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AUDIO COMMENCES [10.11 AM] 

PN1  

MS A DURBIN:  Thank you very much for the opportunity to appear before the 

expert panel on behalf of the Australian government.  The role of the government 

is to provide the latest evidence on the relevant factors that the expert panel needs 

to consider under the Fair Work Act in setting minimum wages.  As such the 

government's submission on 13 March provides evidence on the economy, the 

labour market and the characteristics of unemployed people and low-paid 

employees. 

PN2  

To assist the panel to determine a fair increase to minimum wages and to provide 

further context to the government's submission, I will provide a brief 

introduction.  My colleague from the Treasury, Ms Berger-Thomson, will then 

discuss the economic outlook.  I would also like to just note that on 11 May the 

government submitted its post-Budget submission to the expert panel.  Paragraph 

19 of our main submission noted that in 2017 a full bench of the Fair Work 

Commission decided it could not receive evidence from the Budget, including the 

Budget papers, on the basis that they were subject to parliamentary privilege. 

PN3  

The submission also outlined reasons why the government considered the panel 

should be able to receive such material.  Mr Tim Begby of the Australian 

Government Solicitor is in attendance today and is more than happy to answer any 

questions the panel may have about this particular issue. 

PN4  

JUSTICE ROSS:  Does anyone take a different view, though?  Is anyone 

contending we shouldn't have regard to what is in the Budget papers? 

PN5  

MS DURBIN:  We've not been contacted by any party, your Honour. 

PN6  

JUSTICE ROSS:  No, all right, thanks. 

PN7  

MS DURBIN:  To determine a fair increase to minimum wages the panel is 

required to review both the national minimum wage rate and the award 

classification wages.  The national minimum wage rate and award classification 

wages are two different concepts that are often blurred in public discussion.  The 

national minimum wage rate is currently $18.29 per hour, which, for a full-time 

worker, is $694.90 per week or almost $36,135 per year.  The government 

estimates that around 196,300 Australian employees, or 1.9 per cent, were paid 

the national minimum wage rate in 2016, which is the most recent data available.  

Employees who have their pay set by a modern award will also receive a pay 

increase as a result of the panel's decision.  In 2016, up to 2.3 million Australians 

had their pay set by an award.  These workers are paid a range of wage rates 

across thousands of award classifications. 



PN8  

In around two thirds of modern awards or 77 of the 122 the lowest adult wage rate 

is above the national minimum wage rate.  The majority of award-reliant workers 

are paid higher wages than the national minimum wage - 73.4 per cent higher on 

average.  In making its decision to increase minimum wages, the expert panel is 

required to consider the needs of low-paid employees.  As it has done in the past, 

the government's submission defines low-paid employees as those earning less 

than two thirds of the median hourly wage. 

PN9  

This is consistent with the approach used by the organisation for economic 

cooperation and development.  Using this definition, around one third of 

Australian's 2.3 million award-reliant workers are low paid, meaning that most of 

Australia's award-reliant workers are paid above this low-pay threshold.  In 

addition to considering the living standards and needs of low-paid workers the 

panel is also required to consider the need to promote social inclusion through 

increased workforce participation. 

PN10  

As such the panel also needs to consider the potential impact of minimum wages 

on those who currently do not have a job.  As discussed at previous hearings, the 

government's submission therefore provides an analysis of the distribution of low-

paid employees across both employee households and all households.  The 

government's submission includes information on a range of relevant trends.  

Since 2008 Australia's minimum wage bite has been broadly stable, increasing 

slightly to 54.8 per cent in 2017. 

PN11  

The government's submission also includes new analysis indicating that in the 

most award-reliant industries the lowest rate in relevant award ranges from this 

level to 60.7 per cent of the median full-time wage.  Over the past decade income 

inequality in Australia has also been broadly stable.  ABS data shows that the 

GINI co-efficient for equivalised household disposable income stood at 0.336 in 

2007/2008 and 3.23 in 2015/2016.  Similarly, over the past decade, non-standard 

forms of work as a share of jobs has remained stable, with the number of casual 

workers remaining at around 25 per cent of all employees.  The submission notes 

there has been recent improvements in gender equality.  The weekly gender pay 

gap was 15.3 per cent in November 2017, its lowest level in 12 years.  The 

government supports the safety net of minimum wages and conditions for 

workers.  At the same time the government believes it is essential to continue to 

foster an economic - sorry, to continue to foster an environment that supports 

economic growth, job growth and productivity growth. 

PN12  

In addition to supporting Australia's prosperity, moving into employment, 

including into a lower-paid job, has positive benefits for individuals, their families 

and the community.  Employment not only provides a financial benefit but can 

also build self-worth and well-being.  Labour market conditions have strengthened 

over the past year.  367,000 new j0bs have been created over the year to March 

2018 with full-time employment accounting for the majority of this growth.  



Unemployment was 5.5 per cent in March 2018, below the 5.9 per cent recorded 

in March 2017. 

PN13  

While the pace of employment growth is now significantly higher than the decade 

average rate, there is still spare capacity in the labour market.  While declined in 

the recent quarters, the under-employment rate was 8.4 per cent in February 2018 

down from 8.9 per cent in February 2017.  The orthodox view is that minimum 

wages increases beyond a certain level can have dis-employment effects, 

particularly for vulnerable groups like youth and low-skilled people, although 

there is no consensus on what this level may be. 

PN14  

The government recognises that the effect of minimum wages on employment is 

difficult to measure.  Hence, the available evidence is mixed and remains under 

debate.  In addition as we discussed at last years' hearing, Australia's minimum 

wage system is different to the countries where most studies into employment 

impacts tend to be undertaken, such as the United Kingdom and the United 

States.  For example, under Australia's system of award wages, the expert panel's 

decision affects nearly 23 per cent of employees.  Section 3(g) of the Fair Work 

Act states that the objects of the Act are to meet through an acknowledgement of 

the special circumstances of small and medium-sized businesses. 

PN15  

Small businesses are a significant part of the Australian economy and make a very 

important contribution to output and employment.  There are nearly 2.2 million 

actively trading small businesses in Australia as at June 2017, according to - 

accounting for 97 per cent of (indistinct).  Of these small businesses, 37 per cent 

were employment small businesses.  Small businesses are more reliant on 

minimum and award wage setting and are impacted by adjustments to them more 

than other firms.  Around 35 per cent of employees in small businesses are paid 

award classification wages.  I will now hand over to my Treasury colleague to 

discuss the economic outlook.  Together we are of course happy to take any 

questions the panel may have. 

PN16  

JUSTICE ROSS:  Thank you. 

PN17  

MS L BERGER-THOMSON:  As has been standard practice, I am happy to 

provide an opening statement that touches on the economic outlook that was 

outlined in last week's Budget papers.  I'm going to start with the global economic 

conditions.  So global growth exceeded expectations in 2017, picking up to its 

fastest pace since 2011.  We have seen strong economic momentum across most 

advanced and emerging economies.  Business investment and industrial 

production has improved their range of countries. 

PN18  

In addition, there has also been an upswing in global trade volumes, especially in 

the Asian region.  This economic momentum is expected to continue in the near 

term, however, beyond 2018 growth may slow in some regions as major advanced 



economies start to push up against capacity constraints.  Labour market conditions 

are tightening, especially in Japan, Germany and the United States as 

unemployment rates have fallen to their lowest levels in several decades. 

PN19  

Despite this wage growth and inflation have remained largely subdued.  While 

there are some tentative signs that wage growth has begun to pick up in the United 

States a sustained increase will be needed to support the return of core inflation 

towards medium-term targets.  That said, some central banks, and most 

importantly, the US Federal Reserve, have begun to withdraw the supportive 

monetary policy settings that have been in place since the global financial crisis. 

 Australia's major trading partners are forecast to grow at a stronger pace then the 

wider global economy, particularly Australia's Asian trading partners.  The 

Australian economy is being supported by this positive global outlook.  The 

transition towards more broad based sources of growth is occurring as expected.  

Since our last economic update to the expert panel, momentum in the Australian 

economy has strengthened with solid contributions to growth from household's 

consumption and non-mining business investment in the second half of 2017. 

PN20  

This recent economic momentum is expected to continue to drag - to continue, 

sorry, as the drag from the end of the mining investment boom dissipates and 

mining exports ramp up with full production.  The economy is forecast to grow by 

two and three quarter percent in 2017-18 and then growth is then forecast to pick 

up to three percent in the following two years, so that's 2018-19 and 2019-20. 

PN21  

The Australian economy continues to be supported by favourable conditions 

including a flexible labour market, a lower exchange rate and historically low 

interest rates.  Low financing costs will continue to support both the household 

and business sectors.  Recent strength in household consumption growth has been 

supported by robust momentum in Australia's labour market. 

PN22  

As has occurred over the past few years, household consumption is estimated to 

grow faster than household income resulting in a further decline in the household 

saving rate in 2018-19 before it stabilises in 2019-20.  Mining investment is 

expected to continue to fall over the next couple of years but the unwinding of the 

mining investment boom and its associated drag on economic growth has almost 

worked its way out of the economic landscape. 

PN23  

Non-mining business investment growth has recently been stronger than expected 

supported by continued improvements in business conditions and capital 

expenditure intentions.  The negative spillovers from the unwinding of the mining 

investment boom has especially weighed on non-mining business investment in 

Queensland and Western Australia but this effect is diminishing. 

PN24  

Export growth continues to be supported by the expansion of Australia's mining 

capacity while the level of dwelling investments is expected to moderate from its 



recent peak.  Public final demand is expected to go strongly in the near term 

supported by transition to full scheme for the National Disability Insurance 

Scheme and strong infrastructure investment by both the Commonwealth and the 

states and territories. 

PN25  

The Australian economy is also benefitting from population growth, technological 

developments and recent gains in national income following renewed strength in 

the terms of trade.  I want to focus now on the labour market, wages and prices.  

The labour market strengthened substantially in 2017 with the creation of around 

415,000 new jobs representing the largest increase in employment ever recorded 

over the course of a calendar year. 

PN26  

Full time jobs accounted for around three quarters of this growth with broad based 

employment growth across the states and territories.  Leading indicators such as 

job advertisements and business survey measures of hiring intentions are 

consistent with continued jobs growth, industry liaison, (indistinct) and labour 

market tightness in industries such as construction and IT. 

PN27  

Employment is forecast to grow by two and three quarter percent through the year 

to the June quarter 2018 and then one and a half percent through the year to the 

June quarters of 2019 and 2020.  Strong employment outcomes have been 

accompanied by a marked rise in the participation rate which was 65.5 percent in 

March 2018.  Higher participation is consistent with a strong labour market as job 

seekers are encouraged into the labour force by improved employment prospects. 

PN28  

The participation rate is expected to remain around its currently elevated level 

over the forecast horizon.  The unemployment rate has declined over the past year 

and is expected to fall further over the forecast period.  The unemployment rate is 

forecast to be five and a half percent in the June quarter 2018 before declining to 

five and a quarter percent by the June quarter of 2019. 

PN29  

While the labour market has experienced broad based improvements, wage 

growth remains subdued.  The wage price index rose by 2.1 percent through the 

year to the December quarter 2017 marking slightly stronger growth than in 

previous quarters.  Wage growth is forecast to pick up to two and a quarter 

percent through the year to the June quarter 2018, two and three quarter percent 

through the year to the June quarter 2019 and then three and a quarter percent 

through the year to the June quarter 2020 as economic growth strengthens to be 

above its potential rate and excess capacity in the labour market is absorbed. 

