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Analysis of the Australian labor market is in some ways very familiar to

a foreign observer, and in other ways very different. The basic trends in

industrial and occupational employment and in female participation in the

workforce are of no surpise to an American economist. In absolute terms, the

numbers of employees are small, ref lecting the smaller population size of the

country as compared with the U.S. But expressed as rates and ratios, similar

trends are evident in both countries. The first two sections that follow ex-

plore these trends.

In the 1960s, the problem of unemployment was little discussed in Aus-

tralia. Unemployment rates were so low during that period that even sub-

groups in the population with higher-than-average rates attracted little at-

tention. But by the mid 1970s, Australia experienced unemployment rates in

the American range for the first time in many years. Unemployment, and what

to do about it, surfaced as a major concern of economic policy. Not surpris-

ingly, as unemployment rose, concerns about immigration policy increased

apace. Sections III and IV discuss this transformation and the policy react-

ions to it.

The foreign analyst is on least familiar ground in the realm of indus-

trial relations and wage determination. Australia has a major union federa-

tion, the Australian Council of Trade Unions (ACTU), to whose affiliates be-

long the bulk of the country's union members. Its counterpart on the employ-
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er side, the Confederation of Australian Industry, has a clear role as the

dominant management group. Yet at that point similarities with other coun-

tries rapidly fade. In Australia, labor and management deal with each other

in large measure through a unique system of quasi-judicial compulsory arbi-

tration. While the system has both state and federal components, the leading

wage decisions at the national level are made periodically by the Australian

Conciliation and Arbitration Commission. In theory, strikes are illegal and

disputes are to be resolved through arbitration.

Because wage decisions are inherently centralized in Australia, concerns

about inflation inevitably lead to discussion - and sometimes implementation

- of incomes policy. Not surprisingly, stagflation in the early 1980s

increased the tempo of this debate. Ultimately, in early 1983, a new Labour

Party government was elected on a platform of using incomes policy and a

social accord to resolve Australia's macro-economic difficulties. Sections

V-VII discuss Australia's unusual wage-setting system and its influence on

the larger industrial relations process. The issue of incomes policy itself

is addressed in Section VIII.

As important as the issue of incomes policy and wage restraint is to

economic policy, it is not the only matter of concern to labor and manage-

ment. Centralized wage mechanisms have a tendency to overwhelm industrial

relations at the local level. In the concluding Section IX, the need to im-

prove workplace-level relationships - as well as deal with the macro-econom-

ics of wage determination - is emphasized.
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I. Trends in the Australian Employment Pattern

The Australian labor market has exhibited trends which will be familiar

to students of virtually any advanced industrialized country. Although agri-

cultural products constitute an important component of exports, agricultural

employment constitutes a small and declining fraction of the employed work-

force. As Table 1 shows, agriculture and related industries accounted for

only 6 1/2 percent of total employment in 1982. The industrial sector of the

workforce has also declined, although not in absolute terms. Employment in

mining, manufacturing, construction, and transport and storage accounted for

over 40 percent of employment in 1966; by 1982 this fraction had fallen to

one-third. In particular, manufacturing employment - hit by both recession

and tariff cuts in the mid-1970 - was virtually stagnant during the 1966-82

period. 1

Growth has been heavily in the "service" areas. In particular, "commun-

ity services," the sector containing much of the government's workforce, ex-

panded rapidly over the period covered by Table 1. Thirty-seven percent of

the jobs added during 1966-82 were in the community services area, a sector

which initially accounted for only 10 percent of total employment. Financial

and business services also increased rapidly, providing almost one out of

five jobs created.

Given these trends, it is not surprising that professional, technical,

and clerical occupations accounted for almost three-fifths of the job growth.

In contrast only one out of eight jobs were created in traditional blue-

collar, industrial occupations (transport and communication workers and

tradesmen, et al), a classification of employment which accounted for over

four out of ten jobs in 1966.

The employer mix was also shifting during this period. In Australia,

apart from traditional civil-service employment, there is substantial govern-
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Tabl e 1

Growth and Composition of Employment by Industry
and Occupation, 1966-1982

Category

Industry
- Agriculture,

Services to agri-
culture, forestry,
fishing, hunting

- Mining
- Manufacturing
- Construction
- Wholesale & retail

trade
- Transport and

storage
- Finance, insurance,

real estate,
business services

- Community services
- Entertainment, rec-

reation, restau-
rants, hotels,
personal services

- Other industries

Occupati on
- Professional, tech-

nical and related
- Administrative,

executive,
manageri al

- Clerical
- Sales
- Farmers, fishermen,

timber gatherers
- Transport and

communi cati on
- Tradesmen, produc-

ti on-process
workers, miners,
quarrymen, n.e.c.

- Service, sport,
recreati on

Employment
(OOOs)

1966
(1)

429.6
58.0

1,232.5
406.0

993.5

270.0

1982
(2)

410.0
90.5

1,192.7
464.2

1,239.9

373.9

294.4 582.9
486.0 1,050.2

287.0
366.9

399.7
543.6

Growth
Employment
(annual rate),
1966- 1982

(3)

-.3%
2.8
-.2
.8

1 .4

2.1

4.4
4.9

2.1
2.5

+ t

472.8 978.1

330.1
729.0
397.7

464.8

302.5

1,731.3

395.7

429.9
1,117.7
552.2

444.0

333.1

1,892.6

600.0

4.6%

1.7
2.7
2.1

-.3

.6

.6

2.6

Composition of
Employment

1966 198
(4) (5)

8.9%
1.2

25.5
8.4

20.6

5.6

6.1
10.1

32

6.5%
1.4

18.8
7.3

19.5

5.9

9.2
16.5

5.9 6.3
7.6 8.6

9.8%

6.8
15.1
8.2

9.6

6.3

35.9

8.2

15.4%

6.8
17.6
8.7

7.0

5.2

29.8

9.5

Total 4,823.9 6,347.6 1.7% 100.0% 100.0%

no. 6203.0, 6204.0,

Note: Details need not add to totals due to rounding.

Source: Australian Bureau of Statistics, The Labor Force, cat.
various issues.

- -
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ment ownership of enterprises in such industries as rail and air transport,

public transit, utilities, telecommunications, broadcasting, and banking.

About 22 percent of all employed persons worked for government in 1971, a

proportion which rose rapidly to 25 percent during the Whitlam Labour Govern-

ment years (1972-75). (See Appendix Table A-1). However, even these figures

understate the significance of government as an employer. If only wage and

salary earners are considered, the proportion working for the government in

1981 was approximately 30 percent. By way of contrast, the American equiva-

lent figure would be about 18 percent.2 Government is a major employer in

Australia, and therefore capable of influencing wage determination and indus-

trial relations directly.

The shifting structure of Australian employment carries various implica-

tions. Expanding professional and technical occupations involve higher-than-

average levels of educational attainment and human capital.3 White-collar

employees may well have different expectations about employment conditions,

relations with employers, etc. They may also have greater interest in fringe

benefits and other forms of non-cash compensation than has been the standard

practice in Australia. While the labor movement has succeeded in expanding

into the newer areas of employment in Australia, the practice of industrial

relations may well change. Employees in the newer sectors of employment

growth have been less militant in the past than workers in such areas as min-

ing and manufacturing.4 They may be more receptive on a long-term basis to

the use of the arbitration system to settle disputes, particularly since a

recent High Court decision has expanded the reach of the federal arbitration

authorities into areas previously not considered "industrial."5
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II. Trends in Labor-Force Participation

Australia's labor force exhibits two characteristics found in other

English-speaking countries: declining male participation rates and rising fe-

male participation. The rate of increase for women, especially married wom-

en, was especially dramatic until the mid 1970s, after which the increase

continued but at a more moderate pace. Table 2a and Appendix Table A-2 sum-

marize these trends.

i. Women in the Labor Market

Econometric efforts to explain female labor-force participation in Aus-

tralia have not been especially successful. Wage variables, in particular,

do not appear to have much explanatory power. One argument that has been

made to explain this finding is that the female wage has been historically

kept above market-clearing levels by the wage arbitration system so that

there is chronic excess supply.6 It does appear that level of education is

positively associated with female participation.7

As in the U.S. and other countries, women have tended to be crowded into

certain heavily-female occupations such as clerical work. While this ten-

dency appears to have been declining on certain dimensions - primarily shifts

of women to "mixed-sex" jobs rather than male jobs - there is still a marked

demarcation between the male and female labor markets in both public and pri-

vate employment.8 Married women who worked contributed about 18 percent of

total family income, a proportion reflecting both lower female wages compared

with male and a greater propensity for women to work part time.9 Forty-five

percent of married women worked part-time (less than 35 hours per week) in

May 1981, compared with 21 percent of other women and 5 percent of males.10

Some have argued that Australian attitudes about women and work have not

changed as rapidly as in the U.S.11 Equal employment opportunity (EEO)
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Table 2a

Labor-Force Participation Rates,

1966 1974
(1) (2)

1966-82

1982
(3)

All Groups 59.8% 61.4% 60.0%
Males 83.9 81.0 77.6
Females 36.2 42.2 43.9
Married 29.0 40.7 42.0

Source: See appendix Table A-2.

Table 2b

Trend in Unemployment and the Employment-to-Population Ratio,
1965-81

Unemployment Employment-to-
Rate Population Ratio

(1) (2)
1965-70 1.7Z 60.0%

1971 1.9 61.1
1972 2.6 60.6
1973 2.3 61.2
1974 2.7 61.3
1975 4.9 60.1
1976 4.8 59.7
1977 5.6 59.2
1978 6.3 58.1
1979 6.2 57.9
1980 6.1 58.4
1981 5.8 58.4

U.S. Bureau of Labor
provided to author.

Source: Statistics, printout
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legislation exists in Australia with the protected groups being women, Abo-

rigines, and immigrants. However, such legislation in the U.S. was initially

rooted in the racial issue before women's issues became a major public con-

cern. Aborigines account for about one percent of the Australian population,

so that EEO did not become a burning issue in Australia on racial grounds.

