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INTRODUCTION

1. The ACTU is strongly opposed to the provisions of the Workplace Relations Amendment (Protecting the Low Paid) Bill 2003 (“the Bill”), which are designed to further reduce the ability of the award system to provide adequate employment standards for those unable to bargain.


2. It appears that the intentions of the Bill include the following:

· to confine awards to the “low paid”, seemingly defined by the Government as those earning award level C10 or below, or around $27,000 per year;


· to include the unemployed in the ranks of the low paid, contrary to the view of the Australian Industrial Relations Commission (“the Commission”) that low paid workers and the unemployed are separate groups;


· to mandate  greater consideration of the needs of the unemployed for employment than is provided by subsection 90(b) of the Workplace Relations Act 1996 (“the Act”), which requires the Commission to have regard to:

“the state of the national economy and the likely effects on the national economy of any award or order that the Commission is considering, or is proposing to make, with special reference to likely effects on the level of employment and on inflation.”;


· to require greater consideration of the capacity of employers to meet increased labour costs than is provided by the Commission’s current Economic Incapacity Principle. 

3. In previous submissions concerning proposed Government legislation the ACTU has demonstrated that two clear objectives underlie most of these Bills: first, to reduce the employment rights and entitlements of the low paid and vulnerable sectors of the workforce and, second, to restrict the bargaining ability of those sectors which have some industrial strength and are organised effectively.  This Bill is primarily part of the Government’s pursuit of the first objective, as are a number of other Bills also currently before the Parliament, including the Workplace Relations Amendment (Award Simplification) Bill 2002, the Workplace Relations Amendment (Choice in Award Coverage) Bill 2002, the Workplace Relations Amendment (Simplifying Agreement-making) Bill 2002 and the various Bills dealing with unfair dismissal.


4. However, to the extent that the effect of the Bill would be to reduce the award safety net underpinning enterprise bargaining, it would also have significant potential to weaken the ability of some groups of employees to bargain effectively.


5. The Government’s hypocrisy is astounding.  Mr Abbott has gone on record as supporting greater assistance to the low paid by addressing poverty traps through the taxation system as an alternative to wage increases.  Yet he is pursuing reductions in minimum award wages even though Cabinet appears to have rejected his views on tax reform.
 


6. It should also be noted that, in spite of its apparent concern for the low paid reflected in the title of the Bill, the Commonwealth submission to this year’s Minimum Wage Case does not contain a submission on the needs of the low paid  and uses the phrase “ needs of the low paid” only three times in its entire submission.


7. This submission will address the specific questions asked by the Committee in its letter of 27 March, as well as some additional issues.  Extensive reference will be made to the ACTU Written Submission to the Minimum Wages Case 2003 (“ACTU 2003”), which is included as an appendix to this submission, and to which the Committee is asked to refer.


CURRENT COMMISSION MINIMUM WAGE PROCESSES

8. The ACTU is not critical of the current processes and principles which govern the Commission’s determination of minimum award rates of pay, although this does not mean that unions do not seek the full amount of the annual claim.


9. The main shortcoming of the current wage fixing system is not the means of determination of the Minimum Wage and related award rates of pay, but the lack of flexibility in the award system created by the absence from the Act of a requirement that the award safety net be relevant to the level of wages and conditions achieved through bargaining.


10. The gap between the wage rates of award based employees and the community generally, as measured by Average Weekly Ordinary Time Earnings (“AWOTE”) has been increasing, particularly since the early 1990s, as can be seen in Figures 3.10 and 3.11 in ACTU 2003, p34.  The Minimum Wage (or C14, the lowest wage rate payable under any award) has fallen below 50 per cent of AWOTE for the first time.
  


11. The ACTU submitted to this year’s Minimum Wage Case that:

“….this divergence has not largely occurred as a result of escalated growth in AWOTE (which has remained quite close to its stable long-run trend), but rather due to a drop-off in growth of award rates, beginning at around the early 1990s.”



