors for doing business in Australia” (top 5)

Source: WEF Global Competitiveness Reports

Other ‘problematic factors for doing business in Australia’ identified by the WEF Global
Competitiveness Report in 2014-15 that relate to the labour market or to labour relations include:

 Poor work ethic in national labour force (9.2% of businesses commenting on Australia);

 Insufficient capacity to innovate (5.3%); and

 Inadequately educated workforce (3.7%).

Delving deeper into the labour market indicators contained in the WEF Global Competitiveness
series, Australia ranked 56th (of 144 countries) in 2014-15 for the ‘labour market efficiency’ pillar,
which is comprised of 10 separate indicators of labour market efficiency. In order of best to worst
performance on these labour market indicators in 2014-15, Australia ranked:

 Reliance on professional management 13th

 Country capacity to attract talent 16th

 Country capacity to retain talent 28th

 Redundancy costs (measured by weeks of salary) 50th

 Women in labor force (measured by ratio to men) 54th

 Effect of taxation on incentives to work 80th

 Cooperation in labor-employer relations 109th

 Pay and productivity 125th
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 Flexibility of wage determination 132nd

 Hiring and firing practices 136th

The WEF Global Competitiveness series suggests that on this set of labour market indicators,
Australia’s relative performance has deteriorated in recent years (see Chart 8). This relative
deterioration is partly due to labour market reforms in other countries that have improved their
ranking relative to Australia’s, but also due to an outright decline in Australia’s score on some key
measures. These include the flexibility of wage determination (reflecting the continuation of
Australia’s centralised wage setting processes); hiring and firing practices (reflecting relatively
more restrictive access to casual and contract workers); pay and productivity for workers
(reflecting the failure to reduce unit labour costs and improve labour productivity); and
cooperation in workplace labour relations.

The WEF Global Competitiveness series does not directly compare labour costs, except in relation
to ‘pay and productivity’. On direct costs, other data sources suggest Australian labour costs are
relatively high. The Conference Board database indicates that in 2012, Australia had the third
highest average hourly labour costs in manufacturing (see Chart 9). 2012 was, however, a year in
which the Australian dollar was at a high level. On a PPP basis, Australian manufacturing labour
costs look lower, but are still among the highest globally. Similarly, OECD data show that
Australia’s national minimum wage were the second highest in the world in 2013 (second only to
Luxembourg), on a PPP basis (see Chart 10).

Chart 8: Australia’s global ranking on selected labour market indicators

Source: WEF Global Competitiveness Reports
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Chart 9: Average hourly labour costs in manufacturing, US$, 2012

Source: Conference Board, International Labor Statistics database.

Chart 10: National minimum wage, purchasing power parity (PPP) basis

Source: OECD, Stat database (data to March 2013).

Level of competition: AWRS results

In the Australian Workplace Relations Survey 2014 (AWRS), First Findings Report, over 70% of
employers reported being under ‘Intense Competition’ or ‘Strong Competition’. Only 6.5% of
employers reported ‘Limited Competition’.
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Business profitability: AWR results

In the AWRS First Findings Report, close to half of employers (45.7%) indicated that profitability
had decreased in the last financial year compared to the previous year, with 37.2% indicating
increased profitability and 17.1% indicating the same profitability.

3. Key trends in the Australian labour market
Employment, unemployment, under-employment and participation

The following trends in the Australian labour market set out the broad context in considering
Australia’s minimum wage and its potential effects on labour market efficiency and equity:

 Total employment growth has been weak since 2011, with annual growth rates of 1.3% or
less since September 2011 (trend). This equates to monthly net jobs growth numbers of
15,000 to 18,000 at best, compared with net jobs growth that regularly exceeded 30,000
per month in the decade up to 2011 (see Chart 11). Recent job ads numbers (e.g. from ANZ
Bank and SEEK) suggest employment growth may pick up in the second half of 2015, albeit
slowly.

