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ACCI
· The Australian Chamber of Commerce and Industry (ACCI) is Australia’s peak council of Australian business associations. ACCI’s members are employer organisations in all States and Territories and all major sectors of Australian industry.

· Through our membership, ACCI represents over 350,000 businesses nationwide, including:

· The top 100 companies. 

· Over 55,000 medium sized enterprises employing 20 to 100 people. 

· Over 280,000 smaller enterprises employing less than 20 people. 

· Membership of ACCI comprises State and Territory Chambers of Commerce and national employer and industry associations.  Each ACCI member is a representative body for small employers and sole traders, as well as medium and larger businesses. 

· Each ACCI member organisation, through its network of businesses, identifies the concerns of its members and plans united action.  Through this process, business policies are developed and strategies for change are implemented.  

· ACCI members actively participate in developing national policy on a collective and individual basis. ACCI members, as individual business organisations in their own right, are able to also independently develop business policy within their own sector or jurisdiction. 

· ACCI has a large number of members who operate in heavily award-reliant industries and to whom increases in the wages safety net translate directly into additional labour costs, including for example in the retail and hospitality industries. 
INTRODUCTION  

Employers and Award Wage Determination 
1. ACCI and its predecessors, including the Confederation of Australian Industry (CAI) have been the primary employer respondent party to Australian wage cases since their inception.  

2. Along with the Commission itself and the ACTU, ACCI has been one of the primary parties to these cases, and to each stage of the evolution of the Australian wages system.  

3. Employers have at various times initiated major changes in the Australian wages system, including the creation of the award minimum wage from the 1997 case.  

4. ACCI is also a major party to the Commission’s statement of wages principles under which the award safety net is varied to implement various award wage increases. 

5. Additionally of course it is Australia’s employers who must implement/pay award wages, and who must find additional monies, week-in-week-out to meet additional wages obligations arising from increases in award wages.  Australian employers are directly affected by wage determination and the award system.  These laws primarily impose obligations on employers. 

6. It is important that centralised wage arbitration by industrial tribunals is not confused with wage increases more generally. Our approach to wage fixation by central arbitration does not mean that we oppose wage increases being paid in the community. The issue is how and why wage increases are paid, how they are earned, and what is the best possible approach for determining or setting wage increases. The ACCI policy position on wages and incomes is set out in Modern Workplace: Modern Future – A Blueprint for the Australian Workplace Relations System 2002-2010.  This is ACCI’s blueprint for labour market reform which was released in November 2002. It is attached for reference.

The Reality of Claims for Safety Net Increases

7. In dealing with these issues in industrial tribunals under the terms of the Act an obvious question arises – should the award safety net be increased and if so by how much and on what conditions? The simplicity of this question mirrors the impression created by the ACTU when presenting its claims. According to the ACTU these are fairly straightforward matters that involve modest amounts of money The increases are long overdue, the ACTU tell us, and are targeted to the low paid, with no cost impacts on a strong economy and no adverse effects on employment or on unemployment or on the business community.

8. In reality, there is another, quite different perspective on these claims under this part of the Act before the Committee for consideration. That perspective is seen only when a broader consideration is given to the issues than the narrowness of the ‘we need more, we want more’ approach of the ACTU.

9. That perspective revolves around the interests and impact on those who would be required to pay the ACTU claims - employers – including many thousands of small and medium businesses across Australia, across regions and across industry sectors.

10. Once increases are awarded, they cannot be clawed back. They are built into wage rates, into on-costs, into the cost of employment and our economy for the long term.

11. As mentioned, ACCI do not oppose appropriate and responsible wage increases. Employers negotiate and pay wage increases almost daily. Wage increases granted by decisions in enterprises through employment negotiations, collective bargaining or individual agreement making are commonplace. Wage increases granted in that context can inherently reflect a mutuality of interest that maximises their advantage to the individual and minimises their disadvantage to the business.

12. ACCI have not opposed each and every application for variation to the minimum award wage. In the past two cases before the Commission (2001 and 2002) ACCI opposed the ACTU claims but have supported increases of $10 per week. Substantially more in each case has been awarded.

13. It is not wage increases per se that we oppose, but wage claims and wage increases that, taking into account all of the relevant circumstances, lack merit having regard to the interests of both sides of the industrial equation and the community and economy more generally.

14. Safety net hearings under these statutory provisions do not occur in a vacuum where general wage increases have not been delivered or are undeliverable by other means. The wage increases sought are not being determined in the abstract, divorced from past increases.

15. For example, the award safety net having been increased ten consecutive times in the last ten years. In the past six years to the 2003 case – that is the six cases since the commencement of the Workplace Relations Act 1996  – the minimum wage has increased by central wage arbitration from $349.40 in 1997 to $431.40 in 2002 – increases of $10, $14, $12, $15, $13 and $18. The 2002 increase of $18 was the highest recorded.

16. This is an increase by central arbitration of $82 per week over six years.  In percentage terms the increases have been 2.86%, 3.9%, 3.21%, 3.89%, 3.25% and last year 4.35%.  Such an increase is not insubstantial by any terms. This yields an overall increase of 19%. The past decisions themselves characterise these increases that have been awarded as very substantial.

17. Union claims under these provisions carry the underlying assumption that annual increases should be made to award rates of pay. There is no statutory requirement that the safety net be increased annually. There is no statutory presumption it be increased annually. The requirement, to the extent there is one on the Commission, is to hear and determine applications made. However, reality suggests otherwise. The ACTU cranks up the wages system each year, makes a decision each October for the next wage claim, lodges applications each November, has them listed, compels a process of written submissions, has an arbitration and then gets a wage order that is flowed through to all federal rates and then into State award systems.
18. A best practice award wages safety net would require more rigour in determining appropriate wage levels.  Parliament has the capacity and responsibility to make that so.

19. As a result of decisions up to 2002, the minimum wage of $431.40 means that no employer can employ a full time adult worker below $22,433 per annum. And that is not all; past decisions have increased all award rates (and there are some 20,000 award rates and classifications varied as a consequence of these decisions) ranging up to rates currently $980 per week.