PN30  

Consumer price inflation remains subdued reflecting subdued wage growth, 

ongoing competition among retailers, subdued rental price growth and price falls 

for telecommunications equipments and services.  Inflation is expected to rise 

gradually as economic growth accelerates and wage growth picks up. 



PN31  

Consumer prices are forecast to grow by two percent through the year to the June 

quarter 2018, two and a quarter percent through the year to the June quarter 2019 

and two and a half percent through the year to the June quarter 2020 and that 

particular rate is consistent with the middle of the RBA's target band. 

PN32  

As always, there's a degree of uncertainty around the economic forecasts, 

heightened policy uncertainty has emerged in a number of countries, including 

growing support for policies that could restrict global trade and hence growth.  

The trade environment is rapidly evolving and recent moves towards a more 

protectionist trade environment may have detrimental effects on the global 

economy and for our major trading partners. 

PN33  

The recalibration of monetary policy in the United States is also a source of 

uncertainty for the global economic outlook while elevated levels of debt in 

China, Europe and Japan remain an ongoing risk.  In particular, Europe continues 

to face a range of persistent issues following the global financial crisis and the 

European sovereign debt crisis. 

PN34  

All that said, these risks are hard to quantify and the world economy has shown 

remarkable resilience in recent years.  Domestically, a change in household 

attitudes towards saving combined with subdued income growth may result in 

slower consumption growth than forecast.  There is also a risk that household 

spending may be affected by any unanticipated tightening in financial conditions, 

including in response to international events. 

PN35  

Moreover, the timing and pace of the recovery in non-mining business 

investments needs to remain uncertain.  That said, the risks around non-mining 

business investment are more balanced than they have been for some time.  Thank 

you. 

PN36  

JUSTICE ROSS:  I'm not sure whether I should direct the question to you but it 

deals with the response to the questions for final consultations of 11 May and my 

question goes to the response to question 1.3. 

PN37  

MS DURBIN:  That would be to us, your Honour. 

PN38  

JUSTICE ROSS:  Okay.  The question's really asking for an explanation as to 

why the WPI and the most award reliant industries rose by an amount 

substantially less than the growth in award rates and the Commonwealth advances 

two possible explanations for that.  Other parties, and it's really this that I want 

you to comment on, advanced a range of other reasons.  For example, the ACTU 

points to the potential for measurement error, the fact that the increases from 

agreements in these sectors have also been quite low. 



PN39  

A similar point's advanced by ACCI.  The ACTU also talks about the extent to 

which non-compliance might play a role as well.  Does the Commonwealth take 

issue with any of those potential explanations or is it the case that you say that 

look there are a range of reasons why we we're observing, including the matters 

that you've identified and those that other parties identified?  We don't know 

which one might be driving the outcome but they're all possible explanations. 

PN40  

MS DURBIN:  Your Honour, we consulted with the Australian Bureau of 

Statistics in putting our answer together and they obviously are responsible for the 

statistical collection that underpins the wage price index and as we say in our 

answer, no, there are a range of issues and quantifying the impact of any one 

particular relevant factor is obviously going to be quite challenging.  Certainly 

from - - - 

PN41  

JUSTICE ROSS:  I wasn't really seeking the quantification.  It was really the 

acknowledgement that there are perhaps more factors than the two you've 

identified.  There may be other things that play as well. 

PN42  

MS DURBIN:  We would certainly agree there may be other factors.  Certainly 

the department that Ms Wang and I are from produce the quarterly trans-

enterprise bargaining report and that is a number of the – a number of parties use 

that to cite the decline in the last quarter, in particular, on enterprise bargaining 

rates.  We would always urge caution at just looking at one quarter of data in 

compiling any of these measures which is why the wage price index is obviously 

the preferred way of looking at wage growth over time but certainly for things like 

enterprise bargaining, we acknowledge that they well may be contributing factors. 

PN43  

JUSTICE ROSS:  All right.  Thank you. 

PN44  

PROFESSOR RICHARDSON:  Yes, thank you.  First of all, I'd like to thank the 

government for having produced the real wages and labour productivity during the 

mining boom updated graph, which includes the real minimum wage and the real - 

deflated by a couple of indices.  That was in your response to the first set of 

questions on notice.  I appreciate that.  There are a couple of things that are 

puzzling me, and I'm not sure to whom I should direct this question so please 

choose who is going to respond, but the government quite understandably cites 

the standard economic expectation that over time real wages will grow at 

approximately the rate of growth, labour productivity.  It also, in that graph that 

I've referred to, gives the changes in the real wage, on the one hand deflated by 

the consumer price index, and on the other hand deflated by the GDP deflator, 

which is the prices facing employers for their products, and the outcomes are quite 

different, which is what is particularly interesting about that graph, and this is an 

unusual experience, as the government points out in your submission.  So I'd be 

interested in your view on when you say you expect over time real wages to grow 

at the rate of growth of productivity, is that real wages deflated by the GPD 



deflator, or real wages deflated by the CPI, since in recent years they're not the 

same?  This may be a bit complex for a question. 

PN45  

MR STONEY:  Professor Richardson, I think that's a question that we can 

handle.  When thinking about real wages from the perspective of a firm, we would 

expect over time that real producer wages would be growing with productivity, 

and that's why we've got in this chart productivity and the real producer wage 

identified, and you can see that broadly speaking they have grown together over 

the period charted.  During the mining boom we saw, as you would be aware, a 

substantial increase in commodity prices and typically associated with that you 

see an appreciation of the exchange rate, and that then opens up, or has opened up, 

a wedge between prices that producers are facing and the prices of the goods that 

consumers are actually consuming, and so you can see that in the chart associated 

with that increase in commodity prices we have an appreciation of the exchange 

rate that drove down the consumer prices relative to producer prices, and in that 

way was kind of distributing some of the income of this commodity price boom, if 

you like, through to the living standards of households.  As you said, that's an 

unusual period and that's something that we've also noted.  Over time we would 

expect the real consumer wage and the real producer wage to once again grow at 

the same rate and converge, but for that period of the mining boom, you know, 

this wedge opened up and yes, it's quite an interesting phenomenon and one that 

we discuss publicly quite a bit. 

PN46  

PROFESSOR RICHARDSON:  Do you think we've reached that time, when they 

converge? 

PN47  

MR STONEY:  Well, I think you can see in the chart that they haven't converged 

yet and so we would expect over time that that convergence would continue. 

PN48  

PROFESSOR RICHARDSON:  So can you help me to understand why they 

haven't converged, when the forces that you're talking about seem to have 

dissipated? 

PN49  

MR STONEY:  I'm not sure they've fully played out yet, and it might also be the 

case - yes, I think those forces have not yet fully played out, so commodity prices 

are still - if you compare the level of commodity prices at the moment, they're still 

quite high relative to what you would have observed previously and that still is 

being reflected in the exchange rate. 

PN50  

PROFESSOR RICHARDSON:  In the exchange rate? 

PN51  

MR STONEY:  Yes.  So we would expect this wedge to continue to decline, but it 

may not be completely removed over time.  It does depend on, you know, some 



change in the commodity prices to settle down, and you know, that's something 

that's difficult to predict. 

PN52  

PROFESSOR RICHARDSON:  Thank you.  Now, it's a related question, but it's 

about the behaviour of a real national disposable income per capita.  This is 

displayed in our statistical report, but I'm sure you will be very conscious of how 

it has been behaving, specifically since the level of real national disposable 

income which the ABS says is the best single measure of the income available to 

distribute amongst Australians.  That amount per capita is the same - a little bit 

lower in December 2017 than it was in 2011, and in the period in-between it has 

fallen and then risen again.  So it's no higher today than it was six years ago, and it 

has never been higher in that six-year period.  Do you think that is playing any 

role in the low rate of growth of wages? 

PN53  

MR STONEY:  I think it's related to the discussion that we were just having 

previously.  Obviously, I mean, you've seen commodity prices increase rapidly 

during the mining boom and then they've come off to a substantial degree since 

then and that's being reflected in those figures that you just described, you know, 

real national disposable income.  Drawing a link between that and wages growth 

is - you know, it's a more difficult question.  I mean, obviously they are related.  

I'm not sure whether we can answer that one without having a further think about 

it and perhaps getting back to you. 

PN54  

PROFESSOR RICHARDSON:  Okay, if you can.  Thank you.  Of course, that 

measure - real national disposable income - only counts the incomes that come to 

Australians from the resources sector.  It doesn't count, as I understand it, the 

revenue that goes - the profits that go overseas (indistinct) overseas. 

PN55  

MR STONEY:  That's right, yes. 

PN56  

PROFESSOR RICHARDSON:  So that's a significant - - - 

PN57  

MR STONEY:  We might take that on notice. 

PN58  

PROFESSOR RICHARDSON:  Yes.  Sorry, it was slightly complex.  Can I take 

you to another question?  In the last set of questions on notice, the second set, we 

asked if you would like to reflect on the significance as you see it of the paper by 

James Bishop of the Reserve Bank on estimating the employment effects of 

increases in minimum wages, and to be honest I thought your reply was rather 

dismissive, namely, you know, you can't really believe these things because 

they've all got errors in them; they're never - well we certainly accept that no 

paper will ever be a complete and compelling answer to the question, but it seems 

to me that that was a pretty good effort in the Australian context of some paucity 

of good quality research on this topic, and I thought that you might have had a 



more considered response than the one that you gave in the written reply.  I just 

wondered if you had any more that you'd like to say about that. 

PN59  

MS DURBIN:  Professor, it certainly was not our intention to be dismissive.  As 

we outline in our submission, we do acknowledge new research as it becomes 

available, and this particular paper was not published at the time we put in our 

submissions is our understanding.  So we do try and draw new research across the 

sphere to the panel's attention, if that's of any assistance.  So yes, like I said, it 

certainly wasn't our intent to create that impression.  We certainly will go through 

all the research as it becomes available.  We note Professor (indistinct)'s response 

as well to that paper.  He points out that it is a new methodological approach and 

it is a very different approach.  It has not been tested before.  So I'm not sure that 

we would comment in detail on any of the research other than to note that, yes, it 

continues in our opinion to be an evolving field with a range of research becoming 

available and we consider and look at it fully as the information is published. 

PN60  

PROFESSOR RICHARDSON:  So I suppose my question is more, does it at all 

influence your views about the employment effects of increases in minimum 

wages?  Does it shift your collective wisdom on this? 

PN61  

MS DURBIN:  We would acknowledge that it adds a further piece of information 

but I think we would also acknowledge that it is historical and so, you know, 

looking at how previous processes have been used to give wage increases but not 

necessarily to be replicated in terms of going forward, particularly given recently 

the panel has adopted the practice of giving a consistent percentage increase so we 

would certainly indicate that yes, it does add to a body of research. 

PN62  

PROFESSOR RICHARDSON:  Thank you very much.  Can I now take you to - 

this is the question on notice, the first set of questions, question 2.4, about the role 

of small business in generating new jobs.  Now, you've provided two estimates, 

one based on EEH and one drawing on some work done by the Department of 

Industry.  Now, my reading of the response was that they were kind of getting at 

the same question - what's the net increase in employment that's attributable to 

small firms?  The Department of Employment one was confined to young, small 

firms - that is those that haven't been in existence more than four years. 

PN63  

So you would have thought that, other things equal, their estimate would have 

been lower - that is the young, small firms would have contributed less to the net 

increase in employment than all small firms, just because some small firms are not 

young but are still adding to net employment. The estimate that you gave from the 

EEH was 18 per cent of new jobs were created by small business.  The estimate 

from the Department of Industry was 80 per cent.  Now, that difference is so large 

that it really isn't helpful to provide those two numbers and I wondered if you 

could help with a reconciliation or an indication of what you thought was more 

robust or what we might draw from that? 



