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OECD says collective bargaining across sectors and industries 
reduces wage inequality and is linked with better employment 
outcomes 

 
 
The OECD just yesterday released their flagship publication the 2018 “Employment 
Outlook”. One key chapter of the 2018 Employment Outlook is the analysis of the 
link between collective bargaining and good labour market performance. This 
chapter sheds serious doubt on the traditional held view that collective bargaining 
needs to be at the level of individual firms. Indeed, the OECD finds that coordinated 
and/or centralised models of collective bargaining achieve stronger employment 
outcomes and lower wage inequalities compared to decentralised bargaining 
systems like Australia has.  
 

These findings need to be taken seriously. When collective bargaining is concerned, 
the argument that higher inequalities are the inevitable price to pay for improved 
labour market performance can no longer be maintained. This new OECD research 
implies that policy makers should stop favouring decentralised (enterprise) 
bargaining.  

 

The conclusions from the 2018 “Employment Outlook” on collective bargaining and 
labour market performance are clear1 - countries with coordinated collective 
bargaining across industries and sectors have a superior economic performance to 
countries with fully decentralised bargaining systems2 (enterprise bargaining). 

 

Countries with coordinated collective bargaining have lower unemployment, higher 

employment, a better integration of vulnerable groups and less wage inequality. 

The full quote from the OECD report is the following; 

 

‘Bargaining systems that co-ordinate wages across sectors tend to be linked 

with lower wage inequality and better employment outcomes, including for vulnerable 

groups3’ 
 

 
																																																													
1	OECD Employment Outlook Chapter three ‘The Role of Collective Bargaining for Good Labour Market Performance’, 
2018 

2	The	OECD	classifies	Australia	at	the	moment	as	having	a	‘largely	decentralised	bargaining	system’			
3	OECD	Employment	Outlook	2018	p	18			
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Chapter 3 of the report entitled ‘The role of collective bargaining systems for good 

labour market performance’ explains that these conclusions are drawn from 

evidence using a mix of cross country and macro data; 

 
 

‘This chapter has provided new light on the role that collective bargaining can 

play for good labour market performance. By using a mix of the cross-country micro- 

and macro-data available, it has provided evidence on the role of collective 

bargaining for employment, inequality, wages and productivity. The results show that 

coordinated collective bargaining systems are associated with lower unemployment, 

higher employment, a better integration of vulnerable groups and less wage 

inequality than fully decentralised systems 4

(enterprise bargaining)’ 
 
The OECD reports there is a strong association between collective bargaining and 

lower wage inequality and that wage dispersion is highest among workers who are 
not covered by any form of collective bargaining. Similarly wage inequality is higher 
for countries with predominately firm level bargaining, like Australia, compared to 
countries with bargaining across sectors5. 

 

The report highlights that Australia’s system of bargaining, in which bargaining at 

the enterprise level is the overwhelmingly predominant form, is in fact uncommon 
amongst OECD nations. It went on to note that proper sector level bargaining which 
is a longstanding feature of the bargaining systems of many OECD countries, does 
not exist in Australia.   

 

Australia is facing a wage crisis and rising income inequality as workers real incomes 

have flat-lined. Australia’ is now suffering the worst labour income growth since the 

Great Depression6. It is clear from this analysis that having stronger, coordinated and 

industry wide collective bargaining can help address growing wage inequality and 

help to drive a stronger economy. 

 

 

																																																													
4	OECD	Employment	Outlook	2018	p	110			
5	The	OECD	reports	that	within	countries,	wage	dispersion	tends	to	be	the	highest	among	workers	who	are	not	covered	by	any	form	of	
collective	bargaining,	followed	by	firm-level	and	then	sector-level	bargaining			
6	Raising	the	Bar:	How	Government	Can	Use	its	Economic	Leverage	to	Lift	Labour	Standards	Throughout	the	Economy’,	Dr	Jim	Stanford,	
Centre	for	Future	Work,	2018,	page	1			
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The OECD produces the following diagram on how collective bargaining can impact 

on wages, the quality of the working environment and employment leading to more 

inclusive economic growth. 

Diagram: OECD shows collective bargaining can lead to more inclusive 
growth 

 

 
 

The report does note that the effect of collective bargaining depends on the 
market structure but it is clear when firms have the power to set wages and not 
take those fixed in the market (what economists call monopsony power) then 

higher bargaining power and higher wage floors can increase employment8. 
 
 
 
 
 
 

 

7  OECD Employment Outlook Chapter Three ‘The Role of Collective Bargaining for Good Labour Market Performance’, 2018 p 78 
8 if the wage floor remains at or below the marginal productivity. 
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We	elaborate	on	the	key	areas	of	the	report	below;	

 
 

1) Collective bargaining and wage coordination across industry sectors 
strengthens the resilience of the economy against economic downturns 

 
The OECD report argues that coordinated collective bargaining across industries can 

contribute to strengthening the resilience of the economy against business cycle 

downturns. 

 

This is important because currently if Australia is hit by a global financial crisis or 

domestic demand diminishes, it is labour, not capital, that absorbs most of the pain. 