20. For example, the ACTU’s 2003 claim of $24.60 is not just a small amount of money. It was a 5.7% increase in the minimum wage – higher than wage increases in the community generally, almost double the CPI. It would have meant that the Australian minimum wage would become $456 per week

21. The safety net minimum wage would have increased seven times in seven years by a total of $106.60, or 23.7% since 1997. No adult worker, no matter how unskilled, could be employed under the federal system on less than $23,712, if it were granted.  

22. If employer on-costs are about 20% (which is a conservative sum) just to employ one new person in Australia in the smallest business in the smallest country town that employer would need to find almost $30,000 more each year – to give an unemployed person a job. Those on-costs mean that it is a $2.7 billion addition to wage bills. It is not small claim with small consequences.

23. Award wages, while they apply to a declining portion of the workforce, continue to apply to 1.7 million employees or 20% of the Australian workforce.Simple mathematics says that $1.7 million by $24.60 by 52 weeks of the year is a $2.2 billion increase in the annual wages bill of employers required to comply with the orders sought.

24. Award wage increases are is paid week in, week out, for all time, for all purposes. They are required to be paid irrespective of circumstance, to businesses doing well, businesses doing poorly, businesses well established, businesses starting up, businesses in urban regional and rural areas.

25. Award-reliant businesses are primarily small and medium businesses. Whilst most small businesses are not employers most employers are small businesses. This is an important point. The profile of businesses directly impacted by these claims are overwhelmingly not the large businesses that are making wage and condition agreements with unions or collective agreements with staff. They are the award-regulated medium and small businesses, who for one reason or another are not in the agreement making system. These are not your well-heeled profitable stock broking firms and executives with share options. Many of these employers work long hours, often for little return themselves. Many themselves are likely to have incomes below poverty levels. They are the salt of the earth, small risk takers, trying to create economic activity, trying to employ, trying to get themselves and others ahead. They are managing overdrafts and business debt and seeking to balance employment levels with their capacity to employ. They too have a strong sense of fairness, but they don’t see it as fair when they have to ask the bank for a higher overdraft to meet higher wage bills from safety net increases. These are also the labour intensive businesses in the growth service sectors of the economy. They are the employers that can help make serious inroads into the levels of unemployment if labour is not priced out of the market. They include many employers in the not for profit sector – business that are not even there to make a profit but who run community organizations.

26. Claims under these provisions are not currently productivity based claims; not based on work practice changes; not based on cost offsets; not based on some give and take, some mutuality or equalising factors.

27. Centralised wage increases are also paid in addition to other labour cost impacts. For example in 2002 employers had a 1% increase in the Superannuation guarantee levy, to 9% of wages. 

28. Further, these increases are paid for all award purposes – in other words, they have a massive impact on on-costs -on overtime payments, on penalty rates, on shift work rates, on annual leave loadings, on payroll tax, on superannuation, on workers compensation premiums.

29. There are two other aspects of these centrally determined increases that should be of concern to policy makers:

· Firstly, the Commission is at risk of being unwittingly led to conclude that higher increases can be awarded than would otherwise be the case simply because the aggregate cost impact of the claim across the economy reduces year on year as the percentage of award governed employers and employees decline. That award percentage is now about 20.4% of employees, down from about 67% ten years ago. This means that (in 2003) a claim for a $24.60 rise on 20% of the workforce has less impact in aggregate terms than it would if it was paid to 67% of the workforce. Herein lies the danger. An undue level of weight to aggregate impacts masks the real impact on the employers who are the subject to the orders made. And it is the impact on those employers that ought to be the primary focus in assessing impact. We are increasingly concerned that the ACTU can cloak an irresponsible claim in a mask of semi respectability by relying on the traditional aggregate impact analysis. This is not appropriate, and policy makers (as well as the Commission) should be sensitive to that consideration.

· Secondly, the clawback of the wage increases granted through the tax and social welfare systems means that these orders impose high costs on employers for disproportionately low benefit for employees. Consideration needs to be given to reform of the interface between the minimum wage system, the tax system and the social welfare system.

30. The considerations discussed above give an indication of the reality of claims for safety net increases.  Under Workplace Relations Act 1996, these claims have been significant and costly.  They have been directed principally at small and medium sized businesses.  They have re-occurred with unremittingly regularity. 

What ACCI Is Not Proposing in this Submission

31. ACCI does not in this submission propose in any way that award wages for the low paid be reduced or frozen, nor that there not be safety net increases into the future.    

32. ACCI, in its submissions to wage cases before the Australian Industrial Relations Commission, has assessed each application by the ACTU to increase award rates of pay on its merits, consistent with the economic circumstances prevailing at the time, and the scope of the claim sought.    

33. ACCI, in its approach to the variation of minimum wages, is guided by some fundamental principles regarding the proper approach to adjusting award wages, including the following:

a) Any increase in award wages should not result in higher levels of unemployment, nor decrease scope for job creation.  

b) Award wage increases must have regard to the total cost of employing for business, and, in particular, any increases in those total employment costs and the impact of such increases. 

c) Any increase in minimum award wages must not compromise or damage the viability of award-reliant businesses. 

d) Any increase in minimum award wages must not compromise or damage the Australian economy or labour market. 

34. ACCI has in the past supported award wage increases, consistent with the considerations listed above, including during the period since the commencement of the Workplace Relations Act 1996 in early 1997.  

35. ACCI has not however supported award wage movements at all wage levels, including those approaching $1000 per week.  ACCI supports award wage increases which are targeted at the low paid and which are consistent with the economic and labour market circumstances prevailing at the time.

36. To the extent that the Bill would further focus the award system on appropriate safety net wage levels for the lowest paid, ACCI supports the Bill. On this basis, the Bill is consistent with ACCI’s vision for the most appropriate role of the award system, within a modern framework of workplace relations regulation.   

37. As is now accepted by all parties, and as reflected in the objects of the Workplace Relations Act 1996, wage determination beyond a safety net for the low paid is best delivered by a system of workplace-level wage determination where wage increases and remuneration arrangements can be negotiated in the context of measures to improve productivity, efficiency, and develop working conditions suited to the nature of the business, the economic environment and employee preferences. 

What We Have Achieved 

38. In past years, Australia’s wage fixation system has had some beneficial, but not wholly beneficial, impact on the prosperity of Australia and its society, in particular for wage reliant Australians on comparatively lower incomes.  