What legislation there is does not appear to have had the profound influence

on personnel management practice in Australia that occurred in the U.S. Lim-

its on female employment in certain types of work still appear in awards of

the arbitration system and in various kinds of "protective" laws.12

Australia did embark on one remarkable experiment with regard to women

in the workforce. As in the U.S., a considerable gap existed in the 1960s

between average female and male pay. Standardizing for personal characteris-

tics accounts for some of the differential, but still leaves much of it unex-

plained.13 In the U.S., the only legislative response has been the Equal Pay

Act of 1963, which requires equal pay rates for men and women on the same

job. Since men and women typically find themselves in different jobs, how-

ever, the law is of limited impact on the overall female-to-male wage differ-

ential. As a result, the issue of "comparable worth" arose in the U.S. in

the late 1970s, with proponents arguing that women's skills are systematic-

ally undervalued in female-dominated jobs, and arguing - in essence - for pay

increases in "women' s" occupations through various court challenges under ex-

isting EEO legislation.14 However, American courts, which are not normally

geared to wage determination, have been reluctant to jump into the issue.

Australia does have a system of wage courts, the federal and state arbi-

tration systems, whose job is precisely to set pay rates. In 1969, the fed-

eral arbitration authorities adopted the principle of "equal pay for equal
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work." This decision, to be implemented in stages by 1972, was roughly anal-

ogous to the American Equal Pay Act. A second decision in 1972 - to be im-

plemented in stages by mid 1975 - established the principle of "equal pay for

equal value," an idea roughly equivalent to the "comparable worth" notion

currently under debate in the U.S.15

The wage impact of these decisions will be discussed below in the anal-

ysis of the arbitration system. However, suffice it to say, the ratio of of-

ficial minimum wage rates for females to male rates rose from 74 percent in

1970 to 94 percent by the late 1970s. The ratio based on earnings rose from

65 percent to about 86 percent.16 These adjustments are remarkable since

there was no profound change in occupational structure to explain them - they

were not "market" results - and because they stand in contrast to the U.S.

experience in the 1970s where the female-to-male earnings ratio was virtually

unchanged during the 1970s.

Economists are prone to believe that significant changes in relative

prices or wages will lead to important changes in resource allocation and

have struggled to find symptoms of such effects after the equal pay decis-

ions. Yet the gross numbers show that the proportion of women in the labor

force and in total employment kept rising in the late 1970s, and that the ra-

tio of female to male unemployment rates did not rise (it fell). Researchers

need to "tease" the data to come up with any signs that the demand for female

relative to male labor was reduced. For example, the ratio of female em-

ployees to total employees rose about 1.9 percent per year from 1966 to

1970. Had that rate been maintained, by 1982, the ratio should have reached

a little over 40 percent. Instead it reached only 36.7 percent.17 Was the

shortfall due to the relative wage effect, or was it due to other factors

which slowed down the growth in female employment rates?



CEXTNAME: mitch/aus (R)P: 06

8

Some have argued that changes in industrial structure, i.e., a shift to-

ward female-using industries, arrived as a deus ex machina to prevent a de-

terioration in female work opportunities. 18 Others emphasize the factor of

segmented labor markets; males and females are not highly substitutable under

current institutional arrangements, according to this argument, so that

changes in their relative wage levels have little impact on their relative

rates of employment.19 Whatever the explanation, it is likely that consider-

able foreign interest in the Australian experiment will develop as word of

the episode spreads.

ii. Young and Old

Teenagers, both male and female, experienced declining participation un-

til the mid 1970s, after which - despite increased labor-market slackness -

their participation rates increased. This phenomenon contributing to growing

concern about youth labor-mrket problems, the transition from school to

work, etc. Older workers, especially males, have exhibited a dramatic drop

in participation, much of it concentrated in the period after 1974. For ex-

ample, the participation rate for males aged 60-64 dropped from 72 percent to

48 percent from 1974 to 1982, although in the previous eight years it had

declined only 8 percentage points. These declines may be associated with the

enhancement of various social welfare programs - age pensions, disability,

and so on - in the early 1970s.20 Private retirement schemes also have

become more commonplace in recent years.

III. The Issue of Unemployment

Many countries found themselves unable to reduce their unemployment

rates after the worldwide recession of the mid 1970s, a recession triggered

by the OPEC oil price shock and its inflationary consequences. Australia

seemed to be particularly hard hit by this problem, especially in compari-
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son with its earlier performance. During the late 1960s, as shown on Table

2b, Australia's unemployment rate averaged less than 2 percent. In the

1973-75 period, the unemployment rate jumped dramatically to almost 5 per-

cent. After 1976, the rate never fell below 5 percent and by 1983, the rate

soared over 10 percent.

i. The Natural or Structural Unemployment Rate

Although movements in the overall unemployment rate are usually associ-

ated with macro-economic policy, it is natural that rising unemployment would

trigger a search for other possible causes. Wage equation studies estimated

over earlier periods tended to put the "natural" rate of unemployment at per-

haps 2 percent prior to the experience of the late 1970s and early 1980s.21

The question is raised, then, as to whether some structural shifts in the

workforce or in institutional arrangements somehow raised the natural rate.

ii. Demographic Shifts

Observers of the American scene have pointed to changing demographics of

the labor force as a possible source of a structural shift in the unemploy-

ment rate.22 However, this channel does not appear promising as an explana-

tory factor in Australia. In essence, for demographic factors to explain an

upward shift in the unemployment rate, it must be the case that groups which

tend to experience high unemployment rates have grown dramatically as a pro-

portion of the workforce. But in the Australian case, there are a variety of

conflicting tendencies at work.

Table 3 shows the result of a calculation of a hypothetical unemployment

rate - based solely on the changes in the proportions of 19 demographic

groups in the labor force - had each group consistently exhibited its Novem-

ber 1980 unemployment rate over the period covered by the table.23 Virtually

no change in the rate due to weight shifts alone is visible from the mid
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Table 3

Hypothetical Unemployment Rate Derived
from 1980 Base Unemployment Figures

and 1966-82 Labor-Force Weights

Hypothetical
Unemployment

Year Rate
1966 5.3%
1970 5.2
1974 5.2
1978 5.3
1982 5.3

Note: Unemployment base figures as
of November 1980.

Source: Australian Bureau of Statistics,
The Labor Force, cat. no. 6203.0,
6204.0, various issues.
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1960s to the early 1980s. Young people - who had relatively high unemploy-

ment rates - tended to decline as a fraction of the workforce. Middle-aged

married women, with below-average unemployment rates, increased their repre-

sentation over the period. But older workers, with below-average rates, de-

clined as a proportion of the workforce. Obviously, use of different base

periods, weighing schemes, etc., would change the results somewhat. But it

seems unlikely that an explanation of rising unemployment based on demograph-

ics could be teased out of the data.

iii. Unemployment Benefits

Because the early 1970s, during the period of the Whitlam Labour govern-

ment, saw a rise in various social welfare programs, it might be asked wheth-

er these programs amounted to an institutional change which could explain

some of the increased unemployment. In theory, social welfare programs could

have such an effect, if they discouraged job seekers from accepting employ-

ment or brought people into the labor force who did not find work. However,

reverse effects are also possible. For example, programs to provide income

assistance to the sick and disabled might well pull people out of the labor

force whose job-finding prospects would otherwise be limited. Job-creation

schemes could lower the rate, or - even if overcome by substitution effects -

leave it substantially unchanged.

The major a priori candidate for an unemployment increasing effect is

unemployment benefits. Unemployment benefits in Australia are financed by

general revenue, not by payroll or other employer taxes. As such, they do

not have the "experience rating" feature of the typical U.S. unemployment

program. Such benefits could provide a marginal subsidy to employers with

erratic employment and layoff patterns, especially since partial earnings are

heavily "taxed" by the system. The availability of benefits could lengthen

job search by the unemployed. Finally, individuals might be attracted into
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the labor force by the availability of benef its and exhibit job-search be-

havior to establish eligibility. Any of these effects could raise the unem-

ployment rate.

While all of these effects are possible, for them to be relevant to the

question of whether the natural rate of unemployment changed in the late

1970s, there must have been changes in the unemployment-benefit program. In-

deed, during the Whitlam Labour government period, benefits rose relative to

earnings. In late 1972, a married man with spouse could have received bene-

fits of about 26 percent of average weekly earnings. (See Appendix Table

A-3). By 1977, this ratio had reached 39 percent. Replacement ratios would

be higher for workers with below-average earnings.

iv. Youth Unemployment

There has been special interest in the impact of unemployment benefits

on the labor-market behavior of teenagers, especially young school leavers.