 Part-time work is rising. As of February 2015, part-time work (defined by the ABS as less
than 35 hours per week) had reached 30.8% of the workforce (trend), the highest rate
recorded in the current labour force data series (see Chart 12). And of the 363,000 net
additions to the workforce in the three years to February 2015, 250,000 (69%) were part-
time. On the demand side, this increase in part-time work relate to the industry mix, with
stronger labour demand from industries that have higher needs for shift work, part-time
work and flexible arrangements. On the supply side, increased workforce participation
among women with childcare responsibilities and older people means that more workers
prefer to work part-time rather than full-time or not at all, than in the past. Indeed, the
flipside of the latest available data on under-employment (see below) suggests that up to
70% of those currently working part-time are not able or available to work more hours.

 Unemployment numbers and the unemployment rate are trending higher. As of February
2015, the unemployment rate was 6.3% (trend, highest since July 2002) and the number of
active jobseekers had reached 781,600 (trend), the highest such number since April 1997.

 A further 8.7% of the workforce were ‘under-employed’ in February 2015 (that is, in work
but willing and able to work more hours) (trend). This is the highest such rate in the history
of this data series, dating back to 1978. This rise in under-employment is directly related to
the rise in part-time work as a proportion of the labour force. Within the part-time
workforce, the proportion of workers who are reported to be underemployed had been
relatively stable at around 26%, from 2009 to 2014, but rising to 29% in February 2015. The
converse of this seemingly high under-employment number implies that the majority of
part-time workers – around 70% in Feb 2015 and up to 75% during the five years to 2014 –
are not willing and/or able to work more hours than their current employment.
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 The participation rate is drifting lower as the population ages. It has, however, fallen by a
greater margin for men over the past three years than it has for women. This suggests a
cyclical effect may be at play, leading to greater numbers of ‘discouraged workers’ among
men than among women. Calculations based on recent participation rates suggest that up
to 150,000 men may have dropped out of the labour force as ‘discouraged workers’ since
2010, versus around 28,000 women (Chart 13). This disparity in labour force experiences
may reflect the trends in demand for part-time work and demand across industries, as
noted above. It might also reflect different responses to reduced demand, such that
women are more likely to become ‘underemployed’ while men are more likely to withdraw
from the labour market completely, as demand for their particular skill set declines.

 The national employment to population ratio fell to 60.6% in February 2015 (trend), its
lowest rate since December 2004.

Chart 11: Employment, labour force and unemployment growth (trend)

Source: ABS, Labour Force Australia, to Feb 2015
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Chart 12: Full time and part time work (trend)

Source: ABS, Labour Force Australia, to Feb 2015

Chart 13: Labour market participation rates, by sex (trend)

Source: ABS, Labour Force Australia, to Feb 2015

Employment trends by industry

Employment has been growing more strongly in services sectors than in industrial sectors for
some time.

Healthcare and social services is Australia’s single largest employing sector, with just under 1.4
million employees as of February 2015, equal to 12% of the workforce, or 1 in 12 workers
nationwide (trend, Chart 14). Health sector employment grew by an average of 3.8% p.a. over the
decade to 2014, adding an average of 43,300 workers each year. This industry has the highest
proportion of female workers in Australia, at 78% of the workforce in 2014. It also has one of the
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highest rates of part-time work, with around 45% of healthcare workers working part-time
(ranging from 35% in hospitals to 57% in residential care services). Actual hours of work per
employee in healthcare averaged 28.7 hours per week as of November 2014, versus the all-
industry average of 33.3 hours. This indicates similar average weekly work hours and part-time
work proportions in healthcare as in retail trade and hospitality. Over the five years to the end of
2014, 24% (190,000 jobs) of the 797,000 net additions to the workforce were in healthcare.

The second-largest sector for employment growth over the past five years has been professional
services, which added 124,000 jobs in the five years to the end of 2014, or 15% of total net
employment additions over that period. Professional services employees work 35.6 hours per
week on average and earn above-average salaries. Other relatively large industries that employ
large numbers of part-time workers - retail trade and hospitality – have also grown relatively
strongly in recent years. These two industries increased their employment numbers by 74,000 and
70,000 respectively over the five years to the end of 2014, accounting for 9.3% and 8.7% of total
net employment growth over that period.

