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1. Introduction and Overview

1. The ACTU is the peak body for Australian unions and is the only national union
confederation in Australia. For more than 90 years, the ACTU has played the leading role

in advocating for the rights and conditions of working people and their families.

2. The ACTU is made up of 39 affiliated unions and trades and labour councils, and we
represent almost 2 million working people across all industries. Our peak governing body
is our triennial Congress, which comprises union representatives from “shop floor”
delegates to national officials. More than 1,000 delegates attended our 2018 Congress,

which democratically adopted the following position:

“Congress affirms the need for a national living wage. A living wage should reduce
poverty and inequality, improve the absolute and relative living standards for award

dependent workers and reduce the gap between award and agreement rates of pay.

Congress affirms that the National Minimum Wage (NMW) ought to be set at a level
that provides a living wage. Congress commits to the pursuit of a NMW which is a
living wage at 60% of the full-time median wage as the means of achieving this
objective, with the Commission hearing applications to have NWM wage movements

reflected in awards.

Congress believes that the NMW should move annually. There should be a return to
an arbitrated national wage case heard by the Commission. The NMW should flow on

to all workers through the award system.

Congress also recognises that the living standards of low paid workers are particularly
reliant on the social wage, which includes tax and social security policy and the
provision of public services including health, education, housing and transport.
Congress will campaign for social wage improvements to lift the living standards of
low income households, as a complement to - but not substitution for - real

increases in Award rates and a minimum wage that is a living wage.” 1

1 ACTU (2018), Policies ACTU Congress 2018, 6 — Industrial Relations, at [10]-[13].



3. We recognise that the Panel has rejected the notion that it can adopt a position such as
that adopted by our Congress, either as a target? or as an immediate outcome in Annual
Wage Reviews3. This is a consequence of the law that binds how the Panel must make its
decisions, and we make no claim that Panel is in any position to change its approach. We
are similarly bound, and proudly so, by our undertaking to all those we represent to pursue
the objectives democratically and (for the moment) freely determined by them during our

Congress.

4. Reconciling our position with the approach the Panel is required to take leads us to seek
an increase to the minimum wage and modern award minimum wages which is compatible
with the statutory criteria but which also marks progress toward the objectives determined

by the working people we represent.

1.1 Meaningful progress

5. Median full-time earnings in Australia as at August 2019, as measured by the Australian
Bureau of Statistics’ Characteristics of Employment series# is $1375.00. In Table 1
below, we set out a claim which would make progress toward achieving our objective
through a uniform percentage increase to the minimum wage and modern award minimum
wages. An increase of 4% would in our view be the minimum required to ensure any
meaningful margin of progress is made toward that goal at all when re-examined next year.
This is due to the recursive nature of the goal, the influence of wage growth in the

bargained sector and our desire to ensure an increase in real terms.

2[2017] FWCFB 1931
3 [2018] FWCFB 3500 at [104]
4 Cat no. 633.0



Table 1: 4% increase

Award classification Current Proposed rates
rates

Weekly Hourly Weekly Hourly % increase Weekly » !-Iourly 3

increase increase
NMW/C14 740.80 19.49 770.43 20.27 4.0 29.63 0.78
C13 762.10 20.06 792.58 20.86 4.0 30.48 0.80
C12 791.30 20.82 822.95 21.65 4.0 31.65 0.83
C11 818.50 21.54 851.24 22.40 4.0 32.74 0.86
C10 862.50 22.70 897.00 23.61 4.0 34.50 0.91
c9 889.50 23.41 925.08 24.35 4.0 35.58 0.94
c8 916.60 24.12 953.26 25.08 4.0 36.66 0.96
c7 941.10 24.77 978.74 25.76 4.0 37.64 0.99
cé 988.80 26.02 1028.35 27.06 4.0 39.55 1.04
c5 1009.00 26.55 1049.36 27.61 4.0 40.36 1.06
ca 1036.10 27.27 1077.54 28.36 4.0 41.44 1.09
c3 1090.40 28.69 1134.02 29.84 4.0 43.62 1.15
C2(a) 1117.60 29.41 1162.30 30.59 4.0 44.70 1.18
C2(b) 1166.40 30.69 1213.06 31.92 4.0 46.66 1.23

1.2 Compatibility

6. The remainder of our submission seeks to address the elements of the modern awards

objective5 and the minimum wage objective® so as to satisfy the Panel that a real and

meaningful increase to the minimum wage and modern award minimum wages is fair,

relevant, necessary and appropriate.

7. Inthe ACTU’s view the current situation and the uncertainty surrounding how it progresses

should not be a deterrent to an increase in the minimum wage and awards. On the contrary

the minimum wage increase would both provide a stimulus and offer some long term

5 Fair Work Act 2009, s. 134
6 Fair Work Act 20009, s. 284




certainty in regard to income flows, especially for the low paid. The ACTU notes that the
government model of offering stimulus tranches is a recognition that stimulus works.
Offering a decent minimum wage increase is particularly efficient in this regard as it both
serves the current circumstance and offers better security of income in future. It delivers
income particularly to lower paid workers who will spend it all. It improves sales for

business. It improves employment.

We present a considerable amount of data, research and commentary in this submission
in support of the position we put on behalf of those we represent. Without wishing to
serve as substitute for a more detailed examination of that material, we consider that the
following observations drawn from it are particularly pertinent to the Panel’s task in this
Review:

a. The most recent data on award reliance shows that more than one in five employed
persons in Australia were paid the lowest wage that they may legally be paid. A
majority of those workers would have those wages determined in the Federal
System, through the decisions of the Panel. For those workers that are award
reliant, the decisions of the Panel constitute not only a safety net but, by definition,
also a cap. This reality must inform what constitutes a “fair and relevant safety
net”, as referred to in the Fair Work Act 2009.

b. The Australian economy grew in the year to December 2.2%, barely different to the
2.3% growth seen over the previous year, and in line with or exceeding
expectations. Most highly award dependent industry sectors saw growth in excess
of that seen at the macro level. What was visible at the macro level however was

a gap between growth and growth per capita.

c. Despite continued economic growth, wages have continued to grow at record low
rates, and consumption volume has accordingly grown by only 1.2% over the year.
This is to be expected when the wage price index exceeds the consumer price index
by only 0.4%, as was the case in the year to December 2019 (1.8% vs. 2.2%).
Those workers that are able to save some of their earnings are seeing the real

value of their savings decrease owing to poor deposit interest rates.

d. The medium term position does not look much better for workers either. Over the
last 5 years, real unit labour costs have fallen while company profits growth has
far exceeded growth in wages. In addition, the real consumer wage is lower than

it was 5 years ago, whilst the real producer wage has fallen over the last 3 years.



The most recent poorer profit showings are in our view related to the decline in

consumption growth, which itself is the natural consequence of poor wages growth.

The current circumstance is rooted in part in even longer term deteriorations in
income equality. Growth in both the minimum wage and median earnings have
lagged behind growth in GDP and GDP per capita in Australia over several decades.
In the last two decades alone, the real value of the minimum wage rose by 14%,
against 77.2% growth in the economy. In addition, Australia was one of only 6
countries in the OECD that can be shown to have a minimum wage which
deteriorated as proportion of median earnings over that period. The minimum
wage as a proportion of both median earnings and average earnings was 0.5 of a
percentage point lower at 2019 than it was a decade before at 2009. This is a
stark comparison given that the beginning of that period coincides with the effects
of global financial crisis and the minimum wage freeze implemented under the

WorkChoices legislation.

Whilst real household income per capita has been stagnant since 2011, the
equivalised household disposable income of the top quintile of earners has risen
more rapidly than that of any other quintile over the last 25 years, including seeing
rises at times when others were falling. Our tax and transfer system has become
demonstrably less effective at redistributing incomes to the two lowest two
quintiles in the income distribution over time. Indeed, Australia can be shown to
be firmly in the bottom third of OECD countries for its effectiveness at reducing
inequality through the tax and transfer system, and wage and salary income has
become a larger share of total income for households living in poverty over time.
This leaves the Panel with a very important role to play in influencing the living

standards of the lowest paid workers.

The level of financial stress among the lowest paid workers has increased since
2017 on HILDA measures, including the extent to which such workers are going
without meals, selling or pawning their possessions, are unable to pay housing
costs or are reliant on help from friends or family. Well over a quarter of low paid
employee households reported financial stress on 2018, with increases in those
suffering high or moderate stress driving the increase in the level of overall stress
compared to 2017. Low paid employee households as a group fared

demonstrably worse than all employees on financial stress measures.



The costs facing workers for essential items have also increased much faster than
the headline CPl would indicate. Over the last year alone, healthcare has increased
77.8% faster than CPI, education has increased 61.1% faster, transport has risen
55.6% faster, petrol has increased 61.1% faster, water has increased 61.1%
faster, footwear increased 88.9% faster and food & beverages increased 44.4%
faster. In addition, an increasing proportion of renters - 65% - are paying more

than 30% of their disposable income in rent, with 16% paying more than 60%.

Whilst ratios, indexes, hypothetical notions of equivalised income and average or
median wage bites are useful measures to those initiated with the analysis of
statistical data on living standards, it is equally important - if not more so - to
appreciate the real dollar differences between workers incomes at different levels
of the income distribution, and how these have changed. In 2018 dollars, workers
on a minimum wage in 1998 were $506.90 below median earnings. Twenty years
later, they were $740.80 below. Compared to the 90t percentile, the gap widened
from $1190.50 to $1876.80 over the same period.

Although there has been a prolonged period of widening distribution in incomes in
Australia, recent decisions of the Panel have assisted in preventing the gap
between the minimum wage and median wages widening. The gap grew by $3.00
(in 2018 dollars) between 2012 to 2018, having previously grown by $185 (in
2018 dollars) in the six years prior. The decision of the Panel last year resulted in

real increase in the minimum wage of 1.2%.

The performance of the labour market in the last year has continued to be strong,
making the prolonged subdued growth in market wages all the more baffling.
Employment has continued to grow even off the high base seen over the last two
years, with growth of 2.1% seen over the year to January 2020. Some highly award
dependent sectors, and some categories of workers disproportionately
represented among the award dependent workforce, saw significantly higher levels
of employment growth than that which was observed at a macro level, suggesting
recent successive increases awarded by the Panel have not been an impediment

to the growth momentum.

A minimal rise in the unemployment rate over the year to January 2020 of 0.3%
leaves unemployment at the low end of its range post the GFC, and must be viewed

in the context of sustained high participation and a growing employment to



population ratio. While our overall analysis suggests that jobs, including entry level
jobs, continued to be generated by the economy through 2019 for the cohort of
workers and industries most affected by the decisions of the Panel (in many cases
at a faster rate) , it is important for the Panel to consider the individual differences
between those workers - an exercise intrinsic to notion of setting a safety net. A
not insignificant proportion of those workers find themselves with very little control
over their entry into such employment and the hours that they work. These workers
in particular face risks as hours of work are reduced in key industries in response

to the Coronavirus.

. There is growing consensus among researchers that mandatory minimum wage

rises imposed in a range of jurisdictions and in a range of different economic
circumstances are effective in targeting low pay and are not accompanied by
disemployment effects. This consensus has been built on empirical data rather
than mere theoretical assumption. The recent experience in Australia accords with
this consensus. Whilst it is true that the body of experience which has built that
consensus has not involved a global shock of the type currently being experienced
through the dual mechanisms of the coronavirus and the simultaneous
government stimulus in response to it, the potential of wage rises to complement
that stimulus should not be discounted. This perhaps explains the decision this
month by the Government of the United Kingdom to increase their minimum wage
by 6.2%, effective from next month. The Government of New Zealand has this
month explicitly relied on the demand impacts of increasing its minimum wage in

its announcement that it will proceed with an increase of 6.7% on 1 April.”