Youth unemployment rates rose relative to adult male rates after the mid-

1970s recession. Young people are eligible for unemployment benefits, even

if they have no prior work experience, since the unemployment-benefit scheme

does not require a past history of work. Lower rates of benefits are avail-

able, however, to recipients under 18 years of age. The ratio of junior ben-

efits to average weekly earnings for juniors rose from 16 percent for males

(18 percent for females) to 36 percent in late 1976 (37 percent for fe-

males). Thereafter - apparently out of concern about the effect on teenage

workforce behavior - the benefit payment was frozen at A$36, although the

adult rate continued to be adjusted upward. By early 1981, the ratio of jun-

ior benefits to earnings fell to 21 percent for males and 23 percent for fe-

males. In addition, changes were made in the implicit "tax" on partial earn-

ings to avoid discouragement of part-time work opportunities.
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Despite these concerns, econometric studies of the effect of unemploy-

ment benef its on workforce behavior of teenagers (or the workforce as a

whole) have failed to find sutstantial impacts, although some studies have

found an effect on younger males.24 Yet the matter needs more careful re-

view. First, there is an unexplained increase in workforce participation of

teenagers after 1974. Wages for this group were pushed up by the arbitration

system relative to other workers, which could have led to an increase in lab-

or supply. One study suggests that the increase in junior-to-adult wage ra-

tios did have an adverse effect on youth employment prospects, especially for

girls who experienced both the junior-to-adult and female-to-male relative

wage adjustment .25

Second, Australian youngsters drop out of school at substantially young-

er ages than their counterparts in the U.S. and several other countries. In

Australia in the mid 1970s, about 37 percent of 17 year olds were enrolled in

school compared with 85 percent in the U.S. and 69 percent in Canada.26 It

has been argued that Australian secondary schools are excessively focused on

advancement to university and fail to provide vocational training.27 More-

over, a recent study suggests that the return to higher education in Austral-

ia has been falling.28 Efforts to reform the system have been made, but have

played to mixed reviews.29 However, even if educational credentials simply

provide a better place in the queue for job opportunities - and no actual in-

crease in productivity - it would still pay to stay in school, particularly

as the queue lengthened.30 Thus, it is difficult to understand the failure

of the enrollment rate in schools to increase more than it has, especially in

the case of males whose enrollment rate stagnated in the mid 1970s.31

Third, for the workforce as a whole, there was an increase in the inter-

action between those counted as unemployed and those receiving unemployment

benefits. In 1970, the ratio of recipients to those recorded as unemployed
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was only 14 percent. This ratio increased after 1971 dramatically. By 1981,

the ratio had reached 79 percent. A possible (partial) explanation of this

increase is that duration of unemployment increased, so that a larger frac-

tion of the unemployed passed the waiting period for benefits. This - com-

bined with the increased value of benefits - made more people eligible and

made it more worthwhile to apply. Unemployment benefits seem now to be much

more a part of the unemployment "experience" than they were when payments

were much lower. (See Appendix Table A-4.)

v. Macro-economic Policy

While the issue of unemployment benefits is of interest for particular

groups, such as teenagers and marginal school leavers, it does not seem to be

a likely candidate to explain the upward shift in the unemployment rate from

the late 1960s to the late 1970s and early 1980s. The behavior of the em-

ployment-to-population ratio shown on Table 2b - an index less subject to the

vagaries of the definition of unemployment or tendencies to exhibit unem-

ployment behavior to claim welfare benefits - suggests a fall-off in

tightness of the labor market. This ratio rose until 1974 when it peaked at

over 61 percent. It then drifted downward settling at about 58 percent.

This suggests that macro-economic policy, rather than changes in social

policy or the composition of the workforce, was at the root of the

unemployment problem. Moreover, the relative lack of success in bringing

down the inflation rate after the 1974-75 peak of 15.1 percent (measured by

the consumer price index) to anything like the 2-4 percent range of the 1960s

suggests that inflation-fighting was the major impetus behind restrictive

macro-economic policy. 32
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vi. Training and Job Creation

The macro-economic explanation has implications for employment and

training policies which might be, or have been, adopted to deal with the

overall unemployment problem. If the root of the unemployment problem is

primarily macro-economic, then programs which address micro-level inefficien-

cies in the labor market are unlikely to have any substantial effect. With

the sharp rise in -unemployment in 1974-75 came a proliferation of job crea-

tion, training, and vocational programs, often aimed at young people whose

unemployment rate rose especially rapidly.33

While aspects of the labor-market behavior of young people are not well

understood, it is likely that the root cause of much of their unemployment is

simply that entry-level workers tend to be at the back of the hiring queue.

Training programs and employment subsidization programs are mDre likely to

re-arrange the order of the queue rather than to lower the overall rate of

unemployment. Some programs, however, may pull trainees out of the active

labor market for a time and possibly lower the unemployment rate through that

channel. However, to have a substantial effect, these programs would have to

be enlarged considerably.

In 1980-81, for example, there were about 97,000 admissions into various

federal employment and training programs. The duration of these programs for

enrollees was less than half a year. Hence, generous estimate would be that

about 40,000 people were involved in these programs at any one time. If it

were assumed that all 40,000 came out of the ranks of the unemployed, and

that the number of unemployed fell on a one-for-one basis with the number of

enrollees, the unemployment rate for 1980-81 would have been about 6.4 per-

cent absent the programs rather than the actual 5.8 percent.34 In fact, the

actual circumstances are likely to produce substantially less than a one-

for-one reduction in unemployment. Moreover, at the 1982 "National Economic
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Summit Conference," government estimates projected that the unemployment rate

would remain close to 10 percent through 1985-86.35 To reduce such rates

even to the levels of the late 1970s would require massive job-creation

programs far exceeding anything thus far mounted or contemplated.

Employment and training programs may have sectoral use once the overall

employment picture improves, however. The trends spotlighted above away from

traditional manufacturing are likely to be accelerated by the increased

slackness in the labor market that began in 1982. Reductions in plant capa-

city that might have occurred more gradually may be moved forward, causing

irreversible displacements. Programs which facilitate movement to other in-

dustries can assist in labor-market adaptation to such developments. How-

ever, in the context of high joblessness, such programs will be mainly queue

re-arrangers.

IV. The Special Issue of Immigration

Immigration policy in Australia has fluctuated in line with a variety of

mixed motivations. For many years before World War II - although Australia

seemed to want population growth - it also wanted the "right" sort of immi-

grant on racial and country-of-origin lines.36 Tariff policy was justified

as a way to raise real wages and attract immigrants in the 1920s.37 Even to-

day, a positive correlation exists between the degree of protection afforded

industries and their use of immigrant labor.38 By the 1960s, immigration -

now shifting towards southern and eastern European sources - functioned as a

labor-market policy, relieving the then-shortage of labor suggested by the

very low unemployment rates of the period. 39 Immigration accounted for 37

percent of total population growth in the period 1961-65. The percentage

rose to 47 percent during 1966-70, the peak of the labor boom. From 1971-75,

as the labor-market softened, the ratio fell to 31 percent. For the period
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of chronically high unemployment after the mid-1970s recession, 1976-80, it

remained at 32 percent.40

Government assistant to immigrants shows an even more marked change. In

the period 1966-70, 107,000 foreigners per year received government financial

assistance for their immigration expenses. This rate fell to 58,000 in

1971-75 and less than 20,000 in 1976-80.41 It appears that the mix of immi-

grants changed, too. A larger fraction of immigrants in the 1970s arrived

because of "humanitarian" programs suth as refugee resettlement and family

reunification.42 Those who entered the workforce in the 1970s now earn

higher wages than those who entered in the 1960s, suggesting higher average

skill levels.43

In the accord between organized labor (the ACTU) and the Labour Party

prior to the 1983 elections, immigration policy is mentioned in rather gen-

eral terms. However, the tone of the statement emphasizes non-labor market

types of immigration as the priority for the future and suggests that other

types of immigration programs should be reviewed.44 Clearly, as long as the

unemployment rate remains high, government policy is lkely to avoid encourag-

ing "economic" immigrants.

V. Wages and Inflation

Although it has unique labor-market institutions, Australia's major di-

lemma with respect to the labor market is similar to those of other coun-

tries. The determination of wages - in Australia and elsewhere - is inti-

mately bound up with general issues of macro-economic performance. Price in-

flation has a significant wage component, even in an economy with significant

elements of import and export goods in its price level. Similarly, wage de-

termination will inevitably reflect the rate of price inflation. The inter-



rEXTNAME: mitch/aus (R)P: 15

17

relationship between wages and prices - the real wage at any point in time -

is closely connected with the determinant of another variable of key macro

concern, the level of unemployment.

Much of the discussion, in Australia as elsewhere, has revolved around

the question of whether there is a stable inflation/unemployment trade-off,

or - more precisely - whether the short-run trade-off that may exist evapor-

ates in the long run. Those who subscribe to the view that the trade-off

evaporates in the long run describe the ultimate unemployment rate to which

the economy tends to mve as the "natural rate." As noted above, one inter-

pretation of this rate is that it is a structural/frictional rate which re-

flects such influences as the personal characteristics of job seekers.

Another view, however, emphasizes the wage-determination process itself.

Militant demands for an increase in the real wage can raise the natural rate.

Also important as a longer-term issue is the efficiency of traditional

macro-economic policy in coping with inflation. Traditional policies of de-

mand restraint, in all countries, have an initial impact on real output ra-

ther than the major target: the inflation rate. If policy operates ineffi-

ciently - if the impact falls heavily on real output and only mildly on in-

flation - a country faces a difficult dilemma. To achieve a given inflation

reduction, it must endure a prolonged and costly period of unemployment. Or,

if that is too painful, it may not succeed in reducing its inflation rate at

all.

To the extent that unemployment reflects such factors as the personal

characteristics of job seekers, the remedies are easy to suggest in the

abstract but difficult to implement successfully. These are either programs

to ease the matching of workers and employers, through such devices as sub-

sidized training, relocation subsidies (for both workers and employers), and

so on. Or, alternatively, jobs can be created and targeted for particular
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groups. As noted above, such programs have been used in Australia since the

mid 1970s recession. However, except for job-creation schemes, such programs

assume that the labor market is tight enough to absorb trainees. In the ab-

sence of a sufficiently tight labor market, training programs and other forms

of subsidies tend to be queue rearrangers. In essence, then Australia needs

to achieve a tight enough labor market to make its employment and training

policies successful.

Certain social programs could also have an unemployment-raising effect.

The question of changes in the Australian unemployment-benefit program has

already been discussed. It is unlikely, however, that such programs can ex-

plain the degree to which the Australian unemployment rate became stuck at

recession levels after the mid 1970s recession ended. Even if a narrow defi-

nition of unemployment is used - the unemployment rate of adult, full-time

males - it shows the same upward drift as the overall rate. The adult,

full-time male rate stood at .9 percent in 1966, .8 percent in 1971, but 2.4

percent in 1976 and 4.2 percent in August 1982. Adult, full-time males are

the group most firmly attached to the labor force with the lowest unemploy-

ment rate. They are unlikely to have their behavior substantially altered by

changes in unemployment benefits.