Chart 14: Industry employment, 2005 and 2015 (trend)

Source: ABS, Labour Force Australia, detailed quarterly, to Feb 2015

The dominance of these four sectors in recent employment growth (collectively accounting for
58% of net employment growth over the five years to Nov 2014) means that their labour demand
characteristics go a long way to explaining recent trends in headline employment, including the
rising share of part-time and female workers. Healthcare also has large flexibility requirements,
due to the round-the-clock nature of many of the health and welfare services that are required.
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Recent data from Ai Group’s Australian PSI suggests employment demand across the services
sectors (excluding public administration) is accelerating mildly in 2015 (see Chart 15). This tallies
with Ai Group’s latest annual Business Prospects survey for 2015, which indicate that on a
weighted industry basis, Australian CEOs expect mildly higher employment in 2015, with 34% of
CEOs planning to increase their employee numbers in 2015 but 22% planning to reduce them. The
remaining CEOs (44%) do not plan to change their employment numbers. All of this gain will occur
in the services sectors, with the majority of CEOS in other surveyed industries (manufacturing,
construction and mining services) expecting to reduce employment in 2015 (Chart 16).

Chart 15: Australian PSI® employment sub-index and ABS services employment

Source: Ai Group Australian PSI and ABS, Labour Force Australia, detailed quarterly, to Feb 2015

Chart 16: Expected change in employment in 2015

Source: Ai Group, Business Prospects 2015.
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Among Australia’s largest employing sectors, manufacturing stands out as the epicentre of labour
shedding over the past decade, with an especially large plunge over the past three years (Chart
17). In total, manufacturing has shed 147,700 positions since 2008 (equivalent to around 14% of
its 2008 workforce), including 80,000 jobs gone in the three years to November 2014. A very slight
recovery – 3,000 more positions – was evident in the three months of February 2015 (trend), but
this still represented 17,000 fewer manufacturing jobs than a year earlier (trend). Around three
quarters of manufacturing workers were male in 2014, and in 2013 19% were aged over 55 years
(versus 17% for all industries). This workforce profile, together with this ongoing trend toward
labour shedding, may help to explain why so many more men (up to 150,000) than women (up to
28,000) have ‘dropped out’ of the labour force in the past five years.

Recent results from Ai Group’s Australian PMI and from our 2015 Business Prospects Survey
suggest the reduction in manufacturing employment is likely to continue throughout the
remainder of 2015 (and without the temporary recovery in employment numbers seen in the ABS
data in early 2014), due to factors including: the withdrawal of automotive manufacturing in
Australia; tepid local investment in machinery and equipment; and ongoing challenges from global
trading conditions and global supply chains in metals, machinery and non-automotive transport
equipment manufacturing (Charts 17 and 18).

Chart 17: Manufacturing employment and total hours worked (trend)

Source: ABS, Labour Force Australia, detailed quarterly, to Feb 2015
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Chart 18: Australian PMI® employment sub-index and ABS manufacturing
employment

Source: Ai Group Australian PSI and ABS, Labour Force Australia, detailed quarterly, to Feb 2015

Employment trends in weekly work hours

Reflecting the employment trends discussed above, the weekly work hours bracket that has
shown the strongest growth over the past decade (and more) has been the 16 to 29 hours per
week bracket, which approximately equates to three work days per week. Around 15% of the
workforce worked these hours by 2012, dropping slightly to 14.7% in 2015 (12 month rolling
averages to Jan 2015, Chart 19). More detailed analysis indicates that around 22% of all female
workers worked 16 to 29 hours per week in 2014, as did 9% of men (Chart 20).