Over the past year, the labour market is continued to grow part time jobs at a higher
rate than full time jobs, and the growth in hours worked is stronger for part time
work than full time work. The workers impacted by the Panel’s decision are
predominately working part time hours, and far more likely to be casual workers,
than workers whose pay is determined by other means. Women are also over-
represented in these groups. This means that the extent of underemployment is

important to examine in understanding these workers’ needs (and we do examine

7 u
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it in this submission), but it does not tell the full story of their needs. Whilst all
underemployed workers by definition desire additional hours, not all seek them
and not all are available to work them. The fact that some such workers do not
seek or are not available to work additional hours should not, in our submission,
be a proxy for an assumption that their incomes are adequate to meet their needs,
particularly in circumstances where single parents working part time - including
those earning a margin above the national minimum wage - still have household
disposable incomes below the 60% of median EHDI poverty line. One explanation
for a lack of availability to work more hours are unpaid work commitments, which

disproportionately fall on women. Another is the cost and availability of childcare.

0. Around 61% of the workforce directly dependant on the decision of the Panel are
women, and the most highly award dependent sectors tend to be feminised
industries. A decision of the Panel to uniformly lift minimum wages is a centrally
important mechanism for reducing the gender pay gap and addressing the gender-
based undervaluation of women’s work. The reduction in the gender pay gap
would be expected to be greater where the decision of the Panel is to award an
increase above the market rate for wage increases and it is reasonable to conclude
that the decisions of the Panel in recent years have had some positive impact in

that regard, even if they are not the sole source of change.

p. Taking a longer term view of gender inequality in earnings, particularly in the light
of the increased workforce participation of women, the extent of improvement in
closing the gender pay gap is disappointing. A longer term view also needs to
factor in the cumulative impact of earnings inequality on women’s income security
in retirement, with average superannuation balances for women at retirement
being 42% less than those for men. This clearly intersects with the requirement to

consider fairness and social inclusion through increased workforce participation.

9. We trust the Panel finds our submission of assistance in its deliberations.



2. Promoting social inclusion through increased workforce participation.

10. Past decisions of the Panel have confirmed the obligation in sections 134(1)(c) and
284(1)(b) of the Act to “take into account... the need to promote social inclusion through
increased workforce participation” require the Panel to consider the potential employment
impacts of any increase to the NMW and modern award minimum wages. Whilst the
decision in last year's Review acknowledged that there existed opposing theory concerning
how minimum wages impacted employment, it expressed a greater interest in empirical
research regarding these impacts both generally and specifically in relation to the

increases the Panel had granted in the past.s

11. In this Chapter, we review the performance of the labour market by reference to the usual
indicators and comment on its likely influences (forecasts are found in Section 3.1 of
Chapter 3). We additionally review research on the interaction between minimum wages
and employment. Prior decisions of the Panel have acknowledged that the consideration
of social inclusion and workforce participation also involves an examination of the extent
to which minimum rates of pay impact upon the capacity of employees to engage in
community life and participate in society. Matters relevant to such consideration are

discussed in Chapter 4.

12. We contend that the material reviewed in this Chapter provides no basis for the Panel to
depart from its established view that modest and regular minimum wages increase do not
result in disemployment effects or inhibit workforce participation. Further, we suggest
that the increases granted over the previous 3 Reviews have not, cumulatively or
individually, caused identifiable disemployment effects. Finally, we note that recent
international research supports the notion that increases above the magnitude of those
granted by the Panel in recent years would not have adverse effects on the labour market

in terms of reducing employment or of increasing unemployment.

13. Irrespective of whether the Panel shares our conclusions on these matters, it would be
remiss of us not to highlight that the general point that the Panel has made about being

conscious of the need to take account all of the statutory considerations and not elevate

8 [2019] FWCFB 3500 at [190] — [195]



or give primacy to any one consideration. Whilst this point has arisen for discussion in the
context of “relative living standards and the needs of the low paid” in past decisions9, it is
self-evidently applicable to all of the considerations which the Panel is compelled to take
into account, including economic considerations such as “the need to promote social
inclusion through increased workforce participation”. Indeed, a Full Bench of the

Commission has recently observed:

“As mentioned earlier, it is the modern awards objective which is central to our
consideration of the claims. The modern awards objective is to ‘ensure that modern
awards, together with the National Employment Standards, provide a fair and relevant
minimum safety net of terms and conditions’, taking into account the s.134
considerations. The importance of the modern awards objective is emphasised by the
terms of 5.138.

The proposition advanced by Ai Group seeks, in essence, to elevate one set of
considerations — the impact on business and employment costs — above all others. So
much is clear from the submission that the constraints placed on employers by the
operation of the NDIS should ‘form the cornerstone’ of our consideration of the
proposed variations leading to ‘the inevitable conclusion’ that the claims be dismissed.
We reject the proposition advanced. The obligation to take the s.134 considerations into
account means that each of these matters, insofar as they are relevant, must be treated
as a matter of significance in the decision making process. And, as we have mentioned,
no particular primacy is attached to any of the s.134 considerations.

We accept that the impact of granting the claims on business and on employment costs
is a relevant consideration and weighs against making the variations proposed by the
Unions. But we reject the notion that the constraints placed on employers by the NDIS

funding arrangements should be given determinative weight.”°

9 [2018] FWCFB 3500 at [25]-[26], [2017] FWCFB 1931 at [66], [2017] FWCFB 3500 at [155].
10 [2019] FWCFB 6067 at [133]-[136]



2.1  Employment

14. Growth in employment has continued apace since the last review. Overall Employment
growth in the year to December 2019, on trend figures, remained healthy at 2.1% and well
above ten year averages, as seen in Figure 1 below.11 This is confirmed by Chart 6.3 of
the Statistical Report - Annual Wage Review 2019-20 (hereafter, ‘Statistical Report’).12
The small deficit compared to the 5 year average is explicable by the remarkable growth
observed in the year to 2018 (notably a year in which 3.3% to the NMW and modern award

minimum wages took place).

Figure 1: Growth in Employment (%), year to January, 2010-2020

4
3.5
3
2.5
2
15
1

0.5

Jan-10 Jan-11 Jan-12 Jan-13 Jan-14 Jan-15 Jan-16 Jan-17 Jan-18 Jan-19 Jan-20

Growth (%) 5 year average to 2020 eeececee 10 year average to 2020

Source: ABS 6202.0 (Jan 2020), Trend

15. The general pattern of employment growth observed over the last 5 years is largely
replicated in youth employment growth, with the outcome of slightly weaker growth at
present just within the bounds set by the 5 and 10 year averages. This is seen in Figure 2

below.

11 ABS 6202, trend
12 v1p.26



Figure 2: Growth in Youth Employment (%), 2010-2020
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16. The rate of growth of employment by type of employment over the same period is seen in

Figure 3 and Figure 4 below.

Figure 3: Growth in Full Time Employment (%), year to January, 2010-20
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Figure 4: Growth in Part Time Employment (%), year to January, 2010-2020
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17. As has been common over the last decade, the rate of growth of part time employment
has outpaced the growth of full-time employment. The most recent observations indicate
that whilst part time employment growth has performed better than its 5 year average, the
reverse is the case for full time employment growth. We would however suggest that the
negative conclusions that might otherwise be drawn from that need to be tempered by
participation measures, which we refer to later in this Chapter. Further, the trend toward
a weakening share of full-time employment (as seen in Figure 5 below) is longstanding

and, we would submit, structural in origin.

Figure 5: Full time employment share (%), 2010-2020
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Source: ABS 6202.0 (Jan 2020), Trend

18. There is no evidence of a pattern of higher or lower employment growth rates for groups
known to be predominantly award dependent, i.e. females and part time workers,
compared with the rest. This is shown in Figure 6 below. Slower employment growth in
more award dependent groups would of course not be conclusive evidence that the
decisions of the Panel in recent years (which had outpaced general market wage growth)
had produced a disemployment effect, but it would nonetheless be expected to be

observed if such an effect was in play.

Figure 6: Growth in Employment (%) by selected characteristics, 2010-2020
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19. The continued positive employment growth for female part time work is notable in the light
of previous research referred to last year in our submission, and in the Panel’s decision,
that suggested that this group would include those workers most sensitive to any
disemployment effects of minimum wage increases!3. Examining the rates of female part
time employment growth in the most award dependent industries relative to all industries

over the year to November likewise shows no clear disemployment effect.

13 [2019] FWCFB 3500 [194]-[195]



Figure 7: Employment growth for part time females (%), selected industries, Nov 18 - Nov 19
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Source: ABS 6291.0.55.003 (Original). The five most award dependent industries were determined based on
measures densitiy of “award only” pay in ABS 6306.

20. Broader industry outcomes in employment growth also exhibit a lack of firm association
with the level of award reliance. Nonetheless, four out of the five most award dependant
industries saw employment growth over the year to November, with three of them seeing
employment growth above the rate seen in all industries. This is seen inFigure 8 below,
which shows growth in employment ranked from the most award dependent industries to

the least.



Figure 8: Growth in employment (%) by industry, November quarter 2018-2019
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Unemployment, underutilisation and participation

21. Labour market participation remained at very high rates throughout the year to December,
mostly higher than its previous highest eight years before at January 2011. With sustained
greater participation and working age participation rates, as seen in Chart 6.2 of the
Statistical Report, some increase in unemployment might be expected. However, the

labour market has shown strong resilience in this regard.

12



Figure 9: Selected participation and population measures (%), Dec 18 - Jan20
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22.The youth labour market has likewise been strong, although less so. Most categories
shown in Figure 10 below demonstrated sustained high or growing participation rates,
albeit with a slight and expected uptick in unemployment. The exception was school
students, where a relatively stable participation rate over the last 2 years was associated
with more pronounced movements in the unemployment rate, including a lift of around 2.5
percentage points in the last year. Participation by full time tertiary students grew
particularly strongly. Those not in full time education saw little movement in the already
relatively low unemployment rate with steady participation, suggesting an availability of

entry level work.



Figure 10: Youth unemployment and participation rates, selected categories, Jan 10 - Jan 20
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23.Table 6.10 of the Statistical Report shows that the ratio of long-term unemployed
(unemployed for 12 months or more) to total unemployed has continued to increase.
However, the median duration of job search is among the lowest observed in the last 5
years and currently trending down, as shown in Figure 11 below. Continued employment
growth if that trend persists should create the environment to move beyond the easiest

cases clearing the market to one where inroads are made into the numbers of long term



unemployed, although the intermediate consequence of that would be an increased

proportion of long-term unemployed workers in the unemployed population.

Figure 11: Duration of job search in weeks, Jan 10 -Jan 20
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2.2.1 Hours worked

24. Data on hours worked are available in aggregate and as an average number of hours
worked per employee. Monthly data are available in relation to total hours worked, and is

shown as growth in monthly hours worked over the year to December in Figure 12 and
Figure 13.



Figure 12: Growth in hours worked (%) by gender and form of employment, Jan 10 - Jan 20
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Figure 13: Growth in hours worked (%) by gender and form of employment, detailed, Jan 10- Jan
20
16
14
12

10

6
4
\—_‘/
0
Jan=10 Jan-11 Jan-12 Jan-13 Jan-14 Jan-15 Jan-16 Jan-17 Jan-18 Jan-19 Jan-20

e \lale Full Time === Male Part Time

Female Full Time e====Female Part Time

Source: ABS 6202

25. It can be seen that total hours worked have continued to show positive growth for all
categories save for full-time males, although the rates of growth have declined over the
last two years for most. Notably, part time for both male and female, and full-time female
in general show higher rates of growth of hours worked than for full time males. Some of

the declines in growth rates followed recent peaks in growth meaning continued growth



was coming off a high base. The longer term trend toward greater part time employment
seen in Figure 4 and Figure 5 above is also important context. Growth rates for hours
worked are higher than those for employment as shown in Figure 3 and Figure 4. The
decline in male full time hours worked is to be expected in light of the weak employment
growth for that seen in Figure 6. The movement over time is towards part time work and
higher rates of female participation in Australia. Female part time workers are observed
to have the least variability in growth in hours worked, with the current result

unexceptional.

26. The industry patterns of growth in hours worked per employee are shown in the Statistical
Report at Chart 6.4.14 Hours worked have grown strongly in all award reliant industry
sectors over the year to November quarter 2019. Hours worked in the year to November
quarter 2019 have grown faster than the positive 10 year average growth in four out of
five of the more award reliant industry sectors including Accommodation and food services,
Other services, Admin and support services and Retail trade. In the fastest growing sector
over the 10 years, Health care and social assistance, hours worked for the year to

November 2019 grew almost as fast as the 10 average.