If the natural rate of unemployment rises for reasons of the wage-deter-

mination process itself, however, inventing new training programs or fiddling

with unemployment benefits will not address the major causal factor. In

fact, in 1983 both the outgoing Liberal government and the incoming Labour

government concluded that wage determination was at the heart of the macro-

economic dilemma. The rhetoric of the two parties was quite different, of

course. But the policy conclusion was similar; both governments opted for a

reduction in the level of real wages. Neither party, however, explicitly
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addressed the issue of increasing the efficiency of macro-economic policy,

although a faction of the Liberal government appeared to want to do so

through a move toward "market" wage setting. These issues will be addressed

below.

i. Real Wages and Unemployment

Table 4 summarizes trends in several macro-economic indicators over two

time periods, September 1966-1973 and September 1973-1982. The former dates

correspond approximately to the period before Australia's dilemmas of the

late 1970s and early 1980s began. In many respects, similar results could be

found in many countries. The earlier period is one of (comparatively) low

inflation; the latter is characterized by high inflation and general economic

sluggishness.

In the earlier period, real wages and productivity rose at the same

rate. The ratio of real wages to productivity - an index which Australian

economists decorously call "real unit labor costs," but which is really la-

bor's proportionate share of output - was constant.45 There was, in other

words, a stability of the division of income. Such stability does not pre-

vent inflation; however, attempts to push up the shares of wage and nonwage

incomes simultaneously can be inflationary unless halted by either demand re-

straint or some form of incomes policy.

The second period of Table 4 shows a different situation with regard to

the shares. Real wages rose faster than productivity, i.e., real unit labor

costs (or labor's relative share) increased. There are really two alterna-

tive hypotheses about these results. One is that labor's relative share in-

creased because the government depressed demand deliberately; labor's share

tends to rise during periods of recession. The other is that a real wage

push - and subsequent pressure to keep real wages "too" high led the gov-

ernment to keep the economy in a greater degree of slackness than existed in



-19a-
Table 4

Nonfarm Productivity and Related Trends, September 1966
- September 1982

(annual rates of change)
Sept. 1966 Sept. 1973 Sept. 1966

- Sept. 1973 - Sept. 1982 - Sept. 1982
(1) (2) (3)

ProductivityA' 3.6% 1.9% 2.7%
Labor costsb-/ 9.7 15.1 12.7
Unit labor costss/ 5.9 12.9 9.8
Real labor costs-/ 3.6 2.8 3.1
Real unit labor costse/ 0.0 .7 .4
Price inflationtf/ 5.9 12.0 9.3

a! Gross nonfarm output at 1979-80 prices per hour worked by nonfarm
empl oyees.

Nonfarm labor compensation (wages, salaries, supplements, payroll
taxes) per hour worked.

Labor costs divided by productivity.

d/ Labor costs divided by implicit price deflator for gross nonfarm
product.

e/ Unit labor costs divided by implicit price deflator for gross nonfarm
product.

Implicit price deflator for gross nonfarm product.

Source: Data provided to the author by the Department of the Treasury.
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the earlier period. From Table 4 alone it is dif ficult to come to a conclu-

sion on which hypothesis is valid. But there is other evidence suggesting

that the latter view is the correct one.

First, the jump in real wages came suddenly; it was heavily concentrated

in 1974, a year in which the Australian unemployment - if one is to believe

the studies cited earlier - stood at about its "natural" rate. Second, as

can be seen on Figure 1, the jump came at a time of an upsurge in strike ac-

tivity, a phenomenon suggesting increased labor militancy. Third, soon after

the jump demands were made to restore quarterly indexation of arbitration

wage awards, a demand which was granted in 1975.46 This demand suggests a

shift toward real wage (rather than nominal wage) bargaining, i.e., a loss of

money illusion. Fourth, wage increases were initially encouraged by the

1972-75 Labour government, both increases for special purposes such as rais-

ing the female-to-male pay ratio, and general increases to raise labor's

share.47 As inflation rose, of course, the government became concerned and

called for restraint. But by then the momentum could not be easily reversed.

Behavior after 1974 is also revealing. There was some reversal of the

prior jump in real unit labor costs, but never a return to earlier levels.

The economy was permittd to expand, but never returned to full employment.

Indexation was continued, in various forms, until 1981; hence, erosion of the

level of real unit labor costs that might have occurred depended on producti-

vity improvement. (A fixed real wage and an increasing level of productivity

will lower real unit labor costs.) But, productivity growth slowed during

this period, probably at least partly in response to the climate of economic

slackness .48

As concern about the real wage issue mounted, the federal arbitration

authorities first shifted to partial indexation (less-than-full price protec-

tion), sometimes cloaking the decision with egalitarian clothing, e.g., flat
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dollar increases or ceilings on indexed increases. However, increased mili-

tancy - as reflected in the strike data - accompanied renewed upward pressure

on real wages. And various channels existed for endorsement by the arbitra-

tion authorities of above-indexation increases: "anomolies," increases in

"work value," etc.49 In 1981, as settlements outran the official wage deter-

minations, the federal arbitration authorities abandoned "centralized" wage

fixing and indexation and awaited guidance from the parties, including gov-

ernment, on how to proceed.50 In the interim, bargained settlements were the

norm. A key settlement in the Metal Trades was endorsed in late 1981 - and

then spread to other workers - by the arbitration system. In the Metal

Trades and other industries, unions pushed for reduced hours as well as wage

increases.51 In late 1982, the (Liberal) government suggested imposition of

a wage "pause," that is no further ratification of settlements, and froze the

wages of its own employees. It had made such suggestions since 1976, without

success.52 But 1982's soaring unemployment added strength to the argument.

An interesting issue is why Australian unions did not exercise self re-

straint, given the experience of the mid 1970s. Various explanations might

be offered. First, real wage movements during the mid 1970s triggered

macro-economic policies of demand restraint in that period. Hence, it may

have been difficult to distinguish the effects of government policy from the

effects of wages directly - mainly because the wage effects operated through

macro-economic policy reactions.

Second, it is not clear that giving up real wages voluntarily would have

been a rational decision. As already noted, unemployment tended to be con-

centrated among entry-level potential workers, i.e., non-members of the em-

ployed workforce and of unions. As a high union official put it in early

1983, "I don't want to sound cynical about this... but while there are 10 per-

cent of workers unemployed, there are 90 percent in employment. "53 As the
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U.S. experience has indicated, wage concessions occur voluntarily when core

members of the union workforce are displaced, or are in danger of dis-

placement .54

ii. The Overhang Debate

Australia is no stranger to debate about the effects of real wages. In

the early 1930s, for example, federal wage authorities made a deliberate 10

percent real wage cut, in response to the depression.55 In the early 1950s,

the authorities abandoned indexation (which had been in effect since the

early 1920s) as potentially inflationary.56 In the mid 1970s, the debate re-

opened, this time under the heading of the "real wage overhang." Essen-

tially, the issue in the overhang debate was whether real wages - and parti-

cularly the sudden rise in real wages - had something to do with the subse-

quent increase in the unemployment rate along the lines suggested above.57

The real wage overhang debate tended to go off tourse with discussions

about capital/labor substitutions. It is natural for economists to think of

such substitutions as a reaction to a change in any relative price. Once

substitution becomes the center of the debate, the issue then turns to the

empirical significance of the effect. Inherently, in the short run - when it

is easiest to make before-and-after comparisons - there is little scope for

changing capital-to-labor ratios. The capital stock is large and is incre-

mented only slowly. Once in place, the capital-to-labor ratio of a given

plant may be fixed, i.e., locked into the technology of the plant.

A recessionary fall of employment will raise the measured capital-to-

labor ratio simply because the numerator stays in place while the demoninator

drops. While reliable measures of capital are not readily available for Aus-

tralia, the indexes which are available indicate that the ratio rose in the

mid 1970s - probably due mainly to the recession - and that it fell there-

after. (See Appendix Table A-5.) This fall - the opposite of what the sub-
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stitution effect would suggest - is most likely the impact of a decline in

the general propensity of business to invest in an already-slack economy.

The issue is not one of substitution, nor does it depend on particular

theories of pricing behavior. Ultimately, it turns on the adding up of the

relative shares of wage and nonwage income. As noted earlier, labor's share

and real unit labor costs are equivalent. If real wages rise faster than

productivity, labor's relative share will increase. For this to occur, the

relative share of nonwage income must necessarily decrease.

Starting from a point at which the shares, which are determined by wage

and nonwage claims, are consistent with the exhaustion of total output (in-

come), an upsurge in the real wage must be inflationary. This does not mean

that without real wage pressure there will be no inflation. Nominal

wages and prices can chase each other in a wage-price spiral at any distribu-

tion of income. However, if real claims are asserted which more than exhaust

the real income available, accelerating inflation will occur.

In theory, a real wage push can be accommodated by a decline in the non-

wage relative share. If it were the case, for example, that empirically the

nonwage share in relative terms declined with economic expansion, it would be

possible for a real wage push and employment growth to occur simultaneously

with no added acdeleration of inflation. Unfortunately, however, the empiri-

cal tendency is for economic expansion to raise the relative nonwage share.

Thus, to prevent accelerating inflation in the face of a real wage push

strong enough to raise labor's share, government policy must aim at squeezing

the nonwage share.

There are two possible ways in which the nonwage share might be squeez-

ed. Direct intervention, i.e., price controls or guidelines, might be used

to depress price markups. In fact, in 1973, a Prices Justification Tribunal

(PJT) was established to implement a form of "voluntary" price guidelines for
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larger firms. There is some empirical evidence that margins were squeezed by

this program. 58 Thus, the prices policy may have accommodated - to a small

extent - the increase in the wage share. However, price controls tend to

produce shortages if pushed very hard. There was no evidence of shortages

during the period when the Prices Justification Tribunal operated (1973-

1981); thus, it is improbable that a substantial reduction of the nonwage re-

lative share was effectuated by its efforts.