PN64  

MS WANG:  Your Honour, those two results are from two different sources.  

From my understanding we don't have the access to the brand new data of the 

Department of Industry has.  But I understand they used Australian Industry 

Publications - that was one of the main sources.  So their modelling analysis is 

based around the number of jobs where EEH is reported on the employee 

numbers.  So one possible explanation to the differences between two sets of 

outcomes is that 80 per cent includes those are self-employed or the employed 

persons and 18 per cent is employees. 

PN65  

The other differences is the different period that Department of Industry and 

Innovation and Science Research analysed a period from 2004 to 2014 and the 

EEH is 2014 to 2016.  We had a quick look at the Australian Industries 

Publication between 2014 and 2015 and unfortunately the Department of Industry 

hasn't done an updated analysis but we suspect that the 80 per cent might come 

down a little bit as well as a result of the new year of data. 

PN66  

PROFESSOR RICHARDSON:  So do you think it would be fair, if we're wanting 

to understand the role of small business in the generation of employee jobs, that 

we focus more on the first figure, the 18 per cent? 

PN67  

MS WANG:  The EEH, as we understand, is the only source which is readily 

accessible to report on employee jobs.  For that reason I would say yes. 

PN68  

PROFESSOR RICHARDSON:  All right, thank you.  My last question is - again 

it's in response to your - to question 2.6 in the first set of questions on notice.  This 

is about the ACTU proposition that an increase in minimum wages will increase 

aggregate demand.  I know we've been over this territory in the past and your 

response was, "Go and read what we said before."  In addition you said the ACTU 

analysis was very partial and cited the orthodox economic proposition that 

workers are paid their marginal revenue product, which I must say is a rather 

heroic assumption in my view, in practise. 

PN69  

With respect, I don't think that actually answers the question, the two responses 

that you've given.  First of all, do you accept that orthodox view?  You just say 

that it is the orthodox view, not whether it's your view.  Secondly, do you believe 

that because the ACTU's estimate is partial that it is therefore wrong? 

PN70  

MR STONEY:  Professor Richardson, we have had a few discussions on this issue 

previously.  I think what we've said is that we do accept the orthodox view that - 

and I think this is consistent with what we've said in our submission - minimum 

wage increases over and above the productivity of the underlying workers can 

have disemployment effects and therefore any analysis of the impact of minimum 

wages on the economy broadly needs to at least take into account that particular 



issue, that you're changing the relative - the cost of minimum wage and award 

workers relative to capital and other workers. 

PN71  

You do need to take that into account in your analysis.  So I think that is the point 

that we're making. 

PN72  

PROFESSOR RICHARDSON:  So you're implying that there is no response by - 

no productivity response to an increase in wages?  That is, there's no dynamics 

here? 

PN73  

MR STONEY:  Again, this is something that we have discussed previously and 

you've made the point that, you know, in response to a minimum wage increase if 

a firm can find offsetting productivity that that can then offset the impact on its - 

the real costs of - of those workers, and indeed, you know, firms would seek to do 

that.  You know, there's just - I guess there's just a question of degree.  I mean, 

yes, we accept that that is a possible response of the firm. 

PN74  

But, you know, it doesn't follow that for every minimum wage increase that a 

firm, you know, necessarily can find productivity offsets and, you know, at some 

stage if you were to - just to run a thought experiment - if you were to continue to 

increase minimum wages at some stage that wouldn't be - that wouldn't be a 

possibility for that - faced by that firm.  So the question is where is that - where is 

that judgement and I'm not sure I can necessarily - I can't necessarily give you a 

precise answer on that. 

PN75  

But, you know, again, I think that the analysis submitted that you're referring to 

hasn't come to grips with that issue.  It's kind of - it's assumed that there are no 

disemployment effects and - of a minimum wage increase and, you know, we just 

wouldn't accept that.  As to precisely where the balance is, well, that is kind of a 

separate question in a way.  That's a very difficult question and it goes to, for 

example, the analysis that you were just referring to by Bishop and it's quite a 

fraught issue, as you well know, so - yes. 

PN76  

PROFESSOR RICHARDSON:  But just to be very pointed about this, is it the 

government's view that there is no aggregate demand effect from an increase in 

minimum wages and that that's not for example a potential explanation as to why 

international research seems to find that there is not much employment effect of - 

because there is a difference between the aggregate effect and the effect on the 

individual firm, of course. 

PN77  

MR STONEY:  Yes.  I think we have answered this question previously.  This is a 

couple of years back, and we've kind of pointed out that ultimately, at least in 

theory, that there are opposing impacts, so it's kind of at least in theory it's 

ambiguous; it's kind of an empirical matter as to how big those disemployment 



effects are and to what extent they offset the increase in wages that is feeding 

through to those in work.  I'm not sure - I can give you an answer - I mean, what 

we've done in our answer to this question is merely to state that the analysis didn't 

take into account the disemployment effects.  I guess you're now asking a separate 

question, which is let's put that analysis to one side, what is our view.  So 

previously we've said that the effect is ambiguous.  I'm not sure we've actually - 

we did some rough rule of thumb estimates a couple of years back and I'm not 

sure we've undertaken any additional analysis since then, so I'm not sure I can 

necessarily give you an answer here and now.  I could take that on notice, if that 

was useful. 

PN78  

PROFESSOR RICHARDSON:  It would be useful, if you are able to come up 

with something a bit firmer about not just theoretical but what your judgment is 

on this question.  It is a significant issue. 

PN79  

MR STONEY:  Okay. 

PN80  

PROFESSOR RICHARDSON:  Thanks very much. 

PN81  

VICE PRESIDENT HATCHER:  Can I just ask a question in relation to the 

budget forecast on wages growth, just to test my understanding of what was put 

earlier?  Is it the proposition that the forecast increase in GDP growth will 

increase employment growth, lead to a tightening in the employment market with 

the projected fall in unemployment, and it's that labour market effect which you 

say is going to result in the increase in the wage price index?  Is that it in simple 

terms? 

PN82  

MS BERGER-THOMSON:  Yes, that's exactly right. 

PN83  

VICE PRESIDENT HATCHER:  Well, speaking for myself, it does seem a little 

optimistic, to the extent that you're forecasting the unemployment rate dropping to 

5.25 next year and stabilising at that level, and that's then expected to lead to an 

increase in the wage price index to 2.75, then 3.25 the following year, when - and 

I accept there are differences between the labour markets, but we have seen a 

relatively sustained period of much lower levels of unemployment in the US and 

the UK, which have not seen as significant an increase in wages as you're 

predicting, or as the budget forecast.  So I'm just not sure what's the basis for the 

correlation. 

PN84  

MS BERGER-THOMSON:  I mean, I think we would admit that there's a lot of 

uncertainty around all of our forecast, including our wage forecasts.  We certainly 

- and I guess related to that there's a fair bit of uncertainty around our estimate of 

the NAIRU. 



PN85  

VICE PRESIDENT HATCHER:  Yes. 

PN86  

MS BERGER-THOMSON:  And we think it's about 5 and we kind of - 5 and a 

quarter is in the vicinity of 5, and certainly within any estimates of the Euro 

bans(?) around that 5 per cent for the NAIRU. 

PN87  

VICE PRESIDENT HATCHER:  So part of that is it's much lower in the US? 

PN88  

MS BERGER-THOMSON:  I'm not familiar with the current estimates of the 

NAIRU in the US, but I think probably that's right. 

PN89  

VICE PRESIDENT HATCHER:  And in the UK, because you've seen quite low 

levels of unemployment there? 

PN90  

MS BERGER-THOMSON:  Yes. 

PN91  

VICE PRESIDENT HATCHER:  And not much of a - as you say, some recent 

signs, but not much evidence of a sustained increase in wages. 

PN92  

MS BERGER-THOMSON:  Yes, and so I certainly think that the international 

evidence kind of helps us to understand, you know, in particular - you know, it 

helps us to kind of rationalise why wage growth has been relatively low in 

Australia as well.  You're right in kind of acknowledging that it seems to be a 

global phenomenon.  I guess the other point that I would make is that - so 

certainly labour market conditions are important in the way that we think about 

wage growth, but we also think about effectively prices plus productivity, so your 

real wage kind of tracks in line with your productivity growth, and wage growth 

that kind of even 3 and a quarter when you have prices at about 2 and a half, you 

still have a relatively kind of moderate addition to your real wage growth from 

productivity.  And certainly in terms of the history of wage growth in Australia, 

that's still a relatively moderate assumption, particularly when you've got an 

unemployment rate that's very close to the NAIRU out there as well.  So I think 

there's lots of different things that we think about when we think about our wage 

forecasts. 

PN93  

JUSTICE ROSS:  You've got the unemployment rate at 5.25 in '18/'19 and '19/'20, 

so it's not changing, yet the wage growth estimate increases significantly from 

2.75 to 3.25 with no change - why is that? 

PN94  



MS BERGER-THOMSON:  Part of that is that we have a pick-up in inflation up 

there as well, so we have, I guess, kind of more general price pressures coming 

through. 

PN95  

JUSTICE ROSS:  Well, the inflation pick-up though is only from 2 and a quarter 

to 2 and a half. 

PN96  

MS BERGER-THOMSON:  Yes. 

PN97  

JUSTICE ROSS:  So that explains the difference.  It's that 0.25 - - - 

PN98  

MS BERGER-THOMSON:  Yes.  So there's a bit of inflation.  We also have - 

productivity growth is also a bit higher out there as well. 

PN99  

JUSTICE ROSS:  Thank you. 

PN100  

MR COLE:  You've painted a pretty optimistic world view for what's going to 

happen, during the next 12 months at least.  That raises two points with me.  One 

is you say there is room in the US for continued adjustment of monetary policy, 

but I'm wondering about the other countries that have got some very strong 

growth and starting to use up capacity, low unemployment in the UK, Japan, 

Germany, Korea, as well as in the US.  So it wouldn't surprise me if a few other 

countries start to adjust their monetary policy also.  I don't know whether you see 

that as - well you just nodded, so I guess you do see that as a possible fly in the 

ointment.  The other issue is, still associated with that incident, is in the US 

they've got the very big fiscal expansion.  It seems to me that that will accelerate 

and strengthen the monetary policy response that we'll see from the Fed, unless it 

behaves in a way that we haven't seen before.  I might stop there, if you want to 

comment on any of that. 

PN101  

MS BERGER-THOMSON:  Yes.  I mean, certainly I think the way that we see 

the global economy play out, and I think this is particularly for the US, is that the 

risks are balanced in the near term, so as you point out, there's this kind of large 

fiscal expansion and I think that gives some kind of, I guess, some upside risk 

potentially.  Then you have, kind of, the Fed, which is going to continue to raise 

interest rates, and I think a bit further out in our forecast, and I think we say kind 

of beyond 2018 actually, there's going to be a delicate balance there between kind 

of whether the Fed, in particular, is going to be able to effectively engineer a soft 

landing.  So I think there are some bigger risks, I think, a bit further out. 

PN102  

MR COLE:  I want to raise the possibility, through history, Australia's benefitted 

from numerous times when there's been excess demand for commodities and 

prices have gone up and it happened well before China, I think, became a factor, if 



we've got a co-ordinated global recovery, that has been the usual reason why 

commodity prices have boomed.  It's been because the major countries have all 

been growing strongly at the same time. 