27. Average hours worked per employee by gender and status, is shown below. It shows that
the number of hours worked per female part time employee has held steady at its elevated
level from last year, with growth in hours worked per male part time driving the overall
growth in hours worked by part time workers in that period. Average hours worked in full
time employment continued to fall, largely influenced by the continuing decline in hours
worked by males in full time work. The small decline in hours worked by full time females
results in a return to levels almost imperceptibly different to those seen two years ago. In
the analysis, what should be significant to the Panel is that average hours worked per
employee increased or held steady for all categories bar one over the last two years: males
in full time employment. That category is also typically less representative of the award

reliant workforce than the others.

14 y1 p.27



Figure 14: Average monthly hours worked per employee, by gender and status, Jan 09 - Jan 20
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28. At an industry level, changes in average hours worked per employee shows little change
over the year, with most movements (positive or negative) well under one hour per week.
Figure 15 below shows this movement, ranked from the most award reliant industries to
the least. There does not appear to be any pattern in this measure related to award

reliance.



Figure 15: Change in average weekly hours worked per person, by industry, Nov 18 - Nov 19
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29. Notwithstanding declines in average hours worked by those working more than 35 hours,
in each industry shown in Figure 15 such workers maintained average weekly hours
greater than 38 hours per week.15 The decreases in hours worked observed for those
working less than 35 hours raises the issue of whether those workers are underemployed.
Whilst it might be assumed that all employed persons wish to work, those who work part
time prefer work that matches their needs and availability. Accordingly, labour supply
factors are an influence on underemployment. It should not be assumed that declines in
hours worked by part time workers are solely the result of weakness in the demand for

labour.

15 The minimum was 42.99 hours, for Public administration and safety. The maximum was 54.41 hours, for Agriculture,
forestry and fishing.



2.2.2 Underemployment

30. Underemployment includes both part time workers and full time workers who prefer and
are available to work additional hours. However, full time workers are only included to the
extent that they worked part time hours in a given week for economic reasons (such as
being stood down). Full time workers are a much less of a driver of overall
underemployment than part time workers. Figure 16 below shows the total number of

underemployed persons monthly and the number and share of underemployed persons
who are full time workers.

Figure 16: The extent of full time underemployment, 2014-2020
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Source: ABS 6291.0.55.001(Orginal), ABS 6202 (Original), ACTU calculations.

31. It can be seen that the raw number of full time underemployed workers has remained
remarkably stable, even as the labour force has grown over time. The share of full time
workers among the underemployed has declined during 2019, and as at December 2019
was just below the average of what has been observed over the period shown16. The
recent peak in the share of full time workers in underemployment and in the number of

full time underemployed workers is not uncommon for the month of January and has been

16 Mean=12.31%



seen to reduce quickly in previous years. These observations are not consistent with the
reductions in hours worked for full time workers (seen in Figure 12,, Figure 13, Figure 14
and Figure 15 above) over this period being viewed as largely the result of full time hours

being cut for economic reasons (such as no work, not enough work available, or being
stood down).

32. Turning to part time employment, which is the state of the vast majority of underemployed,

several ABS measures are relevant. The underemployment rate is a measure of the

proportion of the labour force that is underemployed, so is sensitive to part time work
becoming a larger share of the workforce. The underemployment ratio is a measure of the
number of underemployed persons as a proportion of total employed persons, thus also
shows this sensitivity. Both measures are shown to have risen over 2019 but remain
slightly below their peak rates of early 2017, in Figure 17 below.

Figure 17: Underemployment rate and ratio, Dec 14 - Jan 20
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33. Alternative measures examine the number of hours that underemployed persons seek.
The most detailed publicly available data are for the period Feb 2015 - Feb 2019, and
categorise the number of part time workers who would prefer more hours into those who
said they are available to work more hours, and those who said they are both available to
work more hours and are looking for them. Figure 18 below shows the proportions of part

time workers who prefer more hours (who therefore meet the definition of underemployed)
who fall into those various categories.



So

Figure 18: Part time underemployed workers, 2015-2019, percentage with selected

characteristics
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34. It can be seen from Figure 18 that the more recent trend, gentle as it is, is likely to be for

35.

supply factors around availability and search activity being increasingly influential on the
underemployment rate. This is somewhat consistent with the proposition we advanced in
last year’s Review that 15-24 year olds (being the largest cohort within the underemployed
group) had increased their simultaneous participation in full time education and

employment, resulting in working time availability becoming a constraint on utilisation.

Another key source of information on underemployment is measurements of the hours
desired by the underemployed, as opposed to the number or proportion of persons who
are underemployed to an unspecified degree. This is captured by the ABS volume
measure of underemployment, which shows the additional hours of labour preferred by
underemployed workers expressed as a percentage of the potential hours in the labour
force. Potential hours in the labour force is the sum of the number of hours sought by the
underemployed and the unemployed, and the number of hours usually worked by all

employed persons. This is shown in Figure 19 below.



Figure 19: Volume measure of underemployment (quarterly), 2014-2019
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36. 0ne shortcoming of the volume measure of underemployment is that it does not

37.

differentiate between the sub-groups of underemployed workers, that is whether they are
or are not looking for work. Excluding those not looking for work would be expected, based
on the observations in Figure 18, to have a moderating effect. Nonetheless, it can be
seen that volume measure of underemployment (Figure 19) has shown greater stability
than the underemployment rate (Figure 17), and is currently sitting just below its medium
term average. With one brief exception, it has not exceeded that average at all since the
Panel’s successive decisions to increase the minimum wage and modern award minimum

wages at or above 3%.

Hours based measures are also used by the ABS to construct its volume measure of
unemployment (hours sought by unemployed persons as a percentage of potential hours
in the labour force) and its volume underutilisation rate (the sum of hours sought by
unemployed persons and the hours preferred by underemployed persons, expressed as a
percentage of potential hours in the labour force). These measures are overlaid with the
volume measure of underemployment and the unemployment rate in Figure 20 below. For
comparability purposes the original data for the unemployment rate is used, as we

understand the volume measures are likewise constructed on unadjusted original data.



Figure 20: Unemployment rate and volume underutilisation measures, 2014-2019
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38. Consistent with the observations made by the Panel last year, the unemployment rate, the
volume underutilisation rate and the volume unemployment rate are related in their

movements - with the volume measure of underemployment less variable and less

influential.1”  Moreover, the more recent levels of each have been favourable and not

suggestive of labour demand dwindling at the macro level.

17 [2019] FWCFB 3500 at [143] — [146]
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39. At the industry level, volume measure of underemployment can be constructed from
experimental quarterly data. In Figure 21 below, we show the change over the past year
in volume measure of underemployment, ranked from the most award dependent

industries to the least.

Figure 21: Change in volume measure of underemployment, by industry, Sept 18 - Sept-19

-1.5 -1 -0.5 0 0.5 1 1.5 2 2.5 3 3.5
Accommodation and food services |
Administrative and support services ]
Other services |
Health care and social assistance | |
Retail trade |
Rental, hiring and real estate services [ |
Manufacturing [ |
Arts and recreation services 1
Construction ]
Wholesale trade ]
Transport, postal and warehousing |
Public administration and safety ]
Education and training [ |
Professional, scientific and technical services |
Information media and telecommunications I
Financial and insurance services [ |
Electricity, gas, water and waste services ]
Mining I
Agriculture, forestry and fishing* [ |

Source: ABS 6150.0.55.003 (Trend), ACTU Calculations. *Award relaince data on this industry is not
available. Change is shown in percentage points.

40. There appears to be no pattern to shifts in the measure related to the level of award
reliance in the sector. Moreover, the discrepancies between the change in the volume
measure of underemployment is in many cases at odds with the direction or extent of

growth or decline in the hours worked (Figure 15) or employment (Figure 8) in a given



sector. This is consistent with supply factors having an influence on the volume measure

of underemployment.

41. Our attempt to identify the role of labour supply in underemployment is not to suggest
demand factors are not influential, or to downplay the lived experience of underemployed
workers whose incomes and living standards are limited by the availability of hours of work
which are suited to their needs. We accept, as the Panel would, that underemployed
workers are not a homogenous group. A small indication of the extent of the within group
difference is highlighted in the report of Markey and Mclvor (2015)18, which was tendered
as part of the Casual employment common issue proceedings in the Four Yearly Review of
Modern Awards. As well as providing a literature review of issues relevant to the
experiences of part time and casual workers, Markey and Mclvor analysed a survey of 838
casual workers, 95% of which worked part time hours. Figure 22 sets out the distribution
of answers to a question as to reasons for working as a casual employee. Figure 23 sets

out the distribution of answers to a question as to the degree of control over the hours they

work.
Figure 22: Reasons for working as a casual employee
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| freely choose to work casual because it is
more flexible/convenient for me

It was the only work available, | had no

choice 49%
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Reproduced from Markey & Mclvor (2015)

18 Markey, R. & Mclvor, J., Report on Casual and Part-Time Employment in Australia., Centre for Workforce Futures, 2015.



https://www.fwc.gov.au/documents/sites/awardsmodernfouryr/common/e001-ws-markey.pdf

Figure 23: Casual Employees, degree of say over hours

A lot of say 26%

Some say 4%

e 10% 20% 30% 40% 505

Reproduced from Markey & Mclvor (2015)

42.These findings highlight that whilst there has been a degree of variability in the
underemployment rate over the last decade or so and less variability in the hours based
measure of underemployment at a macro level, there likely remains a not insignificant
share of underemployed workers who are dissatisfied with the precarity of their working

arrangements and attendant income insecurity.

2.3 Vacancies

43. The ratio of unemployed persons per vacancy has risen slightly from 2.8 per vacancy at
November 2018 to 3.0 at November 2019 seasonally adjusted, from ABS data.1® The
number of unemployed persons per vacancy has fallen from a recorded peak of 5.2
unemployed per vacancy at November 2014 five years ago, reaching a low of 2.7 at
February 2019 before moving up slightly. It remains below the lowest point since the GFC
at 3.1 at February 2011 as shown in Figure 24. The decrease of 1.0% in vacancies for the

November quarter 2019 was less than the previous quarter in what is a very volatile series.

19 ABS 6202, 6354001 seasonally adjusted



Figure 24 Number of unemployed persons per vacancy, quarterly, seasonally adjusted to
November 2019
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44. The participation rate has increased from 65.7% at January 2019 to 66.1% at January
2020, seasonally adjusted. This is higher than the previous high of 65.8% at November

2010 more than nine years ago and is soaking up vacancies.

2.4 Research on the employment effects of minimum wage increases

45, Over the last few decades there has emerged compelling evidence disputing assertions
about the negative employment impact of increases in the minimum wages. Indeed, much
of the evidence points towards the positive effects that carefully determined minimum

wages can have on both the quantity and quality of jobs.

46. The modern academic literature on minimum wages can be traced back to the path
breaking study by two American economists, Card and Krueger, in 1995. They examine
evidence on the employment effects of the minimum wage in the U.S.A. using a number of
different data sources and statistical methods. They concluded that:

“Recent minimum wage increase have not had the negative employment effects predicted...

Some of the new evidence points towards a positive effect of the minimum wage on



employment; most show no effect at all. Moreover, a re-analysis of previous minimum wage

studies finds little support for the prediction that minimum wages reduce employment”20

47. In the United Kingdom one of the first researchers to employ similar techniques to those
used by Card and Kruger was M.B. Stewart in the paper entitled “Estimating the impact of
the minimum wage using geographical wage variation”. Stewart, like the American
economists before him, viewed minimum wage adjustments as a ‘quasi experiment’
examining the varying employment effects across a wide range of local areas. In fact the
study reviewed employment impacts in 140 different areas of the country after the
minimum wage was introduced in 1999 and found that employment growth was not

adversely impacted in areas of the country with a high proportion of low wage workers.21

48. The hypothesis at the core of Stewarts’ approach was an intuitively obvious one: other
things being equal, the largest effects of the minimum wage on employment should be
found where it has the largest effects on wages. Thus, in very low paying regions an
increase in the minimum wage should increase the actual wage of a large proportion of
workers. Yet the research revealed that the employment effects were not statistically

different in these areas from other regions.