Since there is likely to be a positive association between economic ex-

pansion and the nonwage relative share, the other means - the main means - of

reducing the nonwage share is an induced economic contraction. Monetary and

fiscal restrictions must be imposed simply to prevent inflation acceleration,

if a real wage push sufficient to raise labor's relative share occurs. More-

over, to the extent that real wage pressures are such that at full employ-

ment, the sum of the relative shares of labor and nonwage income would exceed

100 percent of available income, the economy must be kept depressed. It is

in this way that real wage pressure - acting through monetary and fiscal

policy - can raise the natural rate of unemployment. There need be no

capital/labor substitutions.

iii. The Appeal of Incomes Policy

In many countries, real wage push may not be possible, or likely, given

their labor-market institutions. Australia's labor-market arrangements, dis-

cussed below, do permit real wage push. It is possible for wage claims to be

made sufficient to raise the natural rate of unemployment. Faced with this

dilemma, the appeal of an incomes policy carried out through a social accord

or compact is obvious. The parties need to be confronted with a menu of eco-

nomic choices available. To the extent that a slack economy is not desired,

it may be possible to reduce the level of real wage pressure.

Table 5 summarizes the results of just such an exercise. In early 1983,

shortly after taking office, the Hawke Labour government called an economic
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Table 5

Summary of Economic Projections Presented to
April 1983 National Economic Sumnit Conference

1982-83 1983-84 1984-85 1985-86 1983-86
Projection A a/

Wage inflation (%)- 11.7 5.5 5.3 8.8 6.5
Price inflation (%)- 11.3 6.2 4.9 6.5 5.9
Employment growth (%) -1.6 .4 2.0 2.7 1.7
Unemployment rate (%) 8.9 10.0 10.1 9.7 9.9
Real GDP growth (%) -1.4 2.7 3.9 4.8 3.8
Money supply growth (%)c/ 10.5 8.5 8.25 10.0 8.9

Projection B a/
Wage inflation (%)- 11.7 18.1 15.6 15.8 16.5
Price inflation (%)- 11.3 13.0 13.8 13.4 13.4
Employment growth (%) -1.6 -.4 .2 .8 .2
Unemployment rate (%) 8.9 10.6 11.7 12.2 11.5
Real GDP growth (%) -1.4 1.7 1.6 2.4 1.9
Money supply growth mc/ 10.5 14.5 15.0 15.0 14.8

Projection C a/Wage inflation (%)-b/ 11.7 2.8 3.0 4.5 3.4
Price inflation (%)- 11.3 5.3 2.0 3.7 3.7
Employment growth (%) -1.6 .7 2.6 3.3 2.2
Unemployment rate (%) 8.9 9.7 9.5 8.7 9.3
Real GDP growth (%) -1.4 3.0 4.5 5.3 4.3
Money supply growth (%)-/ 10.5 8.0 5.75 7.5 7.1

a! Average weekly earnings.

Measured by Consumer Price Index.

M3.

Source: National Economic Summit Conference, 11-14 April 1983, Documents and
Proceedings, Vol. 1, Government Documents (Canberra: Australian Government
Publishing Service, 1983), pp.332, 339, 341.
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summit conference. The table shows the results of three scenarios of econo-

mic outcomes, with C being the least inflationary and featuring a continued

wage pause, B being the most inflationary, and A being the government's in-

termediate and preferred option - an end to the pause with moderate wage in-

creases thereafter.

It is possible from Table 5 to calculate the implied trade-off between

real wage growth and unemployment. Option B includes real wage growth over a

three year period of 2.7 percent per annum. Option C involves annual real

wage growth of -.2 percent. Option B raises the unemployment rate from

1983-84 to 1985-86 by 1.6 percentage points; Option C lowers it by 1 percen-

tage point. In rough terms, comparing the two options it appears that an ex-

tra real wage push of about 3 percent raises the unemployment rate by about

2-1/2 percentage points.

Under Option B the real money supply grows at an annual rate of 1.3 per-

cent; under C it grows at a 3 percent rate. Hence, because real wage push is

less in C, macro-economic policy is more stimulative. Not surprisingly, the

relative share of labor in nonfarm income rises under Option B, but falls un-

der C. Even the intermediate option, A, the Labour government's favored

course, provides for a drop in labor's relative share.59 In effect, the of-

ficial projections provided to the parties at the summit tonference were en-

tirely consistent with a real wage overhang model.

Apart from the menu of choices available to an exercise of incomes poli-

cy by social compact, there is the problem of persuasion. The seemingly-

unpalatable option B provides real wage growth, net employment growth (al-

though not enough to hold down the unemployment rate), and an expansion of

labor's relative share of income. Labor's absolute share grows more rapidly

under B than under the other two options.60 Even though the GDP grows more

slowly under B - so that there is relatively less to share - labor's percent-

age share of a smaller "pie" grows fast enough to more than offset the loss
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of overall potential income. In short, it is not obvious why labor should

not prefer B to either A or C.

However, the high level of unemployment in all the projections is re-

vealing. It is true that unemployed disproportionately come from groups not

likely to have major direct influence on union policy. Nevertheless, as the

queue lengthens more and more core union members are threatened. The 10 per-

cent unemployment rate reached in 1983 was remarkable by Australian stand-

ards. In the U.S. - where unemployment rates had historically been higher

than Australia's over a long period - it was still the case that unemployment

in the 10-percent range provoked a dramatic series of union wage freezes and

cuts to save jobs. Job security had also become a major issue in Australia

by early 1983. As in the U.S., Australian unions pressed state governments

to enact legislation aimed at limiting layoffs and plant closings. Greater

job security arrangements were also sought through the arbitration system.

High unemployment made B an undesirable option, at least in formal conference

proceedings.

The issue of incomes policy has long been debated in Australia, even in

the halcyon days of the 1960s; the existence of the wage arbitration system

makes such debate inevitable since a policy of sorts is always being pursued

- even if unconsciously.61 Prime Minister Hawke - who initiated the 1983

summit conference - wrote an article in the mid 1950s advocating a board dom-

inated by government economists (but with representatives from labor and man-

agement) to formulate a wages policy.62 His proposed board would have dis-

placed the arbitration system for most matters regarding wages.

Much of the debate over the return of indexation in the 1970s involved

incomes policy. The argument against indexation - the linkage of wages to

prices - was basically that it would lock in the real wage overhang at its

peak level. But the counterargument was that by guaranteeing a real wage, a

social accord could be negotiated. The acceleration in inflation could be
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broken, according to this view, and the rate of inflation would gradually de-

celerate as productivity increased. 63 Some research suggests that the 1975

return to deceleration did produce reduced wage pressures, but only for a

limited time.64 However, in the 1983 discussion of wages policy, a return to

indexation was again advocated as a way of maintaining a social accord.66

The incomes policy proposed by the incoming Labour government in 1983

was surrounded with items designed to entice union cooperation, indexation

being but one. What has been called "industrial policy" in the U.S. was to

be achieved through an Economic PLanning Advisory Council which would parti-

cipate in "broad indicative planning." The Council would include representa-

tion from unions and other groups. Other items involved in the accord in-

clude taxation policy, social welfare policy, and the re-establishment of a

voluntary price surveillance mechanism which would "operate in a less legal-

istic manner than the former PJT. "67

Although these programs are quite different than what the former Liberal

government would have advocated had it remained in office, there are also

some remarkable similarities in the economic policies of the two governments

that should also be noted. First, the Labour government continued the wage

pause it had inherited. Although this was officially viewed as a temporary

measure while awaiting a formal wage decision from the Arbitration Commis-

sion, there appeared to be no pressure to urge the Commission to make a quick

decision.

Second, high levels of unemployment were promised by the Labour govern-

ment, even under its recommended Option A. Under Option A, the unemployment

rate would still be 9.7 percent in 1985-86 according to the projection pre-

sented at the summit conference. Thus, severe economic pressure to live up

to the terms of an incomes policy was to be present for an extended period.

The move toward demand restraint and higher unemployment was also a policy

initiated by the outgoing Liberal government.
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Ultimately, the effectiveness of the wages side of the proposed incomes

policy depends on the degree to which individual unions can be kept in

compliance. With unemployment at record levels, it will never be possible to

prove - even if compliance is maintained - whether it was the extreme

softness of the labor market, or the terms of the social accord, which

produced the results. However, there are elements in the institutional

arrangements in Australia which suggest that unemployment alone might not be

sufficient. These same elements, however, give reason for concern about the

long-term viability of an incomes policy.

VI. Improving the Efficiency of Demand Restraint

Since demand restraint is an important element of Australian

anti-inflation policy - even with an incomes policy in place - it is

important to consider the degree to which wage determination is responsive to

such restraint. Even if incomes policy succeeds in lowering the natural rate

of unemployment, inflation could continue at previously high levels unless

the actual rate of unemployment remains above the natural rate for some

period. A crucial issue is, therefore, what the length of such a period is

likely to be. Would a short dose of demand restraint be sufficient to scale

down inflation quickly? Or would a prolonged, costly, and painful exercise

be required?