Because of the very high proportion of insecure jobs with no collective bargaining, 

Australian employers can rapidly and substantially reduce their labour input and 

labour costs in a downturn. 

 

The OECD has weighed up the evidence of wage coordination across industry 

sectors and states that wage coordination across industries can strengthen the 

resilience of the labour market; 

 
‘All in all co-ordination remains a unique tool to strengthen the resilience of the 

labour market and increase the inclusiveness of collective bargaining while 

safeguarding the competitiveness of the national economy9’ 

 

If the vast majority of workers were in secure, regular full-time jobs with industry wide 

collective bargaining Australia would be more resilient to economic shocks. 

 

2) The relationship between wage growth and unemployment has changed 
 
The OECD has produced empirical analysis which demonstrates that the relationship 

between wages and employment has altered. What the graph overleaf shows is that, 

when compared to past decades, across the OECD, for any level of unemployment, 

wage growth will be lower. This is important because conservatives argue we should 
 

 

 
 
 
 

9 OECD Employment Outlook Chapter Four ‘The Role of Collective Bargaining for Good Labour Market Performance’, 2018 p 109 
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be patient, sit tight, and over time economic growth will lead to a tighter labour 

market and wages will rebound. 

 

The relationship between unemployment and wage growth is what economists refer 

to as the ‘Phillips Curve’. The 2018 Employment Outlook reports that OECD-wide, 

there has been a clear shift of the Phillips curve following the crisis (we can see this 

in the diagram overleaf).  

The OECD has demonstrated that  the expected rate of wage growth associated 

with any level of unemployment is now significantly lower than in previous decades. 

It is apparent that while reducing unemployment and underemployment remains 

critical this will not be sufficient to generate real wage growth that matches 

productivity growth and keeps the share of national income going to labour and 

capital on an even keel.   

This is important because in order to achieve stronger wage growth Australia should 

not sit back, wait and rely solely on achieving lower unemployment (though lower 

unemployment is important). In order to get wage growth back to normal pre GFC 

levels we need to be proactive and change our broken industrial relations system to 

give workers more power. 

Graph: OECD says there has been shift in the Wage-Phillips curve to the left 
across the OECD 
 
 

 
Note: Wage-Phillips curves: Relationship between nominal wage growth and change in the unemploymnet rate 
selected countires, Q1 2000 –Q4 2017
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3) There has been unprecedented wage stagnation across OECD countries 
 
The OECD report highlights in the graph below that the slowdown in wage growth 

has been widely felt across OECD countries.  As we cans see below Australia is 

facing close to record low wage growth and is below the OECD average; 
 
 

 
 
 

 
 
 
Workers are struggling to pay the bills and make ends meet in the current economic 

environment. It is clear that leaving wage growth to magically rebound by market 

forces will not work. Australia has a structural problem.  

 

4) Australia has some of the highest levels of underemployment in the 
OECD 

Australia has a very significant level of involuntary part employment compared and is 

above the OECD average. Australia has over 1 million workers who are 

underemployed suggesting there is still significant spare capacity in the labour 

market. 
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Graph: Involuntary part time employment in OECD countries 
 

 
 

 
 
 

5) OECD says Labour productivity gains no longer translate into wage 
growth 

 
 
The OECD has made a point of noting that across OECD countries wage growth and 

labour productivity has ‘decoupled’. Meaning that as labour productivity has 

continued to increase but wages have not kept up. The report states the following; 

 
“Real wage gains are the most direct mechanism through which productivity gains 

are transmitted to workers, but over the past two decades real median wage growth in most 
OECD countries has decoupled from labour productivity growth. This reflects declines in 
labour shares – the decoupling of average wages from productivity – and increases in wage 
inequality – the decoupling of median wages from average wages. In contrast to 
previous decades, productivity gains no longer appear to translate into broadly shared wage 
gains for all workers10” 

 
 
 
This is exactly what is happening in Australia. Labour productivity is rising on trend 

but the gains are not being shared with workers. As Dr. Jim Stanford from The 

Centre for Future Work has shown in the graph below; 
 

 
 
 
 

10  Ibid Page 49 
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Graph: Australian Real Wages and Productivity, 2000-201711 
 

 
 
 
Conclusions 

Australia is rapidly changing and is now bearing an even greater resemblance to 

some of the worst aspects of American society. In both countries workers have been 

waiting many years for a decent pay rise, income inequality is at record levels, 

working hours are long or unpredictable, penalty rates are being cut or do not exist 

and our industrial relations system is broken. 

 

The 2018 OECD Employment Outlook provides further evidence that Australia 

desperately needs to change course. The OECD has made clear that coordinated 

sector and industry wide collective bargaining can lead to a more inclusive growth 

and lower wage inequality. The government needs a proactive and comprehensive 

wages policy if Australia is to return to normal levels of wage growth. Waiting for 

wage growth to magically rebound through market forces is no longer an option. 
 
 
 

 

 
 
 
 

11 ‘Raising	the	Bar:	How	Government	Can	Use	its	Economic	Leverage	to	Lift	Labour	Standards	Throughout	the	
Economy’,	Dr	Jim	Stanford,	Centre	for	Future	Work,	2018	
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