49, In the last two decades leading academics from a very broad range of advanced and
emerging economies have undertaken similar studies to those performed in the UK and
USA. The vast majority have found that increases in the minimum wage do not have a

negative impact on employment.

50. Armed with this large body of empirical evidence, the UK Low Pay Commission in the United
Kingdom introduced their version of a ‘living wage’ in 2016. In so doing they provided low
paid workers with their biggest annual increase in the minimum wage since its introduction
in 1999. The increase of 10.8 per cent pushed the minimum wage in the UK up to 55.8
per cent of median earnings for workers aged 25 and over. Furthermore, the conservative
UK Government strongly supported raising the minimum wage to 60 per cent of median

earnings. The Chancellor of the Exchequer announced in mid March of this year - well

20 Card, D and Krueger, A. (1995) Myth and Measurement: The New Economics of the minimum wage,
Princeton University Press

21 Stewart, M. "Estimating the Impact of the Minimum Wage Using Geographical Wage Variation",
Oxford Bulletin of Economics & Statistics, 2002, 64(5), 583



into the effects of the Coronavirus being felt in the United Kingdom, that a further rise of
6.2% would be implemented from April, with further increases next year and through to

2024 “As long as economic conditions allow”.22

51.In many other countries the weight of empirical evidence has led to many influential
observers in conservative circles changing their mind about the importance of minimum
wages. For example, in recent years the Economist magazine, which generally supports
neo-classical economic policy positions, admitted it had been wrong regarding the
minimum wage. It had opposed the introduction of a nationwide minimum wage in Britain
in 1999 on the grounds that it would cost jobs. More recently the editors of Economist had
this to say:

"No-one who has studied the effects of Britain's minimum wage now thinks it has raised

unemployment23"

52. Based on hard evidence, the Economist Magazine boldly admitted it had "changed its
mind". And in the United States more than 600 economists -including seven Nobel Prize
winners - recently signed an open letter to Congress calling for an increase in the minimum
wage. They said the weight of evidence now demonstrated that increases in the wage had

"little or no negative effect on the employment of minimum-wage workers”.24

53. Similarly, having reviewed numerous research studies, the Panel last year affirmed the
view it expressed in previous decisions that “that modest and regular minimum wage

increases do not result in disemployment effects or inhibit workforce participation”.25

54. The Panel said in its Decision that a “major research task” is to identify the relative size of
the phenomena in which low wage jobs serve as a stepping stone to higher waged
employment as against the effect of low-wage jobs as “dead ends where workers may
linger for years if not decades’. It said that this is especially difficult for Australia. The Panel
said “For this reason, we remain interested in new research, including from overseas, that

overall will extend, support and/or challenge our understanding of the effects of increases

22 The Guardian, “ .
23 The Economist ‘The minimum Wage — What you didn’t miss ‘ May 3, 2014

24 | etter is available online from the

25 [20019] FWCB 3500 at [73], [91]


https://www.theguardian.com/uk-news/2020/mar/11/budget-2020-national-living-wage-national-insurance
https://www.epi.org/economists-in-support-of-15-by-2024/?utm_source=Economic+Policy+Institute&utm_campaign=f3002d4196-EMAIL_CAMPAIGN_2017_05_11&utm_medium=email&utm_term=0_e7c5826c50-f3002d4196-55865149&mc_cid=f3002d4196&mc_eid=52cc359925

in minimum wages”26; and, further, of “particular interest for this Review is the broad
conclusion that the extensive and increasingly sophisticated recent research continues to
find, first, that increases in minimum wages which have been the subject of examination
do increase the earnings of the low paid and second, that they do not, for the most part,

cause job losses or increase unemployment.”27

55. In this section, we highlight some of the research findings which we encourage the Panel
to consider in arriving at its determination in this Review. We believe there is ample
evidence to reach similar conclusions to those referred to above, on the basis of this

material.

56. A key paper is that of Dube (November 2019) 28, Professor Dube was engaged by the UK
Low Pay Commission to review and report on the most recent international evidence on
minimum wages. His report states:

“Overall, existing research..... points to a muted effect of minimum wages on employment,
while suggesting that minimum wages significantly increase the earnings of low paid
workers. Especially for the set of studies that consider broad groups of workers, the overall

evidence base suggests an employment impact of close to zero.”2°

The report concludes that the evidence to date is consistent with the UK exploring a higher
post-2020 National Living Wage, eventually reaching two-thirds of median hourly earnings,

and in the short term taking it to 60 per cent of median earnings in 2020. It states:

‘Given the review of international evidence summarised in this report—especially the evidence
from recent, higher minimum wages in several US jurisdictions, along with early experience with
the UK’s NLW—there appears to be room for exploration of a more ambitious remit in the UK, in
the range of 60 % to two-thirds of the median wage. For comparability with the OECD estimates,

this would fall roughly between 55% and 60% of the median wage of full-time workers, placing

26 [2019] FWCB 3500 at [190]

27 [2019] FWCB 3500 at [191]

28 Arindrajit Dube 2019 Impacts of minimum wages: review of the international evidence a report for the UK Low Pay
Commission, November
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/844350/impacts_of _
minimum_wages_review_of_the_international_evidence_Arindrajit_Dube_web.pdf

29 Arindrajit Dube 2019 Impacts of minimum wages: review of the international evidence a report for the UK Low Pay
Commission, November p.4
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https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/844350/impacts_of_minimum_wages_review_of_the_international_evidence_Arindrajit_Dube_web.pdf

the UK among the top seven or eight countries in terms of the resulting bite as measured by the

Kaitz index3%’

Dube’s country specific findings are reported under the appropriate country heading

below.

57. The evidence suggests that if Australia were to move towards a minimum wage equal to
60 % of the median wage for full time workers it would be firmly within the international
consensus. There is unlikely to be any negative employment effects as long as this was
done in a staged way. There has emerged considerable hard evidence disputing concerns
about the employment impact of minimum wages. Our recommended increase of 4% is

modest, sensible and firmly supported by the international evidence.

58. Dube (2019) notes that in the UK, research on the impact of the National Minimum Wage
(NMW) was reviewed extensively by a Low Pay Commission (LPC) Report in 201631, The
LPC concluded that in general there was little effect on employment and that more recent
research on the impact of the National Living Wage suggested that its introduction did not
have a substantial negative effect on low wage employment. Dube goes on to note that
the evidence of little impact on low wage employment is also consistent with recent

research on minimum wages increases in Germany and Hungary.

59. From Table 2 reproduced from Dube (2019), it is evident that the UK Low Pay Commission
has been prepared to raise the minimum wage more rapidly than what we have observed
in Australia in recent years. The UK national minimum in 2016 was £7.20 per hour, with
the Government having a stated objective of raising this to 60 percent of hourly median
earnings by 2020, subject to sustained economic growth. Substantial progress has been
made towards this objective, as the national minimum stood at £8.21 per hour in April

2019 after an increase of 4.9 %. See Figure 25 for details.

30 pube A, ‘Impacts of the minimum wage: review of the international evidence’ University of Massachusetts Amherst
National Bureau of Economic Research and IZA Institute of Labor Economics, November 2019

31 Low Pay Commission, (2016) ‘National Minimum Wage: Low Pay Commission Report 2016’



Table 2: UK National Living Wage and National Minimum Wage Rates

Group 2010 rate  April 2018 rate  April 2019 rate % increase, April

(£/hn) (£/hr) (£/hry 2018 — April 2019
MLW (25+) £5.93* £7.83 £8.21 4.9%
21-24 year olds £5.93 £7.38 £7.70 4 3%
18-20 year olds £4.92 £5.90 £6.15 4.2%
16-17 year olds 364 £4.20 £435 3.6%
Apprentices £2.50 £3.70 £3.90 5.4%

*The NUW was introduced in April 20186, prior to which the same [NMW) rate applied to all workers aged 21 and over.

Source: Low Pay Commission reproduced in Dube A, 2019 ‘Impacts of the minimum wage: review of
the international evidence’ November.

Figure 25 The minimum wage “bite” for the UK national living wage 1999 -2020
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Source: Low Pay Commission reproduced in Dube A, ‘Impacts of the minimum wage: review of the
international evidence’ November 2019.

60. Martin (2019) at the UK National Institute of Economic and Social Research (NIESR)
addresses the role of the minimum wage in the UK in its consideration of policy measures
to enhance labour productivity in the UK.32The UK adult minimum wage is currently £8.21

an hour and is due to rise to £8.60 or 60% of median income this year. It says contrary “to

32 Martin, John 2019 Supporting dynamic economic adjustment National Institute Economic Review No. 250 November,
R15-R21



the fears of many, and notwithstanding increasing employers’ wage bills, it has had
surprisingly little impact on employment growth”, as employers have adjusted. It says if the
“overwhelmingly positive” judgement on the minimum wage endures through further
increases and the next downturn “it should in our judgement remain, as representing a
good balance between labour market and redistributive policy.” It said, “it is necessary to
consider the minimum wage strategy together with the entire redistributive impact of the

tax-transfer system”. 33

61. Capuano et al (2019) in a Final Report for a study from the UK Institute of Employment
Studies for the UK Low Pay Commission investigated the impact on employment and hours
worked of the introduction in 2016 of the National Living Wage for workers aged 25 and
over, and its subsequent annual increases to 2018. It used data from the Annual Survey
of Earnings and Hours (ASHE) and the longitudinal Labour Force Survey (LFS). It applied
an econometric differences in differences methodology which can evaluate the impact on
employment and hours for aged 25 and over based on the divergence in wages for aged
21 to 24 compared with the wage increase for 25 and over after the introduction of the
living wage. The results for part time employee retention varied with each increase. Part
time female retention fell at the introduction of the NLW in 2016 particularly in the public
sector, but there was no statistically significant effect on part time male retention. There
was no effect on retention from the 2017 and 2018 increases, male or female, part or full
time. The 2018 LW increase however did have a positive effect on retention for women
who worked part-time for private sector firms compared with those in the public sector,
and for men who worked in larger compared with smaller firms.34 It did not find any
evidence of the introduction or increase in the NLW affecting working hours for any of the

subgroups.

62. Avram and Harkness (2019) investigated whether the increases in the minimum wage
between 2009 and 2017 affected progression out of minimum wage jobs and what
individual characteristics are associated with that. If minimum wage increases squeeze
pay differentials at the bottom (also shown by higher coverage from 4% to 7%), incentives

to progress might be lowered, and employers might be discouraged from investment “that

33 Martin, John 2019 Supporting dynamic economic adjustment National Institute Economic Review No. 250 November, R18
34 stella Capuano, James Cockett, Helen Gray and Dafni Papoutsaki 2019 The impact of the minimum wage on
employment and hours Final report, December, Institute for Employment Studies

p.2
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leads to higher wages later on”. On the other hand “if higher minimum wages encourage
skill acquisition and other changes that lead to productivity increases they may facilitate
wage progression in the long run.”35 The report used the UK Longitudinal Household
Survey (UKHLS) to examine transitions out of minimum wage employment to three possible
destinations “i) employment paid above the minimum but less than two thirds of median
hourly pay (low paid employment), ii) employment paid above two thirds of median hourly
pay (‘high’ paid employment), and iii) non-employment” for those aged 25 or over. It use a
“competing risks discrete time model” to estimate the effect of minimum wage changes
on the probabilities of moving out of a minimum wage job, comparing areas with high and
low shares of minimum wage workers.36 It assumed that if the minimum wage increase
had an effect on wage progression, it would be greater in areas with greater shares of

minimum wage workers.

63. Avram and Harkness (201) found that one half of minimum wage workers found better
paid employment within a year, and four fifths of these progress to low paid employment
and a fifth to ‘high’ paid employment. If found “only limited” evidence that minimum wage
increases depressed the probability to transition to higher paid employment and increased
the probability of staying the minimum wage job.37 Their estimates suggested that
“workers in areas with high shares of minimum wage workers are less likely to
transition to higher pay compared to workers in areas with low shares of minimum
wage workers when the bite of the minimum wage increases.”38 However the results
about transitioning to areas of ‘high’ pay are not robust to changes in assumptions.
The more educated, those in the public sector or in large firms are more likely to

transition to ‘high’ pay.