39. Some of Australia’s primary national economic and social achievements since federation have been facilitated and supported by appropriate wage determination arrangements, including:

a) Australia’s weathering of world-wide depression in the 1930s. 

b) Australia’s economic position throughout the Second World War,

c) Australia’s very strong economy and labour market through the period of post war recovery and growth. 

d) Equal minimum pay arrangements for men and women. 

e) Supported wage arrangements for employees with disabilities.    

40. Since the early 1990s, Australian wage determination has been required to contribute to the most significant transformation of the Australian economy and workplace relations system since the introduction of compulsory arbitration, involving the shift to workplace bargaining, and to workplace determination of terms and conditions of employment. 

41. Australia’s system of wage determination has always been a creature of statute, and as is clear from the above, it has undergone considerable transformation, both in terms of the policy goals which it has supported and the statutory framework which has underpinned it.  The challenge now includes: 

· To continue to evolve the system of safety net wage determination within the framework of the ongoing evolution and development of the workplace relations system.

· To best contribute to the economic prosperity and welfare of the people of Australia, by appropriately supporting broader macroeconomic and labour market policy objectives. 

· To recognise that central arbitration of wage increases for those employed can be prejudicial to the interests of the unemployed or those seeking to enter the labour market. 

Why Has Australian Wage Fixation Worked? 

42. The system of wage determination has always remained integrated with broader macroeconomic policy objectives and institutions.  For example, high wage levels in particular industries were accompanied by tariffs providing effective levels of protection from import competition.  With the dismantling of trade barriers and the increasing integration of the world economy, labour market policies must adapt to continue to be appropriately supportive of broader macroeconomic policies. 

43. The system has changed quite legitimately with changes of political and parliamentary will.  As the experience of the past decade has amply illustrated, the Workplace Relations Act 1996 is a creation of the Parliament, and is quite legitimately varied by Parliament to give effect to policy.   

44. It is precisely when the system has proven incapable of change, or has not met the expectations of employees, employers and society for adaptation and evolution, that it has been challenged, and has been forced to adapt. 

45. It also must be recognised up front that the independence of the Australian Industrial Relations Commission has always been subject to the framework set by Parliament, and that the Parliament has frequently, and arguably continuously, sought to guide the system through amendments to the primary industrial statute (the Workplace Relations Act 1996, and its predecessors the Industrial Relations Act 1988, and the Conciliation and Arbitration Act 1904).  

46. This has recently included: 

a) The establishment of a statutorily-based bargaining stream with the passage of the Industrial Relations Reform Act 1993 (the emphasis on bargaining within the workplace relations system was strengthened with the passage of the Workplace Relations Act 1996);

b) Amendments to the Workplace Relations Act 1996 which have been passed in recent years, such as the Workplace Relations (Genuine Bargaining) Bill 2002.  Recent amendments could be characterised as responses to difficulties or refinements to the workplace relations system rather than major changes of emphasis or function; 

c)  Other amendments to the Workplace Relations Act 1996 such as the Workplace Relations Amendment (Termination of Employment) Bill 2001.

47. Fundamentally, the powers of the Australian Industrial Relations Commission have always been subject to statutory direction and to ongoing review through legislative amendment.  This process is ongoing, and it is appropriate that revision and fine-tuning of the workplace relations system be periodically undertaken, including during the current term.  

The Current Challenge 

48. ACCI supports the passage of the proposed amendments with some appropriate adjustments, as outlined below.  This is based on the following key observations of Australian employers, the party subject to compulsory orders of central wage arbitration by as one of the Australian minimum wages system: 

a) Safety net adjustments to award wage rates apply well beyond any legitimate conception of the low paid in Australia – they apply to wage rates well in excess of average weekly earnings. 

b) Safety net adjustments to award wage rates have run at historically high levels under the Workplace Relations Act 1996, in a manner that conflicts, at least in part, with the objects of the Workplace Relations Act 1996, and in particular with the contemporary role of award wages as a safety net under our bargaining based system.

c) The Australian award based minimum wages system no longer represents international best practice, and is not comparable to any system applied by our major trading partners.  As a proportion of average weekly ordinary time earnings, Australian business and Australian employees are forced to attempt to compete with an internationally high minimum wage, which hampers Australia’s capacity to grow in an open, dynamic, globally integrated economic environment.  We are also one of the few countries in the world which retains a highly complex matrix of statutorily enforceable minimum rates of pay.

d) The Australian award based minimum wages system does not deliver optimum outcomes in regard to factors such as:

i) The primacy of bargaining. 

ii) The wages / taxation / welfare interface. 

e) There is a significant connection between safety net adjustments to award wage rates and labour market considerations, including employment/ unemployment, and scope for job creation. 

f) The award system remains unduly complex and increasingly archaic when compared to agreements.  These complexities, added to the administrative burden imposed on employers by the system, further hamper the capacity of the workplace relations system to deliver wage increases without damaging business viability, employment and productivity. 

49. The OECD 2003 survey on the Australian economy made specific reference to the need for further reform to the Australian wages system – in the general policy direction advocated by this Bill. Attached for reference is a copy of an ACCI statement of 5th March 2003 on the OECD report, and extracts from that report.  The OECD report also articulated the economic and social imperatives for further reform. 

50. The challenge is in short for the system to once again adapt, and evolve.  The proposed amendments under consideration represent an appropriate reflection of the imperative for continuous improvement to reflect the will of Parliament, as set out in the objects of the Workplace Relations Act 1996, on an ongoing basis. 

51. It should be noted that the passage of this Bill will bring about a change in emphasis to the determination of award wage increases under the Workplace Relations Act 1996.  However, it would only be a change in emphasis.  The Bill, if passed, would produce neither revolutionary, nor major change. However, it would fine-tune the focus brought to bear on award wage determination to underpin bargaining.

SAFETY NET ADJUSTMENTS UNDER THE WORKPLACE RELATIONS ACT 1996 

Scope of Adjustments 

52. Much of the commentary on award wage determination and safety net review cases focuses on the role of award wages to deliver improve incomes to the low paid.  This focus has masked the actual outcomes in wage movements under the Workplace Relations Act 1996.  

53. The Australian Industrial Relations Commission has, under the Workplace Relations Act 1996, delivered award wage decisions which have extended significantly beyond the role of providing a safety net for the low paid – even to the point of awarding larger wage increases for higher award wage earners than lower
.  The AIRC has, in no case under the present Act, accepted that its decisions should have a cut-off point at some level within the award system, and has in every case awarded wage increases even at those award wage levels which approach $1000 per week.

