
 

 
  

19 May 2017 
 
 
Associate to President Iain Ross 
Fair Work Commission 
Level 4, 1 Exhibition Street 
Melbourne VIC 3000 
 

Via email: chambers.ross.j@fwc.gov.au  
 
 
 
Dear Associate 
 
 

C2017/1, s.285 - Annual Wage Review – Question on Notice - Productivity 
 
On 18 May 2017, early in the Australian Chamber’s appearance before the Expert 
Panel, Professor Richardson queried the basis for certain contentions on the state of 
productivity in Australia (from PN939).  
 
Please find attached a brief additional response from the Australian Chamber to the 
matters raised.  
 
 
Yours Sincerely  
 
 
 
SCOTT BARKLAMB  
Director – Workplace Relations  

mailto:chambers.ross.j@fwc.gov.au
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IN THE FAIR WORK COMMISSION  

C2017/1  

s.285:  2016-17 ANNUAL WAGE REVIEW 

QUESTIONS ON NOTICE - PRODUCTIVITY  

1. At paragraph PN939 of yesterday’s transcript in the above matter, the Australian 
Chamber was asked essentially two questions:    

a. On what basis does the Chamber contend that productivity is lower than it 
should be?   

b. What level of productivity should Australia be achieving?   

On what basis does the Chamber contend that productivity is lower than it should be?   

2. At PN971 we referred the Expert Panel to the Discussion Paper produced by the 
Productivity Commission (PC) for its current 5-year Productivity Review.  On reviewing 
this material today, this Discussion Paper and the preliminary research of the PC amply 
makes out the points we were advancing  

3. This Discussion Paper is appended to this additional correspondence, and we ask that 
it be included in evidence in this matter, as an additional submission / attachment to 
submission on behalf of the Australian Chamber.    

4. We commend this paper to the Expert Panel in its consideration of this important 
parameter (productivity) for not only income growth and living standards, but also for 
employment and equity. Productivity is fundamentally important for the mix of statutory 
considerations the Expert Panel has regard to in these matters. 

5. The Discussion Paper’s Figure 3 (below1) shows that, while labour productivity looks to 
have been increasing at a reasonable rate, nearly all of that “reflected the contribution 
of more physical capital, rather than any underlying improvement in the capacity to ‘get 
more out of all inputs”. That capacity — measured in figure 3 by multifactor productivity 
growth rates (MFP) — languished from 2003-04, creating what has been referred to as 
the ‘nothing era’. 

                                                 
1 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, p.8   

http://www.pc.gov.au/inquiries/current/productivity-review#report
http://www.pc.gov.au/inquiries/current/productivity-review/discussion/productivity-review-discussion.pdf
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6. It also appears that aggregate measures of output per hour worked, have been boosted 
more recently by the very sharp lift in export volumes. Therefore, we suggest that output 
per hour worked is giving a misleading picture of productivity growth in Australia.  
Output, as indicated by GDP, is markedly weaker when we exclude the impact of this 
export boom.  It makes sense to us then, to conclude that some measures of 
productivity, as presented in table 2.2 of the statistical appendix, are overstated and 
would be much weaker in the absence of this export boom.  

7. It is true to say however, that MFP has increased on an annual basis more recently - to 
higher levels. However, we would submit that this increase also reflects the lift in 
commodity output including coal, iron ore and LNG – the fruits of the mining investment 
boom.  That MFP itself has been negative in the mining sector from 2010-11 to 2015-16 
(table 2.4 of the statistical report) appears to be due to the large scale capital 
investment undertaken in the early part of that period, with the boom to exports 
occurring more recently.  

8. Having said that, we acknowledge the difficulty in measuring MFP (productivity in 
general) and note it can an imprecise measurement (a point noted and contextualised 
throughout the PC Discussion Paper.   

What level of productivity should Australia be achieving?   

9. The Australian Chamber submits that, and while discussions around productivity are 
imprecise and can include measurement error, there is no reason why historical 
averages could not be representative of the rates of productivity Australia should be 
achieving.  
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10. We do not subscribe to the view that productivity, or growth more generally, is going to 
be perpetually lower.  

11. We reject the concept of secular stagnation and do not find the arguments surrounding 
this notion to be persuasive. We would like to note that the theories around secular 
stagnation have been around since the 1930’s - and were rejected soon after. An 
underlying assumption of secular stagnation, is that technological advancement has 
ceased. This is an assumption that we find to be at odds with real world experience.  