35 Sjlvia Avram and Susan Harkness 2019 The NMW/NLW and progression out of minimum wage jobs in the UK Final
report, prepared for the Low Pay Commission, December

36 Sjlvia Avram and Susan Harkness 2019 The NMW/NLW and progression out of minimum wage jobs in the UK Final report,
prepared for the Low Pay Commission, December, p.29

37 Silvia Avram and Susan Harkness 2019 The NMW/NLW and progression out of minimum wage jobs in the UK Final report,
prepared for the Low Pay Commission, December

38 Sjlvia Avram and Susan Harkness 2019 The NMW/NLW and progression out of minimum wage jobs in the UK Final report,
prepared for the Low Pay Commission, December, p.4



64. In relation to the United States, Dube in his review of the international evidence on the
impacts of minimum wages for the UK Low Pay Commission finds that the weight of the

evidence suggests the employment effects are very modest. He states that:

“In the US, a large body of high-quality research has investigated the impact of minimum wages
on employment. Overall, this body of evidence points to a relatively modest overall impact on low
wage employment to date. Recent work helped identify how this impact may vary by the level of
the minimum wage. Across US states, the best evidence suggests that the employment effects
are small up to around 59 % of the median wage. Evidence using sub-state county-level variation
found this to hold even in lower wage counties where the minimum stood at up to 81 % of the
median wage. Research conducted for this report also finds that in the 7 US States with the
highest minimum wage, where the minimum is binding for around 17 % of the workforce,

employment effects have been similarly modest.”39

65. Dube also reviewed some of the literature that focuses specifically on low wage labour. For
example, he reviewed the work of Cengiz, Dube, Lindner and Zipperer (2019)** and stated
that this study ‘arguably provides the most complete picture to date of how minimum wages
impact low wage employment in the United States’. The study examined the impact of 138
significant minimum wage changes instituted between 1979 and 2016 across various States
of the USA. It investigated the effect of an average minimum wage increase on the wage
distribution at each wage level relative to the minimum wage. It found that minimum wage
increases led to a clear reduction in jobs below the new minimum wage, confirming that the
minimum wage adjustments being examined were binding (in other words they were having
the desired effect of boosting actual wages of the low paid). However, the reduction in jobs
paying below the minimum was balanced by a sharp increase in the number of jobs that were
paying at the new minimum, along with additional increases in jobs paying up to S5 above the
new minimum. Dube notes, as Figure 26also shows, there was virtually no change in

employment higher up in the wage distribution. This is reassuring, as it is unlikely that a

39 Arindrajit Dube 2019 Impacts of minimum wages: review of the international evidence a report for the UK Low Pay
Commission, November p.3

40 Cengiz, D., Dube, A, Lindner, A., and Zipperer, B., (2019) ‘The Effect Of Minimum Wages On Low-Wage Jobs: Evidence
From The United States Using A Bunching Estimator’, Quarterly Journal of Economics vol. 134(3), p. 1405-1454



minimum wage increase would lead to large change in jobs paying much more to begin with.
Overall, then, low-wage workers saw a wage gain of 7 % after a minimum wage increase, but

little change in employment over the five years following implementation.

Figure 26: Effect of the Minimum Wage on Jobs Throughout the Wage Distribution - 5-year
Change in Employment by Wage Bins

. 2 Aa= 0.021 (0.003)
§ Ab = <0018 (0.004)
@ %eA affected employment = 0028 (0.02%9)
2 . A affected wage = 0,068 (0.010)
FE _

R

=

Eo

£3

2=

53

E % = T T = : T = =

R

R

ER

g2 _

§8 T

o

w2

g

g

& e |

I
-4 -2 ] 2 4 f ] 10 12 14 16174
Wage hins in § relative o new MW
Source: Cengiz, D., Dube, A,, Lindner, A., and Zipperer, B., (2019) ‘The Effect Of Minimum Wages On Low-
Wage Jobs: Evidence From The United States Using A Bunching Estimator’, Quarterly Journal of Economics
vol. 134(3), p. 1405-1454. Reproduced in 1 Dube A, ‘Impacts of the minimum wage: review of the

international evidence’ University of Massachusetts Amherst National Bureau of Economic Research and
IZA Institute of Labor Economics, November 2019.

66. To provide further evidence on the impact of more ambitious minimum wages, the report
by Dube updated the findings for Cengiz et al. (2019) using data from States in the USA
that had substantially raised the minimum wage in recent years. Seven States raised their
minimum wage to at least $ US 10.50 by 2018; most of these States are on a path to
increase the minimum wage to anywhere between $US 12 and $US 15 over the coming
years. These States include California, Oregon, Washington, Colorado, Massachusetts,
New York and Maine. On average, the minimum wage rose by around 30 % in these States
since the policies were enacted; the average minimum-to-median wage ratio is around 53
% (but is slated to rise even further in coming years). Importantly, the coverage rate is quite
high: on average around 17 % of the workforce earned below the new 2018 minimum prior
to implementation. There was a clear and sharp fall in the jobs paying below the new
minimum, indicating the policies were strongly binding. But the number of jobs paying at

or slightly higher than the minimum are virtually identical to the number of jobs lost below



the new minimum, keeping the total number of low wage jobs constant. Overall, these
findings suggest that the recent enactment of high minimum wages in US States have

been absorbed with little loss in employment to date.4!

67.Azar et al (2019) sought to evaluate empirically the impact of the minimum wage on
employment according to the degree of labour market concentration across counties and
occupations in the United States.42 The data is for monthly online occupational vacancies
from Burning Glass Technologies. Burning Glass technologies is an analytics research firm

which analyses online labour market data primarily for corporate consumption.

68. Azar et al (2019) investigated whether “the employment effects of the minimum wage are
more positive in more concentrated (high-HHI) occupational labor markets” based on
Burning Glass Technology data on the “near universe of US job vacancy postings, found on
some 40,000 websites.” Azar et al recognised that this data does not reflect the key sector
for minimum wage research, the restaurant sector which does “a good deal” of its hiring
offline. Footnote 2 points out that food and accommodation and retail sectors together
employ about 50% of minimum wage workers, according to Dube et al 2010.43 The study
focuses on the general merchandise store sector which they show is more likely to hire

online and includes Walmart and Macy’s.

69. The data is for quarters from 2010 to 2016 and includes industry level employment in the
general merchandise sector by county and quarter for the dependent variable in their
regression. The explanatory variables are drawn from the Quarterly Census of Employment
and Wages (QCEW) and include the minimum wage governing the county, the HHI by
county, an interaction term between the HHI and the minimum wage. Control variables
include total average weekly earnings for the county, total employment and unemployment

rate for the county, and county and time fixed effects.

41 Arindrajit Dube 2019 Impacts of minimum wages: review of the international evidence a report for the UK Low Pay
Commission, November

42 Azarenka J, Huet-Vaughan E, Marinescu I, Taska B and Von Wachter T 2019 Minimum wage employment effects and
labor market concentration NBER Working Paper No 26101.]

43 Dube, Arindrajit, T William Lester, and Michael Reich. 2010. “Minimum wage effects across state borders: Estimates
using contiguous counties.” The Review of Economics and Statistics, 92(4): 945-964.



70. Azar et al (2019) found “a robust and significant increase in the employment elasticity with
respect to the minimum wage in more concentrated occupational labor markets. In the
most concentrated third of these, the minimum wage employment elasticity is even

estimated to be significantly positive.”

71. Neumark and Shupe (2019) found that a decline in teen employment in the USA since
2000 was sharpest for 16-17 year olds and attributed this to a higher minimum wage
resulting in teens focussing on schooling in order to meet the higher productivity standard
associated with a higher minimum wage.44 This predominates in their findings relative to
higher returns to schooling and increasing competition from immigrants, based on logit
models, and simulation to get the combined effect. It finds that its “simulation results
suggest that minimum wages explain about a quarter of the shift, since 2000, from being
simultaneously employed and enrolled in school to being exclusively enrolled in school.”45
In the ACTU’s view the results may also reflect an uncaptured household income effect
whereby for low income households an increase in the minimum wage also received by

adults enables teens to stay at school or work less while they are at school.

72.Li et al (2019) found that imposing a minimum wage for drivers in transport network
companies such as Uber etc. “benefits both drivers and passengers, and promotes the
efficiency of the entire system.”46 |t makes use of a dynamic stochastic queuing model
based on an app based hailing platform to determine a market equilibrium for passengers
using the app and waiting drivers. The passenger arrival rate and number of drivers are
endogenously determined, that is from within the model. The model is not unlike matching
models for determining the level of the wage and employment based on job vacancies and
workers’ job search. The minimum wage achieves faster rides at lower total cost for
passengers, and more drivers and more rides. The minimum wage limits the market power
of the transport network companies and efficiencies are achieved by promoting

competition between transport network companies, moving the surplus towards workers

44 David Neumark , Cortnie Shupe 2019 Declining teen employment: minimum wages, returns to schooling, and
immigration Labour Economics 59, pp49-68

45 David Neumark , Cortnie Shupe 2019 Declining teen employment: minimum wages, returns to schooling, and immigration
Labour Economics 59, p.64

46 Sen Li, Hamidreza Tavafoghi, Kameshwar Poolla, Pravin Varaiya 2019 Regulating TNCs: Should Uber and Lyft set their
own rules? Transportation Research Part B 129 pp. 193-225



73.

74.

75.

and passengers. The alternative policies of a quota for drivers or vehicles and a per-trip

congestion tax were sub optimal.

Callaway and Li (2019) undertook a quantile estimation in a distributional extension of the
standard mean differences-in-differences, in order to assist with evaluation of outcomes
at observations further away from the mean. This enables it to find that while the net effect
of raising the minimum wage on employment was close to zero, US “counties with tight
labor markets experienced decreases in the unemployment rate following the minimum
wage increase while counties with higher unemployment rates experienced more

unemployment due to the increase in the minimum wage.”47

Borgschulte and Cho (2020) found “no evidence of disemployment effects of the minimum
wage on older workers, despite high rates of exposure to the minimum wage. Instead of
disemployment effects, higher minimum wages have been associated with increased labor
supply among those workers in their mid-60s. Although effects on employment are not
significant, the combined evidence on employment, hours, and wages supports the finding
of increased labor force attachment”48 and decreased Social Security recipients and
benefit payments. It investigated labour market transitions for those aged 62 to 70 from
the US Current Population Survey and Social Security payments from Social Security
Administration data, following the standard methodology of Card and Krueger (1995) and
later applications, panel estimations of differences in differences in control and treated

groups before and after an event.4°

Godgy and Reich (2019) investigated the effect of reductions in the minimum wage bite
due to increases in the minimum wage, newly including data for low wage areas where the
wage bite is already particularly high.50 It used American Community Survey data and both
event study and generalized differences in differences methodologies “to analyze the
effects of minimum wages on wages, employment and poverty in areas with low and high

relative minimum wages (low median wages) and with low and high minimum wage bites.”

47 Brantly Calloway and Tong Li 2019 Quantile treatment effects in difference in differences models with panel data
Quantitative Economics 10, 1579-1618

48 Mark Borgschulte and Heepyung Cho 2020 Minimum wages and retirement ILR Review, 73(1), January pp. 153-177, p.175
49 Card, David E., and Alan B. Krueger. 1995. Myth and Measurement: The New Economics of the

Minimum Wage. Princeton, NJ: Princeton University Press.

50 Anna Godgy and Michael Reich. (2019). “Minimum Wage Effects in Low-Wage Areas”. IRLE Working Paper No. 106-19.

June


http://irle.berkeley.edu/files/2019/07/Minimum-Wage-Effects-in-Low-Wage-Areas.pdf

It conducts its analyses amongst high impact groups (with high school education or less
and teens). It gets similar results across all groups, with minimum wages increasing wages
more in the high impact areas. It does not detect that minimum wages decrease

employment or hours in low or high impact areas”, while they do reduce poverty rates. 51

76. Nadler et al (2019) investigated whether a higher minimum wage results in no significant
employment losses because firms increase demand for high wage workers at the expense
of low wage ones who find their hours reduced in food services industry in cities with
minimum wages (Chicago, DC, Oakland, San Francisco, San Jose and Seattle).52 It
compared changes in average earnings and employment between those cities and other
cities without minimum wage changes, using two methodologies, event studies and
synthetic control. It found significantly positive earnings increases and no significant
employment losses which were robust findings. It finds no evidence of labour-labour
substitution or hours reductions for low paid workers, concluding that the industry’s
demand for low-wage workers is inelastic and minimum wage policies raised those

workers’ earnings.