54. Indeed, the ACTU’s 2003 claim, if granted, would for the first time increase an award rate under the Metal, Engineering and Associated Industries Award 1999 (the award model upon which all other wage rates were ‘based’) to over $1,000 per week
:
a) This would see someone earning 22% above Average Weekly Ordinary Time Earnings gaining an increase in their wages in settlement of a wages claim advanced on the basis of the needs of the low paid.
    

b) This would see someone earning 30% above median weekly total earnings gaining an increase in their wages in settlement of a claim advanced on the needs of the low paid, and under a statute purportedly focussed on the needs of the low paid
.

c) This would increase award wages equivalent to at least 2½ times median community incomes.

d) $1004 per week is identical to the figure for the 75th percentile of the distribution of weekly total earnings for full-time adult non-managerial employees in Australia
.   

55. Under the Workplace Relations Act 1996 as it currently stands, a wage earner who exceeds the earnings of 3 out of 4 Australians is effectively called “low paid”, and gains a wages increase as part of a safety net purportedly protecting the lower paid.  
56. There is a fundamental inconsistency between award wage rates purportedly operating as a safety net, and purportedly having primary application to protect the lowest paid, and wage increases flowing to employees earning so much money.  Prima facie, there is a need for the system to be more appropriately focused on the low paid.
Adjustments Have Been High Under the Workplace Relations Act 1996  

57. In recent years the ACTU has adopted an approach to centralised wage arbitration which seeks: 

· Large annual award wage increases. 

· Increases in excess of the Consumer Price Increase.

· Increases based on historically large ambit award claims. 

58. The ACTU is not adopting a very sophisticated approach.  Its approach is simply: seek as much as you can as often as you can, with little regard for broader economic concerns, the viability of employers forced to pay, and importantly, the long-term interests of employees and the unemployed.  

59. The following table illustrates increases awarded to the lowest award wage rate in the Metal, Engineering and Associated Industries Award 1999, from 1991 to 2002:

	
	Min wage
	Decision

	1993
	$325.40
	$8.00
	2.46%

	1994
	$333.40
	$8.00
	2.40%

	1995
	$341.40
	$8.00
	2.34%

	( Accord 
	 Post Accord / WR Act 1996 (

	1997
	$349.40
	$10.00
	2.86%

	1998
	$359.40
	$14.00
	3.90%

	1999
	$373.40
	$12.00
	3.21%

	2000
	$385.40
	$15.00
	3.89%

	2001
	$400.40
	$13.00
	3.25%

	2002
	$413.40
	$18.00
	4.35%


60. The table shows that levels of wage increase awarded by the AIRC actually increased after the Accord and after the passage of the Workplace Relations and Other Legislation Amendment Act 1996.  

61. It is hard to believe that it was the intention of policymakers in crafting the Workplace Relations Act 1996 that awards would increase by more, for all award rates of pay, under the Workplace Relations Act 1996.  Under the Workplace Relations Act 1996 awards were to become a safety net of minimum wages and conditions, with primacy given to bargaining, and to encouraging bargaining.  

62. These historically large award wage increases have occurred at a time of relatively low movements in the Consumer Price Index.  Since 1997, quarterly CPI increases have exceeded 1% on only one occasion (March 2001) and have been negative on some occasions.  

63. Extremely significant, real wage increases, have therefore been imposed upon all businesses respondent to federal awards, large and small, regardless of their circumstances or the capacity of those businesses to accommodate these increases.   They have not been accompanied by any cost offsets or imperatives to change work practices. Indeed they have occurred in periods in which capacity to raise prices have been diminished.  They have also been accompanied by other increases in labour costs, such as rising superannuation contribution obligations for employers. 

64. Centrally determined, compulsory award wage increases under the Workplace Relations Act 1996 are an all too regular additional cost to be coped with as best as possible – often with little or no warning and little or no publicity. 

AN INTERNATIONALLY COMPETITIVE 
WAGES SYSTEM FOR AUSTRALIA

65. At various times during the last century, Australia is claimed to have achieved a superior approach to minimum wage fixation to that elsewhere in the world.  This included arguments from both the perspective of employee protection and welfare, and at various times in regard to the performance of the Australian economy. 

66. ACCI has for some time called for Australia to again aspire to, and achieve a worlds best practice system of minimum wages.  Instead, we have a very complex system of award regulation which, despite improvements, remains difficult for users and non-experts to understand and comply with.  Employers must also contend with multiple state/federal awards operating in one single business.  Depending on the nature of the work performed at that business, an employer may need to keep track of dozens of different award rates of pay, which are often being increased at different times, and with no warning mechanism.  This approach to regulation can hardly be called best practice. 

67. The vast majority of our trading partners and competitors operate with a straightforward minimum wage structure – often consisting of an adult minimum wage per hour and a junior minimum wage per hour.   Such an approach is easy for all parties to understand, and to use as a springboard for collective and individual bargaining.   

68. Minimum wages in the UK, for example, have since 1997/98, been established and increased according to the recommendations of the UK Low Pay Commission. The Low Pay Commission is a statutory body which monitors and evaluates the impact of the National Minimum Wage and recommends increases to the rate and if so by how much. It reports to the UK Prime Minister and the Secretary of State for Trade.  Its recommends are not binding.  The Low Pay Commission consists of academics and representatives of industry and trade union organisations.   Therefore in the UK, statutory minimum wages are regulated through the establishment and maintenance of a single adult and junior minimum rate, with appropriate reference to the needs of the low paid, and to the economy, labour market and circumstances facing UK businesses. 

69. This approach appears to embody both administrative simplicity and to be targeted at meeting the needs of the low paid.  It also emphasises an inquisitorial rather than adversarial approach to minimum wage determination. 

APPROPRIATE STATUTORY OBJECTS

70. The Bill will produce an appropriate and beneficial adjustment to the statutory aims guiding award wage determination under the Workplace Relations Act 1996. 

71. It will amend section 3 of the Act, which contains the Act’s primary objects, to include in a new subparagraph 3(d)(ii) which will require an enhanced focus when maintaining the safety net on the lowest paid, and upon needs. 