Put another way, there are really two goals concerning wage

determination in Australia. The first is to lower the natural rate of

unemployment by addressing elements in the wage-setting process that keep

that rate high. The second is to ensure that if inflationary pressures

develop, or if the rate of inflation has simply been too high in the past,

demand restraint can quickly correct the problem. Incomes policy discussion

in Australia has addressed the first issue more fully than the second.
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i. The Effect of Indexation

To some extent, indexation does address the second issue, although it

has not been discussed in this fashion. Indexation makes wage setting sensi-

tive (quickly) to price developments. It can have some perverse effects, for

example, carrying into wages "exogenous" price shocks from such events as in-

creases in world prices, increases in agricultural prices, and increases in

excise taxes. Such increases do not reflect increased "ability to pay" of

employers; if they are reflected in wage setting the result is equivalent to

an increase in real wage pressures. (Of course, downward adjustments in exo-

genous price elements can have the reverse effect.) However, to the extent

that price markups in the endogenous sector of pricing reflect general econo-

mit conditions, i.e., the level of demand, indexation - by conveying these

responses quickly into wage setting - enhances the efficiency of demand res-

traint. 68

In short, apart from the argument that indexation may help achieve a

social compact, there may also be a case for indexation on the grounds that

it strengthens traditional demand-restraint policy. Two main considerations

must be weighed. First, the perverse effects of external (positive) price

shocks may overpower the reinforcement of demand restraint. In principle,-

this problem can be surmounted by using an "adjusted" price index, i.e., an

index which takes account of pricing only in the nonfarm, domestic sector,

and which omits taxation effects. It is difficult, however, to win accep-

tante of such an index since it does not necessarily reflect movements in

worker purchasing power because of the omissions. Indexation in Australia is

historically rooted in the arbitration system; private wage indexation agree-

ments do not seem to exist. And the arbitration system developed indexation

as a means of protecting minimum living standards.69
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Second, even if the potential problems of a purchasing-power index (such

as the traditional Consumer Price Index) are neglected, it matters a great

deal at what base level real wages are protected. Indexing in the 1970s was

introduced at the peak of a wage explosion; had it been introduced much

earlier as part of an incomes policy, it is conceivable that the real wage

overhang dilemma might have been averted.

ii. Greater Reliance on "The Market"

During the period of Liberal Party rule (1975-83), there appeared to be

two opposing factions in economic thought with regard to wage determination.

One group, which ultimately emerged as the dominant voice as signified by the

wage pause of 1982-83, advocated use of the arbitration system to promote

wage restraint. The other favored scrapping the system - or at least down-

grading it - in favor of "market" wage determination. This latter approach,

often identified as the "Treasury view," was usually kept muted in public

discourse.70 Public opinion tends to favor the arbitration system - 61 per-

cent of those polled favored arbitration over private collective bargaining

for setting wages (including 73 percent of Liberal Party voters).71 An at-

tempt to fiddle with the arbitration system brought down agovernment in the

1920s, a lesson politicians and government officials are not prone to for-

get.72 Hence, it is difficult to find clearcut public statements of the

Treasury position.

To some extent, the Treasury view was concerned with relative wages and

the possible effects of rigid wage differentials on resource allocation.

However, to the degree that the concern was over movements in average wage

levels, there is an obvious connection with the effectiveness of demand res-

traint. Hence, the question is what would be the method of wage determina-

tion if the arbitration system were eclipsed. In particular, would wages
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under some successor system show greater sensitivity to demand restraint than

is the case under arbitration?

One possibility is that the successor system would be some form of col-

lective bargaining. Bargaining tends to become popular when the arbitration

system's wage awards fall well behind the rate of inflation. For example,

during the late 1960s and early 1970s, bargaining became a prominent form of

wage determination. 73 There is nothing illegal about bargaining per se in

Australia. Particularly in larger firms with multinational connections,

there is knowledge about how bargaining is conducted abroad which can be im-

ported into Australia. When the arbitration system "caught up" with bargain-

ed wages and introduced indexation in the mid 1970s, private bargaining erod-

ed.74 But it arose again in the early 1980s when indexation was abandoned.

It is not clear, however, that deliberately restraining the arbitration

system - so that bargaining became more prominent - would produce an environ-

ment in which aggregate wage determination would show greater sensitivity to

demand restraint than is the case with arbitration. If the American example

is any guide, collective bargaining does not resemble the auction-style labor

markets of the textbooks. If Australia followed the U.S. example, it would

find itself with long-term union-management contracts, but covering a much

larger fraction of the workforce than is the case in the U.S. Such contracts

would be unlikely to exhibit substantial wage sensitivity to demand.75

Still another alternative approach would be a move away from both arbi-

tration and collective bargaining. The Liberal government during various

points in its administration after 1975 introduced bills to amend the complex

laws regulating industrial relations, in particular those laws regulating un-

ion security, i.e., compulsory union membership. These moves were mirrored
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to some extent at the state level, especially in Western Australia.76 There

were various motivations behind the proposals for changes in labor law, but

one effect might have been a contraction of the union sector. For example,

one survey in Western Australia indicated that as many as one-third of union

members and former union members reported that they were (or had been) mem-

bers on an involuntary basis.77

Even if union membership were to drop substantially to American levels,

and if the arbitration system were made to disappear, it is not at all clear

that the resulting degree of wage sensitivity to demand restraint would be

markedly different. A heavily nonunion labor market - as exists in the U.S.

- is still far removed from idealized auction wage setting. Indeed, in the

late 1970s and early 1980s, there developed in the U.S. a considerable liter-

ature on "implicit contracting" in the labor market. In essence, this liter-

ature purports to explain wage stickiness in nonunion firms - where no con-

tract is available to explain it - on the theory that an implicit contract

exists between employer and employee which has much the same effect as an ex-

plicit contract. Regardless of the validity of the explanations offered in

the implicit contracting literature, the empirical fact remains: wage sticki-

ness seems to exist regardless of institutional arrangements.78 A move to

the "market" might not change the slope of Australia's "Phillips curve," al-

though it might shift its location.

iii. The Australian Wage Equation

In the 1960s, economists in many countries began to make econometric in-

vestigations of the determinants of wage change. The original Phillips curve

paper for British wage setting found the level of unemployment to be an im-

portant determinant for the rate of wage inflation over a long period.79

Subsequent national studies - especially those covering the postwar era - ad-
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ded other variables as candidates for explanatory variables such as the rate

of price inflation, productivity, profitability, etc.

The original Phillips specification suggested a long-term trade-off be-

tween wage inflation and unemployment. But subsequent researchers, initially

on theoretical grounds, questioned whether a trade-off in the long run could

exist. In essence they argued that a long-run trade-off suggested that the

real wage could be permanently reduced by an increase in the inflation rate,

thus expanding employment and reducing unemployment. However, if wages were

ultimately determined in real terms, the trade-off - which might exist in the

short run due to lags in perceiving or catching up with inflation - would

evaporate.

In Australia, with its long history of debate over, and periodic imple-

mentation of, wage indexation to price inflation, the existence of a long-

term trade-off is certainly suspect. The principle actors in the wage-deter-

mination process give evidence of awareness of the need to "correct" nominal

wage decisions for subsequent movements in prices. This is not to say that

decisions to curtail real wages are never made; the wage pause of 1982, the

partial indexation decisions of the late 1970s, and the wage cut in the early

1930s are all examples of such decisions. The point is, however, that such

decisions are made consciously, not because of money illusion.

There is a substantial wage-equation literature for Australia. Some

studies take account of the arbitration system explicitly. Award wages are

distinguished from actual earnings in the estimation process.80 Wage award

decisions are usually seen as inputs into the determination of actual wage

change. There are obvious problems if award wages are viewed as totally exo-

genous decisions, however, extept in short-run forecasting exercises.81

Nevertheless, there is a history in the Australian literature of viewing

shifts in the actual wage/award wage differential as reflecting demand pres-
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sures.82 Given the easily-observed association between strike activity and

wage change in the mid 1970s, it is not surprising that some researchers in-

clude strike data as indexes of union militancy in modeling wage change.83

However, there is evidence of a positive association between strike activity

and wage change that long predates the 1970s.84

Most studies find a role for demand or unemployment as an explanatory

variable.85 However, beginning with a paper by Parkin in the early 1970s,

the issue has been whether demand variables play only a short-term role, or

whether there is a long-run, Phillips curve type trade-of f.86 The evidence

seems consistent with a short-run, but not a long-run, trade-off. However,

such a conclusion does not necessarily mean that there is a rigidly-fixed

natural rate of unemployment. Some researchers find evidence of a shifting

natural rate. As was noted earlier, the natural rate could shift due to

changes in wage-setting institutions themselves. At least one study suggests

that the natural rate was higher after indexation returned in the mid 1970s

than before, a result that might have been expected due to the locking in of

the previous effects of the wage explosion.87 Still another suggests that

award wage increases can adversely affect employment levels and squeeze

profits .88

There has been only limited work on wage-equation comparisons between

Australia and other countries. The only way to make comparisons on a consis-

tent basis is to run the same regression equation across a group of coun-

tries, all of which have their own institutional arrangements and data pecu-

larities. One study which did this used a particular specification in which

the unemployment rate was assumed to influence the change of wage inflation

rather than the rate of change of wages.89 In this specification, wage set-

ting in Australia seemed more sensitive to unemployment than either British

or American wage setting, but markedly less sensitive than in certain coun-

tries, notably Japan.
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Another study suggested that the price sensitivity of wage setting in

Australia and the U.K. rose relative to the U.S. in the late 1970s at a time

when exogenous price inflation was especially influencial. This relative

shift, in turn, provided a reason for a comparatively worse case of "stagfla-

tion" in Australia and the U.K. than in the U.S.90 However, differing speci-

fications of the wage equations were used for the three countries, complicat-

ing the comparisons.

iv. Limited Lessons from Empirical Studies

Unfortunately, the wage-equation literature for Australia - extensive

though it is - does not provide as much guidance for policy as its volume

would suggest. Even if it could be shown that the sensitivity of Australian

wage change to demand or unemployment was lower or higher than most other

countries, this would say nothing about whether that sensitivity might be

changed through a policy modification. Moreover, the standard for comparison

is poor. Most countries have faced macro-economic problems similar to Aus-

tralia's. Thus, being slightly ahead of, or behind, the pack does not indi-

cate whether improvements should be sought. It would be better to have a

lower natural rate of unemployment than a higher one and it would be better

to have more short-term sensitivity of wage change to real economic condi-

tions than to have less. The issue is whether policies can be suggested and

implemented that could make it so. Put another way, most countries are not

happy with their wage equations, regardless of where they stand in the inter-

national pecking order. Australia is no exception, and is clearly looking

for an improvement.