12. As award rates of pay fall further and further behind rates achieved in agreements through bargaining, not only is equity diminished, but awards are no longer able to realistically underpin enterprise bargaining through the operation of the “no disadvantage test”. 

13. The ACTU submits that there is a need to amend the Act to require awards to be maintained on a relevant basis, so that they can effectively underpin enterprise bargaining.
PROBABLE EFFECT OF THE BILL ON THE COMMISSION’S CONSIDERATIONS IN  MINIMUM WAGE CASES

14. While the precise extent of the effect the Bill, if passed, would have on the Commission’s determinations in future Minimum Wage Cases cannot be known, there can be little doubt that it would be considerable.  


15. A proper analysis of the Safety Net decisions demonstrates that the Commission has paid due regard to the factors identified in the Bill.  The Commission has not, however, accepted in their entirety the Government’s submissions on these issues.


16. In this context, the Bill must be seen as a crude attempt to pressure the Commission to accept arguments it has previously rejected as without merit.


17. In short, the Bill, as proposed, shows that the Government does not want a truly independent umpire in industrial matters, but rather seeks a rubber stamp for its own policy positions.

The effect of award increases on unemployment

18. In the 2002 Minimum Wage Case decision, where the full ACTU claim was estimated to add around 0.2 per cent direct net addition to aggregate wages growth, the Full Bench, handing down the largest ever nominal increase, dealt with the relationship between wages growth and employment as follows:

“We accept that, whilst there is no automatic relationship between the two, real wage growth can adversely affect aggregate employment growth. The extent of such effect will depend upon the prevailing economic circumstances and the extent of the real wage movement. The limited addition to aggregate wages cost associated with our decision will not have a significant real wages effect.”

19.
In the 2001 decision the Commission also held that:

“The contribution to aggregate wages growth from the safety net adjustment we have decided upon will have a limited effect on economic activity, inflation, employment levels and productivity.”



20.
Similar conclusions were reached in 2000,
 1999
 and 1998
 and have been borne out by the failure of any of these increases in award minimum wages to increase unemployment.


21. The ACTU has costed this year’s claim for a $24.60 increase to all award rates of pay as a 0.4 per cent gross impact on economy wide ordinary time earnings and a 0.1 per cent net impact, which it describes as “negligible”.
  


22. The ACTU submission draws attention to the Commonwealth’s economic modelling done for last year’s Case, which showed that a 0.2 per cent “wage shock” would have no impact on employment growth. The ACTU also points out that neither the 1998 nor the 2002 decision had any measurable impact on employment.  The net impact of the 1998 decision had been estimated as 0.1 per cent by the Commission and 0.2 per cent by the Commonwealth.  The net impact of the 2002 decision was around 0.05 per cent.



23. There is simply no evidence to indicate that increases in award minimum wages through the Commission’s annual reviews have had any impact on employment whatsoever.

24. The evidence is, if anything, the other way.  Since 1996, employment growth in the most award-dependent industry sectors has outstripped employment growth in the economy generally.  From May 1996 to November 2002 employment in “all industries” has grown by 12.5 per cent, compared to 24.7 per cent in Health and Community Services, 19.7 per cent in Accommodation, Cafes and Restaurants and 14.6 per cent in the Retail industry.

25. The Government has put its case in relation to the link between minimum wages and unemployment to the Commission every year, and every year its claims have been rejected.  There is simply no evidence that the Act requires strengthening in relation to this issue.

26. While it would remain possible for the Commission to maintain the same position in relation to the economic issues, this would mean that the amendments brought about by the Bill would be of no effect, in which case there can be little argument for their passage.

27. Alternatively, it is possible that the Commission would feel constrained to move from balancing the issue of aggregate wages growth and employment to determine lower increases - a result which would be most unfortunate for the most disadvantaged workers in our community.