72. It will amend Section 88A(d) - the objects for the exercise of the Commission’s functions and powers in relation to making and varying awards under Part VI of the Act - to ensure that there is an enhanced recognition of the primary role of awards as addressing the needs of the low paid. 

73. It would also amend Section 88B(2), which governs the considerations which the Commission must bring to bear in maintaining the safety net, to provide that when the Commission adjusts the safety net: 

· Primary consideration must be given to the needs of the low paid, including their need for employment.

· The employment prospects of the unemployed must also be given consideration.

· The capacity of employers to meet increased labour costs must also be given consideration.

74. ACCI submit that these are legitimate and supportable aims. In many ways they simply emphasise considerations which are already operationalised within the existing statutory principles. To the extent that making these considerations more explicit will produce an improved approach to award wage determination, ACCI is supportive of the Bill. 

The Needs of the Low Paid 

75. There is an unambiguous link between poverty and unemployment.  There is also an unambiguous link between financial stress and unemployment. 

76. Therefore, the fundamental economic need, for the low paid and those on low incomes, is to gain work and to keep work. For this reason, each of the considerations contained in the proposed amendments to section 88B(2) are mutually supportive of the goal of addressing the needs of the low paid:

· Unemployed persons are many times more likely to suffer financial stress than those with jobs.  Therefore, the first imperative of any system for setting award wages with a view to addressing the needs of the low paid is to ensure that unemployed persons have an opportunity to gain work; 

· The primacy of getting people into jobs, as a labour market policy objective, means that award wage increases which retard jobs growth, or do not facilitate the movement of the unemployed into jobs, cannot fundamentally be of assistance to those in our society on low incomes.

· It is business that provides jobs.  It is only through successfully engaging and expanding in economic activity that we increase the stock of jobs available and the wages that can flow from those jobs.  Only through this process do we have any chance of increasing living standards – this is a basic but fundamental point that must be understood in any consideration of how to best help the low paid.  Once again, to the extent that award wage increases fail to properly examine the capacity of employers to meet increased labour costs and continue to operate viably, and, ideally, to expand their operations, make them more productive and profitable, then we are simply robbing Peter to pay Paul – and reducing the job security and employment prospects of all those employees in businesses whose viability and ongoing sustainability has been compromised.  

· Increased consideration should also be given to total employment costs and employment cost changes.   Total labour costs are a function of a variety of different factors which interact – costs such as payroll tax, training expenses, workers compensation premiums, the provision of tools and equipment.  A more refined analysis and understanding of shifts in total employment cost could contribute to superior labour market and economic outcomes from wage fixation. 

Employment Prospects For the Unemployed 

77. The Bill, if passed, would require the Commission to give explicit consideration in award wage determination to the impact any decision would have on the employment prospects of the unemployed. 

78. The connection between unemployment and poverty is a fundamental one.  It is therefore entirely appropriate that the award wages system facilitate the transition of the unemployed into jobs. 

79. It is only by gaining employment that the currently unemployed can gain the skills and experience which can increase their chances of retaining work and increasing their income.  Employment and the employability of the unemployed must therefore be a top priority of any workplace relations system.

80. There is broad acceptance of the debilitating effects of unemployment by many groups in our society.  For example, the Australian Council of Social Service recently said in their Submission to the Senate Inquiry into Poverty and Financial Hardship (March 2003): 

“Joblessness, especially prolonged joblessness, is one of the primary causes of poverty in Australia.  Australia has high levels of unemployment and hidden unemployment, and joblessness is increasingly concentrated within jobless families and communities.  

…

Given Australia’s relatively high minimum wage, the risk of poverty is relatively low among households with at least one full-time job, although it is steadily increasing.  Of greater concern is the failure of the labour market to deliver an adequate supply of secure, full-time jobs.”

81. ACOSS identify joblessness as the single main contributor to poverty in Australia
, and have found that the length of time people are unemployed directly correlates with the likelihood of living in poverty – 79% of people unemployed for over a year live in poverty
. 

82. Likewise, the NATSEM/Smith Family report, Financial Disadvantage in Australia 1990 to 2000, reports that, while 57.5% of unemployed persons are estimated to live in poverty, only 4.6% of those working full-time do so
.  The report found:

“Unemployment again emerged as a key generator of poverty. About half of all Australians aged 15 or over who were unemployed lived in poverty. 

… 

There were only limited indications of an increase in the importance of working poverty.  The proportion of poor families than had wages and salaries as their primary income source remained unchanged over the 1990’s.”

83. There has also been recognition of the critical importance of unemployment in relation to financial stress in recent safety net review decisions of the AIRC:

“[133] The ACTU also relied on an ABS article entitled, Household Income, Living Standards and Financial Stress which provides a preliminary analysis of the extent of financial stress in Australian households. The article is based on data from the ABS Household Expenditure Survey 1998-1999. The ABS uses 15 specific indicators of deprivation as the basis of their analysis. The indicators range from not being able to afford a night out once a fortnight, to going without meals. Households that report between two and four indicators are labelled as being under "moderate financial stress", while households that report five or more indicators are deemed to be under "higher financial stress".

[134] The study found a distinct correlation between level of income and the level of financial stress indicated.

[135] It also found that unemployment is a significant cause of financial stress. Some 44.6 per cent of households principally dependent on unemployment, education and sickness allowances indicated a high level of financial stress compared to 7.9 per cent of households which were principally dependent on wages and salaries.”

84. The evidence is unambiguous.  The primary need, for the low paid, is to gain employment and to remain in employment.  Subject to a safety net minimum wage, the low paid cannot be assisted by wage increases which make employment more precarious or dampen labour demand and the creation of new jobs. 

85. Nonetheless, under the current set of statutory tests the Commission has found it appropriate to award wage increases with the potential to negatively impact on employment: 

“…We accept that the increase we have decided upon may have some negative effects on employment in those sectors of the economy in which a high proportion of the workers are award reliant. Because safety net increases only directly apply to the wages of around 23 per cent of the employed workforce, the aggregate impact of the adjustment on employment will be small. In the circumstances, particularly the growth in GDP and productivity over recent years, the outcome is a fair one which properly balances the range of matters which we are obliged by the Act to take into consideration.”

86. Despite strong economic growth for nearly a decade, unemployment has remained at an unacceptably high level. Although unemployment is lower than it has been for many years, over 600,000 Australians remain unemployed.  