PN103  

That has implications, I think, when we consider what might happen to 

commodity prices over the next couple of years when we have – it will be 

different from the past because there is more capacity available so there won't be 

an investment response, I don't think, but in terms of revenue for the government 

and income for the nation.  That co-ordinated recovery could make things pretty 

different on what we've been expecting for commodity prices. 

PN104  

MS BERGER-THOMSON:  I guess so.  We've had a kind of – all forecasters 

have continuously been surprised both on the upside and the downside on 

commodity prices over the past decade or so.  I think one of the things - and so in 

our forecast we actually have commodity prices, well we have a kind of a 

effectively an automatic assumption which means that they come down and then 

once we hit our medium term they come down again to what we considered to be 

a kind of a long run level of the terms of trade. 

PN105  

Partly what's underpinning that is there's still supply, kind of expansions to 

supply, coming through from the mining – kind of the previous boom, if you like.  

The lag times from that means we're still seeing capacity expanding not only in 

Australia but elsewhere.  Even despite that, we have seen commodity prices 

increase have been higher than what we had expected over the past couple of 

years and with commodities, there's always things like weather events and other 

events which can also kind of constrain supply and temporarily boost prices as 

well. 

PN106  

I think we're reasonably confident that kind of the long run prices are lower than 

where they currently are and so in terms of kind of that long run effect, we think 

that they're going to go down but, yes, we can always be wrong. 

PN107  

MR COLE:  Yes, I'm talking cyclically rather than long term.  The last thing I 

wanted to raise is the Department of Employment has its leading indicator.  When 

I look at it, it doesn't look like a leading indicator to me so I'm wondering whether 

there's some statistical device like variable lags or something that we can put in it 

to see what it's leading but at the moment - well I've been on the panel for a 

number of years now and every year I wonder what on earth am I supposed to 

make from this.  I don't know whether the Department of Employment wants to 

tell us. 

PN108  

MS DURBIN:  Sorry, Mr Cole, the leading indicator is looked after by another 

area of our department so we're more than happy to take it on notice and come 

with(sic) you but I don't think we can answer your question here. 



PN109  

MR COLE:  Thanks. 

PN110  

JUSTICE ROSS:  All right, thank you.  Ms Matheson. 

PN111  

MS MATHESON:  Thank you, your Honour.  We'd firstly like to thank the panel 

for this opportunity to appear before it in consultations.  The Australian Chamber 

has sought an increase to the national minimum wage and award wages not 

exceeding 1.9 percent and we rely on our submissions made to date in advancing 

that position. 

PN112  

We don't propose to repeat our submissions in any detail but if it does please the 

panel, and having heard from the Australian government and presumably the 

ACTU today, we'd propose to firstly provide a brief overview of our 

understanding of the prevailing context in which this review takes place with 

reference to the economic, social and collective bargaining considerations to 

which the panel has traditionally grouped its considerations. 

PN113  

To secondly summarise how those considerations have informed our position and 

thirdly, we would propose, if it assists the panel, to engage with a number of the 

questions that have been put to the Australian government as well which arise 

from the ACTU's submissions as well as general discourse, including some 

specific questions like what role, if any, the panel has in applying regulated wage 

increases to stimulate wages growth in the broader economy, and that's a topical 

area of discussion. 

PN114  

Whether the panel should be persuaded by the ACTU's assertion that there is 

growing international consensus that the increases in regulated minimums have no 

or positive employment impacts as well as some contentions around, I suppose, 

the role of the penalty rates decision as well in the panel's deliberations as it 

approaches this review.  If that assists, I might proceed on that basis. 

PN115  

Turning to our summary of the various economic indicators, compared to last year 

we have seen a modest uplift in GDP.  It is encouraging but we'd note that the 

growth is very recent.  It does also remain inconsistent across the economy and 

much of the rebound has been driven by public demand and exports.  However, 

private demand, we would say generally, remains below trend.  We have seen 

some pick up in household consumption relative to last year but it is accompanied 

by a decline in savings rate and rising household debt so there are some questions 

around the sustainability and continued trajectory of that uplift. 

PN116  

Sales and award reliant sectors such retail and accommodation and food services 

also remain, we would say, weak.  From the outset, we would also caution against 

reliance on arguments, including those advanced by the ACTU, that increasing 



minimum wages will stimulate consumer spending.  We propose to address that 

separately but there is an element of a robbing Peter to pay Peter(sic) argument in 

that line of contention, we would say. 

PN117  

While business profits do show some improvements, we do note that growth was 

off a low base and it shouldn't give rise to an assumption of large profits per se in 

award reliant sectors or small businesses.  As noted in our submission, we do 

hypothesise and in some award reliant sectors profits are actually driven by cost 

cutting as businesses endeavour to remain viable in increasingly competitive 

environment. 

PN118  

Public investment continues to outpace private investment in the economy and 

significant disparities do exist across states as the economy remains on a fairly 

tentative road to recovery, we would say.  Inflation remains low particularly when 

excluding things like energy costs and government influence costs and that does 

indicate that market conditions and competitive forces remain as constraints on 

business pricing panel. 

PN119  

Multi-factor productivity has shown some modest improvement off the back of 

very weak outcomes that follow the GFC and as noted at paragraph 117 of our 

submission, that growth is, however, skewed towards five industries so doesn't 

represent improvement across all of the award reliant sectors.  While labour 

productivity is also higher relative to last year, again, that is not broad based and 

three of the top four award reliant industries did experience quite weak labour 

productivity growth. 

PN120  

In summary, we submit that the economy isn't performing well enough for a 

sizeable broad based regulated increase in wages and certainly not one of the 

quantum advanced by our friends, the ACTU.  Turning to the relevant social 

considerations, the minimum wages objective and modern awards objective both 

require promotion of social inclusion through workforce participation and 

consideration of the needs of the low paid. 

PN121  

We noted at paragraph 49 of our submission a proposition that we have previously 

agreed with, the panel has put, and that taking into account social inclusion 

through workforce participation involves a consideration of the increased 

incentives that higher wages can provide to those not in employment to seek paid 

work balanced against potential impacts on the demand for low paid workers and 

hence the supply of low paid jobs from large increases in minimum wages. 

PN122  

In our submission, protecting the availability of low jobs for those vulnerable in 

the labour market, such as a low skilled youth and first time job seeker, should, in 

our submission, be at the forefront of the panel's considerations.  As noted at 

paragraph 50 of our submission, once these jobs are secured, they do provide a 

stepping stone to higher paid employment for many and according to the 



department's analysis of HILDA in last year's review, more than half of those who 

do take up low paid jobs moving to higher paying jobs the following year. 

PN123  

Turning to the labour market, while we are seeing some signs of improvement, as 

indicated in the overall unemployment rate, under employment rates in key award 

reliant industries, we would note, do remain above the national average. 

PN124  

We would also take you to the fact that longer-term employment does - is 

stubbornly persistent and under-employment, as I note, is higher in award-reliant 

sectors and chart 6.6 of the statistical report might be of assistance in 

demonstrating that.  So we would also note that non-statutory wages growth as 

measured through the wage price index also remains subdued.  We would say that 

stands as evidence of continued labour market weakness and at table 7 of our 

submission you will also see that there are considerable differences in labour 

market outcomes across regions. 

PN125  

Our youth employment also remains a persistent challenge and we do continue to 

maintain - and we will address this - that the minimum wage increase does 

disproportionately impact those most vulnerable in the labour market.  We do 

want to challenge the assertion that there is a consensus that regulated increases 

have no positive employment impacts.  So in assessing the needs of the low paid 

it's also helpful to understand who this is referring to and we do note the previous 

definition of the panel, that that is those earning two thirds of the median hourly 

wage. 

PN126  

I think table 8.2 of the statistical report puts that if you use the characteristics of 

employment survey at $845.33.  So it also captures those national minimum wage 

recipients as well.  Now, we've had a look at research report 3, that looks at the 

characteristics of workers earning the national minimum wage and the low-paid, 

that has been prepared for the Commission for this year's review.  It does show 

that recipients of these wages do have certain characteristics that we would say 

make them particularly vulnerable. 

PN127  

As noted at paragraph 18 of our submissions this does include lower levels of 

education and if you look at where jobs growth is occurring or is concentrated in 

parts of the labour market, you are seeing the technical and trades areas growing, 

as well as professional employees growing so this attainment of skills is going to 

be an important consideration as we seek to maintain employment outcomes into 

the future.  It also showed that the lower-income groups are dominated by the 

unemployed and those outside the labour market so that fortifies our view that the 

minimum wage fixation process isn't a particularly effective way of addressing the 

needs of the low paid, that the tax-and-transfer system is a better targeted way of 

doing so and providing any necessary support.  But nevertheless, it is reference 

consideration.  We do acknowledge that and to that extent, we do suggest that the 

needs of the low paid should include insuring access to employment opportunities 

that cater for their circumstances, such as their lower level of skill and educational 



attainment.  We would say to be made of this, the panel needs to be cautious not 

to increase wages to such a level that it removes the bottom rungs of the 

employment ladder, so that those most vulnerable in the labour market cannot get 

on that employment ladder at all. 

PN128  

For the reasons referred to as part 6.3 to 6.13 of our submission, we also caution 

against over-reliance on the recently-available Budget standards research in 

assessing low-paid needs.  We have identified some limitations in that research.  

So moving on to the next category of considerations, the modern awards objective 

also refers to the need to ensure a fair and relevant minimum safety net, terms and 

conditions taking into account the need to encourage collective bargaining.  

General objects of the Act also require an emphasis on collective bargaining as a 

means through which productivity and fairness is achieved. 

PN129  

So we acknowledge that this review does take place in the context of a regulatory 

environment that is failing to adequately support and encourage enterprise 

bargaining.  We would say for different reasons, perhaps, then those advanced by 

our friends at the ACTU and many of the challenges confronting bargaining are 

we would say attributable to factors outside the remit of this panel.  But a 

significant upgrading of minimum wages and therefore the safety net 

underpinning bargaining we would say only risks amplifying the problems. 

PN130  

This is in part due to increasing concerns regarding the application of the better 

off overall test, which would appear to be increasing the cost and complexity of 

negotiating enterprise agreements and making trade-offs to secure productivity 

improvements increasingly more difficult to achieve.  We have previously 

appeared before a full bench of the Commission and highlighted some of these 

concerns with the application of the test.  I don't propose to repeat them here but 

would re-emphasise that under the current context the higher the minimum wages 

the costlier it is for employers to secure productivity-enhancing trade-offs, the 

bigger the risk to bargained outcomes. 

PN131  

So in general, in summing up, what should be made of these considerations?  We 

acknowledge that when national aggregate data is considered there are some signs 

of improvement in the economy and labour market relative to last year.  While we 

remain optimistic that the economy is building momentum growth still remains 

below trend and is quite patchy.  We would note the government spending again 

we would emphasise has been a key driver of growth in recent times, yet private 

demand remains subdued in a relative sense.  So this suggests we remain in a 

period of economic rebalancing.  Post (indistinct) and a more sustainable and 

resilient economy will be delivered if we can see higher levels of broader-based 

private sector investment. 

PN132  

So as this rebalancing continues to occur, we ask the panel to proceed with some 

caution.  We are concerned that a large and unexpected increase on award-reliant 

businesses will not have been budgeted for and the businesses that are required to 



take on those costs are not well-placed to do so or to absorb them.  We would also 

again note that the general objects of the Act require acknowledgement of the 

special circumstances of the small and medium-sized businesses. 