The inclusion of the unemployed with the low paid

28. In a number of decisions the Commission has considered Government submissions to the effect that in paying regard to the low-paid it should consider the unemployed.  In the 1999 decision the Commission stated:

“The Joint Governments stressed the wide range of non cash benefits and cash transfers available to assist workers on low rates of pay and asked us to conclude that low income is more a function of unemployment than of low wages. The likely distribution of low wage earners within the spectrum of equivalised household income was the subject of detailed submissions - aided by the analysis arising from the microsimulation model STINMOD. This approach contrasted the low income of the unemployed with the higher relative income of those employed but on low pay. We were urged to consider the distributional consequences of change to the safety net in the context of all Australian families. This was because the unemployed and those receiving transfer payments were said to "contribute to the general level of living standards" to which, it was submitted, the Commission must pay regard.”
 

29. This submission was explicitly rejected by the Commission, which concluded:

“Considering the needs of the low paid requires the exercise of judgment as to varying income levels and the resultant living standards attained in the Australian community. There is clearly a gap between income levels derived from bargaining and those provided by the award system. The evidence and submissions inform the Commission in its task of adjusting the safety net. Central to the adjustment of the safety net consistent with s.88B(2) is a consideration of the economic factors, the desirability of attaining a high level of employment and the needs of the low paid. In this context we reject the proposition that the low paid include people who are unemployed. The relevant statutory provisions deal separately with the low paid and the unemployed and the expression "the low paid" in s.88B(2)(c) is intended to refer to persons who are in employment. However, we are required by ss.88B(2)(b) and 90(b) to take the level of employment into account and we have done so. Many low paid employees are unable to afford what are regarded as necessities by the broader Australian community. Our conclusion is that an adjustment to the safety net is warranted to give effect to the provisions of the Act referred to above.”

30. The Commission subsequently confirmed, in the 2000 Case, that the low-paid, for the purposes of adjusting the safety net, did not include the unemployed.



31. By seeking to amend paragraph 88B(2)(c) of the Act to require consideration of the employment needs of the low paid and the employment prospects of the unemployed the Government is again indicating its lack of preparedness to abide by decisions of the umpire.


32. Given the lack of evidence linking minimum award increases with increased unemployment, it is difficult to see how the Commission would interpret the new provision, should it be passed.  


33. However, given that the Commission would be bound to try and give the provision some meaning, it can only lead to a more restricted view of the scope for adequate increases in minimum wages.


Employers’ capacity to pay

34. The Commission’s current Statement of Principles contains an Economic Incapacity Principle which provides for employers to apply to:

“….temporarily or otherwise, reduce, postpone and/or phase-in the application of any increase in labour costs determined under this Statement of Principles on the ground of very serious or extreme economic adversity. The merit of such application will be determined in the light of the particular circumstances of each case and any material relating thereto shall be rigorously tested. The impact on employment at the enterprise level of the increase in labour costs is a significant factor to be taken into account in assessing the merit of any application.”



35. The last sentence of the Principle was added by the 1999 decision, which considered a Government submission to significantly weaken the test required to satisfy the Principle.


‘The Joint Governments sought to amend the principle by deleting the words "very serious or extreme". It was submitted that the amendment would ensure that jobs and opportunities for the unemployed are not put at risk as a result of arbitrated increases in labour costs. It is important that enterprises in industries that employ large numbers of "low skilled employees", such as the hospitality and retail industries, remain viable to ensure that employment opportunities and prospects for such employees are maintained. The Joint Governments stated that 21.2% of firms employing fewer than twenty persons are operating at a loss and safety net adjustments impact heavily on businesses in this category. There is a need for an effective mechanism to enable business to cushion the impact of safety net adjustments. They submitted that their proposed amendments would provide access to the principle for respondents or groups of respondents who are experiencing hardship but who in the past had considered the tests specified in the principle to be set at a level which did not warrant the considerable expense associated with mounting a case. In the view of the Joint Governments, the Commission should adopt an Economic Incapacity Principle which specifically embraced:


· " the urgent need to protect jobs;

·  due consideration of the capacity of different enterprises to fulfil the evidentiary requirements, including size of business; and

· consideration of the prevailing business environment, including regional and industry specific factors and, most importantly, the impact on employment and employment practices."’
 

