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Question: AT 4 

 

Topic:   Provide full copy of Attachment B of Minute 6 October 2005 briefing  

   to the Treasurer 

 

Hansard Page: E27 

 
Senator SHERRY asked: 
 
He would have to be quick to read a three-quarter of a page minute on the economic case for 
industrial relations reform, given the nature of the issue. 
 
Mr Heferen—Attachment B was originally much longer and was scaled down for the Treasurer’s 
briefing. 
 
Senator SHERRY—It was scaled down? 
 
Mr Heferen—Of course. We do want to distil the key issues. 
 
Senator SHERRY—Can I have a copy of the original on notice? 
 
Mr Heferen—I think what we will do is attach this material. 
 
Senator SHERRY—Was that the original to the Treasurer? 
 
 
Answer: 
 
Attached is a literature survey the substance of which was used in the development of 
the Attachment B referred to. 
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The economic impact of workplace relations in the Australian context 

Set out below is information on a number of research papers on the impact of 
workplace relations in the Australian context. 

• A comparison of productivity in Australia and the United States found that the 
gap between productivity in Australia and the United States could be reduced by 
one sixth by further reforms of product and labour market regulations. This 
would increase GDP per capita by around $1,300 per year.1 

• An Access Economics report2 found that a 10 percentage point reduction in 
award reliance in an industry between 1990 and 2002 was associated with an 
increase in the average annual productivity growth of 0.5 percentage points. 

Other independent Australian studies have also identified significant gains from 
workplace relations reforms: 

• Research by the University of Melbourne in 20023 concluded that if small 
business was exempted from unfair dismissal laws for new staff, there could be 
70,000 new jobs created in Australia; 

• In their August 2005 National Business Expectations Survey of businesses in 
the wholesale, retail and manufacturing industries, Dunn and Bradstreet found 
that 14 per cent of surveyed businesses indicated that they were likely to employ 
more staff in response to the Government’s unfair dismissal changes. 

• At a Reserve Bank conference entitled The Australian Economy in the 1990s, a 
paper by Charles Bean from the London School of Economics examined the 
interaction between Australian labour market institutions and economic shocks. 
He found that:  

– “A low degree of nominal rigidity [in employment contracts] reduces both 
average unemployment and the response to shocks. Finally, high levels of 
employment protection have a very strong statistical effect in reducing the 
speed of adjustment and thus in raising unemployment persistence.”4 

• In another paper to the Reserve Bank conference, Professor Peter Dawkins 
argued that the introduction of enterprise bargaining was associated with higher 
productivity, and “most of the benefits of rising productivity growth have gone 
in the form of higher wages.”5 

• The Productivity Commission has found, in a series of case studies in the 
whitegoods, automotive, rail, clothing, textile clothing and footwear, water and 
wholesale and retail trade industries6,

 
that workplace bargaining facilitated 

significant improvements in productivity.  

• Tseng and Wooden7
 
discovered that firms whose employees were on workplace 

agreements were estimated to have around 9 per cent higher productivity levels 
than comparable firms whose employees were award-reliant.  
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• Fry, Jarvis and Loundes8 found that firms adopting workplace relations reform 
reported significantly higher levels of self-assessed labour productivity relative 
to their competitors.  

• Further research by the Productivity Commission into the stevedoring9,
 
black 

coal mining10
 
and meat processing11

 
industries found that inefficient work 

practices often reflected perverse incentives built into awards.  

• Connolly et al12 present a comprehensive analysis of the aggregate relationship 
between federal certified agreements (CAs) and Australian Workplace 
Agreements (AWAs) and labour productivity.  

– Connolly et al13 find that, in the long-run, a one percentage point increase 
in federal CA and AWA coverage (lagged by two years) increases labour 
productivity by around 0.25 per cent. The authors argue that it is possible 
that the total effect could be higher than this, since a higher coverage of 
enterprise and individual agreements could induce rises in labour or 
capital inputs.  

In a recent report on National Competition Policy, the Productivity Commission14 
said: 
 
• “Labour market arrangements are characterised by significant restrictions on 

competition which can reduce productivity and constrain the scope for reforms 
in other markets. For these reasons alone, notwithstanding considerable reform 
over the past two decades, further policy changes to increase the flexibility and 
responsiveness of the Australian labour markets remain a high priority.”15  

and: 

• “Suffice to say that building on the labour market reforms of the past two 
decades is vital to support further improvements in productivity and 
sustainability, including through easing ageing-related constraints on future 
labour supply and complementing reforms in other areas. It is also critical that 
the much needed flexibility and capacity to adapt to changed circumstances 
provided by previous reforms are not compromised by any backsliding.”16  

The OECD released Innovations in Labour Market Policies – the Australian Way in 
2001. It noted that: 

• During the 1980s (before enterprise bargaining was introduced), real wages fell, 
“particularly for low-wage workers”, while during the 1990s (after workplace 
relations reform was started), real wages have increased across the earnings 
distribution.17 

– This report also cited evidence showing: “…the presence of enterprise 
agreements is indeed associated with productivity improvement.”18 
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• Stricter employment protection rules were associated with larger and longer 
increases in unemployment, with the relationship much stronger when the 
interaction between policies and shocks was accounted for.19 

In the Australian context, there have also been a number of recent studies suggesting 
that increases in the minimum wage have adversely affected employment.  In 
particular: 
 
• A 2003 study of the impact of six increases in the Western Australian minimum 

wage between 1994 and 2001 by Andrew Leigh suggested that a one per cent 
increase in the minimum wage leads to a 0.15 percentage point fall in 
employment.20 

• Don and Glenys Harding in a survey of the impact of ‘safety net’ adjustments 
on small and medium businesses found that a one percentage increase in the 
minimum wage reduced employment by about 0.2 per cent.21 

Reference to these and other relevant studies are set out below: 

Australian academic research on the relationship between wages and 
employment  

Author(s)  Year  Elast-
icity  

Methodology  Time 
period  

G Debelle & J 
Vickery22 

1998  -0.7  
(-0.4)  

Used Layard-Nickell type model to estimate 
the employment (hours) elasticity with 
respect to real wages  

1979-
1997  

M Dungey & J 
Pitchford23 

1998  -0.4  Used a disequilibrium model to estimate the 
elasticity of total employment to real wages  

1984-
1997  

K Bernie & P 
Downes24 

1999  -0.6  Used the Treasury Macroeconomic Model to 
estimate the employment (hours) elasticity 
with respect to real wages  

1971-
1998  

P Lewis & G 
MacDonald25 

2002  -0.8  Re-estimated the aggregate demand for 
labour, estimating the elasticity of the 
demand for labour with respect to real wages  

1959-
1998  

A Leigh26 2003  -0.15  Estimated the elasticity of labour demand 
with respect to the Western Australian 
statutory minimum wage  

1994-
2001  

D Harding & G 
Harding27 

2004  -0.21  Based on a survey of small and medium 
employers, estimated the short run elasticity 
of employment demand with respect to the 
minimum award rate  

2003  

 

 

.  
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