87. In such an environment, it is simply unacceptable that award wage increases should have any negative employment effect.  Yet in the 2002 Safety Net Review the Full Bench of the AIRC accepted that its very decision was likely to have such an effect. We should be asking how award wage levels can facilitate the movement of the unemployed into jobs, and work to lower overall unemployment levels. This is why it is very important that the existing statutory objects be refined to give more explicit recognition to the fundamental policy objective of employing more Australians, more securely.  

Capacity of Employers To Meet Increased Labour Costs 

88. The capacity of employers to meet increased labour costs is an equally fundamental consideration, and it would be beneficial for it to be given explicit mention within the statutory objects brought to bear in award wage determination.

89. The ability of employers to meet increased labour costs should be a paramount concern for any best practice system of minimum wage determination, and for any approach to wage determination which has, as a key concern, the needs of the low paid and employment creation.

90. It must be remembered that it is business which creates jobs, and through these jobs, incomes which provide the basis for the prosperity of all wage-earning Australians.  Businesses can only employ staff when it is viable to do so.  If costs increase, this can cause a business to scale back staffing levels, increase the use of labour-saving capital investments, or delay the planned hiring of new staff. 

91. Award wage increases constitute a direct increase to the labour costs of a business.  Any decision to increase wage wages must therefore very carefully consider how, and if, businesses can viably cope with any increase under consideration. This is why wage increases are best achieved via workplace agreements – with only periodic and modest variations by central arbitration to the safety net. 

92. There are several ways in which the proposed amendments should result in an improved approach to consideration of the capacity of employers to meet increased labour costs: 

· Greater recognition that business viability is a function of business costs, including labour costs.

· Greater recognition of the fact that total employment costs are a function of the interaction of a variety of factors, including award wage levels, payroll taxes, workers compensation premiums, mandatory employer superannuation contributions levels, and many other factors.  The overall increase in these costs is the relevant level of analysis for the Commission in determining appropriate award wage increases. 

· Greater recognition of prevailing economic circumstances in various industries and regions, and in particular greater recognition of any economic distress suffered by particular industries or regions, and the resultant reduced capacity of affected businesses to accommodate award wage increases.  

93. These are all factors which have previously been raised by parties in safety net review cases, and have been the subject of consideration by the Commission. However, under the present statutory schema, it is questionable whether these factors have received sufficient attention, or been given sufficient weight in decisions ultimately reached to increase the award wage safety net.  For example, in the 2002 decision, the Commission in its decision acknowledged that “Aggregate data mask differential performance between industry sectors within the Australian economy”
.   However, decisions of the Commission have to date failed to sufficiently provide for differential application of award wage increases in various industry sectors. 
94. Historically, Australia has been witness to a variety of economic crises, which have been damaging to particular industries and regions. In an integrated world economy, there is potential for economic conditions to change drastically, and quickly.  Examples of developments over recent years which have presented considerable economic challenges for some industry sectors:
· The Asian economic crisis of the late 1990’s.

· The terrorist attacks on the World Trade Centre in New York, and on Bali. 

· The collapse of Ansett. 

· The drought of 2002/2003.

· The war on Iraq. 

· The emerging crisis regarding SARS. 

95. Economic crises, and changing economic circumstances will continue to challenge Australia’s economy and labour market.  It is appropriate that more weight be given to how particular economic sectors can cope with award wage increases in the light of economic circumstances prevailing at the time.  For those businesses that are particularly economic fragile, even small award wage increases could have considerable employment effects and jeopardise ongoing business viability. 

96. The Bill, by providing an explicit emphasis on the capacity of businesses to meet additional labour costs, may allow greater consideration to be given to conditions prevailing in particular industries, or sections of those industries. 

Role of the Commission 

97. The capacity of the Commission to alter award wage levels has always been determined by statute, and that statutory context has changed radically over the past 100 years.  In many periods of its history, the Commission has been compelled to operate in a far more constrained manner than the relatively broad discretion which it exercises today. 

98. What is proposed in this Bill is a modest change in emphasis which makes explicit sound and legitimate labour market objectives already implicit in existing statutory objects, and already accorded some consideration by the AIRC and parties. 

99. The amendments proposed should help to produce an environment in which award wage increases:

· Are more properly and accurately targeted to the needs of the low paid.

· Are more economically sustainable, and better balance employer and employee needs. 

· Are set at a level which better facilitates the movement of the unemployed into jobs. 

100. Within the framework of these broad labour market policy objectives, the Commission would retain its broad discretion to evaluate the evidence presented in safety net hearings, and may award whatever increased it felt appropriate.  These amendments would in no way constrain the capacity of the AIRC to resolve the disputes brought before it in “national wage case” matters by conciliation and arbitration. 

101. However, as stated above, the Commission has always been a creature of statute: its decision-making powers are currently subject to statutory objects and guidance, and will continue to be. It is however, important that those objects accurately reflect the contemporary role that awards are best suited to play and current labour market objectives. 

102. Awards should continue their evolution towards providing a safety net for the lowest paid in our society.  Those award employees who are not low paid should rely on bargaining to deliver improved wages outcomes, while simultaneously addressing work practices and productivity issues within particular workplaces.  As fundamentally agreed by all parties, bargaining remains the best way forward for Australia to secure jobs, prosperity, and economic growth. 

103. In its May 2000 decision, the Commission awarded its largest award wage increases to the highest paid award workers, and its lowest increases to those on the lowest award classification levels
.  In doing so, it clearly acknowledged that under the existing statutory scheme, award wage movements continue to be concerned with more than just the low paid. 

104. Those currently earning $900 per week do not require the protection of wage increases mandated by centralised arbitration.  It is the low paid who should be the concern of the safety net system. Furthermore, Australia’s low paid do properly encompass the unemployed. Therefore, in the modern workplace relations system, it is entirely appropriate that award wage increases are targeted to the low paid and facilitate the movement of unemployed persons into jobs. 

105. ACCI supports such an approach to minimum wage fixation and considers that the passage of this Bill will further the evolution of Australia’s system in this, appropriate direction. 