36.
The Commission then reviewed its previous decisions in relation to incapacity to pay, which it summarised as follows:

 
‘A number of points can be made on the basis of the decided cases:


1. The onus is on the party seeking to rely on the Economic Incapacity Principle and very serious or extreme economic adversity must be shown.


2. An incapacity claim needs to be supported by oral and/or documentary evidence capable of analysis including:

2.1 information about the effect on employment of granting the relevant increase;

2.2 financial information about the enterprise(s) concerned; and

2.3 information about action taken to reduce the effect of any 

economic adversity and, in particular, the steps taken to negotiate appropriate arrangements with the employees.


3. The Economic Incapacity Principle contemplates the possibility of an application to reduce, postpone and/or phase-in a labour cost increase being made by groups of employers. But in order to succeed all members of the relevant group must be able to establish "very serious or extreme economic adversity". In a number of cases the diversity of circumstances among employers in a particular group has made it inappropriate to exempt all the employers in the group from an increase.


4. The Commission has not been prepared to include particular tests or guidelines in the Economic Incapacity Principle on the ground that such tests or guidelines could be inappropriate and possibly misleading in a particular case.’



37.
After noting that it always has regard to submissions on the economy and the effect of any increase on employment, and the impact between and within industries, the Commission concluded that:

“ We also consider that given the diversity of economic conditions which exist within and between industries, it is not appropriate that we introduce a principle which would allow the exemption of industries and sectors from an increase in labour costs without an examination of the individual enterprises. We agree with the conclusion reached by the Full Bench in the 1998 decision on the Victorian Minimum Wage orders [Print Q5101] in which the Full Bench, in response to a submission that a different approach to the Economic Incapacity Principle be adopted in respect of such orders by permitting applications to be determined on a regional basis, stated:


‘It would be unfair to delay access to fair minimum wage levels to persons employed by firms which are not experiencing economic adversity on the basis of the very serious or extreme economic adversity experienced by other employers within a region or industry. Further, it would diminish the effect and intent of relief to employers experiencing very serious or extreme economic adversity if competitors not experiencing such economic difficulties enjoyed similar relief.’”



38. While rejecting the Government and employer submissions, the Commission did decide to add a final sentence to the Principle, reading:

"The impact on employment at the enterprise level of the increase in labour costs is a significant factor to be taken into account in assessing the merit of any application".



39. The Commission also accepted submissions suggesting that the operation of the Principle may not be as well understood as it could be and decided to request Registry staff to prepare a document containing explanatory material to assist parties to applications under the principle.
 This has been done, and can be found at the Commission’s website.



40. In seeking to amend paragraph  88B(2)(c) of the Act the Government is attempting to compel the Commission to abandon its enterprise-based approach to employer incapacity to pay, which is the only fair means of ensuring that employers who have the capacity to pay are not being subsidised unnecessarily by their low paid employees.


Definition of the low paid


41. Although the Bill does not specifically seek to define the low paid, the Explanatory Memorandum makes it clear that the Government is critical of the Commission’s approach to date.

“A particular problem is the extension of safety net adjustments to middle and high wage earners.”


42. This statement needs to be seen in the context of the Government’s submissions to the current Case and previous Cases, to the effect that the Commission ought not increase the minimum rate of pay for award classifications above C10;  that is, $525.20 per week or $27,310 per year, before tax.  Every year the Government argues that workers receiving more than the C10 rate should receive no increase at all through the award system.  Presumably the Government would argue that middle and high income earners are those earning above this rate.


43. The reality is very different.  The ACTU submission to the 2003 Case sets out the following facts:

· Average weekly ordinary time earnings for full time award only employees are $577.70 per week compared with average weekly ordinary time earnings for all full time employees of $843.00, a gap of more than $260.00 per week;


· Table 2.6 in ACTU 2003 shows a gap of between $4 and $12 in the average hourly rates of award only employees and the hourly rates of all employees, depending on employment status and age;


· 80 per cent of award only employees earn less than median earnings, while 64 per cent earn less than the 33rd percentile of earnings for all non-managerial adults;


· Award only workers comprise over half of all workers in the lower decile of earnings, and more than half of all award only workers fall in the bottom quartile of wages distribution;


· Around 40 per cent of award only workers earn less than the C10 equivalent.