PN133  

We would say this is particularly relevant in this review process generally, given 

the high levels of small business reliance on awards.  We do welcome the panel's 

acknowledgement and we note this at paragraph 23 and 24 of our submission that 

small businesses have less capacity to adjust to averse changes in business 

conditions and have found it somewhat harder to bounce back post-GFC and that 

business conditions are generally harder for small businesses but the fact that this 

is a persistent circumstance, in our view, doesn't deem that consideration any less 

relevant but it rather compounds the challenge confronting our small businesses in 

our changing global and domestic economies. 

PN134  

I would also note if we have a look at some of the contentions arising from the 

ACTU's submissions, at paragraph 126 it talks about the retail sector and the 

concentration effect in that sector, where we are seeing a shrink in the number of 

businesses in retail.  We would say that that is demonstrating the small businesses 

are struggling to navigate this competitive environment and are under particular 

pressure in that sector.  Now, turning to some of the more contentious 

considerations, perhaps I might deal with this one head-on but the question of 

what impacts the decision to modestly reduce Sunday penalty rates should have - 

paragraph 23 of the ACTU's submission, the panel is asked to again take the 

decision into account. 

PN135  

We would reject that proposition.  So the ACTU has stated at paragraph 25 of its 

submission that the only research that has attempted to study the impact of penalty 

rates is a conference paper by O'Brien and others which found employment 

impacts have not materialised.  But putting to one side the methodology 

underpinning that research, even if these findings were considered to have some 

relevance, they need to be understood in the context of retail sectors exposed to 

extreme competitive forces, including from online global trade and increasingly 

needing to find ways to reduce overheads to compete. 

PN136  

You know, a decision that when combined with the minimum wage increase from 

last year, we saw that Sunday rates actually did increase the overall cost of payroll 

and in the case of hospitality.  We need to be mindful that there was not a change 

to the Sunday casual rates at all in that decision.  So - - - 

PN137  

JUSTICE ROSS:  That was the case last year, because the step down was small. 

PN138  

MS MATHESON:  It was smaller, and we certainly do acknowledge that, your 

Honour, but we would also say - - - 

PN139  



JUSTICE ROSS:  I'm not sure where - if we accept your submission then I 

assume we also reject the range of employer organisations who argue that we 

should take into account various changes in modern awards that they rely on. 

PN140  

MS MATHESON:  We're saying to proceed with some caution.  The Commission 

was aware of the level of the penalty rates applying to Sundays in the hospitality 

and retail sectors, we would say, when it found that some of these rates needed 

adjustment. 

PN141  

JUSTICE ROSS:  The same argument could be made about a range of other 

changes in modern awards.  I'm not sure how you can argue on the one hand that 

we shouldn't take into account a change that benefits employers but we should 

take into account changes which benefit employees. 

PN142  

MS MATHESON:  We would certainly say proceed with caution when we're 

looking at a wage-setting function that has an outcome that is relevant to 2.3 

million employees, when a change may affect a more marginal - - - 

PN143  

JUSTICE ROSS:  I don't think anyone is arguing that we adopt a mathematical 

exercise. 

PN144  

MS MATHESON:  Yes. 

PN145  

JUSTICE ROSS:  But isn't the penalty rates decision and the - that of the part-

time casuals, the range of other changes that have taken place in modern awards 

through the review, they're part of the broad context in which we're making our 

decision but I'm not sure - - - 

PN146  

MS MATHESON:  I think - - - 

PN147  

JUSTICE ROSS:  - - - you can take it much further than that really. 

PN148  

MS MATHESON:  Yes, I think that's potentially right, your Honour.  There are, 

for example, swings and roundabouts that are going to occur throughout the whole 

distribution of the award review.  Some of those impacts will affect industries 

more acutely than others.  We refer specifically to penalty rates in this discussion 

because of the reliance placed on it by our friends in the ACTU and because of 

our concern that it was referenced last year.  An independent analysis that we refer 

to in our submission that looks at the HILDA data does suggest that potentially 

that decision applies to less than 10 percent of the workforce and that is a 

conservative estimate notwithstanding that some people may not have passed on 

penalty rates decreases. 



PN149  

Yes, so proceed with caution, I suppose, is the tenet about that decision.  We 

might now turn to the question of what role, if any, the panel has in stimulating 

broader wages growth via regulated minimum increases.  At paragraph 12(a) of 

the ACTU's submission, it suggests that Treasury and the RBA have recognised 

that one of the handbrakes on greater growth is slow wages growth. 

PN150  

It argues that this handbrake could be released by a significant positive adjustment 

in this review and we take that to mean an adjustment of the nature that it's 

seeking in its submission.  We'd respectfully disagree with that submission.  As 

noted at paragraph 52 of our submission, there are a complex range of reasons for 

low growth, we would say, across the economy, reasons which are largely beyond 

the reach of the panel. 

PN151  

They include things like persistently low levels of inflation, it's a global trend and 

it reflects competition and technological disruption which has placed downward 

pressure on the price of goods and services.  Again, to use the example of the 

Australian retail sector, because it is a significant award reliant employer, retailers 

aren't able to pass on the cost increases to consumers because people can simply 

purchase online at a lower cost. 

PN152  

The labour market, whilst showing some signs of recovery, still shows some signs 

of weaknesses and that's reflected in the persistently high under employment and 

youth employment rates remaining at more than double the national average.  

Private demand growth has been weak in recent times relative to long run 

averages and we would say the economic recovery post-mining boom remains 

quite modest and we can expect wages growth to lag that growth in the economy. 

PN153  

We'd say slower wages growth in comparison to peak periods of high wages 

growth during the mining boom is, in part, a consequence of that structural 

adjustment, so investment productivity and growth are required across the broader 

economy if we are to create the economic gains that are needed to drive wages 

and jobs into the future.  In fact, it's the latter point that forms the crux of this 

argument. 

PN154  

The key to wages growth is to see it follow growth in the economy and to try and 

stimulate growth in the economy through regulated minimum wage increases 

would, in our view, be a bit of putting the cart before the horse and the fact is that 

while the economy is re-balancing, it's still going to take some time and so much 

has been acknowledged by the Reserve Bank.  We are seeing signs of recovery in 

a number of relevant economic and labour market indicators and we have some 

concern that the significant and unexpected adjustment could undermine that 

recovery. 

PN155  



While the panel has previously stated that the impact of its decisions does extend 

beyond award reliant employees and employers as increases flow on across the 

broader wages spectrum, we would in this sense encourage the panel to sharpen 

its focus toward those who stand to be most impacted by the decision.  We say 

that's the award reliant employers and employees. 

PN156  

For that reason, we caution against the use of minimum wages to stimulate growth 

in broader market wages or for broader economic stimulus, so particularly noting 

that the regulated increases have, in recent times, well exceeded the increases in 

market wages as measured by the wage price index. 

PN157  

At paragraph 12(g) of the ACTU's submission, it also suggests that consumption 

volumes are being biased toward essential expenditure and there's a looming 

demand problem for sectors that rely on discretionary expenditure and that could 

be mitigated by increasing wages among the lower paid but it needs to be 

acknowledged, in our view, that the sectors that rely on such discretionary to 

spend, such as accommodation, food services, retailer, the ones that will need to 

also foot the bill associated with an increase in minimum wages because they are 

more award reliant and perhaps less able to absorb those increases because of the 

competitive environment in which they both find themselves. 

PN158  

That's when I link back to this, it's a bit of robbing Peter to pay Peter(sic) 

argument.  We'd also note that labour share of operational costs is also high in 

many award reliant sectors as well, so these increases do impact them more 

acutely.  What we would say of that, any large increases awarded through this 

process, we have concern would disproportionately impact those businesses 

unable to pass on cost increases as well as the smaller labour intensive businesses 

that do run off leaner margins and are least able to sustain them. 

PN159  

You can see how business profits in the two sectors, award reliant sectors I've 

mentioned in particular, do stand relative to profits elsewhere.  I'd also note that is 

only a percentage as well.  It's not necessarily reflective of the monetary amount 

that small businesses are taking in profits either.  On the issue of the growing, or 

the ACTU's assertion that there is growing international consensus, the increases 

in minimum wages have no or positive employment impacts, we would also 

reinforce, and we have done in previous years, that there is a difficulty in seeking 

to apply international research to the Australian minimum wage context because 

of its uniqueness. 

PN160  

Perhaps telling the panel things it may already know but if we look at briefly the 

context referred to at paragraphs 39 to 44 of its submission, we already have the 

second highest, arguably the highest, national minimum wage in the world and I 

focus on the power parity basis.  It's much higher than the statutory minimum in 

broadly comparable economies, such as New Zealand, Canada, the UK. 

PN161  



We also know the department's earlier figures that only 1.9 percent of wage 

earners receive the regulated national minimum wage and that the vast majority of 

award reliant employees are paid at a rate quite a bit above that and this is because 

we don't have, in effect, a signal(?) or regulated minimum but 122 of modern 

awards with over a 2000 adult rates of pay and additionally a range of other 

regulated payments sit on top of these pay rates, as we know, including penalty 

rates, loadings calculated with reference to the base rate as well as allowances. 

PN162  

Professor Richardson also provide a helpful summary of the difficulties in 

applying UK research in her recently published discussion paper, the UK 

evaluation of the increases in the minimum wage.  Professor Richardson's 

observations point to features of the Australian system that are additional, such as 

the long history of setting minimum wages which means there's some difficulty in 

finding a counter factual and similarly the uniformity of minimum wages across 

Australia means that regional variation can't be used to identify counter factual 

either, and we also note the findings, as Professor Richardson referred to this 

morning, that no single piece of research will provide a complete answer to the 

question of employment impacts and we agree and caution against over reliance 

on one particular research source and that takes us to the matter of Bishop and we 

note from the outset that this preliminary research wasn't intended to be cited from 

the material but - - - 

PN163  

JUSTICE ROSS:  Sorry, if I might interrupt there. 

PN164  

MS MATHESON:  Sure. 

PN165  

PROFESSOR RICHARDSON:  We do have his permission to cite. 

PN166  

MS MATHESON:  You do?  Okay, all right because I was going to proceed with 

some caution on that basis, but in terms of some of the limitations that we've 

identified with that research, we have addressed them in our questions to some 

extent, but it has been applied over quite a specific period, the decade leading up 

to 2008. 

PN167  

During this period, we'd note that wage setting occurred under a different 

statutory context but additionally, we had a very different structure of economy 

across that period as well and we would also refer to the mining boom and GFC, 

global financial movements across that period.  Bishop also excluded from his 

examination juniors, apprentices, trainees, noting that it's unfortunate because 

there may be groups like this that are particularly vulnerable to dis-employment, 

and Bishop also cautions that results may not necessarily generalise to large 

unanticipated changes in award rates and I would suggest that a 7.2 percent 

increase of the nature sought by the ACTU would amount to a large unanticipated 

increase. 



PN168  

Bishop also cautions that the results suggest that although there's no effective 

award adjustments and job destruction by his analysis, it doesn't rule out an 

adverse effect on employment, per se, and makes reference to the earlier 

2015 Productivity Commission research that provides some basis for that 

proposition.  We have referred to that research in previous reviews as well. 

PN169  

That having been said, the Bishop research also describes our wage system as 

notoriously complex and points to Australia's international uniqueness noting, 

again, that unlike countries such as the UK, Germany and New Zealand, we don't 

have a universal minimum wage and we also don't have a wage at various - by 

state in the case of the US - you know, we have thousands of minimum wages 

ranging from the national minimum wage to as high as I think it cites 

$160 per hour.  So he suggests that methodologies designed for the UK and 

the US were in fact designed for countries with very different wage-setting 

institutions, and suggests that the Productivity Commission's reliance on UK-style 

methodology is perhaps one of the limitations in its analysis.  Nevertheless, we 

have relied on that research before on the basis that it relies on a fairly large 

data set and remains consistent with our submission that minimum wage decisions 

have greater negative impacts on those most vulnerable.  So we suggest it is a pity 

that the Bishop research wasn't able to examine the effects on those cohorts that 

we remain most concerned about. 