At the other end of the working week, a smaller proportion of the workforce now work extremely
long work hours, with 7.8% of the workforce doing 50-59 hours per week and 6.6% doing 60+
hours per week in 2015, down from peaks of 9.7% and 9.0% respectively in the year 2000 (12
month rolling averages to Jan 2015, Chart 19). As in the past, men were far more likely to work
long weekly hours than women in 2014 (Chart 20).
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Chart 19: Average actual work hours, proportion of total workforce

Part-time work hours Full time work hours

Source: ABS, Labour Force Australia, to Feb 2015

Chart 20: Average actual work hours, by sex (2014)

* ‘0 hours’ indicates workers who were employed but did not work in the reference week due to leave or illness.
Source: ABS, Labour Force Australia, to Oct 2014

4. Key trends in Australian wages and inflation
The latest available ABS data on wages (WPI) and inflation (CPI) show that prices for goods,
services and labour have been decelerating across the Australian economy over the past five years
(Chart 19). As of December 2014, headline CPI had decelerated to just 1.7% p.a., which is well
below the RBA’s target band for the CPI of 2 to 3% on average, over the course of the cycle. Even
core inflation, which strips out prices for the more volatile items such as food and fuel (that fell in
Q4 2014) is in the lower portion of the RBA range, at 2.3 p.a. In the same quarter, private sector
WPI growth remained at 2.5% p.a., approximately the same as it has been since Q4 2013.

Across the major industry groups, all industries experienced WPI growth in excess of headline CPI
in Q4 2014, with most experiencing WPI growth in excess of core CPI (Chart 20). Only one industry
- the relatively small ‘arts and recreational services’ - experienced WPI growth in excess of its own
decade-average in Q4 2014. All other industries are seeing further moderation in wage pressures.
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Chart 21: Wage (WPI) and inflation (CPI) indexes, annual growth rates

Sources: ABS, Wage Price Index and Consumer Price Index, to Dec 2014

Chart 22: Wage indexes (WPI) by major industry, annual growth rates

Source: ABS, Wage Price Index, to Dec 2014

5. 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).
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Reductions in the quantity of work available are particularly a risk in the case of employees of
businesses that 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. Similarly businesses supplying goods and services for
which demand is highly sensitive to changes in prices, will also experience strong inhibitions
against raising prices to recover costs. For businesses in these categories, a lift in minimum wage
rates may well result in reduced levels of output and employment or even closures of operations
to the detriment of employees.

Fairness in the context of determining and maintaining a fair and relevant safety net for
employees should also take into account not just existing employees, but also potential employees
whose opportunities of finding work are likely to be reduced as minimum wages edge higher. This
applies to potential new entrants into the labour force; people actively looking for work; and
people who, because of the current weakness of the labour market, have been temporarily
discouraged from actively looking for work.

It is highly relevant therefore that, as pointed out in Section 3 above, the current labour market is
very weak as evidenced by the following data.

 As of February 2015, the unemployment rate was 6.3% (in trend terms and the highest
since July 2002) and the number of active jobseekers had reached 781,600, the highest
such number since April 1997.

 A further 8.7% of the workforce were ‘under-employed’ in February 2015 (that is, in work
but willing and able to work more hours). This is the highest such rate in the history of this
data series, dating back to 1978.

 Up to 178,000 people appear to have dropped out of the labour force as ‘discouraged
workers’ since 2010.

6. 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.
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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 childcare, 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. Notwithstanding the rhetoric
surrounding the 2014-15 Budget, of enacted measures, the one with most impact on relative living
standards would appear to be the three-year income tax surcharge on higher incomes.

In this section we also inject into the considerations of the Panel, a comparison of Australian
minimum wage levels with those 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.

Changes to taxation and income support arrangements

Notwithstanding the range of measures announced in the 2014-15 Budget and the reactions to
them, the major enacted Budget change impacting on relative living standards in Australia is the
temporary Budget Repair levy of 2 per cent on individuals’ taxable income above $180,000. This
levy took effect from 1 July 2014 and will remain in place until 30 June 2017. While this measure
will not raise absolute living standards for lower income earners, it will raise lower income
households’ disposable incomes relative to those of higher income households.

