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Summary  

Minimum wages are received by less than 200,000 employees. Modest increases make a difference to 

minimum wage earners’ abilities to meet necessities and to save a small amount. Modest rises have 

minimal effect on inflation. 

Submissions to this 2016/7 Minimum Wage Review give particular attention to macroeconomic 

conditions. While these are improving, this submission discusses the low adjustment to variations in profit 

for ordinary and minimum wages, the lower increase in minimum wages than total wages, and market 

dynamics and structure including the likely effect of industry concentration and excess returns on 

minimum wages and the effect of falling earnings in oversupplied markets on minimum wages. 

Wages are paid for ordinary and entrepreneurial work. Wages for ordinary work are less variable and 

less flexible than entrepreneur returns. Entrepreneur returns adjust more to product prices than wages 

because the success at bringing new knowledge and product to market is variable and tied to this 

outcome. Minimum wages fluctuate less and adjust less to market changes than total recorded wages 

because the latter includes partial payments to entrepreneurs. The latter are normal profit. 

Entrepreneurs are more relevant to wages than before due to technological innovation affecting data 

processing and communication, and globalisation.  

Profit increased sharply at the end of 2016. The All Ordinaries Index is at a two-year high which indicates 

investor confidence in earnings. 

Market dynamics and structure have an effect on wages. In a perfectly competitive market 

characterized by many firms, each unable to influence the market product price or wages, wages are 

equal to marginal revenue product. In markets that are not perfectly competitive, wages can be less 

than their marginal revenue product. Firms could use their market power to reduce wages. Firms in the 

stock exchange that have a larger market share in industries have an effect on price and make excess 

profit. Firms with large market shares that affect price not uncommonly have an effect on wages. In 

these markets, wages can increase with minimal negative or a positive effect on employed. 

Markets in which there is oversupply of the product and declining earnings could be associated with 

downward pressure on wages until producers adjust and reduce firm size, find new products or close or 

consumers increase their use.  Store retailing is an example. 

These characteristics and market dynamics should not have a lasting effect on wages for ordinary work, 

including minimum wages. Downward pressure on the minimum wage is present. 

The effect on inflation of a rise in the minimum wage is minimal due to the small number of employees 

receiving the minimum wage and because inflation is low and under the Reserve Bank of Australia’s 

target range. A rise should allow minimum wage earners to increase purchases of necessary items. The 

cumulative effect on minimum wages is worked out to be $6.97 per week or 0.93 per cent. Alongside a 

2.3 per cent increase for inflation and productivity rises, this adds to a $22.19 increase to $695 per week. 

This is a rise of $22.30 per week and $1,160 per year which makes a noticeable difference. 
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Wages for ordinary work vary less than entrepreneur wages 

Entrepreneurs are employees, sole traders and partners and other business owners who are 

entrepreneurs. Chief executive officers, marketing directors, salespersons, and many others have large 

and small entrepreneurial parts to the role. Normal profit is the return for the entrepreneur. Pure profit is 

profit less expenses including the owner-manager’s (or more than one) wage, imputed lease of land, 

rent, interest on equipment (including imputed interest), interest on inventories and working capital, and 

normal profit.  The opportunity cost of the owner providing working capital, equipment and any other 

materials or assets that are used to produce the product including a normal profit over and above the 

wage for the work completed that rewards the owner for turning uncertainty into certainty e.g. for 

bringing a new product into use, or expanding sales into an area with different characteristics of buyers, 

are taken into account. In a sole trader firm, the owner receives a wage, normal profit and can receive 

pure profit. Economic profit is pure profit. Pure profit is the returns for capital invested. 

Normal profit to entrepreneur employees is recorded as wages and bonuses and deducted from 

revenue. Entrepreneurs who also own the capital in the firm are likely to include part of this return in 

profit rather than bonuses. Firms are unlikely to separate normal and pure profit when capital providers 

are also entrepreneurs.  

 

Table 1 Wage types  

Type of work Ordinary Entrepreneur’s 

wage  

Reported 

profit 

Part of 

reported 

expenses 

Remain in 

reported 

profit 

Normal 

profit 

Unskilled to 

highly skilled 

employee 

Ordinary   Yes No na 

Partly 

entrepreneurial 

employee 

Ordinary Entrepreneur’s 

wage  including 

bonus and 

possible shares 

 Yes No In expenses 

Entrepreneurial 

employee 

Ordinary Higher 

proportion of 

wage is 

entrepreneur’s 

wage including 

bonus and 

shares 

 Yes No In expenses 

Entrepreneur 

and owner or 

partner 

Ordinary  Normal 

profit in 

reported 

profit 

No Yes In reported 

profit 

 

Bonuses are received for entrepreneurial outcomes such as bringing new products to market, increasing 

sales, improving human relations and, in general, improving the functioning and profit of the firm. 
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Wages and bonuses are paid to an entrepreneur in a firm to retain their skills. Some work is partly 

entrepreneurial and the wage and bonuses may reflect this. 