77.Schmitz (2019) found that the minimum wage in Germany reduced in the short run the
number of working welfare recipients, and reduced marginal employment (those earning
less than €450 per month), with evidence that regular employment (more than €450 per
month) was slightly or not reduced depending on the specification.®3 For West Germany
there was some evidence that the marginal employment reduction was offset by

conversions to regular employment.

78.Schmitz (2019) used monthly data for the 402 German counties from January 2012 to
December 2015 for regular and marginal employment including working and non-working
welfare recipients, and country specific minimum wage bites. Differences-in-differences

was used to estimate the difference in annual growth rates of outcomes of interest (regular

51 Anna Godgy and Michael Reich. (2019). “Minimum Wage Effects in Low-Wage Areas”. IRLE Working Paper No. 106-19,
June, pp.21-2

52 carl Nadler, Sylvia A. Allegretto, Anna Godgy and Michael Reich 2019 Are local minimum wages too high? Institute for
Research on Labor and Employment Working Paper #102-19 April

53 Sebastian Schmitz 2019 The Effects of Germany’s Statutory Minimum Wage on Employment and Welfare Dependency
German Economic Review 20(3): 330-355, p.352



and marginal employment and on welfare) between regions before and after the
introduction of the minimum wage at 2015, according whether they obtained large or small
minimum wage bites. It assumes common trends across regions regardless of the wage
bite, and that higher wage bites in one region do not affect outcomes in another regions.
Factory and labour mobility between regions are assumed to be minimal in that time frame
anyway. In the ACTU’s view it would be interesting to know if labour mobility specifically
between the old east German high wage bite (lower wage) area and the old west German
lower wage bite (higher wage) area changed with the introduction of the minimum wage

and how that affected the results, similarly net immigration.54

79. Schmitz (2019) has pointed out that Garloff (2019), using the same data, have found small
negative, or positive, effects on regular employment which could “result from differences

in the specification”.5s

80. In the ACTU’s view the results in Schmitz (2019) may be affected by being unable to
distinguish differences between counties in the proportion actually affected by minimum
wage increases because their wage was below the minimum prior to the introduction or
change (a binding effect) regardless of the average wage level for the county. That would
depend on the wage distribution within the county and how that varies regardless of the

average wage bite.

81. However, Garloff (2019), apparently using the same data for Germany as Schmitz (2019),
however finds “stable evidence” that a higher minimum wage bite is related to a higher
growth rate of regular employment and a lower growth rate of marginal employment
consistent with the transformation of marginal into regular jobs.56 The relationship of total
employment to the minimum wage bite was found to be slightly positive in its preferred
specification but insignificant or negative in the others, and the same for unemployment

growth.

54 p.339 Sebastian Schmitz 2019 The Effects of Germany’s Statutory Minimum Wage on Employment and Welfare
Dependency German Economic Review 20(3)

55 p.346 Sebastian Schmitz 2019 The Effects of Germany’s Statutory Minimum Wage on Employment and Welfare
Dependency German Economic Review 20(3)

56 Alfred Garloff 2019 Did the German Minimum Wage Reform Influence (Un)employment Growth in 2015? Evidence from
Regional Data German Economic Review 20(3): 356-381



82. Garloff (2019) provides “evidence on the relationship between employment and
unemployment growth in 2015 and the bite of the minimum wage using both the variation
over regions, age groups, and sex and the variation over regions and sectors”57, the latter
not used elsewhere in the literature. It uses differences-in-differences specifications
applying the introduction of the minimum wage in a natural experiment across a panel of
cells including region and the additional characteristics, again comparing the change in
(un)employment in low minimum wage bite cells with that in high minimum wage bite cells.

It instruments with a (constructed) wage bite for an earlier year to allow for anticipation.

83. Garloff (2019) said its results [for employment growth] imply that “cells that were heavily
affected by the minimum wage introduction have been growing faster (not slower) after
the minimum wage introduction.”8 It indicates that “minijobs” could have turned into
regular jobs, there could be a labour supply effect related to the minimum wage bite
measure, or that black market employment has turned into regular. However,
unemployment growth “has been faster in cells that were strongly affected as compared
to cells that were not strongly affected.” Similarly, participation could been more affected

in the high minimum wage bite cells.

84. Dustmann et al (2019) found that introducing the minimum wage in Germany in 2016
raised wages and did not lower employment based on estimation of various differences in
differences specifications across individuals, regions and firms using administrative
data.5%® The minimum wage also led to reallocation effects. It increased the probability that
a low wage worker but not a high wage worker moves from a small low paying firm to a
large higher paying firm, accounting for up to 25% of the wage increase. Firm quality in
terms of size or higher wage paying increased in the regions more affected by the minimum
wage increase. The findings are consistent with models with search frictions, models of

monopsonistic or oligopsonistic competition or models with frictions in the output market.

57 p.358 Alfred Garloff 2019 Did the German Minimum Wage Reform Influence (Un)employment Growth in 2015? Evidence
from Regional Data German Economic Review 20(3)

58 p.376 Alfred Garloff 2019 Did the German Minimum Wage Reform Influence (Un)employment Growth in 2015? Evidence
from Regional Data German Economic Review 20(3)

59 Christian Dustmann Attila Lindner Uta Schénberg Matthias Umkehrer Philipp vom Berge 2019 Reallocation Effects of the
Minimum Wage CReAM Discussion Paper Series 2007, Centre for Research and Analysis of Migration (CReAM), Department
of Economics, University College London, July
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85. Cardoso (2019) found for Portugal that the distributional impact of a youth minimum wage
on employment and wages was felt in the short to medium term, with the wage impact
fading away over time and no impact on employment was found.®0 It used a longitudinal
matched Portuguese private sector employer-employee dataset over two decades and
exploited the impact of a very large increase in the minimum wage for age 17 (50%) and
18 and 19 (33%). It applied treatment and control groups in a panel regression

methodology.

86. Soudararajan (2019) concluded for India that positive effects of the minimum wage on
wages and employment increase with the level of enforcement locally. It used 6 biennial
national surveys conducted between 2004 and 2012 for a regression analysis, focusing

on low paid urban construction workers.61

87.In Japan, Okudaira et al (2019) found that the minimum wage does not reduce and may
increase employment in high surplus firms even with high numbers of minimum wage
employees, while it reduces employment in firms with a marginal product closer to the wage
rate.62 |t estimated the surplus as the difference between the marginal product and the wage
from standard production functions. It argued that this could be taken into account when
authorities seek to raise the minimum wage. In the view of the ACTU, the results also imply
possible endogeneity in that a larger increase in the minimum wage could result in higher
concentration and surplus which could also increase employment. This could also occur

through macroeconomic channels whereby spending is increased.

88. Andrews and Kasy (2019) sought to identify the effect of selective publication bias on
published results, applying methods they develop to a meta-study of the effect of the
minimum wage on employment.63 Selection publication bias arises both from authors and

journals favouring publication of results which are statistically significant and possibly of a

60 Ana Rute Cardoso 2019 Long-Term Impact of Minimum Wages on Workers’ Careers: Evidence from Two Decades of
Longitudinal Linked Employer—Employee Data Scand. J. of Economics 121(4), 1337-1380

61 vidhya Soundararajan 2019 Heterogeneous effects of imperfectly enforced minimum wages in low-wage labor markets
Journal of Development Economics 140 pp.355-374

62 Hiroko Okudaira, Miho Takizawa, Kenta Yamanouchi 2019 Labour Economics 59, pp.110-122

63 |saiah Andrews and Maximilian Kasy 2019 Identification of and Correction for Publication Bias American Economic Review,
109(8): 2766-2794



sign based on prior belief e g a negative sign on employment with respect to the minimum

wage or wages. The study is part of a general and extensive literature on meta analysis.

89. Andrews and Kasy (2019) uses a nonparametric method to identify publication selection
bias where conditional publication probability (the probability of publication as a function
of the study’s results) is known. It provides methods to calculate bias corrected estimators
and confidence sets when the form of selectivity is known, and uses replications and meta-
studies to obtain nonparametric identification results. That is, it seeks to correct the
statistical significance and sign of results which have arisen from selection bias but without

being able to estimate the magnitude.

90. Andrews and Kasy (2019) have said that “estimates based on data from the meta-study
Wolfson and Belman (2015) “suggest that results corresponding to a negative and
significant effect of minimum wages on employment are about three times more likely to
be published than are insignificant results.” 64 Andrews and Kasy’s (2019) own “point
estimates suggest that results showing a positive and significant effect of minimum wages
on employment are less likely to be published than negative and significant results” but it

“cannot reject that selection depends only on significance and not on sign”.65

91. Wolfson and Belman (2019) found from a meta analysis of 37 studies of US data since
2000 that “report results suitable for this technique” .. “a considerable shift toward the
origin in the ‘consensus range’: from the interval [-0.3, -0.1] to [-0.13, -0.07]", with an
overall elasticity of -0.082, and for teens now -0.125. 66 That is, estimates incorporating
more recent studies are still negative but much smaller in size and range than those in
earlier studies. It speculates that the sort of employment not sensitive to the minimum

wage has increased as a share of total employment in the US.

64 Cited in Andrews and Kasy (2019) p.2768 as Wolfson, Paul J., and Dale Belman (2015) “15 Years of Research on US
Employment and the Minimum Wage.” Unpublished.

65 |saiah Andrews and Maximilian Kasy 2019 Identification of and Correction for Publication Bias American Economic Review,
109(8) p.2768

66 Wolfson, Paul J., and Dale Belman (2019) 15 Years of Research on US Employment and the Minimum Wage. Labour 33
(4) 488-506.



3. The National Economy

92.

93.

The panel is directed by sections 134(1)(h) and 284(1)(a) to take into account the
performance and competitiveness of the national economy, including by reference to
specific measures, in conducting this review and considering the impacts of adjustments
to minimum wages. In this section, we offer our observations and commentary on the
state of the economy by reference to the specified measures, forecasts and other relevant
indicators. As the Panel has observed, there is some overlap between these matters and
the separate requirement to consider promoting social inclusion through increased
workforce participation. Much of our commentary on labour market specific indicators and

the impacts of minimum wages on employment is contained in Chapter 4.

In our view, the most relevant observations from our review of the performance of the

National Economy are as follows:

a. The Australian economy has been surprisingly robust up until December 2019;

b. The Australian economy grew by 2.2% over the year to December 2019, only just
below the 2.3% of the previous year, above the RBA forecast and on par with Treasury
forecasts;

Cc. Any consequences of the fires or COVID19 are not yet manifest in the data and there
is a lot of uncertainty around their impacts;

d. Although there is no common trend to the average growth rates across the more
award-reliant industries, output grew in four of the five most award-reliant industries
over the year to December quarter 2019. Health care and social assistance, the
biggest employer in the economy, grew at 8.3%, Administrative and support services
grew 2.5%, Other services 3.2% and Accommodation & food services 2.4%, with Retail
trade just falling by 0.1% over 2019.

e. Consumer spending increased more slowly at 1.2% for 2019 compared with the
previous year, exceeded by growth in household incomes of 1.8% in 2019. The

savings ratio for the year to December quarter 2019 increased on the previous year.

f.  Retail trade data are showing the ongoing effects of slow wages growth. Quarterly

retail sales volume grew 0.4% in real terms from December quarter 2018 to
December quarter 2019, down from 1.5% for the previous year in a volatile series. In
terms of the annual increase in quarterly sales (seasonally adjusted) to the December

quarter 2019, Department store retailing grew 2.6%, Clothing and footwear retailing



grew 2.3%, Household goods 2.0%, and Cafes, restaurants and takeaway grew 0.8%.
Other retailing fell 0.2% and Food retailing fell 1.3%, the latter possibly a consequence
of increased hardship in the lower part of the income distribution.