Changes to income support arrangements that have taken effect such as the removal of
indexation of the Energy Supplement (formerly the Clean Energy Supplement); capping of Child
Care Fee Assistance; and changes to Family Tax Benefit for middle income and larger families have
relatively small impacts on particular classes of households.
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A more general, though similarly small impact stems from the re-introduction of the indexation of
fuel excise with increases in excise rates effective from November 2014 and February 2015.

In announcing the measure the Minister for Finance estimated that:3

“for a typical household, which consumes 50 litres of fuel per week, the estimated price
impact of this fuel excise indexation will be about 40 cents per week by the end of 2014-
15.”

The impact of these small changes to fuel costs on relative living standards is far from clear cut
with the measure impacting across the income spectrum.

In view of the relatively small size and generally narrow scope of the changes to income tax and
income support arrangements, there does not appear to be a case this year for the Commission to
make any adjustments to the minimum wage changes that it would otherwise make.

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 23.

3 Media Release, 28 October, 2014, Senator the Hon Mathias Cormann, Minister for Finance and Acting Assistant
Treasurer.
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Chart 23: Comparison of Minimum Wages across the OECD in 2013
($US Purchasing Power Parity Basis)

Source: OECD StatExtracts, Real Minimum Wages, extracted 25 March 2015.

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 58 per cent higher than
the average of the comparator group. The purchasing power of minimum wages in Australia in
2013 was 27 per cent higher than in Canada, 14 per cent higher than in New Zealand, 25 per cent
higher than in the UK and 38 per cent higher than in the US.

The comparison presented in Chart 24, is of minimum wages relative to average wages for full
time employees across OECD countries in 2013 which is the latest year for which comparisons are
available.
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Chart 24: Comparison of OECD Minimum Wage levels Relative to
Average Wages 2013

Source: OECD StatExtracts, Real Minimum Wages, extracted 25 March 2015.

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 38.4 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.
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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.

7. Promoting social inclusion through increased
workforce participation

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 financial means by which people
can participate 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 from existing levels. However, further encouraging people to seek to participate in the
workforce or to 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, in February 2015:

 A total of 1,854,400 4 members of the workforce were either unemployed or
underemployed;

4 ABS 6202.0 Labour Force Australia, February 2015, March 2015.
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 This is an increase of more than 11 per cent in the number of people unemployed or
underemployed over the preceding year;

 It implies that no less than 15.1 per cent, or one in every 6.6 members of the workforce, is
currently either unemployed or underemployed;

 An additional number of people - approximately 200,000 - 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.

These data do not suggest there is a pool of potential labour just 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 demand at current wage rates.

As we said in our submission last year when the indicators of labour market slack were less weak
than this year, in the environment of a weak labour market 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. While not attributing the entire additional weakness of the
labour market to last year’s large increase in minimum wages, certainly our concern that a large
wage increase could add to labour market weakness to the detriment of social inclusion has been
reinforced by the further deterioration of the labour market over the past year.

Minimum wage rates, participation in paid work and social inclusion

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

 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.

 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.
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Unemployment and underemployment

There is unambiguous evidence that the current state of the labour market is characterised by a
surplus of supply relative to demand. The latest data from the Australian Bureau of Statistics is
presented in the table below.5

Table 2: Deterioration of the Labour Market from February 2014 to February 2015

Feb 2015 Feb 2014 Change

Unemployment 781,600 722,000 +8.3%

Unemployment rate 6.3% 5.9% +0.4pts

Underemployment 1,072,800 947,800 +13.2%

Underemployment rate 8.7% 7.8% +0.9pts

Labour force underutilization rate 15.1% 13.7% +1.4pts

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 1,854,400 people (15.1 per cent or one in every 6.2 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.

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.