Roughly, about one-third of employees are estimated to receive bonuses. Bonuses are about 2.5 per 

cent to 3 per cent of total earnings. About one-third of employees receive bonuses of 7.5 per cent per 

year which are $4,580 per year for full and part time employees on average. Entrepreneurial wages, 

excluding bonuses, are in recorded wages and, for entrepreneur owners and partners, are likely to be in 

reported profit.  One-third of employees are part or full entrepreneurs. All owner-managers of firms are 

entrepreneurs. 

Work that is partly or fully entrepreneurial is a subset of all positions. Part or all of the salary for these 

positions is normal profit. This return varies more than wages for ordinary work. Salaries for other positions 

are likely to vary less. The entrepreneur’s wage varies for success in new product launches, new 

technology and globalization, positively and negatively. The minimum wage for ordinary, unskilled work 

should not receive downward pressure due to entrepreneurial failures. At the same time, minimum 

wages should not rise in response to entrepreneurial successes that increase entrepreneurs’ salaries, 

bonuses and normal profit in reported earnings. 

Earnings and mixed income fluctuates  

Normal profit is not easy to measure due to data limitations. Variability in entrepreneur returns for 

employees and owner-managers’ normal profit and all other items accounted for in profit, affect 

fluctuations in profit.  

Company earnings and mixed income varies around the trend. The output of the regression shows that 

the variation is 6.1 per cent. The variation from September 1991 to December 2016 is 6.1 per cent (see 

Chart 1). (Company earnings is earnings before interest tax and depreciation.) Income fluctuates by 6.1 

per cent, on average, around the trend line that depicts the ‘usual’ income for this period. Income 

takes a flatter trend over five years to September 2016. Earnings increased sharply at the end of 2016.  

The trend line is a reasonably good fit. The R2 is 98% (see Model 1). The constant term and time trend 

coefficients are significantly different from zero and accepted at a 95 per cent confidence level.  The 

range for the coefficients that is within a 95% confidence limit is small. A benefit of this measure is that 

unincorporated firms are included. This measure differs from pure profit due to: 

 Some expense items that are not removed, including net interest paid, depreciation and rent 

and imputed land costs are not removed. Wages for sole traders are not deducted from 

income. Changes in these items change income. 

 

 Entrepreneur wages and bonuses are deducted from earnings before interest, tax and 

depreciation. Returns to the entrepreneur for companies that are not owned by the 

entrepreneurs are classified as an expense and deducted from revenue to get profit before tax. 

Entrepreneurs are unlikely to pay bonuses to themselves as the profit is shared to goes to an 

individual entrepreneur. One is entrepreneur returns are unlikely to be realized in bonuses but in 

profit. Earnings before interest, tax and depreciation for these firms is likely to include implicit 

bonuses.  
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Chart 1 Company earnings and sole trader income and trend  

 

Model 1 

 
OLS, using observations 1991:3-2016:4 (T = 102) 

Dependent variable: company earnings and mixed income 

Data are in natural logarithms. 

 

             coefficient   std. error    t-ratio    p-value  

  ---------------------------------------------------------- 

  const       8.55832      0.0375945     227.6     1.36e-137 *** 

  time        0.0148437    0.000206678    71.82    7.30e-088 *** 

 

Mean dependent var   11.22277   S.D. dependent var   0.443445 

Sum squared resid    0.377716   S.E. of regression   0.061459 

R-squared            0.980982   Adjusted R-squared   0.980792 

F(1, 100)            5158.177   P-value(F)           7.30e-88 

Log-likelihood       140.7961   Akaike criterion    −277.5922 

Schwarz criterion   −272.3422   Hannan-Quinn        −275.4663 

rho                  0.919063   Durbin-Watson        0.173832 

Company income = income before interest, rent, tax, depreciation, imputed land costs 

Mixed income= wages, returns for entrepreneurship – normal profit - and profit 

 

Confidence interval for coefficients t(100, 0.025) = 1.984 

      VARIABLE         COEFFICIENT      95% CONFIDENCE INTERVAL 

         const            8.55832          8.48374      8.63291 

          time            0.0148437      0.0144337    0.0152537 
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Chart 2 The difference between company earnings and mixed income and the trend line is the 

residuals that show fluctuations  

 

The pattern in the residuals shows that there are cyclical factors that have an effect on company and 

mixed income. This could be in any of the items that affect company earnings and mixed income and 

any of the items that are not deducted. 