44. Although employers have argued that workers earning more than $1000 per week would be beneficiaries of the ACTU’s claim, it has been generally accepted that fewer than four per cent of award only workers would earn in excess of $52,000.


45. In its 1999 decision the Commission specifically stated that, in awarding a flat dollar increase to all classifications, it was giving proportionally more assistance to the low paid.

“In previous cases the Commission has drawn attention to the requirement that rates prescribed in awards be fair, to the importance of internal relativities between classification levels and to the need to provide increases for employees who, although employed at the higher levels, are dependent upon safety net increases for increases in pay. Each of these factors, on its own, favours an increase at all levels. Furthermore, we do not accept the Joint Governments' submission that the current legislative framework compels the conclusion that employees on higher award classification rates should generally not be eligible for award safety net increases”
 

46. If the effect of the proposed amendments to the Act was to cause the Commission to give greater regard to the Government’s submissions on this matter, the result would be that workers with low to moderate rates of pay would be denied any increase at all - the term “low paid” changing in practice to “lowest paid”.


The relevance of the award system

47. On a number of occasions the Commission has rejected the Commonwealth’s submission that award increases should be limited to classifications at C10 and below.


48. To the extent that the Bill would compel the Commission to abandon its practice of awarding increases to all classifications, it would hasten the move to almost complete irrelevance of the award system.


49. In awarding flat money increases, the Commission balances the needs of the very lowest paid with the needs of others on award wages together with its other statutory obligations in relation to maintenance of the award safety net.  In doing so, the Commission has recognised that it is flattening the relativities between lower and higher relativities, meaning that different levels of skill and responsibility receive less recognition, and that this is an issue, given that over 90 per cent of employees covered by agreements receive percentage increases.  The Commission has concluded:

“We believe that there will be occasions where in order to comply with the statutory objects discussed above, and to avoid further erosion of relativities in skill-based classification structures, a percentage adjustment may be appropriate. In our view skills, responsibilities and the conditions under which the work is performed remain relevant considerations in the fixation of fair minimum wages.”

50. The effect of the Bill, if the Government’s intentions were reflected in future decisions of the Commission, would be that skills, responsibilities and the conditions under which work is performed would receive no recognition within the award system, reducing awards to little more than the US system of a single minimum wage for all employees not covered by an agreement.

THE EXTENT OF EMPLOYEE DEPENDENCE ON THE SAFETY NET

Who are award only workers?


51. Around 1.7 million workers, or 21 per cent of the workforce are dependent on awards for their wages and conditions of employment,
 continuing a trend of decline from the 67.6 per cent of workers who were award dependent in 1990, prior to the commencement of enterprise bargaining.



52. More than 95 per cent of award only workers are employed in the private sector, comprising 20 per cent of all employees, down from 21.1 per cent in May 2000.



53. 60.9 per cent of award only workers are female, compared to 48.6 per cent of all employees.  16.5 per cent are juniors, compared to 6.1 per cent of all employees.  Award only employees are around twice as likely to be employed on a part-time and/or casual basis than all employees.



54. Nearly 60 per cent of award only employees are employed in only three sectors:  Retail, Accommodation Cafes and Restaurants and Health and Community Services.



55. 99.8 per cent of award only employees are employed in non-managerial occupations.  More than half are intermediate or elementary clerical, sales and service workers, with a further 14.7 per cent classified as labourers or related workers.  Three quarters of award only employees are classified as having below trade level skills;  that is, below C10.