8. Encouraging collective bargaining
It is important that the level of increase in minimum wages awarded by the Panel does not limit
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 the ABS, Employee Earnings
and Hours, Australia (6306.0, released January 2015), in May 2014 the methods of wage setting
for all employees were:

 41.1 per cent – collective agreement;

5 ABS 6202.0 Labour Force Australia, February 2015, March 2015 (all data above measured in trend terms).
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 36.6 per cent – individual arrangement;

 18.8 per cent – award only (up from 16.1 per cent in May 2012);

 3.4 per cent – owner managers.6

On 22 January the Department of Employment released its report on Trends in Federal Enterprise
Bargaining for the September 2014 quarter. Average annualised wage increases (AAWI) are
summarised in the following table.

Industry Sector or Type of Agreement AAWI (%) Sept 2014
All sectors 3.5
Private sector 3.4
Manufacturing 2.9
Union/s covered 3.5

No Union/s covered 2.9

At paragraph [472] of the Annual Wage Review 2013-14 Decision, the Panel stated:

“[472] The research does not reveal any particular relationship between minimum
award increases and the incentive to bargain. Instead it points to a complex mix of
factors that may contribute to employee and employer decision-making about
whether or not to bargain.”

While we understand the reason why the Panel has come to the above view it is not consistent
with Ai Group’s experiences in assisting a very large number of employers to negotiate enterprise
agreements. In our experience, the level of minimum wage increase awarded in the most recent
Annual Wage Review does have a significant impact upon employee and union claims and
expectations in enterprise bargaining negotiations.

This is an area where further research would be beneficial.

9. 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.

6 Australian Bureau of Statistics, May 2012, Employee Earnings and Hours report (6306.0), released on 23 January
2013.
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Ai Group supports the principle of equal remuneration for work of equal 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 2013-2014 Decision, the Panel said:

“[491] We agree with those submissions which suggested minimum wages are likely to
have only a modest impact on addressing the overall gender pay gap. In our view, other
mechanisms available under the Act, such as bargaining and equal remuneration
provisions, provide a more direct means of addressing these issues.”

Ai Group agrees with the above findings of the Panel.

10. Superannuation
Recent and scheduled Superannuation Guarantee increases

The Superannuation Guarantee (Administration) Amendment Act 2012 amended the
Superannuation Guarantee (Administration) Act 1992 to increase the Superannuation Guarantee
(SG) from 9 per cent to 9.25 per cent on 1 July 2013 and to 9.5 per cent on 1 July 2014, with
further annual increases scheduled until the SG had reached 12 per cent on 1 July 2019. However,
after the SG increased to 9.5 per cent on 1 July 2014, the Superannuation Guarantee
(Administration) Act 1992 was further amended by Parliament through the Mineral Resource Rent
Tax Repeal and Other Measures Act 2014 to include the following schedule of increases in section
19 of the Act:

Charge percentage (unless reduced under section 22 or 23)
Item Column 1

Year
Column 2
Charge percentage

1 Year starting on 1 July 2013 9.25
2 Year starting on 1 July 2014 9.5
3 Year starting on 1 July 2015 9.5
4 Year starting on 1 July 2016 9.5
5 Year starting on 1 July 2017 9.5
6 Year starting on 1 July 2018 9.5
7 Year starting on 1 July 2019 9.5
8 Year starting on 1 July 2020 9.5
9 Year starting on 1 July 2021 10
10 Year starting on 1 July 2022 10.5
11 Year starting on 1 July 2023 11
12 Year starting on 1 July 2024 11.5
13 Year starting on or after 1 July 2025 12

In the Annual Wage Review 2012-13 there was a major focus on superannuation. 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 the Panel would have otherwise awarded by 0.25
per cent to offset the SG increase. The Panel concluded:
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“[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 its Annual Wage Review 2013-14 Decision, the Panel reached a similar conclusion:

“[285] For the reasons given in the 2012–13 Review decision we have decided to take
the scheduled 0.25 per cent increase in the SG rate into account in our determination of
the level of any minimum wage increase.”