12. With that in mind, we suggest that something close to the historical average is a good 
guide to the rate of productivity growth that Australia should be achieving over the 
medium to long term. This is especially the case given ongoing and rapid advances in 
technology currently underway. 

13. We note and concur with the view that it is a puzzle as to why, despite technological 
advances, there has not been a notable lift in in MFP to date. Yet we see no reason to 
rely on this as a justification as to why productivity in Australia and elsewhere will not, 
and cannot with the right policy settings, including on minimum wages, lift over the 
cycle.  

14. We also note that if it is true that productivity growth is on a permanently lower 
trajectory, then this will have very serious negative consequences for profitability, 
sustainable wages growth, economic growth more broadly and overall living standards.  

Productivity Commission Discussion Paper  

15. In its introduction, the Discussion Paper describes:  

a. The importance of productivity for national incomes. 

b. International trends towards declining productivity, which the PC puts as follows:  

Since 2004, multi-factor productivity has stalled, here and around the developed 
world. This is a long enough period to suggest something is seriously awry in 
the economic fundamentals and the consequent generation of national wealth 
and individual opportunity.2 

c. The ramifications of not increasing Australia’s productivity performance:  

… just as persistent borrowing by government may burden the future, so failure 
to develop the policies most relevant to future higher productivity — and its 
outcome, higher income — will burden future generations with the eventual 
adjustment cost.3 

                                                 
2 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, p.1  
3 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, p.1  
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d. A “productivity collapse” in Australia4, and that:  

If nothing changes, achieving people’s expectations will prove increasingly 
difficult and the costs of this may be measured not just in incomes, but in 
alterations to quality of life.5 

16. Section 2 of the PC Discussion Paper commences with the fundamental point that 
“Businesses are the immediate drivers of long-run productivity improvement in the 
market economy”.6 

17. Section 3 describes a “nothing era” for productivity in Australia, and that “people and 
policy settings” must ensure that Australia does not return to “protracted periods of 
sluggish (productivity) growth.7   It also describes a slowdown in Australia’s capacity to 
“do more of the same”.8   It identifies the policy challenge of how Australia can “do 
better” – a challenge that is relevant to the setting of minimum wages and the Panel’s 
decision on the levels it has to manipulate in this review. 

18. Section 3 also addresses the “Implications of Productivity for Incomes”9 noting the 
impact of weak productivity growth on living standards and prosperity in Australia.  The 
PC make the point that it is productivity that can drive sustained real income growth.10    

19. The PC also identifies workplace relations reforms as one of the policies of the 1980s 
and 1990s that improved MFP11, albeit that it is difficult to disentangle the various 
reforms and their contributions at that time.    

 

Conclusion  

20. At p.16 of the Discussion Paper, the PC makes an important observation: 

While the immediate drivers of real incomes largely reflect the choices of people 
and businesses, governments of all levels do not play a passive role in this 
story. They control many of the levers that influence those choices, for good or 
bad.12  

21. Whilst the Government / Parliament has chosen to devolve the minimum wage lever to 
an independent tribunal, that doesn’t diminish from the importance of this observation 
for the matter at hand.   

                                                 
4 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, p.2   
5 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, p.2  
6 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, p.5   
7 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, p.7 
8 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, p.8 
9 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, pp.10-14 
10 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, p.13 
11 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, p.14 
12 Productivity Commission (2016) Discussion Paper, Increasing Australia’s Future Prosperity, p.16 
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22. Decisions on minimum wage uprating in these reviews are not passive in regard to 
productivity, and the moderation and restraint we commend to the Expert Panel will do 
least harm to the capacity of Australian enterprises in the market sector – particularly 
those paying minimum award wages -  to be more productive and competitive.   

23. This is not a substitute for wider workplace reform, such as ensuring bargaining can 
again encourage and support genuine productivity improvement and innovation in more 
Australian workplaces, however:  

a. Ensuring the lever this panel controls is exercised moderately will be important 
to Australia’s productivity performance in the next 12 months.  

b. The Panel has received propositions for minimum wage uprating from unions 
and others that are excessive and would clearly be harmful to Australia’s 
already sclerotic productivity performance.  

 

Dated:   19 May 2017  

 

SCOTT BARKLAMB  
Director – Workplace Relations  