WHAT IS AT STAKE

106. We seem as a community to have become increasingly impervious to the problems created by unemployment and have become willing to accept rates of unemployment that would have been seen as intolerable in previous years. To recall that the average unemployment rate between 1945 and 1970 was 1.9% is unfortunately seen as a curiosity with little if any relevance to the contemporary world. 

107. Yet the evidence is clear that the low unemployment rates of the post-war period coincided with the period of the fastest real income growth in Australian history. The data in the following chart are taken from an article, “Consumer Prices and Wages in the Twentieth Century” by Professor Keith Hancock. Professor Hancock is a former Deputy President of the Australian Industrial Relations Commission. The article was published in the June 2002 Australian Bulletin of Labour. An additional year of data has been added to the data that were originally published. 
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What is shown in this chart is the growth in real wages over the period from 1901 to 2001. And what is most striking is the phenomenal growth in real incomes over the period from the end of World War II through until the early 1970s, the very period when the unemployment rate was at its lowest. 

109. Indeed, the entire 101 year period can be broken into smaller segments, each with a story to tell and from which there are lessons to be learned. 

Real Wage Growth

	Periods
	Average Annual Rate of Growth

	1901-1914
	
0.2

	1914-1920
	
-3.1

	1920-1931
	
5.1

	1931-1947
	
0.5

	1947-1972
	
3.1

	1972-1974
	
8.6

	1974-1992
	
0.0

	1992-2001
	
1.5


1901-1914

110. This is the period from Federation until the start of World War I. It was a period of high protection and during which centralised wage fixation was being introduced. It was a period during which real wage growth was for all practical purposes static. The average increase in the real wage was 0.2 across the entire period.

1914-1920

111. This period covers the commencement of the first World War through until its end in 1918 and then into the start of the 1920s. The war would have diverted a large proportion of Australia’s productive effort away from consumer goods and into war-related production. The consequence was a fall in real incomes. Over the period, the average growth rate in real income was negative, with an average annual decline of 3.1%. 

1920-1931

112. This period takes us from the start of one of the most productive periods in Australian economic history; indeed, it was a prosperity that was shared across the world. It ended in the Great Depression. 1931 was the year in which real wages reached their peak. A 10% reduction in award wages imposed by the Arbitration Commission in that year which was an important element of the recovery process. The average increase in wages over this period was 5.1%, but much of the improvement was the catch up from the fall which had occurred during the War. 

1931-1947

113. This period covers the latter half of the Great Depression which was followed by World War II. Real wages descended during the war and reached their low point in 1947. Over the entire period, however, there had been a small increase in real earnings, with real wages rising by 0.5%.

1947-1972

114. This was the period of the fastest sustained growth in living standards in Australian history. Over this quarter century, from the end of World War II through to the start of the 1970s, the average growth in real earnings was 3.1%. Moreover, in no year did the real wage slip back but moved relentlessly upwards even while the unemployment rate and inflation stayed below 2%. If real wage growth could have been maintained at the same rate since 1972, real wages would now be two and a half times higher than they were then, and almost twice as high as they actually are today. 

1972-1974

115. Over this two year period Australia suffered a wage explosion that drove real earnings upwards by 18.0%. It was driven by a union campaign for higher incomes that were utterly unsustainable and whose consequence was a sharp rise in the unemployment rate and an explosion in the rate of inflation. It was a period that however brief brought the sustained improvement in real income growth to an abrupt end. It is the memory of this period of union driven wage increases that lies behind the RBA’s interest rate policies in which it refuses to allow the economy to grow at the kinds of rates which had been common during the post-War period in Australia. 

1974-1992

116. Over this eighteen year period, real wages were no higher at the end than they had been at the start, and indeed for most of those years real earnings were actually lower than they had been in 1974. These were years in which rising labour costs played an important role in keeping the economy flat. Wage indexation, the introduction of the 38-hour week, constant industrial disruption, Accord-based agreements between the ALP Government and the ACTU, were central features of this period. And by its end, the unemployment rate had risen to over 11% while living standards remained stagnant. 

1992-2001

117. In 1992 real earnings finally returned to the level they had been in 1974 and have been rising ever since. The average annual increase has been 1.5% which has been enough above the rate of productivity improvement to allow employment growth to resume but not enough to genuinely remove unemployment as a serious problem in Australia. 

The lessons to be learnt

118. The historical analysis presented above demonstrates that it is entirely possible to deliver both real wages growth and low levels of unemployment.  However if we want to seriously challenge our remaining, persistently high level of unemployment, we must be willing to further refine our approach to setting minimum award wage levels.

119. The connection between poverty and unemployment has been outlined above and is acknowledged as a fundamental social problem by a wide variety of organisations. 

120. The setting of award wages must continue to evolve and properly support labour market policies, and through them, fundamental social policy objectives for Australia in the areas of employment and employability. 

WHAT PARLIAMENT SHOULD DO

121. ACCI calls on the Parliament to urgently pass the Workplace Relations Amendment (Protecting The Low Paid) Bill 2003 introduced on 13 February 2003.

122. The passage of this legislation appears a very important step in the continuing evolution of the Australian workplace relations system as a whole, and for the evolution of awards into a safety net for the low paid in particular. 

123. The labour market and workplace relations goals embodied in the amendments are of fundamental economic and social importance. Can anyone seriously object to an industrial system which aims to produce:

· Award wage increases targeted to the needs of the genuinely low paid?

· Award wage increases set at levels which assist in lowering the level of unemployment?

· Award wage increases, which do not endanger the capacity of business to continue to operate and offer job opportunities?

Appropriate amendments to the Bill

124. It is important, in the passage of this Bill that amendments are not made which produce an approach to award wage determination which is unbalanced, incomplete or contradictory. 

125. There is however some potential that the drafting of the Bill, in its present form, may be subject to misinterpretation.  This should be clarified by amendment.  

126. Each of the Bill’s schedules seeks to make the primary role of awards, or the primary determination in adjusting the safety net, the needs of the low paid. 

127. It is however important that the needs of the low paid do not overshadow and unduly outweigh other considerations, such as the need of employers to be able to viably operate their businesses, or the needs of the unemployed to gain opportunities to find work. 

128. As we have stated above, any proper approach to considering the needs of the low paid must take these factors into account as equally determinative and relevant.  The unemployed are those who are most likely to be economically disadvantaged in our community and any award wage increase which puts jobs and business viability at risk is hardly serving the needs of the low paid. 