While there are no scheduled SG increases this year, we urge the Panel to remain mindful that the
9.5 per cent SG is a very substantial labour cost impost which should not be overlooked when
deciding what level of increase is appropriate this year.

Union claim for awards to include an additional 0.5 per cent increase

The unions have announced that they will be pursuing the inclusion of an additional 0.5 per cent
superannuation contribution obligation upon employers through variations to superannuation
clauses in awards. This proposal has no merit because:

 The unions’ apparent rationale for this claim is Parliament’s decision to implement
different phasing-in arrangements than those contained within the former Labor
Government’s Superannuation Guarantee (Administration) Amendment Act 2012. It would
be highly improper for the Commission to circumvent the obvious intention of Parliament
by disturbing the phasing-in arrangements now contained within the Superannuation
Guarantee (Administration) Act 1992, as a result of the Mineral Resource Rent Tax Repeal
and Other Measures Act 2014.

 The unions apparently intend that the award obligation would apply in addition to the
obligations in the Superannuation Guarantee (Administration) Act 1992 which, if granted,
would result in an obligation to contribute at least 12.5 per cent to superannuation from 1
July 2025.

 The proposal is unfair upon workers covered by the National Minimum Wage Order which
cannot contain superannuation provisions (see ss.294 and 295 of the FW Act).

 The FWC has a great deal of experience in dealing with applications to vary superannuation
clauses in awards. This is not a role that has ever been carried out by the Expert Panel
which conducts the Annual Wage Review, nor do the FW Act or explanatory materials for
the Act contemplate such a role.
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 The ACTU’s claim conflicts with key outcomes arising from the Australian Industrial
Relations Commission’s (AIRC’s) Superannuation Test Case Decision ((1994) 55 IR 447, Print
L5100) which was handed down in September 1994.

In the Review of Wage Fixing Principles October 1993 Decision (Print K9700) the AIRC called on the
Federal Government to convene a Conference of relevant industrial parties to address problems
associated with the relationship between award superannuation and the Superannuation
Guarantee Legislation. The Conference was chaired by the Treasury and held in March 1994.

A document entitled “Summary of Discussion, Superannuation Conference, Melbourne 28 March
1994” is attached to the Superannuation Test Case Decision, and includes the following relevant
section which highlights the problems that were occurring when superannuation contribution
obligations were included in awards as well as the Superannuation Guarantee (Administration) Act
1992:

“Contribution Rates

There was a general agreement that the SG establishes the minimum standard for
superannuation and that the current situation of different contribution levels for award
superannuation and the SG was a source of confusion and led to certain administrative
complexities.

It was agreed that the differences between the level of superannuation contribution
required by awards and the SG caused problems which should be dealt with.

There was no agreement over the way to remedy the problem with some parties
supporting an approach which had awards prescribing the SG levels while other parties
considered that an approach of referring to the SG in the award was appropriate.”

The ACTU is seeking to reinstate problematic approaches to the interaction between award

superannuation clauses and the Superannuation Guarantee (Administration) Act 1992 which were

successfully resolved more than 20 years ago.

The ACTU’s claims have no merit and need to be rejected by the Panel.

11. 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 $10.25 per week increase in the National Minimum Wage and
about 12.007 per week at the base trade level.

7 $11.94 rounded



Ai Group Submission, Annual Wage Review 2014-2015, 27 March 2015

38

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 fact that the economy is underperforming which is evident across a range of key
economic measures including GDP growth, business profitability, real incomes,
productivity, inflation, employment and investment. (See Section 2).

 Australia’s lack of global competitiveness and very high minimum wage compared to other
comparable countries. (See Section 2).

 The fact that unemployment is trending higher with the unemployment rate at 6.3% in
February 2015 (trend, highest since July 2002) and the number of active jobseekers had
reached 781,600 (trend), the highest such number since April 1997. (See Section 3)

 The fact that a further 8.7% of the workforce was ‘under-employed’ in February 2015 – the
highest such rate in the history of this data series, dating back to 1978. (See Section 3).