PN170  

The other probable thing that I might just note in closing  before we open up for 

questions is that the Research Report 2018 notes that minimum wage employment 

appears to be more prevalent across small businesses and the not-for-profit sector, 

so we do want to make some caution of the ACTU's submissions regarding 

minimum wage increases and an employee share of business profits.  I'd like to 

emphasise that there are no rivers of gold to be found among those cohorts, and 

again, I've referred to the lower - the leaner margins in some of the award-reliant 

sectors earlier.  It can also be assumed that you might see higher margins in small 

businesses relative to larger businesses, because they simply do not, in a 

percentage sense, because they simply do not have the scale to operate on a leaner 

margin and still remain viable as business operators. 

PN171  

The other thing we just want to raise in brief is the importance of skills 

acquisitions as a means of ensuring higher wages throughout the earnings 

distribution.  Effectively, Australian businesses and their employees are now 

competing for work and job opportunities in what is a now global marketplace.  I 

referred earlier to the strong employment impacts in areas like technical and 

trades and professional services, which suggests that higher skills are conducive to 

employment, and we do in this sense revert back to chapter 8 of our submission 

where we continue to press concerns about the state of our system of vocational 

education and training in Australia.  We do note that in the research list, 

the Commission has pointed us to two pieces of research that deals with this and 

perhaps challenges some of our contentions, but the Noonan and Pilcher research 

I'll turn to, it appears to downplay both the importance of adult participation in the 



vocational education and training sector, and retraining, as well as the importance 

of traineeships.  So that's a proposition that we would like to challenge as 

employee representatives.  It does, however, acknowledge a sensitivity of the 

apprenticeship system to changes in the broader labour market.  It does make that 

statement in its findings.  It also acknowledges at page 13 that there were major 

impacts in 2014 pursuant to a decision of the Commission with no commensurate 

increases in employer incentives.  It pointed to research from Carmel, which 

suggested that the wage increase at that time was only one of a number of factors, 

but that doesn't, in our submission, suggest that minimum wage increases had no 

or negligible effect.  So while the (indistinct) decline in commencements and 

completions is, we would say, attributable to a range of factors, we would say that 

in our submission it's likely that the accumulative effects of increases toward 

award wages is among those factors.  So again, we'd suggest that we should 

proceed with some caution in relation to that group. 

PN172  

We've also read the Frontier Economics research, which estimated the impact of 

the October 2015 increase in the apprentice rate, and suggested positive 

employment impacts following an increase in the apprentice rate from 

2 pounds 73 to 3 pounds 30 per hour in the UK.  But again, for the reasons that 

we've touched on, this international research does come with some limitation and 

doesn't easily translate to the Australian context.  So for starters, it acknowledges 

that it can't rule out the possibility in that research that the faster increase in 

apprentice numbers and low-paying areas wasn't driven by other policy changes.  

At page 9 it further notes that a number of policies aimed at boosting 

apprenticeships to achieve what was a legislative target were renounced around 

the time of the increase, including an abolition of national insurance contribution 

for 16 to 24-year-olds.  It also notes that a key limitation in the study is the 

availability of actual apprentice pay rates, and this is curious because it talks about 

the hairdressing sector and I think it refers to it as a low-paying sector, but it 

suggests that perhaps there are cohorts of apprentices that were already paid above 

the statutory minimum rate.  So it's possible that apprentices in other industries 

where there were no positive effects were already paid above the minimum. 

PN173  

The other thing that it does do at page 11 is refer to earlier research that we have 

continued to rely on in multiple wage reviews now, particularly research by 

Neumark and Wascher, which you're familiar with - the analyser responsiveness 

to youth employment and minimum wage increases across 17 OECD countries 

over a 25-year-old period.  We do note the limitations in the application of 

international research, but given the longitudinal analysis undertaken by that 

study, as well as the scale of it, we do consider that it remains relevant to the 

panel's deliberations in this year's review as well.  I think if it please the panel, I 

might end my submissions there and open up to any questions that myself and 

Mr Carr would be available to answer.  Thank you. 

PN174  

PROFESSOR RICHARDSON:  Ms Matheson, could I just take you to - if you 

have the latest statistical report, do you, at hand? 

PN175  



MS MATHESON:  Yes. 

PN176  

PROFESSOR RICHARDSON:  On page 36, there's a table of economic 

indicators by award-reliant industries.  That's table 7.2.  I'm aware, having looked 

at this equivalent table over the years, that it's actually pretty volatile.  I think that 

the data are not all that robust, to be honest.  But if we have a look, for example, at 

the retail trade, the numbers don't support the idea that all the award-reliant 

industries are really having a tough time.  Gross value added for most of them has 

grown over a higher rate than the national average.  If you look at retail hours 

worked, the percentage increase over the last year, according to this, was 

10 per cent.  So that's hours worked.  This isn't entirely consistent with the view 

that says that the only source of growth and profitability was cost-cutting in the 

form in particular of reduction in labour input.  Business entry rates continue to 

look quite healthy.  So I just would like you to comment on that in respect - and I 

might add to that, the other evidence also in this statistical report, as you referred 

to, profit margins for small business are substantially above profit margins for 

larger businesses, and that that's a long-term and persistent outcome and it 

remains true for the most recent period.  Business survival rates are higher than 

they have been for a long time.  Entry rates are high.  Bankruptcy rates are low - 

you know, these are for small businesses.  The evidence that I see in the statistical 

report is not saying that small businesses are having a particularly tough time, or 

even that the award-reliant industries are having a particularly tough time. 

PN177  

MR A CARR:  Thanks, Professor.  We would note, firstly, with business exit rates 

and bankruptcies, that makes sense to us in a low interest rate environment.  

We've got generational low interest, and that helps cash flow.  As to the other 

points - - - 

PN178  

PROFESSOR RICHARDSON:  So that might be the reason, but it doesn't support 

your point that small businesses are having a tough time, does it? 

PN179  

MR CARR:  Well, we would note, as you did yourself, that the data is volatile.  

We made that point in our submission as well.  So we would refer primarily to the 

national accounts over a period of time, which is showing that - you know, these 

are point estimates, which I guess sort of explain some of that volatility.  So we're 

more referring to trends, so if you look at household consumption, for instance, 

other than the December quarter it's been quite weak and even with that strong 

rebound in the December quarter you've still got growth, you know, just below 3 

per cent when the previous FC average is 4 per cent.  I mean, it's well-known that 

household spending is below normal.  Most people question whether it can get 

back to normal levels, given the higher levels of household debt.  So, look, we 

fully agree that there are some indicators that suggest better conditions. 

PN180  

But if you look at these indicators over time, you'll see that any evidence of a 

rebound is quite tentative and realistically, a lot of it we believe the data shows is 

driven by cost-cutting, given that profit growth far exceeds sales growth so for 



instance in our submission, I think - I can't remember the exact numbers - I think 

it was 10 per cent sales growth, 30 per cent or 25 per cent or whatever it was, 

profit growth.  That implies significant cost-cutting.  We would also note in the 

retail sector, if you want to look at some of the productivity figures, productivity 

is very low outside of retail. 

PN181  

We grant that the retail sector is experiencing high productivity growth but we 

would put to the panel that that is a result of technological change.  I mean, there's 

pros and cons there, right?  So it's leading to a more intense competitive 

environment but at the same time, it's allowing them to keep costs down and 

anecdotally we see that ourselves.  You go to the supermarket and it's all self-

serve checkout, et cetera.  Increasingly it's home delivery.  So there are costs, 

looking at it from the firm's perspective, costs-savings which technology has 

allowed. 

PN182  

So I think - I hope that has answered your question to some degree. 

PN183  

PROFESSOR RICHARDSON:  I must say not fully, because so costs have come 

down but it doesn't mean that they are particularly poorly placed to give a wage 

rise, which I think is the essence of your argument.  If I might, you will have seen 

the data, I'm sure, on the - the Business Survey data on the anticipated 

circumstances in the coming year that's saying that small business is actual much 

more optimistic than it has been for quite a while. 

PN184  

MR BARKLAMB:  Yes, and that's great, and we look at that and our own survey 

says the exact same thing.  But confidence is unfortunately a fragile thing.  It can 

be easily shattered and so if we look at some of the risks which I think the 

government cited earlier we would agree with those - the housing downturn, we're 

seeing, just on the news the other night, increased drought.  There are a number of 

headwinds which look to be strengthening.  The IMF themselves expect a sharp 

slowdown in Australian growth in 2023. 

PN185  

PROFESSOR RICHARDSON:  That's a long time from now. 

PN186  

MR BARKLAMB:  Well, it is, but that's the risk.  I guess the point that I'm trying 

to make is that most sensible forecasters think that we're at the peak of the cycle 

and that this recovery that we're seeing is far more fragile - and look, it is a 

recovery.  Our members want to see a recovery.  We're not looking - we're not 

sitting here saying, "We want conditions to be rubbish."  I mean, that doesn't help 

them, does it?  But what we're saying as far as your decision is concerned is that 

things are not rosy.  It's not these fat cat capitalists who are rolling around in 

buckets of money trying to exploit their workers. 

PN187  



It is tough - technological change, competition.  Some of the structural headwinds 

that we've seen post-GFC, such as low household spending, high household debt, 

are still weighing on the award-reliant sectors who traditionally do rely on a 

strong consumer sector, which unfortunately is one of the weaker sectors - I think 

the government will agree - in the economy at the moment. 

PN188  

PROFESSOR RICHARDSON:  Having just heard from the government, I didn't 

think it was saying that things had reached peak.  It was actually saying - - - 

PN189  

MR BARKLAMB:  No, they didn't say that but, you know - - - 

PN190  

PROFESSOR RICHARDSON:  You said most sensible forecasters. 

PN191  

MR BARKLAMB:  I'm not saying they're not sensible.  But a lot of the central 

banks, the Federal Reserve, the IMF, et cetera - if you think about the global 

forecasting institutions, the talkies, that we're sort of at the peak of the cycle and 

it's implied in their forecasts as well, that growth should be pretty good over the 

next couple of years and I think someone referred to the US fiscal stimulus earlier 

on, expected to boost growth for a couple of years. 

PN192  

But it's leading to a large increase in public debt and that is expected to detract 

from growth after that.  So there is a bit of a spike and then it comes off. 

PN193  

PROFESSOR RICHARDSON:  But not when Australian debt is going to come 

down, we've just been assured. 

PN194  

MR BARKLAMB:  Public debt?  Yes, possibly, possibly - I won't - that's a 

discussion for another time. 

PN195  

PROFESSOR RICHARDSON:  All right, thank you.  Sorry - you did allude to the 

particular deficiencies in the Budget standard study that you had highlighted.  It is 

interesting that in earlier years we've been urged quite vigorously to refer to - 

well, actually to generate some contemporary budget standards and now we've got 

some, nobody's interested in them.  Do you have any specific points that you'd 

like to make, why you think it is hardly worth taking notice of, that you haven't 

already drawn to our attention? 

PN196  

MR CARR:  Thank you, Professor, and I haven't quite got my submission in front 

of me.  Perhaps could you just open it to the Budget standards?  My recollection is 

that we understood the authors to be exercising some caution - a number of 

caveats and assumptions about the way they constructed their work and when we 

came to the - in fact, in this room - the explanation from the authors of their work 



they were saying, "This is an interesting new direction that could be useful with 

further development." 