Some narrowing of the gap between wage growth and labour productivity growth was
shown according to a range of measures. Labour productivity annual measures of
growth were lower or negative compared with their 10 year averages, and in general
wage growth measures were was similar or higher compared with their 10 average
measures;

The level of labour productivity lies below the level of many comparable countries,
and in 2018 (most recent comparable) was distinguished by barely growing, at a rate
of 0.4%, the slowest of all the OECD countries and well below the OECD average of
1.8%;

There were positive increases in labour productivity for 2019 for three more award-
reliant areas, the exception being Retail trade which was only just negative.
Multifactor productivity growth was close to zero in the four more award reliant sectors
measured, with Accommodation and food services and Other services MFP growth
barely negative. As labour intensive areas, productivity growth is normally expected to
be slower in these areas than for the total economy which includes capital intensive
industry, and also does not reflect unmeasured output. It cannot be inferred that the
minimum wage increase of 2019 serves to hinder productivity growth which is a long
term complex process;

Real unit labour costs grew 0.9% over the year 2019. Real unit labour costs are 10.5
percentage points below 1999.

The share of employee compensation in factor income rose slightly to 52.5 percent
at December 2019 from 52.0 percent at December 2018, but still below that of two
years ago at December 2017;

The share of wages in income in the ABS multifactor productivity estimates has fallen
by one percentage point over the year 2018-2019;

The share of wages in factor income has fallen in four sectors in 2018-2019 and risen
in five; Accommodation and food and Administration and support have not changed
their wages share for 2018-19, and Retail trade wages share fell by a percentage
point;

Profit margins in small business continue to grow faster than for bigger business; and
yet small business has a much bigger proportion of award-reliant workers;

From December quarter 2018 to December quarter 2019 profits in Administrative
and support services and Retail trade grew faster than wages. Profits grew but more

slowly than wages in Accommodation and food services, and fell in Other services



while wages grew. Profits have grown 2.3% for total industries counted compared with
an increase of 5.0% in wages in the year to December 2019, reflecting the expansion
in labour intensive service sectors;

Business bankruptcies were fewer in 2018-19 than any year since 1994-95;

The number of businesses overall grew by 2.7% in 2018-19, with entry rates
exceeding exit rates over the last three years. The number of businesses in three of
the most award-reliant sectors grew among the fastest and a number of heavily award
reliant industries showed positive growth;

Inflation is still very low, remaining the same as the previous year at 1.8% for 2019;
and

The Wage Price Index grew by 2.2% in the year to December 2019, just above 2.1%
for 2018 and still close to the lowest on record. Real average compensation per
employee increased 1.1% for the year to December quarter 2019 compared with the
year to December quarter 2018 when it had actually declined 0.3%. Real average
weekly ordinary time earnings increased 2.7% in the year to November 2018, assisted

by the pick up in the mining sector.

Each of these and other important matters are discussed in the remainder of this

Chapter.

94. In each Review the ACTU seeks to inform the Panel of, and comment upon, a range of

forecasts and upside and downside risks. We have done so based on the information

available at the time of writing, however the situation is more fluid in this Review owing to

the emerging impacts of the Coronavirus and responses to it. We will continue to provide

the Panel with more current commentary and analysis as the opportunity arises through

further written submissions and during the Consultations in May.

95. Australian GDP grew by 2.2% for the year to December 2019 according to the ABS release

of 4 March 2020, only just below the 2.3% of the previous year.6” This was above the RBA

revised down forecast of February 2020 of 2% for 2019.68 It was on a par with Treasury

67 ABS 5206

68 RBA 2020 Statement on Monetary Policy February, p.72, Table 5.1



96.

97.

98.

forecasts of 2% for 2018-19 and 2 %2 % for 2019-20.6° The RBA said: “By the end of 2020,
itis likely that the recovery will have broadly offset the decline in GDP due to the immediate

impact of the bushfires.”70,

While the unemployment rate increased from 5.0 percent at January 2019 to 5.3% at
January 2020, it was still lower than 18 months ago and in the lowest range of rates since
the GFC. That coincided with both increased employment to population ratio and increased

participation rates.”t These figures are in line with the OECD prediction.”2

As is common, there is a range of projections among the experts as to the economic
outlook and a complex mix of considerations to take into account when attempting to make
an accurate forecast. Adding to the uncertainty on this occasion is the impact of the
Coronavirus on household incomes and economic activity. The government has
recognised that stimulus is vital. An increase in minimum wages, clearly justified by the
current state and projected trajectory of the economy prior to the Coronovirus, would be a
vital addition to the suite of stimulus measures applied to address the potential economic
impact of the Coronavirus. This is apart from the need to address the slow growth in wages

and to ensure increases in employment through spending.

The RBA’'s most recent Monetary Policy Decision was on 3 March 2020, the day before the
release of the GDP figures referred to above. The decision lowered the cash rate from
0.75 per cent to 0.5 per cent. In his Statement on the Decision the RBA Governor Philip
Lowe indicated that it was due to uncertainty surrounding the duration and severity of the
economic impact of the coronavirus particularly on trade, including the education and
travel sectors. The RBA expects that GDP growth in the March quarter is likely to be weaker
than expected. The Statement said:

“Once the coronavirus is contained, the Australian economy is expected to return to an

improving trend. This outlook is supported by the low level of interest rates, high levels of

69 The Treasury 2019 Mid Year Economic and Financial Outlook December, Commonwealth of Australia, p.3

70 RBA 2020 Statement on Monetary Policy February, p.42
71 ABS 6202

72

OECD 2019 Australia Economic Snapshot Economic Forecast Summary November


https://www.oecd.org/economy/australia-economic-snapshot/

spending on infrastructure, the lower exchange rate, a positive outlook for the resources
sector and expected recoveries in residential construction and household consumption.
The Australian Government has also indicated that it will assist areas of the economy

most affected by the coronavirus.”73

99. The RBA Governor Philip Lowe also said: “Wages growth remains subdued and is not
expected to pick up for some time. A gradual lift in wages growth would be a welcome
development and is needed for inflation to be sustainably within the 2-3 per cent target
range.” He said the RBA is prepared to ease monetary policy further to support the

Australian economy.74

100. The RBA had earlier noted in its November 2019 Statement on Monetary Policy
that “ .. slow income growth has contributed to a considerable slowdown in consumption
lately.” 75> The Governor said in his Speech of 5 February 2020 that the most important
factor in the weaker than expected growth of the last year was “subdued consumer

spending as households adjusted to slow wages growth and falling housing prices.” 76

101. The RBA Quarterly Statement of Monetary Policy for February 2020 expected
employment growth to increase over time, and the unemployment rate to come down. It
said: “The main driver of labour income growth is expected to be a pickup in employment
growth, rather than an increase in wages growth.” Information from the RBA’s liaison
program suggests that firms’ hiring intentions remain positive. 77 The expectation was for

unemployment to remain around 5 to 5 ¥ % before declining to 4 34% in 2021.78

102. The RBA said: “Over the past few years, jobs growth has been concentrated in the
private sector, rather than the public sector. However, some of the growth in private sector
employment over this period has been a result of government spending. For example, in

health and education services over three-quarters of new jobs have been private sector

73 Statement by RBA Governor Philip Lowe: Monetary Policy Decision of 3 March 2020
74 Statement by RBA Governor Philip Lowe: Monetary Policy Decision of 3 March 2020

75 RBA 2019 Statement on Monetary Policy November, p.2

76 RBA Governor Philip Lowe Speech 2020 “The Year Ahead” Address to the National Press Club Sydney, 5 February
77 RBA 2020 Statement on Monetary Policy, Feb.2020, pp.73-4.

78 RBA 2020 Statement on Monetary Policy, Feb.2020, p.2, p.74.
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https://www.rba.gov.au/media-releases/2020/mr-20-06.html

jobs, although higher government spending may have funded around one-quarter of all
additional jobs created by private firms in these industries.”’® These are sectors which are

more award reliant.

103. The RBA expected “the outlook for growth in output to be supported by ... high

”

levels of spending on infrastructure ..” in its December Minutes.80 In its February
Statement on Monetary Policy it said: “From late 2020, non-mining business investment
growth is expected to increase modestly, in line with a broader pick-up in private demand
over the forecast period. Recent bushfire events and air quality concerns have also
disrupted some investment activity in the December and March quarters, but this could be
more than offset in subsequent quarters once rebuilding efforts get underway.”. It also
predicted that “a turnaround in mining investment is also expected, consistent with the

publicly announced investment plans of firms in that sector.”s!

104. The Treasury’s Mid Year Economic and Financial Outlook (MYEFO) of December

2019 said: “Australia’s economy continues to show resilience in the face of weak
momentum in the global economy, as well as domestic challenges such as the devastating
effects of drought and bushfires.”82 It noted that GDP growth in the first three quarters of
2019 was stronger than in the second half of 2018. The ACTU notes this can now be
updated with GDP growth for the December quarter also strong at 0.5% and 2.2% for the
year, on track at this stage with the MYEFO forecast of 2 %4 % for 2019-20.

The Secretary to the Treasury Dr Steven Kennedy said in the opening statement to
the March 2020 Senate Estimates on 5 March that also “the labour market continued to
outperform expectations with employment growth remaining at 2% and the participation
rate reaching record highs.” “Calendar year growth in 2019 was 1.8 per cent, above the

OECD average and higher than every G7 nation except the United States.”

79 RBA 2020 Statement on Monetary Policy, Feb.2020, p.32.

80

RBA 2019 Minutes of the Monetary Policy Meeting of the Reserve Bank Board 3 December

81 RBA 2020, Statement on Monetary Policy: February, p.1

82 The Treasury 2019 Mid Year Economic and Financial Outlook December, Commonwealth of Australia, p.3


https://www.rba.gov.au/monetary-policy/rba-board-minutes/2019/2019-12-03.html

106. MYEFO at the time of its publication at December 2019 reported that it was too
early to tell what the effects of the fires were on aggregate farming land and production,
but that “widespread damage to public infrastructure and private property” was causing
damage to business including tourism.83 However by March 2020 a more definite
position was put by Dr Kennedy:

“Our current expectation is that the bushfires will detract around 0.2 percentage points
from GDP growth across the December 2019 and March 2020 quarters. Most of this
impact will fall in the March quarter, before reconstruction and recovery activity picks up
and other spending supports growth from the June quarter onwards.”

He also said that in a preliminary estimate they “expect the virus to detract at least a

half of a percentage point from growth in the March quarter 2020.” 84

107. The Treasury said in its MYEFO: “Growth in consumer spending was weaker than
expected in 2018-19, occurring alongside falls in housing prices and continued softness
in wage and non-wage income growth.” The Treasury also then expected that
“consumption should be supported by a pick-up in household disposable income growth,
reflecting the personal income tax measures announced in the 2018-19 and 2019-20
Budgets, as well as continued growth in employment, a modest pick-up in wage growth
and supportive monetary policy settings.” 85 Against this, it is worth pointing out however
that the personal income tax rate changes from 2015-16 to those that apply in the current
year only impact those earning more than $80,000 in 2016/17 through to 2017/18 and
over $87,000 in 2018/19 to 2019/20.86 This had zero effect on the weekly recurrent
incomes of the low paid in those years, in which the low paid threshold rose from $821.33
($42,709 pa) to $916.67 ($47,667 pa) over the period.87 Similarly, it had no effect on an
employee at the average ordinary time rate for award dependent workers in 2018, unless

their non-ordinary time earnings increased their earnings by more than 50%.88 Changes

83 The Treasury 2019 MidYear Economic and Fiscal Outlook 2019-20 December, p.23
84

85 The Treasury 2019 MidYear Economic and Fiscal Outlook December, p.19

86 Changes to income tax brackets widened the 32.5c bracket from $37,001-$80,000 to $37,001-$87,000 from 2015/16 to
2017/18. For 2018/19 and 2019/20 it applies for incomes of $37,001 to $90,000.

87 Where “low paid” is equal to two thirds of median weekly employee earnings as recorded in ABS 6333.0 (characteristics
of employment).