56. As explained earlier, award only employees earn  significantly less on an hourly or weekly basis that all employees.

Award only workers suffer financial difficulties

57. Every year the ACTU presents statements to the Commission made by low paid workers.  A number of these are attached as an appendix to this submission.  A summary of those presented in this year’s case can be found in ACTU 2003 pp103-116.


58. In its 2002 decision, the Commission made the following statement in relation to the evidence of the award dependent witnesses:

“It is apparent from their evidence that all of the witnesses struggled to make ends meet.  A significant proportion of their expenditure is on necessities and unexpected expenditures are difficult to finance.  There were a number of things which the witnesses went without, for example:

· Regular holidays;

· Social outings;

· Replacing household appliances;

· New clothes;

· Insurance;

· Telephone;

· Motor vehicle.

“We accept that many low paid employees experience difficulties in making ends meet and are unable to afford what are regarded as necessities by the broader Australian community.”

59. The ACTU urges the Committee to read the witness evidence included in the appendices in order to gain a real picture of what a wage increase means to low paid  award dependent workers.


60. Noel Crouch, a full time casual employed as a process worker in the metal industry, said in his evidence to this year’s Case:

“The $18 increase that we received last year made a great difference to my pay.  While $18 may not sound a lot to some people, every extra dollar makes a big difference to me.  This increase is needed to cover the increases in groceries that we pay.  It seems that every time we go shopping for food and groceries we are paying extra.  This increase allows me to keep pace with those increases.”

61. Submissions to the Commission in this year’s Case from the Australian Council of Social Service (“ACOSS”) and the Australian Catholic Commission for Employment Relations (“ACCER”), as in previous years, support substantial increases for award dependent workers.


62. ACCER (representing one of Australia’s largest employers) states:

“There is an urgent need to address the position of those low paid employees who do not receive fair and just wages”.  

ACCER supports (as an interim measure) an increase of $24.60 in the Federal Minimum Wage and appropriate adjustments in the other award rates.

63. ACOSS supports a substantial increase in minimum wages over time “to enable low-paid workers … to meet reasonable basic living costs”.  ACOSS suggest a before tax wage of approximately $550 per week would be necessary to achieve this outcome.

Award only workers do hard jobs

64. Witness evidence to this year’s Case show that award only employees work hard and do difficult jobs.


65. Cleaning hotel rooms, working in a child care centre or an aged care home, or in a factory, involves constant pressure and little autonomy.

Low pay and declining fertility

66. New research suggest that men on incomes up to $32,000 are missing out on parenting because they fear they cannot afford to support a family.


67. Research conducted by Australian National University researcher Edith Gray found that:

“… of males aged 30-34 years in 1997, 68 per cent are estimated to have not entered parenthood at age 30.  In contrast, for the cohort aged 40-44 years in 1997, 52 per cent had not become a father by age 30.  This in turn is a much higher proportion than the oldest cohort examined (50-54), where only 33 per cent of men had not experienced the birth of a first child by age 30.” 

68. Bob Birrell, the Director of the Monash University Centre for Population and Urban Research, commented on the study as follows:

“In 2001, nearly 40 per cent of men aged 30-34 and 60 per cent of men aged 25-29 were not married or in a de facto partnership.  Since partnership usually precedes parenthood, this convergence towards ever-lower partnering rates is the key to understanding the decline in Australia’s fertility rate.

“It could be argued that this decline reflects the unwillingness of low-income men to take on family responsibilities.  But it is doubtful whether most of them chose to do so because they were enjoying their manly freedom.  Rather, the explanation has more to do with the economic circumstances young men face.

…

“Equally, men on low or insecure incomes are likely to be wary of taking on the responsibility of marriage and parenthood.

“Many men are poor – in 2001, 42 per cent of men aged 25-44 earnt less than $32,000 a year.  Only two-thirds of men in this age group were in full-time work.  Young men considering marriage could hardly be unaware of the risks of marital breakdown or the long-term costs, especially when children are involved.  They may also be dimly aware that marital breakdown is more likely among lower than higher income couples.”
 


Do the low paid have low incomes?