PN197  

So we took it as a fairly tentative piece of research - essentially a proposal to go 

further in the future.  So our first caution or caveat goes to the cautions or caveats 

the authors themselves have attached to their own work. Secondly, I think that the 

subjective judgements on which that exercise relies, we in our submissions - and 

this is in our first or initial written submission from page 40 in relation to Budget 

standards research - we noted and the authors themselves made quite clear that 

there are various subjective judgements on which such an exercise relies. 

PN198  

We questioned a number of those and we ran some alternative - there might be 

another way of putting it - we queried or we put up a number of alternative 

scenarios.  So my recollection is there were five Budget scenarios which they ran 

and they had - from memory three of those showed budget adequacy at the 

existing minimum wage level.  I think we pointed out that you could make an 

assumption if you were on a minimum wage that perhaps if you were a childless 

couple living on minimum wages you mightn't live in a two-bedroom apartment, 

you might live in a one. 

PN199  

If you had two children you might live in a two-bedroom apartment or a three.  

When you fiddled with those assumptions we got to four out of the five scenarios 

showing budget adequacy under the current standards research.  So there is a 

number of points there.  We say the researchers have identified an interesting new 

direction which could potentially be followed.  But as your Honours have 

repeatedly told us there is no mechanistic formula or assumption here.  This is 

always a weighing of factors. 

PN200  

We say when properly looked at this research, given its newness, the assumptions 

and the caveats the authors themselves attached to it, that it is of limited utility.  

So it may be the best available but we say it is of interest but not persuasive and 

determinative of the judgement you need to make on a quantum at a further point 

down the track. 

PN201  

MR GIBBS:  I don't recall the RBA's main monetary policy statement indicating 

that rates of growth into the future were going to go down, indicating that we're at 

the peak. 

PN202  

MR CARR:  Yes, indeed, you are correct.  Their forecast period in those couple of 

years, I think the government's forecast is the same and then there is a projection 

period?  Is that right?  Something like that - it's beyond that period I was referring 

to. 

PN203  

MR GIBBS:  So are we at the peak not now but in two or three years' time? 



PN204  

MR CARR:  Well, we are nearing - yes, short answer, yes. 

PN205  

MR GIBBS:  It's a little far away for us in our deliberations, I would have thought. 

PN206  

MR CARR:  Well, I hope not because the decision you make today is permanent, 

respectfully. 

PN207  

MR GIBBS:  I want to take you to one of the things mentioned - I know you 

mentioned in your submission today and it was also mentioned by Professor 

Richardson that you didn't comment on, and that is profit margins for small 

business.  That was 3.4 of the statistical report.  Now, this isn't just one year.  This 

is five years from - five years, up to '15, '16.  It shows the profit margins for small 

business exceed profit margins for all business and that is also the case in all of 

the award-reliant industries. 

PN208  

So just on your point about the ability of small business to absorb wages 

increases, I would have thought that having a higher profit margin would indicate 

that those businesses might be better placed to absorb a wage increase than others. 

PN209  

MR CARR:  Well, it's a question - the way I think about it is if you look at the 

finance industry, a large global broker, they operate on razor-thin margins but 

they do it on volume, whereas the small, as Ms Matheson suggested earlier, 

because they're not - small businesses are traditionally not volume businesses, 

they need those larger margins to be viable. 

PN210  

PROFESSOR RICHARDSON:  Just one last thing I just might get you to 

comment on, you don't have to but, you've mentioned cost cutting.  It does depend 

on your profit margin though, doesn't it?  Because you can have increased sales 

and at one level have much greater profits without actually reducing your cost.  If 

your costs are constant or just go up by a little bit, depending on your margin if 

you've got increased sales and profits can go up a lot more.  Mathematically, it's a 

fact. 

PN211  

MR CARR:  Yes, rate of growth effect, yes, if one exceeds the other, yes. 

PN212  

PROFESSOR RICHARDSON:  Thank you. 

PN213  

MS MATHESON:  Sorry, just on that additional point, we'd also raise the effect 

of cyclical factors that do impact some of the award reliant sectors as well such as 

the – it does also explain some level of volatility especially in December, for 

example, quarter data but there is a requirement for the sustainability of those 



businesses that they have some buffering effect so that there's some smoothing 

across the area of turnover and profits, so. 

PN214  

MR CARR:  Yes.  If I could just quickly add to that, like I'm just looking at the 

sort of profile of award reliant profit growth, if you look at the December quarter, 

it looks pretty good at eight percent but you go back one, two, three, four, the 

previous year, it's really weak, if not negative.  The average is probably flat. 

PN215  

Volatility, one good quarter or one good year, from a base effect, isn't indicative 

even with high profit margins of a vibrant industry, we would suggest. 

PN216  

JUSTICE ROSS:  Thank you very much. 

PN217  

MS MATHESON:  Thank you. 

PN218  

JUSTICE ROSS:  Mr Clarke. 

PN219  

MR CLARKE:  Yes, thank you.  Our claim in this year's review is significant.  

We're seeking the panel make an adjustment to the minimum wage in modern 

award minimum wages in the order of 7.2 percent.  Look we describe our claim as 

significant for two reasons.  Firstly, we recognise that the 7.2 percent is a large 

increase relative to what has historically been awarded by the panel and its 

predecessors but our claim is responsive to context and therein, we say, the true 

significant(sic) lies. 

PN220  

At the heart of the matter is this, there is a terrible injustice and imbalance in 

Australian society today.  Despite all the efforts with those with their hands on the 

levers of power that continue to have us believe that the invisible hand of the 

market will raise the fortunes of the less fortunate if we just stay the course and 

allow the privileged to become more so, working Australia is waking up to the 

reality that the invisibility of that hand is constructed of the same magic as the 

emperor's new clothes. 

PN221  

The now liberal consensus is crumbling.  Wage growth is close to its lowest levels 

and far off trend relative to 10 year averages and this is well illustrated in figure 

32 of our initial submission and chart 5.2 of the statistical report.  Wages are 

barely growing faster than headline CPI and essential non-negotiable living 

expenses have sky rocketed, which we describe in section 4.5 of our initial 

submission. 

PN222  

Low paid working people in Australia are under enormous pressure and industries 

that are highly award dependent face successive penalty cuts this year and next 



and some also into 2020.  We refer, at section 4.5.3 of our initial submission, to 

research by Members Equity Bank and Foodbank which shows a decline in a 

capacity to pay living expenses in the second half of last year to the lowest level 

observed for three years. 

PN223  

Forty percent of renters spend 40 percent or more of what they earn on rent.  

Further, around 40 percent of people in Australia have to choose between paying 

bills and eating, and staggeringly almost half of those experiencing food 

insecurity have a job.  Unsurprisingly, consumption growth is slow and the small 

spending growth that we are seeing is fuelled by increasing indebtedness. 

PN224  

We don't need to look too far back in history to see how that downward spiral 

ends.  The long to medium term trends in the GINI co-efficient minimum wage by 

the 50:10 ratio, the 90:10 ratio, all paint clearly the direction that Australia has 

been headed in and as an advocate, you will expect me to overplay this and to 

paint the most negative picture I possibly could of the state of inequality in 

Australia to advance my case so I'm not going to do that, I'm going to borrow 

somebody else's expression and it's this, inclusiveness has been eroded. 

PN225  

That's borrowed from the OECD, from the economic survey of Australia in March 

of last year.  Just pause to consider the significance of that statement for a 

moment, given its source and the manner in which the OECD usually choose to 

express themselves in technical research papers.  Inclusive has been eroded.  As 

we point to in our submission, it's not just earnings and equality that's a problem, 

it's wealth and equality.  One perpetuates the other. 

PN226  

Wage growth is at historical lows yet the number of billionaires and their 

collective wealth is growing faster than it has in nearly 20 years.  We make the 

point, and we don't consider it to be a controversial one, that a fulsome assessment 

of relative living standards must take this disparity in wealth into account and Mr 

Kyloh is happy to expand on that. 

PN227  

The fact that we're asking for a significant increase in light of this context 

shouldn't come as a surprise.  The fact that the ACTU is prosecuting a public 

campaign to change the rules that have led Australia to the place we find 

ourselves in shouldn't come as a surprise.  The fact that around 120,000 people 

marched on the streets of this city only last week to support such a change 

shouldn't come as a surprise because we're at a tipping point. 

PN228  

We don't come here as nave revolutionary romanticists to assert that the level of 

support for wage increases today is solely a product of worker discontent.  There's 

an academic component and an institutional component to this too, which we 

discuss in our submissions and responses to the consultation questions, but in 

short, poor wage growth doesn't just hurt working people. 



PN229  

When consumption stalls, as it has been, when inequality grows, as it has been, 

when people's financial hardship translates to health problems, it drags down the 

economy more generally and that's when institutions like our Treasury and 

Reserve Bank start to get worried and eventually so too does the top end of town. 

PN230  

When the Reserve Bank governor and the Treasurer in the conservative 

government and even the banks are calling out slow wage growth as an economic 

problem, you can be sure there's a risk to a broad range of constituents and it's 

important to remember that slow wage growth is not, in this context, merely one 

of a host of indicators showing economy in some kind of a crisis.  It's quite the 

opposite. 

PN231  

Wage growth is rather an outlier in what is broadly a very healthy, well 

transitioning, well-functioning economy which is growing beyond what were 

Treasury forecasts at this time last year.  As can be seen from our reply 

submission, job vacancies are continuing to rise, continuing the upward trend 

that's been visible for five years.  Employment is also growing, including some 

welcome increases in full time employment and the unemployment rate generally 

has been trending downwards for the past four to five years. 

PN232  

Business profits, particularly small business profits, are objectively healthy and 

also healthy relative to medium term averages.  This is bankruptcies are stable, net 

business entry is trending positively as is non-mining business investment and 

we've heard from Treasury this morning that Australia's context is supported by 

global economic growth and there are positive forecasts for employment and from 

unemployment and for business investment. 

PN233  

What does all this mean?  Well we might be able to agree on a diagnosis but can't 

seem to agree on a prescription.  The Australian government have, once again, 

hitched their wagon to the counter-intuitive argument that raising people's wages 

isn't a very good way of raising their incomes and ACCI are on that bandwagon 

too.  While we'd agree that for some household types, the tax transfer system can 

make a difference, the reality is that for all household types, raising wages does 

make a difference. 

PN234  

It's as simple as that.  It's reflective in the government's modelling.  As the 

government is so wedded to the tax and transfer system as the answer, where's the 

money?  Transfer payments over the last four years have clearly tightened up.  

Newstart is unambiguously inadequate.  All we have is a promise of a little under 

$10 a week for lower income workers but it comes with a catch, a big one. 

PN235  

It's contingent on locking in tax cuts for higher income earners over the years to 

come, and of course this will be subject to games and bickering in Canberra for 

goodness knows how long, from a government still wedded to the idea that the 



best way to raise living standards at the low end is to give business a tax cut.  The 

material before the Commission in this year's review bears out the fallacy of that 

argument.  Just look at what the employer associations are asking you to do.  

These are associations that represent a large cohort of award-reliant businesses, 

some, like 90 per cent or more of business, who have received 2 and a 

half per cent tax cuts over the last three years, which covered some very good 

years if regard is had to the profit figures in table 3.3 of the statistical report, and 

what are they asking for?  Almost all the employer associations are seeking a 

1.9 per cent increase, a real wage freeze.  But there are exceptions:  Ai Group, 

going lower at 1.8, a real wage cut; Master Grocers are looking for a 1.1 per cent 

increase; and Restaurant & Catering Industrial, zero. 