88 The average hourly ordinary time earnings of award reliant workers in the ABS 2018 Employee Earnings and Hours Survey
was $29.18 (557,660 pa).
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to low income and low and middle tax offsets did have an effect on the low paid, but we
suggest these would more likely be reflected in consumption events coinciding with tax

refunds rather than changes to regular consumption habits.8°

108. Like the RBA, the Treasury in its Mid Year Economic and Fiscal Outlook (MYEFO)
expected non mining investment growth including dwelling investment to increase along
with household consumption. MYEFO also noted that mining investment was expected to
increase “for the first time in seven years”.?20 The Opening Statement to Senate Estimates

of March 2020 by Dr Steven Kennedy Secretary to the Treasury reiterated this:

“Mining investment is forecast to contribute to growth in 2019-20 for the first time in
seven years as miners invest to maintain their large capital stocks and maintain
productive capacity. This assessment was supported with the recent release of the
CAPEX survey. Non-mining business investment was expected to be steady and a large
pipeline of government infrastructure investment is still to be delivered. Dwelling

construction is expected to recover by the end of 2020-21.791

3.1.3 International Monetary Fund

109.The IMF Staff Concluding Statement of the 2019 Article IV Consultation Mission made on
December 13, 2019 [the Statement] said “An incipient recovery in mining investment is
also expected to contribute to growth. In addition, the house price recovery will likely
reduce the drag on consumption from earlier”, but “residential and non mining
investment are expected to take longer to recover.” The US China tensions discourage
investment in Australia, and “state-level infrastructure investment is expected to decline.

More efforts should be made to boost private investment and innovation.” 92

89 The level of low and low and middle tax offset available to a low paid worker at the low paid threshold in 2019/20 is
$1484.

90 The Treasury 2019 MidYear Economic and Fiscal Outlook 2019-20 December, p.3
91https://treasury.gov.au/speech/opening-statement-march-2020-senate-

estimates?utm source=TSY+website&utm campaign=87050cb4f6-

EMAIL CAMPAIGN 2020 02 14 05 48 COPY 01&utm medium=email&utm term=0 a593710049-87050cb4f6-
225170629

92 |MF Staff Concluding Statement of the 2019 Article IV Consultation Mission made on December 13, 2019
https://www.imf.org/en/News/Articles/2019/12/12/mcs121319-australia-staff-concluding-statement-of-the-2019-article-
iv-consultation-mission
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110. The Statement also noted that “Economic growth has gradually improved from the lows
in the second half of 2018 but has remained below potential. Growth has been supported
by public spending, including on infrastructure, and net exports”. It was expected that
“Economic growth should continue to recover gradually toward its medium-term potential,

”

with inflation remaining below the target range in the near term.” Downside risks related
to subdued domestic confidence, heightened global uncertainty and the risk of slowdown
in China. It said that “macroeconomic policies should remain accommodative, and the
expected reduction in state-level infrastructure spending in FY2020/21 should be
reconsidered. If downside risks materialize, stronger fiscal and monetary stimulus would be

warranted.” It also indicated that “Continued efforts are warranted to foster strong,

inclusive, and sustainable growth.” 93

111.The IMF’s Statement also said that” Domestic private demand had been weak, the ongoing
drought had been a drag on economic growth, and wage growth had remained sluggish.” “On
the domestic side, private consumption could be weaker should a cooling in labor markets
squeeze household income.” It presaged adverse weather conditions could further disrupt
agriculture, dampening growth. It expected that “fiscal policy aggregated across all levels of
government will be contractionary in FY2020/21”. It said that “In case stimulus is necessary,
the implementation of budget repair should be delayed, as permitted under the
Commonwealth government’s medium-term fiscal strategy.”94 This could include bonuses for

“retraining and education”.

112.Referring to the occurrence of bushfires, Gerry Rice, Director IMF Communications
Department said in his Press Briefing on January 30, 2020, “in some respects it's
premature to speculate on the potential economic impact of this ongoing crisis in
Australia.” He saw the problem as manageable from the economic standpoint at this
stage but growing. “So far, our understanding is roughly 10 million hectares have burned.

... Drought and fires, the combination has impacted agriculture particularly, costing what

93 |IMF Staff Concluding Statement of the 2019 Article IV Consultation Mission made on December 13, 2019
https://www.imf.org/en/News/Articles/2019/12/12/mcs121319-australia-staff-concluding-statement-of-the-2019-article-
iv-consultation-mission
94 IMF Staff Concluding Statement of the 2019 Article IV Consultation Mission made on December 13, 2019
https://www.imf.org/en/News/Articles/2019/12/12/mcs121319-australia-staff-concluding-statement-of-the-2019-article-
iv-consultation-mission
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we estimate as losses of about 0.2 percent of GDP in 2019 and 2020, thus far.” The IMF
had not been able to assess the economic impact on tourism and business confidence
but believed that “the government has more than sufficient fiscal space to be able to
respond in terms of additional support to businesses and families which have been

impacted.”95

113.In the ACTU’s view, the recognition by the IMF of the role for fiscal stimulus in the face of
downside risks including those associated with weak consumption and slow wage growth
is significant for two reasons. Firstly, whilst the Panel has found the multiplier effect of
increasing minimum wages is not likely to be comparable to that of a government
stimulus, it has nonetheless accepted that increases in minimum wages are likely to have
an effect on consumer demand that needs to be taken into account.®¢ Secondly, the
Government must be taken to be acutely aware of the expectations upon it to react in
some manner to the impacts of the fires, the drought and the Coronavirus, and also be
taken to be equally aware of the limits of the Panel’s capacity for differential treatment of
employers and industries in an Annual Wage Review®?. That the Government’s response
to the unfolding circumstances has not included a shifting of the goal posts as to how the
Panel must discharge its functions tends to suggest that the Government does not view
the Panel’s existing framework and approach as requiring any adjustment in light of those

circumstances.

114.The employment and unemployment figures for 2019 are also close to IMF forecast
indicators. The IMF estimated an average unemployment rate of 5.2% for 2019 prior to
the actual result of 5.1% at December, and forecast 5.2% for 2020 and 2021. The IMF
also estimated employment growth of 2.3% for 2019 and the actual was 2.1%, or 247,
400, seasonally adjusted. The IMF expects employment to grow by 2.0% in 2020. 98

95 Transcript of IMF Press Briefing by Gerry Rice, Director IMF Communications Department January 30, 2020

96 [2018] FWCFB 3500 at [248], [2017] FWCFB 3500 at [528].

97 [2019] FWCFB 3500 at [447]-452]; [2017] FWCFB 3500 at [172]-[177], [181]; [2014] FWCFB 3500 at [512]-[516]; [2013]
FWCFB 4000 at [96]-[97], [542]-[549]; [2012] FWAFB 5000 at [258]-[260].

98 IMF 2020 Australia: 2019 Article IV Consultation, Staff Report Country Report no. 20/68, February 2020, Released 5
March, Table 1, p.41
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3.1.4 Organisation for Economic Cooperation and Development

3.15

115.0ECD Chief Economist Laurence Boone made a presentation on 2 March 2020 in which

projected growth in the world economy was 2.5% for 2020, 0.4 percentage points
reduction on 2019 and on its previous projection of November 2019 for 2020.9° The
downward revision was less for the G20 Advanced countries of which Australia is a
member, at about 0.2 percentage points lower growth. The presentation indicated that
some proportion of the 0.9% of Australia’s GDP that is due to travel services would be
affected. The OECD is still predicting 1.8% growth in GDP in 2020 for Australia, compared
with 2¥% at November 2019, followed by increases. The policy options in the OECD
presentation provide means of stimulating the economy including increasing resources
to the health sector, temporary cash transfers to vulnerable households, expanding short
time work schemes, letting built in stabilizers work for boosting public investment. An
increase in the minimum wage and awards can only assist the stimulation to spending

gained by these policies.

116.The OECD Economic Snapshot for Australia comments: “Employment growth has been

surprisingly robust given the modest pace of output growth, and is encouraging higher
labour force participation. Despite this, private consumption spending has been sluggish,

weighed down by slow wage growth and an increase in taxes paid by households.”100

Other forecasts of note

117.ANZ Senior Economist Catherine Birch commented on March 2, 2020 that Job Ads in their

series “rose for a second consecutive month in February [0.7%] to be up almost 5% over
the past two months. This has been a surprise to the positive side; a welcome relief from
the more negative data from the private sector on construction work done, capital
expenditure and business conditions and confidence. The uptick in jobs and in ABS job

vacancies could have been a signal for some improvement in the labour market.”101

99 https://www.oecd.org/economic-outlook/ accessed 5 March 2020.

100

OECD 2019 Australia Economic Snapshot Economic Forecast Summary November

https://www.oecd.org/economy/australia-economic-snapshot/

101https://media.anz.com/posts/2020/03/job-ads-gain-a-little-in-february-

?adobe mc=MCMID%3D76776067720134265068052662542905219095%7CMCAID%3D2F32EC168515A284-

60000702C3C40758%7CMCORGID%3D67A216D751E567B20A490D4C%2540AdobeOrg%7CTS5%3D1583732876
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118.The Sydney Morning Herald (SMH) Business Scope Survey included a panel of 21
economists from a range of backgrounds and institutions. The print edition of 1 February
2020102 provides the data for Figure 27, which summarises the forecasts of the panel for
the year 2019. The range of forecasts is wider than for 2019, and tend to be more

pessimistic, reflecting increased uncertainty.

102

Shane Wright, Jennifer Duke and Eryk Bagshaw, January 31 2020 accessed 19 February
2020. The panel were Stephen Anthony, Sally Auld, Paul Bloxham, Michael Blythe, Rebecca Cassells, Besa Deda, Bill Evans,
Su-Lin Ong, Janine Dixon, , Sarah Hunter, Stephen Koukoulas, Angela Lillicrap, Guay Lim, Jakob Madsen, Margaret McKenzie,
Neville Norman, Shane Oliver, Alan Oster, David Plank, Marcel Theliant and Julie Toth.


https://www.smh.com.au/politics/federal/economists-tipping-tough-year-for-households-with-21pc-chance-of-recession-20200130-p53w6b.html
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Figure 27: Forecasts of various indicators by the SMH Business Scope Economic Survey, 1
February 2020
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Source: SMH Business Scope survey, published 1 February 2020 https://www.smh.com.au/politics/federal/economists-
tipping-tough-year-for-households-with-21pc-chance-of-recession-20200130-p53w6b.html and ACTU calculations

119.Peter Martin, Business and Economy Editor of The Conversation, conducted a survey of
“24 leading economists from 15 universities in six states”, published on 28 January

2020.103 Their expectations about wage are low and have fallen since last year, whereas

103 https://theconversation.com/2020-survey-no-lift-in-wage-growth-no-lift-in-economic-growth-and-no-progress-on-

unemployment-in-year-of-low-expectations-130289, 28 January 2020, accessed 19 February 2020. The economists are
Adrian Blundell-Wignall, Rebecca Cassells, Brendan Coates, Mark Crosby, Chris Edmond, Saul Eslake, Ross Guest, Steven Hall,
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their expectations about disposable income growth are higher, as seen in Figure 28

below.

Figure 28 : Forecasts of various indicators by The Conversation website, January 2020
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Source https://theconversation.com/2020-survey-no-lift-in-wage-growth-no-lift-in-economic-growth-and-no-
progress-on-unemployment-in-year-of-low-expectations-130289 , 28 January 2020

Warren Hogan, Richard Holden, Steve Keen, Mariano Kulish, Guay Lim, Renee Fry-McKibbin, Tony Makin, Warwick McKibbin,
Margaret McKenzie, Janine Dixon, Mala Raghavan, Jeffrey Sheen, Julie Toth, Nigel Stapleton, Steve Whetton, Danielle Wood.
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120.The Australian Government announced a stimulus package on Thursday 12 March 2020
to respond to the expected economic impacts of the Coronavirus.1%4 The elements of the
stimulus package give some insight into the Government’s assessment of how the
Coronavirus is likely to impact economic activity, if one presumes it is constructed to
respond to the areas of greatest need. The stimulus package consists of direct assistance
to business, cash payments to welfare recipients and a fund for general assistance to

coronavirus affected regions and communities.

121.The forms of assistance provided to business assume continued business trading and
profitability, rather than a cessation of trading or total loss of profitability. The instant
asset write off and accelerated depreciation announcements o