69. It is sometimes argued that low paid workers  are at the beginning of a career path which will take them out of low paid work, and that they are likely to live in households which do not have a low income.  A recent report has identified two reasons, based on the 1891 papal encyclical Rerum Novarum, why low wages are a concern:  first, because even in the short term, people must be able to provide for the essentials of life and, second, because wages set at lower than the level of frugal comfort are unjust.



70. In that report, Sue Richardson reviews studies of low wage workers in Australia and concludes:

· “the risks of being in low wage work are higher for people who are female, employed part-time, aged 21-24, with low education, married if a woman and single if a man, and for non-student children living at home

· the typical low wage worker is female, employed full-time, of prime working age, married and with little formal education; about one-third have dependent children

· nearly all low wage men work full-time and 30 per cent have dependent children

· one-quarter have a post-school certificate or diploma and over half are married

· they are most likely found in sales, personal service or labouring jobs, employed in wholesale and retail industry

· 27 per cent lived at home with a parent

· the lower the wage, the more likely were the workers to be female, of prime age, employed part-time and married with dependent children.“


71. On the link between low wages and low standard of living Richardson notes the 1997 work of the OECD:

“In exploring the link between low wages and low standard of living, the OECD (1997:12) observes that there is a high positive correlation, across countries, between the incidence of low paid employment and the proportion of people living in low income households.”
 


72. On wage mobility Richardson concludes from a review of the evidence on wage/earnings mobility that:

· “…Measures of mobility are sensitive to how low wage is defined and whether movement into non-employment and part-time employment is included:

· The stricter the definition of low wage, the greater the mobility.


· The inclusion of movement into non or part-time employment substantially reduces the degree of upward mobility

· Quite a large section of low wage workers cycle between low wage jobs and no jobs.


· Mobility is higher, the longer the time interval considered.


· Youth have higher levels of upward mobility than do older workers.


· Upward mobility is higher for men than for women, and for more educated workers.


· Thus, for older, less educated and female workers, low wages are likely to be a trap rather than the first step on the ladder.”
 

73. Richardson notes that these conclusions are based on evidence finishing in the mid-1990s.  Richardson notes that since that time a strong macro-economy has been some help to upward mobility but that, offsetting this, the literature identifies a substantial trend towards declining mobility as inequality in the cross-section wage distribution has risen. 


74. On this issue Richardson concludes:

“Low wage jobs are concentrated in particular occupations and industries.  They are prevalent in service industry jobs. …  These include child care, elder care, non-qualified nursing care, cleaning, food preparation and serving.  These jobs are not part of any sort of career path and workers in them can expect a pay rise only if they move to some different job/industry.  Truck driving and labouring are comparable jobs for men.

“The industries in which the low wage jobs are predominantly found are similar across countries.  They include retail, hospitality, personal services and business services.  … There is evidence that some firms operate a high turnover, low wage policy, which discourages both firm and worker from investing in skills related to the job.  Indeed, high turnover industries/firms are likely to provide poor opportunities for upward wage mobility.  First, high turnover discourages investment in skills.  Second, workers who lose their jobs systematically are forced to accept lower wages in their replacement job.  Indeed, the wage loss from involuntary job change often lasts for many years, if not the rest of the working life.”
  

THE INTERSECTION OF TAX AND WELFARE


75. Union campaigns in favour of increases in award wages are sometimes criticised on the grounds that they do not really assist the low paid, as the interaction of  wage increases with the tax and welfare systems can lead to an effective marginal tax rate  (“EMTR”) of up to 100 per cent or even more.  In other words, each additional dollar earned results in very little benefit to the worker because of the high proportion clawed back through tax or in reduction of social security benefits.



76. As noted earlier, Minister Abbott has raised this issue a number of times, although the Government has failed to concretely address the issue.


77. The ACTU believes that high EMTRs are a problem, and should be addressed by changes to the tax and transfer systems, including by tax credits.  Simply closing off the ability to obtain wage increases, or reducing those increases, as is intended by the Bill, does not address the issue of EMTRs, which is an issue for Government policy, not the industrial relations system or the Commission, as stated by the Commission itself in last year’s decision:

“As noted in previous decisions the statutory scheme does not give to the Commission a supervening social welfare responsibility either for incomes generally or their distribution.”