A narrower measure of profit - company profit before tax and extraordinary items – has more variability 

than company earnings and mixed income (see Appendix 1). Company profit before tax excludes firms 

employing 20 people or less. Profit fluctuates by 16.2 per cent, on average, around the trend line that 

depicts the ‘usual’ income for this period. This measure differs from pure profit due to profit of firms 

employing less than 20 people is excluded and part of the returns to the entrepreneur for companies 

that are owned by the entrepreneurs is likely to be included in profit before tax.  

Minimum wage increases by less than wages excluding bonuses 

Downward pressure on minimum wages is occurring. Since 2010, hourly rates of pay, excluding bonuses, 

increased by 1.1 per cent more than the minimum wage. Were the increase the same, the minimum 

wage for 2016, that is the starting base for 2017, would be $680.27 per week. It is $672.70 per week. The 

difference is $393.59 per year.  
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Normal profit in profit before tax and employee entrepreneur wages including bonuses should vary 

more than ordinary wages. When the variation is downward, minimum wages should not be affected. 

Market dynamics and structure have effects on wages 

In a perfectly competitive market, in which there are many firms each unable to affect the price or 

wages, wages are equal to the marginal revenue product.  Skills and abilities of people at work are 

homogenous. Any work that is similar is an example.  

This market structure is not present for firms listed on the stock exchange. A concentration of firms listed 

on the Australian Stock Exchange in industries is present (1). The concentration is measured by the 

Herfindahl Index. The market share of a firm i in an industry j is calculated as: 

I 

Herfindahl Index  s2ij 
i=1-n 

The index is 0.555 for the 20 per cent of market share that is held by the fewest firms in each industry 

listed on the stock exchange (see Table 1). Sales per firm can be ranked.  The index increases for each 

successive quintile of sales. Lower quintiles contain more firms for the sale amount of sales. A cross 

section of average stock returns to the quintiles of the Herfindahl Index shows that returns for forms and 

in industries increase as the concentration of firms in industries increases. (2) Average monthly raw 

returns for Q5 compared to Q1 are 0.489 per cent per month. Firms in the stock exchange that have a 

larger market share in industries make excess profit.  

Listed firms in concentrated industries in the US have lower profitability and stock returns than others. 

Table 2 Concentration and average returns of firms 

Quintiles 

(sales) 

Herfindahl index 

 

Raw industry 

returns 

Industry returns 

compared to a 

portfolio 

benchmark 

Raw firm 

returns 

Firm returns 

compared to 

a portfolio 

benchmark 

Q1 .113 0.952 -.096 .871 -0.063 

Q2 .181 1.698 -.016 .737 -0.068 

Q3 .278 1.22 .053 1.574 0.079 

Q4 .411 1.307 .016 1.581 0.134 

Q5 .555 1.99 .669 1.360 0.096 

 
Each quintile has equal sales. The number of firms that make these sales are ranked. Q1 has the most firms for 1/5 of 

market sales and Q2 has the fewest firms that make 1/5 of sales. Returns are average monthly  per cent stock 

returns.  

 

Source Industry concentration, excess returns, and innovation in Australia, David Gallagher, Katja Ignatieva, James 

McCulloch, University of Technology, Sydney, 2013 

 

Firms with large market shares that affect price not uncommonly have an effect on wages. The usual 

inverse relationship between wage rises and employment is not present because wages can be less 

than their marginal revenue product. 
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Wages may not be equal to marginal revenue product. Marginal revenue product is the increase in 

revenue that a firm receives from employing one more person. It is affected by market price and the 

productivity that the person is able to generate. Marginal revenue product is the supply of labour in a 

perfectly competitive market. Increasing the wage to the marginal revenue product would have a 

minimal, no or a positive effect on employment. Firms in an industry that is not characterized by a 

perfectly competitive market may put downward pressure on wages and the minimum wage. 

In the case of few employers, each affecting the market wage, the wage will be less than the marginal 

revenue product.  The difference between the supply curve and the marginal cost curve is due to the 

monopsonist’s ability to push down the wage (see Diagram 1). More abilities are offered for supply at 

each wage than under a perfectly competitive market in which marginal cost equals average cost. 