An additional issue is the wage-equation studies themselves. A simple

wage equation explaining earnings change with lagged price inflation and un-

employment does not produce very encouraging statistical results for Aus-

tralia.91 The fact that published studies tend to obtain "good" results,
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often with more complex specifications, suggests that a "searching" process

was used to find the best equations. Even if combined with some testing for

accuracy of prediction outside the estimation period, the searching approach

raises questions about the significance of the coefficients and their

interpretation.

What we know about Australian wage determination in recent years can

largely be derived from institutional knowledge and an "eyeballing" of

available data. Wage setters "think" in real terms; the expression of this

is in the debates over indexation. From time to time, there are shifts in

union militancy which affect the real wages which are obtained. The causes

of these shifts are not well understood, especially the shift which occurred

in the late 1960s and early 1970s. Strike activity is apparently influenced

by real economic conditions, but the shift in that period seemed to go beyond

what could easily be explained by unemployment rates and the like.92 It is

possible that the buildup in militancy was related to the slippage in real

unit labor costs (labor's relative share) in the late 1960s; one model

suggests that inflation - and catch up with inflation - may play a role in

strike activity.93 However, the level of militancy persisted after the

catch-up period.

Casual observation of Australian wage data suggests something like a

short-run Phillips curve, but with a rightward shift in the 1970s.94 The

wage bubble of the mid 1970s was followed by high unemployment by Australian

standards and a slippage in real unit labor costs. However, as the

unemployment rate came down - although it remained absolutely high - wage

pressures resumed in the early 1980s. But in 1982-83, with a sharp surge in

unemployment, the pressures subsided to the point that a wage pause could be

implemented.
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v. Steps to Steepen the Short-Term Trade-Off

Australia would be better off with a steeper short-run trade-off between

wage change and unemployment (or some other real demand proxy). However,

Australian wage-fixing discussion tends to focus more on inflation as an ob-

vious input into wage decisions than on other relevant factors. The debate

over indexation referred only to indexation to the Consumer Price Index, not

to other measures of economic conditions. Yet, other measures might be

considered.

The idea that inflation is not the only variable to which wages might be

indexed is not new. Alternative arrangements were advocated as early as 1925

in the Australian context.95 At the enterprise level, a small number of

firms do have such alternative indexation in the form of profit sharing or

other forms of gain sharing. Such arrangements do not appear to be a recent

innovation in Australia. Some of the plans go back to the 1940s.96 Yet

relatively few Australian workers are covered by such arrangements. They are

often seen as a form of executive compensation only.97

To the extent that Australian employers think of employee participation

in the economic gains of their enterprises, they are more likely to create

some form of employee stock ownership plan. Often the motivation for such

programs is to improve morale - by encouraging employee identification with

the employer - or to "teach" the employee about the realities of the market-

place. Whatever may be the merits of such ideas, they fail in a critical

respect.

The creation of more shareholders - even if they be employees - does not

make labor costs more sensitive to demand conditions. Hence, it will not af-

fect firm pricing behavior. Only in the limiting case where workers own the

entire enterprise, and hence where is no practical distinction between

wages and profits, does share ownership have the desired macro-economic ef-

fect. There are some limited examples of worker ownership in Australia. But
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the enterprises involved tend to be small and again only a small fraction of

the workforce is covered by such arrangements.98

If gain-sharing plans were to become widespread in Australia, there

would be important macro-economic benefits in the form of increased effect-

iveness of macro-economic demand restraint. While each enterprise's gain-

sharing arrangement would reflect the conditions within that enterprise, the

general ups and downs of the economy would be an important influence on the

average firm's situation. Labor costs would thus reflect general economic

conditions on average, thus helping to steepen the short-run Phillips curve.

It has been argued, for example, that the Japanese bonus system - a form of

gain sharing - helps explain that country's steeper Phillips curve and avoid-

ance of stagflation.99

Since the benefits from such an arrangement are largely at the level of

the overall society, there would have to be a policy of deliberate encourage-

ment by public policy to make gain sharing a significant element of Aus-

tralian wage determination. However, some barriers would have to be over-

come. First, the Australian labor movement is officially unenthusiastic

about profit sharing and similar arrangements on the grounds that they "are

merely guises for improving the return to owners and consolidating the powers

of management elites."100 Second, such programs would have to meshed with

the system of multi-employer wage awards through the arbitration system since

if implemented on an employer level basis, they would provide different com-

pensation levels for workers covered by common awards.

Third, small employers might lack the sophistication - or the willing-

ness to make the necessary data available - to implement such plans. And

fourth, public opinion - at least on the basis of survey questions - seems to

eschew profitability as a wage-setting criterion. Eighty percent of re-

spondants in a 1981 poll thought that workers should receive the same wage
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across industries even in the face of signifidant variation in industry prof-

itability levels. 101

While all of these barriers would have to be overcome to make gain shar-

ing more widespread in Australia, their existence should not close the is-

sue. The need to address the scope of the compensation package - apart from

the simple wage element - in arbitration awards and bargaining is a theme

which will be discussed further below. However, even if the barriers to

changing the structure of compensation at the micro level proved insurmount-

able, a form of national gain sharing could be implemented.

The Commonwealth Arbitration Commission has broad discretion in determ-

ing the relevant criteria for establishing the national wage decision which

filters into wage awards throughout the labor market. Just as it can index

to price inflation if it chooses to do so, the Commission could index to oth-

er relevant economic measures such as overall profitability, actual to poten-

tial output, unemployment, etc. In effect, the Commission can write a desir-

ed Phillips curve slope into its awards.

It is worth noting that gain sharing, whether implemented at the micro

or macro levels, can be made part of an overall package of "industrial democ-

racy," a concept with appeal to the ACTU. There is a logic in giving workers

who participate in the financial fortunes of their employers a voice in the

decisions that contribute - in part - to those fortunes (or misfortunes).

Similarly, there is a logic, if workers are given a voice in decisions, in

also giving them participation in the fruits (sweet or bitter) of those de-

cisions. Dressed in the right clothing, gain sharing might be a more attrac-

tive approach than the initial union skepticism would make it appear.
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VII. Wage Determination and the Industrial Relations System

Australia's unique industrial relations arrangements have been the sub-

ject of continual international attention, and only a brief summary of the

highlights can be attempted here. However, the center of attention, because

of its uniqueness, is the system of compulsory arbitration of wage disputes.

In principle, industrial disputes are to be settled by a quasi-judicial pro-

cess through federal, state, or - in certain cases - industry tribunals.

Strikes are theoretically banned, but penalties for striking have not been

enforced since the late 1960s. The arbitration system sets minimum wages and

other conditions of employment for all occupations. However, nothing pre-

vents the negotiation of higher wages or better conditions through private

bargaining.

Private bargaining can occur entirely outside the arbitration system.

There are a few examples of American-style contracts with fixed durations,

grievance and arbitration mechanisms, etc. in certain industries.'102 Such

unregistered agreements have ambiguous legal status, much akin to the legal

standing of union contracts in the U.S. prior to the passage of the Taft-

Hartley Act of 1947. Agreements may be given firmer legal status by "regis-

tering" them with the appropriate authorities or obtaining consent awards.

In the latter case, the arbitration authorities essentially "bless" the terms

of the agreement by incorporating them into an official arbitration award,

thus making them the binding minimum standard for all employers covered by

the award.

Although industrial relations matters occupy a key place in Australian

politics and economic policy - far more so than in the U.S. - there is a dis-

tressing lack of data on the frequency of industrial relations practices.

There appears to be no ongoing collection of information on the contents of

arbitration awards - other than indexes of wage rates. Even there, the data
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do not distinguish between decisions which have been reached wholly through

the arbitration process, those which have been reached privately and then en-

dorsed by the authorities, and those reached entirely outside the system -

either by bargaining or throgh purely unilateral decisions of employers.

Only limited information is available on the incidence and cost of fringe

benefits.

The need for a more comprehensive information system in Australia cannot

be stressed too heavily, particularly given the propensity of Australian gov-

ernments to amend the basic labor law on a frequent basis. It has been

amended over 60 times since originally enacted in 1904.103 By way of con-

trast, the American Wagner Act, the heart of labor relations regulation in

the U.S., has been significantly amended five times since its original enact-

ment in 1935, and only two of these amendments constituted really substantial

change.104

Available data do make clear the comprehensiveness of the arbitration

system. Table 6 indicates that in 1974, only 12 percent of the paid work-

force was truly nonunion in the American sense of being unrepresented by any

organization and having wages set by unilateral employer decision. On the

other hand, less than 1 percent bargained American-style, totally outside the

arbitration system. Eighty-seven percent were covered by either federal or

state arbitration awards.

The year 1974 - when the data of Table 6 were collected - was generally

viewed as a period in which bargaining had previously been the dominant mode

of wage setting and in which the arbitration authorities were trying to have

their wage decisions catch up with "market" levels.105 Two years later, a

similar survey found that the truly nonunion sector had dropped from 12 per-

cent to 10 percent.106 Hence, the issue of the impact of arbitration deci-

sions does not turn on the coverage of those awards, which is always compre-
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Table 6

Percentage of Employees Covered by Arbitration
Awards or Unregistered Collective Bargaining Agreements, May 1974

Federal State Unregistered Not Covered by
Awards Awards Agreements Awards or

Agreements Total
(1) (2) (3) (4) (5)

All wage and
salary earners 39.2% 47.8% .9% 12.2% 100.0%

Males 43.7 40.6 1.1 14.6 100.0
Females 30.2 62.0 .5 7.3 100.0

Manufacturing 53.6 32.7 .8 12.9 100.0
Nonmanufacturing 32.6 54.6 .9 11.9 100.0

Public Administration 20.7 73.1 1.0 5.2 100.0

Source: Australian Bureau of Statistics, Incidence of Industrial Awards, Determinations
and Collective Agreements, May 1974, reference no. 6.5, November 14, 1975.
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hensive. Rather it turns on the degree to which the awards are influencing

actual wages paid.

i. The Arbitration Framework

Table 6 shows that a larger proportion of those covered by arbitration

awards are under state, rather than federal, tribunals. State arbitration

dates back before passage of the basic federal statute establishing what is

now the Australian Counciliation and Arbitration Commission. In certain re-

spects, state tribunals have - or can be given - broader authority than the

Commission due to constitutional limitations placed on the federal govern-

ment. Nonetheless, in matters of national wage trends, the Commission is

considered the prime agent in the system.