78. Various hypothetical family situations have been publicly presented, including by Minister Abbott,
 to demonstrate the effect of EMTRs on wage increases.   However, in a report released last year, the National Centre for Social and Economic Modelling (NATSEM) made the point that although hypothetical cases could illustrate the potential existence of poverty traps, they do not show how many individuals in Australia are faced with high EMTRs.



79. The NATSEM study of EMTRs faced by wage and salary earners found that:

· One per cent face an EMTR of zero;


· 52 per cent face an EMTR of between 20 and 40 per cent;


· 61 per cent face an EMTR not exceeding 40 per cent;


· Eleven per cent face an EMTR of more than 60 per cent, with most of these in the 60 to 80 per cent range; and


· One per cent face an EMTR of more than 80 per cent.


80. The NATSEM study found that sole parents were much more likely to face EMTRs of more than 60 per cent than either childless households or couples with children, highlighting that this is an issue that must be addressed through the tax/transfer system rather than the wage system.


81. NATSEM also found that a majority of wage and salary earners in the first decile of family income face EMTRs of between one and 20 per cent, while a majority of those in the second to fourth deciles faced EMTRs of between 20 and 40 per cent.


82. The ACTU agrees with NATSEM’s 1999 finding that:

“… while some families receive little benefit from the safety net, of all income units where at least one person received the latest safety net adjustment, just under 85% faced an effective marginal tax rate of less than 40 per cent.  Hence … the media claims of little benefit to most families were incorrect.”

THE EFFECT OF THE BILL ON BARGAINING

83. A key reason for this Bill, according to the Government, is that by limiting access to minimum award rate increases, a greater proportion of workers will be encouraged to engage in enterprise bargaining. 


84. It should first be noted that such incentives are unnecessary, given the continuing increase in the proportion of employees covered by agreements, rising from 76.8 per cent in 2000 to 79 per cent in 2002.
 


85. Even assuming, however, that further incentives are desirable, the assumption behind this reasoning is that workers on minimum award rates of pay, particularly those earning in excess of $27,400 (C10) could engage in bargaining, but choose not to do so because they are satisfied with the increases gained through the Minimum Wage Case each year.


86. This is an extraordinary assumption, given that the gap between award wages and those achieved through bargaining is continuing to grow. Is it really being suggested that for a worker on, say, $800 per week, the prospect of a 2.25 per cent increase (the effect of last year’s increase) would discourage bargaining for the average increase in AWOTE of 5 per cent, or the 4 per cent achieved through federal enterprise agreements.



87. The fact is, as submitted above, that award dependent workers are overwhelmingly likely to be female, young, casual and/or part-time and employed in relatively unskilled classifications.  These workers are not able to bargain.  The idea of a part-time, 17 year old waitress in a coffee shop bargaining with her employer is absurd, as, for that matter, is the position of the doctor’s receptionist or the call centre worker.


88. A further assumption in the Government’s reasoning on this issue is that it is only employees who require encouragement to bargain.  While it is may be correct that employees are more likely to agree to their employer’s proposals for an agreement if that represents their only possibility of gaining a wage increase (a proposition that is particularly applicable to gaining individual employees’ agreement to AWAs), it is equally correct that the prospect of high award increases are likely to encourage employers to address employees’ concerns through bargaining.

CONCLUSION

89. The ACTU submits that this Bill is mean-minded, and will achieve nothing except to further disadvantage the one in five Australian workers who have little or no bargaining power.


90. The Bill will do nothing to assist the unemployed, nor will it operate to encourage bargaining.  It may, however, operate to give the Government a leg-up with its repeatedly rejected submissions to the umpire in the annual Minimum Wage Cases.


91. The ACTU submits that the Committee should recommend that the Bill not be passed.
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