 The delivery of a fair and relevant minimum wage increase to employees, including low
paid employees. (See Sections 5 and 6).

 The need to promote social inclusion through increased workforce participation. (See
Section 7).

 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 ACTU’s proposal

The unions’ proposed minimum wage increase of $27 per week is unrealistic and unsustainable,
and would be unfair to those whose jobs prospects it would damage.

The interests of those in secure jobs should not be put ahead of those looking for work and those
whose jobs could be lost or hours of work reduced if the wage increase awarded by the Panel this
year is not modest.
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12. Modern award wages for junior employees,
employees to whom training arrangements apply,
employees with disability and piece workers

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.

 The minimum weekly payment (currently $80 per week) in the Supported Wage System
Schedule of awards should be adjusted to reflect any increase to the disability pension’s
income free threshold. This is consistent with the Panel’s decisions in previous years.

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

In its Annual Wage Review 2013-14 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.

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 2015.

In respect of Special National Minimum Wage 2, the minimum weekly payment (currently $80 per
week) should be adjusted to reflect any increase to the disability pension’s income free threshold.
This is consistent with the Panel’s decisions in previous years.
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14. 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 2011-12, 2012-13 and 2012-13
Annual Wage Review decisions.

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

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

In its Annual Wage Review 2013-14 Decision, the Expert Panel reached the following conclusions
and decision on special national minimum wages for award / agreement free apprentices,
consistent with Ai Group’s submissions:

“[612] Ai Group, however, submitted that the Panel should not take previous
years’ approach of setting the award/agreement free adult apprentice
minimum wage at the rate of the adult national minimum wage, but instead set
it at the rate for adult apprentices set in the Miscellaneous Award 2010 (from 1
January 2014). R&CA supported this proposed change. The ACTU submitted that
the decision to include an adult apprentice rate in the Miscellaneous Award
2010 was not intended to interfere with existing, more favourable provisions
and opposed the proposed change.

[613] We have decided to adopt the provisions of the Miscellaneous Award 2010
as the basis for the special national minimum wages for employees to whom
training arrangements apply. The national minimum wage order will incorporate,
by reference, the apprentice and NTWS provisions of that award.

[614] We also accept Ai Group’s submission that the adult apprentice national
minimum wage in the order should now be set in accordance with the
Miscellaneous Award 2010 which, since 1 January 2014, has specified a rate for
adult apprentices. Though we acknowledge that this rate is lower than the rate
previously set in the national minimum wage order we accept the Full Bench’s
conclusion in the Apprentices decision that the minimum rate for a new adult
apprentice be set (where not specified previously) at 80 per cent of the C10 or
base trade rate in the first year or stage of the apprenticeship. The order will
therefore provide that adult apprentices will have their rate set according to the
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adult apprentice rate in the Miscellaneous Award 2010. Award/agreement free
adult apprentices engaged before 1 July 2014 and who are in Year 1 of their
apprenticeship will continue on the rate set in the National Minimum Wage Order
2013 until they reach Year 2 of their apprenticeship, at which time they will
transition to the adult apprentice rate in the Miscellaneous Award 2010.”

Ai Group submits that, consistent with the above conclusions of the Panel, the wage rates
for apprentices in the Miscellaneous Award 2010 should be adopted for the purposes of the
National Minimum Wage Order 2015.

16. 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 and the National Minimum Wage 2014.

Ai Group supports the continuation of the above approach in the National Minimum Wage Order
2015.

17. 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 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.

The casual loading in the National Minimum Wage Order 2014 is 25 per cent, and a similar loading
should be reflected in the National Minimum Wage Order 2015.
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18. 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 2015 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.

19. The form of the National Minimum Wage Order
2015

In Ai Group’s experience, the form of the National Minimum Wage Order 2014 did not lead to any
significant difficulties.

We suggest that the same model be used for the National Minimum Wage Order 2015.
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