Wages are w1 and employed are e1. The monopsonist works from the marginal cost curve and employs 

the amount for A. A minimum wage at w2 increases wages and employed to e2. 

Diagram 1 Wages in a monopsonistic market 

  marginal cost of 

abilities of people 

wage 

          A     supply of abilities of people (average cost) 

           

mw w2                  B 

      w1          demand for abilities of people (marginal revenue product) 

         

e1   e2   employed 

Increases that lift wages closer to marginal revenue profit has minimal or positive effects on 

employment and can be excluded from the standard approach of an inverse relationship between 

wage and employment growth. 

Falling earnings and low profit margin bring low wage rises 

Downward pressure on wages could also be placed by firms that are in a sector in which earnings are 

falling. A fall in earnings could be due to lower demand, oversupply of the product or rising costs. Falling 

earnings and low profit margins in store retailing (excluding vehicles, food and fuel) is associated with 

lower wage growth than for all firms:  

 Accounting earnings before interest tax, depreciation and amortization declined 6.7 per cent 

per annum over four years to 2014/5 and fell each year and is less than eight years before.  

 The margin of profit on sales is 4.7 per cent compared to 10.9 per cent for all firms.  

 In the three years to 2014/5 at least 25 per cent of firms made a loss compared to 20 per cent 

across all firms.  

 Wages and salaries per person employed increased 2.7 per cent per annum over four years to 

2014/5, significantly less than the 4 per cent increase over four years for all firms. (This is affected 

by the proportion of part time and full time employees.) 
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 Sales are close to constant over four years and expenses rose 0.3% per annum. 

The rise in costs outweighing sales growth is a pattern over eight years that brought a decline in 

earnings. The decline in earnings is pronounced over the last four years. These are total figures and not 

all firms would have experienced this fall in earnings. 

Falling store retailing earnings are associated with lower wage growth. Wage growth is lower over the 

past four years than for the first four year. The rise is 0.3 per cent less per annum than for all firms in the 

last four years. Shopping strip retailers make fewer sales compared to centre based retailers than 

before.  

 

Table 3  

Falling store retailing earnings brings low wage rises 

 

 

 EBITDA Sales Profit Made a 

Asset 

purchases  

Wages and salaries 

 

  

margin loss % firms % profit % change 

      

 

2007–08 -10.1 7.9 

   

 

2008–09 20.8 10.4 

   

 

2009–10 3.9 7.2 

   

 

2010–11 14.8 6.0 

   

 

2011–12 -3.3 0.5 

   

 

2012–13 -17.7 -1.1 4.9 28.0 11.5 
 

2013–14 -3.8 3.7 4.7 26.4 12.5 
 

2014–15 -1.1 -3.0 4.7 25.0 9.8 
 

      

 

% change pa -0.2 3.8 

   

 

% change pa 

     

 

over 4 years -6.7 0.0 

   

1.4 

      

 

All firms in all sectors 

    

 

2012–13 

  

11.2 20.9 26.9 
 

2013–14 

  

11.4 20.0 26.8  

2014–15 

  

10.9 19.6 25.7  

% change pa      4.3 

over 4 years 

     

 

Store retailing excludes vehicle, fuel and food retailing. 

  

Store retailing is an example only. Falling earnings or low earnings growth for other product groups is 

likely to have a further downward effect on minimum wages.  
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The cumulative effect and a component for inflation and productivity rises 

lifts minimum wages to $695 per week 

Disproportionate downward pressure on minimum wages is present. Minimum wages rise by less than 

total wages. Lifting minimum wages by the 0.66 per cent increase in wages excluding bonuses since 

2010 brings the starting point for 2017 to $677.1 per week. The difference of $393.59 per year is 

significant. 

The effect of market concentration of listed companies on returns is present. The excess returns are 

earned by prices above the perfectly competitive market price and for some, lower wages. Listed firms 

in the 20 per cent most concentrated industries earn 0.489 per cent more than listed firms in the least 

concentrated 20 per cent. This is 5.8 per cent more per year that are excess returns.  If one-third is due 

to wages at less than marginal revenue product, then wages could increase by 1.9 per cent in the firms 

with excess returns with minimal negative or a positive effect on employed. More than 20 per cent of 

listed firms are able to earn excess returns. Taking the effect on wages to be for a small 5 per cent of 

employed, lifts wages by 0.095 per cent. This brings wages closer to their marginal revenue product and 

has minimal negative or positive effects on employed. The minimum wage rises to $679.68. The 

cumulative effects are conservative. 