PN236  

It's also worth remembering that since these business tax cuts started working 

their way through the system, award reliance increased.  We've got lower business 

taxes for many award-reliant employers, and in response more of them are paying 

the lowest level rate of pay they can to their employees and asking that wages 

today either be frozen in real terms or cut.  These employers will not raise wages 

unless they're forced to, and the panel should force them.  I mean, can you believe 

it today they complained about the penalty rates decision because it increased the 

administrative costs of running a payroll.  Just as low wage growth has a broader 

economic downside, wage increases do have an economic upside, and we've 

attempted to estimate that once again in our review.  That upside is a boost to 

consumption and ultimately a boost to jobs; our estimate, some 40,000 jobs in the 

first year on the more conservative estimate.  It's an estimate.  Yet from those 

opposing us, we see the same (indistinct) of the disemployment effects of raising 

minimum wages, as if it's a certainty, and the best illustration of that perhaps 

comes from the reply submission of Australian Business Industrial in this review - 

page 31 of its reply submission.  They say: 

PN237  

When economic theory is suggestive of a relationship between two factors, then 

it ought to be the default view if there is no strong empirical evidence to the 

contrary. 

PN238  

With respect, that's substituting evidence-based policy for theology.  As the years 

drag on, the empirical evidence from around the world referred to in section 5.2 of 

our initial submission is failing to prove that which those opposing us assert to be 

self-evident.  True, most of the research is based in overseas systems, and they're 

different.  But as noted in the consultation questions, James Bishop's recent paper 

is an important contribution to the Australian research.  It looked at a decade's 

worth of award wage increases and found no consequential job destruction or 

reduction in hours worked - a decade's worth, in Australia. 

PN239  

So in summation, we commend our claim to the panel.  The context to which 

section 284 and 134 of the Act must be applied in this review point to a significant 

increase in the minimum wage and modern award minimum wages.  The 

significant increase is fair and it serves the interest of the economy and society. 



PN240  

JUSTICE ROSS:  Mr Clarke, can I just take you to your post-budget submission 

and page 6? 

PN241  

MR CLARKE:  Yes - sorry, your Honour, yes. 

PN242  

JUSTICE ROSS:  Just table 1, it wasn't immediately clear to me, what did you 

want us to draw from that table?  What's the purpose of it? 

PN243  

MS MCKENZIE:  Its main purpose is to just show the optimism of the budget 

forecast in respect of a lot of variables and how that has changed from budget to 

budget.  So for instance, with wage growth, if you take the wage rate growth 

per cent, this year's budget shows from the wage price index that for this year 

we're expecting 2 and a quarter, whereas in last year's budget it was 2.5 per cent.  

So while it appears that the forecasts have been shifted down from last time, it's 

meant to show that nonetheless a resistance to minimum wage increases is still 

based on arguments whereby wage increases are expected to be forthcoming, or 

sort of higher wage increases are mysteriously expected to be forthcoming in the 

optimistic forecast of wage increases. 

PN244  

JUSTICE ROSS:  Thank you. 

PN245  

PROFESSOR RICHARDSON:  Mr Clarke, the ACTU proposes that we consider 

the extent to which the various matters that we must take into account are not so 

much a balancing of competing interests, but more a promoting a common good, 

an interesting line of argument in your initial submission.  Would the ACTU agree 

that the main employer associations do not see an increase in minimum wages in 

this way, noting of course the very large differences between what the employers 

think is an appropriate increase to minimum wages and what the ACTU sees as an 

appropriate increase? 

PN246  

MR CLARKE:  Yes, undoubtedly there's a different of view about that, and that 

exposition, in our submission, seems to have drawn quite a bit of interest.  But the 

point that it's really making is - perhaps it's because who I am - what I consider to 

be a rather uncontroversial one, which to put it crudely is this.  You can put it 

down to your bottom dollar that the reasons that some of the expressions in the 

minimum wages objective and the modern awards objective found their way into 

the Act was because the policy-makers in consultation with their stakeholders 

wanted to have a nod and a wink to orthodox economic theory that said good stuff 

happens when you raise minimum wages for workers but bad stuff happens when 

you raise minimum wages for business.  So I need to have a nod and a wink to the 

idea that you're going to lose jobs if you raise minimum wages and that there will 

be terrible employment cost impacts which won't be offset by anything else if you 

raise minimum wages.  What we're saying is they may well be the assumptions 

that were there at the time and the reasons the words were put there the way that 



they were, but what you have at the end of the day is just words on a page that are 

asking you to consider what are the economic impacts of raising minimum wages, 

and that should be a pure assessment, one which doesn't automatically go to the 

grab bag of historical assumptions about what the impacts of minimum wages are, 

crudely. 

PN247  

PROFESSOR RICHARDSON:  Thank you. 

PN248  

MS MCKENZIE:  May I respond to that as well?  The problem with recognising 

business interests in having a wage increase, in this case moved through 

increasing the minimum wage, is that they're looking at it from an individual 

perspective instead of a macroeconomic perspective.  So it's understood that 

minimum wage increases impact across businesses in the sense that they're the 

rules that all businesses will face; therefore, the impacts on them will be across 

those businesses.  The increases will increase profits as their sales increase.  

We've already seen that in fact an increase in profits may have a disproportionate 

effect on profit increases.  In other countries, as I understand it, businesses and, in 

different models, businesses and worker representatives come to the table 

recognising that a wage increase is to the benefit of both parties. 

PN249  

PROFESSOR RICHARDSON:  Thank you.  If I might just take you to the size of 

your increase - your proposed and preferred level of increase and the research that 

you say very extensively, you've done a wonderful job in identifying all those 

recent new studies.  The minimum wage bite in Australia is not the highest in the 

OECD but it is relatively high and my reading of much of the literature - I'd be 

interested in your view on this, whether I've got this right - is that in the US and in 

the UK in particular, the minimum wage bit is lower, considerably lower than in 

Australia and many of the studies say whatever we're finding in our empirical 

estimates of the impact of recent increases - consider Seattle, for example, very 

spectacular but even the national living wage in the UK - is we can't assume 

would translate if it was applied to a world in which the minimum wage bit was 

significantly higher. 

PN250  

That is the main point that I want to make, alongside the fact that compared with 

the US and the UK, our minimum wage bit is higher.  They also typically say that 

if it was a large, unanticipated increase we couldn't be sure that our findings 

would apply in that case as well so would you like to comment on that? 

PN251  

MS MCKENZIE:  I agree that in fact those propositions are untested in respect of 

Australia.  It's actually quite difficult to know whether a higher minimum wage 

bite would change the impact.  As I understand it, there's no studies that are based 

on or I'm not aware of any studies that are based on the relative size of the 

minimum wage bite.  The other problem is nor are they based on the coverage, so 

that we have a system which includes awards increases and son on.  So the 

differing institutional issues in Australia may impact on that but I'm not aware of 

any where the relative wage bite is an issue. 



PN252  

I beg your pardon, what was your second - - - 

PN253  

PROFESSOR RICHARDSON:  I just wanted you to comment on - the research is 

principally based, that you cite, on studies done in the US and in the UK and there 

are some broader across the OECD and some other countries but mainly the US 

and the UK and in both those countries the minimum wage bite is significantly 

lower than it is in Australia.  At least some of those papers say if the minimum 

wage bit as a lot higher we couldn't be confident that our findings would apply. 

PN254  

MS MCKENZIE:  That is a fair reservation because they have no way of testing 

that.  But that isn't in my mind an argument for not attempting to raise the 

minimum wage bite, as is the case in the UK.  They actually have a target in 

relation to the minimum wage bite, for increasing it.  So they themselves haven't 

actually formed their policy on that basis but I do agree it would be an interesting 

issue to try and address in the literature. 

PN255  

PROFESSOR RICHARDSON:  Thank you. 

PN256  

COMMISSIONER HAMPTON:  Yes, look, I'd like to ask a question about the 

relationship between the annual wage review decisions and the wage price index, 

particularly for award-reliant industries.  I mean, there was a disconnect last year 

and now that's a poor choice of words because obviously there is no direct 

connection in that there is a whole range of factors that might explain why an 

annual wage review decision doesn't necessarily reflect into the wage price index 

and there has been some discussion about that today and some discussion about 

that in the ACTU's submission. 

PN257  

It appears to be a common view that there are a range of factors that might explain 

it - sampling, non-compliance, presumably absorption of over-award payments 

and the like.  What I want to ask you about is the role played by non-compliance. 

PN258  

MR CLARKE:  Yes. 

PN259  

COMMISSIONER HAMPTON:  Presumably that is not a new factor.  

Presumably that's been a factor over the years.  Are you saying the level of non-

compliance has gone up and that is why the disconnect is so obvious last year? 

PN260  

MR CLARKE:  Well, the - I appreciate that the question is framed in a way to 

choose most award-dependent industries to try and pull out the effect of the low 

bargain rates in agreements as much as possible by choosing the most award-

dependent industries, to say hang on a minute, where has the 3.3 gone?  Now, the 

measurement - all of the issues raised we would say have an influence.  The extent 



of non-compliance does have some influence.  I can't put my hands on any more 

data than that which I've linked in the report to give an estimate of the extent of 

non-compliance. 

PN261  

But I can say something to you on a qualitative basis, which is this - before the 

Fair Work Act, unions owned awards.  Before that, they had a much more active 

role in the maintenance and observance of awards.  They had a Commission that 

they could come to to resolve disputes by arbitration about awards and what was 

happening under awards and everybody knew that.  We don't have that anymore 

so the process for dealing with - there are people covered by awards who don't 

have the same visibility of unions as maybe would have been the case.  There are 

employers covered by awards that don't have the same interactions with unions 

that otherwise would have been the case. 

PN262  

But there is also no doubt that the labour inspectorate has been resourced to take 

on some of the non-compliance.  Now, all I could say is qualitatively because of 

the different arrangements for supervision of awards institutionally involving both 

unions and the Commission historically you might have expected there to have 

been lower non-compliance than there is now.  I can't give you numbers to show 

that. 

PN263  

COMMISSIONER HAMPTON:  None of that is recent.  That's all a decade or 

more ago. 

PN264  

MR CLARKE:  No, that's - but some of the material that I presented to - in the 

submission that I refer to does even though the reports themselves weren't 

published, I think, until after 2014 some of them include non-compliance audits 

that were undertaken in 2011, 2012.  But, you know, the stats are a little bit all 

over the place.  The best we can do is to say that it looks like somewhere between 

a quarter and a third of award-dependent businesses illegally underpay their 

workers. 

PN265  

COMMISSIONER HAMPTON:  Does that apply when non-compliant employers 

are participants in ABS surveys in applying their non-compliant wages to the 

ABS?  It must be to be correct. 

PN266  

MR CLARKE:  Well, I think it's just taken from payroll data. 

PN267  

COMMISSIONER HAMPTON:  Payroll data is not usually reliable as non-

compliant employers. 

PN268  

MR CLARKE:  It may or may not be.  But as I say, I can't tell you the magnitude.  

I suspect that there is a level of non-compliance that brings the figure down.  How 



big is it?  We don't know.  But if you agree with me, if you agree that there is a 

non-compliance effect, then we'd suggest that respectfully that's worth of some 

commentary in a decision if not also in the summary of the decision. 

PN269  

COMMISSIONER HAMPTON:  Thank you. 

PN270  

JUSTICE ROSS:  Thank you, Mr Clarke.  Nothing further?  Thank you, we'll 

adjourn. 

ADJOURNED UNTIL WEDNESDAY, 16 MAY 2018  [12.20 PM] 