129. It may therefore be appropriate to amend the Bill to give equal consideration and relevance to these three inter-related factors, in recognition of what is truly in the best interests of low income earners, the economy, and desirable labour market outcomes.  Existing economic considerations, such as those cited in Section 90(b) and Section 88B(2)(b), must also remain paramount and equally relevant considerations, for the same reasons.  

130. ACCI proposes the following amended wording for the each of the proposed new subsections: 

3(d)(ii) 

primarily to establish a safety net for the low paid. 

88A(d)(iii) 

recognises that the primary role of awards is to establish a safety net for the low paid. 

88B(2)(c)

as primary considerations when adjusting the safety net: 

(i) 
the needs of the low paid, including their need for employment. 

(ii) 
the employment prospects of the unemployed. 

(iii) 
the impact on employers if the safety net were to be adjusted. 

(iv) 
the objective of giving primacy to the determination of wages and conditions of employment at the workplace level. 
WIDER REFORM OPTIONS 

131. The Bill, important as it is, will not fully reform minimum wage setting in Australia to the extent required for the future. 

132. There is a need for policy makers and all stakeholders in Australia to think broadly about what kind of regulatory framework will best suit the interests of Australian employers, employees, and the whole community, in the 21st century. 

133. Awards represent a complex, over-regulatory early 20th century approach to minimum wages, increasingly unsuited to the economic and social needs of Australia in the 21st century.  Our competitors in the world economy do not labour under the regulatory burden that Australia possesses.  To the extent that they possess less rigid, more simple, more appropriate and better targeted minimum wage approaches, they gain an advantage over Australian business and Australian job seekers. They also possess systems which have produced better labour market outcomes for their economies. 

134. In our workplace relations policy blueprint, Modern Workplace, Modern Future, ACCI has called on policy makers and stakeholders to think fundamentally and progressively about what needs to be done to produce what sort of workplace relations regulatory framework would best serve Australia now and in the future. 

135. Ultimately, Australia would be best served by moving to a system whereby: 

· Wages and wage increases are overwhelmingly and as comprehensively as possible set by workplace bargaining.

· Wage and wage increases are linked to business conditions, productivity, performance and employee circumstances. 

· There are single minimum adult and youth wages that underpin workplace bargaining.

136. In most other nations, such a system would hardly be viewed as revolutionary – it would be seen as a common sense approach to setting minimum wages. 

137. Since 1995, award wages have returned to being set in an adversarial environment where one party seeks to score the biggest ‘win’ for its side of the fence while another party opposes the increases sought.  A less adversarial approach, in which those with a broad cross-section of labour-market expertise, investigate (for example) considerations affecting those on lower pay, prevailing living standards, economic conditions for businesses in various industry sectors, and the level of unemployment, and make recommendations on the basis of such inquiries, may produce better and more appropriate award wage outcomes than the present system. 

138. We have simultaneously, a system that produces internationally high levels of minimum wages, weds them to an extremely complex award wage and classification system, and fails to adequately address persistently unacceptable levels of unemployment.  Is this the system that Australia wishes to persevere with into the 21st century?

139. It is time for new thinking on minimum wages.  That new thinking may lead to minimum wage setting being inquisitorial rather than adversarial. It may require much broader input into how minimum wages are set, including examining best practice approaches to minimum wage fixation from overseas.  And it would ask once again if there are simpler, and more appropriate approaches to minimum wage setting than an award system containing over 20,000 rates of pay in over 2,000 awards, all of which are varying at different times.  (This is rendered many times more complex when parallel State award systems are taken into account). 

140. ACCI commends the current Bill to the Parliament, with some suggested amendments, and also calls for consideration and debate regarding more fundamental reform of minimum wage regulatory structures in Australia.










� Safety Net Review, Wages Decision, May 2001, Print PR002001, [140].


� If the ACTU secured its $24.60 / 5.7% 2003 per week wages claim in full, this would increase the wage rate for an employee on the C1(b) classification from $980.10 per week to $1004.70 per week


� (In May 2002, Average Weekly Ordinary Time Earnings was $824.10) ABS, Australia Now: Table 6.36 AVERAGE WEEKLY EARNINGS(a) Source: Average Weekly Earnings, Australia (6302.0). � HYPERLINK "http://www.abs.gov.au/Ausstats/abs%40.nsf/94713ad445ff1425ca25682000192af2/aa0ab5f5c022a2e8ca256b350012268d!OpenDocument" ��http://www.abs.gov.au/Ausstats/abs%40.nsf/94713ad445ff1425ca25682000192af2/aa0ab5f5c022a2e8ca256b350012268d!OpenDocument� 


� (Median weekly total earnings for full-time adult non-managerial employees in May 2002 was $771.00 per week) ABS (2002) 6305.0 Employee Earnings and Hours, Australia, Preliminary: Source Austats online


� Under the 2001 Census, the median weekly individual income for people aged 15 years and over was $300-$399.  ABS (2002) 2001 Census Basic Community Profile and Snapshot,    Including both wages and non-wages incomes, not controlled for hours.


� ABS (2002) Employee Earnings And Hours Australia, Preliminary 6305.0 May 2002, Table 6, Weekly Total Earnings Distribution, 75th Percentile = $1004.00 


�  ACOSS, The Bare Necessities: Poverty and Deprivation in Australia Today, March 2003


� Ibid, p. 104 


� Ibid, p. 105


�  Harding, A, Lloyd, R and Greenwell, H, Financial Disadvantage in Australia, 1990 to 2000 – The Persistence of Poverty in a Decade of Growth, Smith Family, Sydney, 2001


� Harding, A, Lloyd, R and Greenwell, H, Financial Disadvantage in Australia, 1990 to 2000 – The Persistence of Poverty in a Decade of Growth, Smith Family, Sydney, 2001, p. 23





� Safety Net Review - Wages May 2002, � HYPERLINK "http://www.airc.gov.au/fullbench/PR002002.htm" ��PR002002�


� Ibid, para. 161


� Ibid, para. 42 





� Safety Net Review - Wages, � HYPERLINK "http://www.airc.gov.au/my_html/PR002001.htm" ��PR002001�.


� ACCI, Modern Workplace: Modern Future – A Blueprint for the Australian Workplace Relations System, 2002-2010.





25