The effect of falling earnings on wage rises in store retailing is an example of the effect of falling 

earnings in other industries on the minimum wage. Non-mining related earnings and non-mining export 

earnings were weak during the period of high commodity prices. Wages per employee for store 

retailing in which earnings fall, rose 0.9 per cent from 2011/2 to 2014/5 compared to 10.3 per cent for all 

firms. The rise in store retailing wages is equated to the rise in all wages by lifting store retailing wage by 

9.4 per cent since 2011/12. Applying to one-third of employees, lifts the minimum wage by $1.26 per 

week to $677.78 per week.  

Table 4 Cumulative effect on minimum wage plus rise 2017 

 Minimum wage per 

week 

Per cent Per week 

2016 $672.70   

Equating the rise in wages 

excluding bonuses since 2010 

$677.14 0.66 per cent $4.43 

Market concentration $677.78 .095 per cent 63 cents 

Falling earnings  $679.68 0.56 per cent $1.89 

Productivity and inflation-related 

rise of 2.3% 

 2.3 per cent $15.33 

Minimum wage 2017 $695 3.3 per cent $22.30 

 

Applying a 0.8 percentage point increase for productivity increases and a 1.5 percentage point 

increase for the Consumer Price Index over the year to the December quarter, lifts the minimum wage 

to $695 per week, a rise of $22.30 per week and $1,160 per year. The rise is slightly more than the 

increase for 2011 and the increase for 2014. The rise is unlikely to have an effect on inflation that is low, 

but will increase minimum wage earners’ abilities to purchase necessary items. It makes a noticeable 

difference.  
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Appendix 1 

A narrower measure of profit - company profit before tax – has more variability 

Company profit before tax that excludes firms employing 20 people or less has more variability than 

company and mixed income. The difference between company profit before tax and extraordinary 

items to a trend line is 16.2 per cent from March 2003 to December 2016. Income fluctuates by 16.2 per 

cent, on average, around the trend line that depicts the ‘usual’ income for this period. Profit before tax 

and extraordinary items is variable. The fit of the line is low at R squared = 0.32. This measure differs from 

pure profit due to: 

 Profit of firms employing less than 20 people is not included. 

 Part of the returns to the entrepreneur for companies that are owned by the entrepreneurs is 

likely to be included in profit before tax. Returns to the entrepreneur for companies that are not 

owned by the entrepreneurs are classified as an expense and deducted from revenue to get 

profit before tax, excluding shares 

Smoothing through some of the fluctuations that the trend line does not smooth over this period, profit 

before tax rose from 2003 to 2010. It then fell to late 2016 and rose sharply at the end of last year. 

Chart 3 Profit of companies before tax and trend or usual profit differs 
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Model 2 

OLS, using observations 2003:1-2016:4 (T = 56) Dependent variable: profitbt  

Company profit before tax and extraordinary items 

Data are natural logarithms 

 

             coefficient   std. error   t-ratio    p-value  

  --------------------------------------------------------- 

  const      10.1473       0.0867489    117.0     1.22e-066 *** 

  time        0.00684314   0.00134377     5.092   4.62e-06  *** 

 

Mean dependent var   10.57504   S.D. dependent var   0.195943 

Sum squared resid    1.426560   S.E. of regression   0.162535 

R-squared            0.324437   Adjusted R-squared   0.311927 

F(1, 54)             25.93334   P-value(F)           4.62e-06 

Log-likelihood       23.30185   Akaike criterion    −42.60369 

Schwarz criterion   −38.55299   Hannan-Quinn        −41.03325 

rho                  0.518621   Durbin-Watson        0.945198 

Log-likelihood for profitbt = −568.9 

 

Chart 4   

The residuals between company profit and the trend line shows the fluctuation 

 

The pattern in the residuals shows that there are cyclical factors that have an effect on profit before tax 

for companies. This could be in any of the items that affect company earnings and mixed income and 

any of the items that are not deducted. 

-0.5

-0.4

-0.3

-0.2

-0.1

 0

 0.1

 0.2

 0.3

 0.4

 2004  2006  2008  2010  2012  2014  2016

re
s
id

u
a
l

Regression residuals (= observed - fitted l_profitbt)



15 
 

Endnotes 

1 Industry concentration, excess returns, and innovation in Australia, David Gallagher, Katja Ignatieva, 

James McCulloch, University of Technology, Sydney, 2013 

2 ibid 
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