National wage decisions are imitated by state and industry tribunals.

For example, the Metal Trade Award of late 1981 provided for an initial ad-

justment in February 1982 and a second adjustment in July 1982. A study

tracking the speed with which the second adjustment spread to other awards -

the Metal Trades Case has often served as pattern-setting settlement - found

that 79 percent of workers under "major" awards and 65 percent of workers

under small awards had received comparable adjustments by August 1982.107

In essence, the arbitration process is triggered by a "dispute." How-

ever, dispute need not mean an actual strike; it may simply mean that a union

has served claims on an employer or - more likely - employers and that the

claims have not been accepted. The process by which the dispute is resolved

- a hearing with union and management advocates presenting their respective

positions - is often viewed by Australian industrial relations experts as ex-

cessively legalistic. 108

It is said that the centralization and legalism of the process tends to

undermine private settlement of disputes. The lack of private relationships,

in turn, is further said to limit plant and shop level resolution of what in
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the U.S. would be minor grievances.109 In essence, Australia has "national-

ized" a portion of the personnel and industrial relations department of each

employer, but not all of it, leaving the remaining part - the part which

might deal with local issues - in a poor position to handle its responsibili-

ties. It is also said that short strikes are triggered simply to obtain the

quick attention of the tribunals to cases which might otherwise sit in the

queue.ll0 In American discussions of compulsory arbitration, it is not

uncommon for the author to point to the incidence of strikes in Australia,

the moral being that banning strikes and providing for arbitration as an

alternative neither prevents strikes, nor produces a particularly good strike

record. 111

There is something to be said for these accusations, but the arguments

can easily be overstated. Table 7 compares the Australian strike record dur-

ing 1972-81 - a period including the unrest of the early and mid 1970s - with

three other English-speaking countries. In terms of numbers of strike per

year, Australia seems to have the worst record, although differentes in na-

tional definitions of a strike significantly affect the figures. Australian

union members seem to be far more prone than their foreign counterparts to

participate in strike actions. The Australian ratio of strikers to union

members was 48 percent in an average year during the period shown, compared

with substantially lower ratios in the other three countries.

However, at that point the unfavorable comparison ceases. On the basis

of days lost per striker, the Australian average of 2.5 days puts it well be-

low the averages in the comparison nations. And, in terms of days lost per

employee, or - what may be a more relevant measure of the climate of indus-

trial relations - days lost per union member, the Australian record appears

comparable to the U.S. and U.K. records and somewhat better than Canada's.
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Mean Strike Indicators for Period 1972-81
in Four Countries

Strike Indicator Australia Canada U.K. U.S.

(1) Number of DisputesS' 2,388.5 974 2,251 4,813

(2) Number of Strikers (0OOs) 1,347 558 1,553 1,875

(3) Days lost in disputes (OOs) 3,351 8,166 12,040 33,762

(4) Civilian Employment (millions) 6.0 9.6 24.4 91.5

(5) Union members (millions)k/ 2.8 3.1 12.5-S' 22.6

(6) Strikers/Dispute [(2)/(1)] 56 573 69 389

(7) Strikers as percent of
total employees [(2)/(4)] 22.6% 5.8% 6.4% 2.0%

(8) Strikers as percent of
union members [(2)/(5)] 48.1% 18.0% 12.4% 8.3%

(9) Days lost/strikers [(3)/(2)] 2.5 14.6 7.8 18.0

(10) Days lost/employee [(3(/(4)] .6 .8 .5 .4

(11) Days lost/union member [(3)/(5)] 1.2 2.6 1.0 1.5

For U.S., excludes disputes lasting less than 1 day or shift; for U.K., excludes
strikes of 1 day or of less than 10 workers, unless they involve more than 100 man-
days; for Canada and Australia, excludes strikes of less than 10 man-days.

b Mean of 1976 and 1977 figures.

Adjusted to exclude members in Ireland and other areas outside the U.K.

Source: Data on strikes and employment from International Labour Office, Yearbook of
Labour Statistics, 1982 (Geneva: ILO, 1982), Table 3A, 28A; Data on union
membership from Great Britain, Central Statistical Office, Annual Abstract
of Statistics, 1982 (London: HMSO, 1982), p.185; Labour Canada, Directory of
Labour Organisations in Canada, 1980 (Hull, Quebec: Canadian Government
Publishing Centre, 1980); David Plowman, Australian Trade Union Statistics,
unpublished working paper, Department of Industrial Relations, University of
New South Wales, no date; U.S. Bureau of Labor Statistics, press release
USDIL 81-446, September 18, 1981.
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It appears that while Australia has not eliminated strikes, it has suc-

ceeded in changing the form of those strikes which do occur. The incidence

of long, bruising strikes is reduced, at the cost of more frequent, minor

disruptions. However, the inability to improve local level industrial rela-

tions and grievance handling and the fact that fixed-term American style

guarantees of no-strike are comparatively rare is symptomatic of a problem in

the current approach to arbitration that needs correcting. In principle,

nothing prevents the parties from addressing these issues, e.g., creating

grievance processes, agreeing not to push further claims for fixed periods,

etc. But the compartmentalization of the current system acts as an inhibit-

ing force.

Arrangements such as grievance and (private) arbitration systems,

fixed-duration contracts with no-strike clauses, and other features commonly

found in U.S. labor-management agreements developed from a series of trade-

offs. What American unions want initially from an employer is recognition.

Even after winning a representation election, effective recognition does not

really occur until a contract is signed. Unions, in short, have strong moti-

vation to obtain a written agreement.

But if management is to sign an agreement, it also has certain objec-

tives. Since strikes are costly and disruptive, it wants a guarantee of fix-

ed periods of labor peace, i.e., a contract with definite duration and a no-

strike clause. In turn, if a union is to sign such a contract, it needs some

method for handling the complaints of its members that will inevitably arise

during the contract's life. It wants a dispute settling mechanism - a grie-

vance and arbitration clause - to be included in the contract. The process

is one of give and take. Something is offered in exchange for something

else.



EXTNAME: mitch/aus (R)P: 45

45

As presently practiced, the Australian arbitration system simply grants

certain claims and considers others in isolated fashion. In essence, unions

achieve recognition by establishing a recognized jurisdiction. The recogni-

tion effectively comes from the aribtration system, not the employer. Once

achieved, the union's jurisdiction is protected from encroachments of other

unions. A union so recognized can then submit claims against employers, even

employers in which it has no members. The eventual wage award will cover all

employers recognized as coming within the defined jurisdiction. There is

little incentive in this process to establish an ongoing, detailed relation-

ship between union and employer.

While compartmentalization poses a problem for improving day-to-day in-

dustrial relations, it also has implications for the overall wage-determina-

tion process. Cases which involve clear trade-off s nevertheless come before

the arbitration system as separate issues. For example, during the summer of

1983, the ACTU pursued two separate cases before the Conciliation and Arbi-

tration Commission. One case was the national wage case, the advocating of a

wage increase to follow the end of the wage pause. The other was an employ-

ment security case - filed separately and heard separately.

There is an obvious connection between these cases. First, to the ex-

tent that providing employment security imposes costs on employers, and bene-

fits to workers, the costs need to be considered in granting an overall wage

increase. Employment security can be viewed as a fringe benefit; if more is

given in fringes, less can be given in wages. Setond, and more important,

the provision of employment security is related to the form the compensation

adjustment takes.

The weekly payroll of an employer, or - for that matter - the economy as

a whole, can be expressed as the product of three variables: wages per hour

(W), hours per week (H), and the number of employees (E). Left to their own



rEXTNAME: mitch/aus (R)P: 44

46

devices, employers deal with up and down shifts in demand by varying H first

(raising or lowering overtime or possibly going to short workweeks). How-

ever, the scope for varying the payroll through H alone is limited. Typi-

cally, the next step is to vary E (new hires or layoffs). Only as a last re-

sort is W varied. This insulation of W from economic conditions poses a key

dilemma for macro-economic policy.

Adding a gain-sharing element to the wage-setting system is a way of in-

troducing variability in W. Typically, the variation is in a bonus rather

than the straight-time hourly wage, but the effect is much the same. Hence,

an obvious trade-off for less variability in E - the target of the employment

security case - is more variation in W, an issue which could be addressed in

the wage case. Isolating the two cases both limits the opportunity for com-

promise and the scope for improving macro-economic performance.

ii. Unions and Employers

Observers of the industrial relations scene in Australia generally com-

ment on two outstanding characteristics of the union movement. First, there

are many unions, given the small size of the labor force. Table 8 shows that

there were over 300 unions in Australia in 1982. Second, the rate of union-

ization is quite high, 57 percent of wage and salary earners belonged to un-

ions in 1982. One factor in this high rate is the arbitration system; the

various tribunals can give "preference awards" under which employers must

give preferance to union members in hiring. Even so, assuming that the ratio

of coverage by arbitration awards is still about 9 out of 10 wage and salary

workers, roughly a third of these employees are covered by awards initiated

by union claims, but are not themselves union members.

There seems to be a strong consensus that there are "too many" unions

and that mergers between unions should be encouraged.112 However, due to

concerns about the formation of a large, left-wing union through merger, the
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Table 8

Union Membership Data, 1891-1981

Number Number of Union Members
of Union as Percent of

Unions Members Total Employment
(OOOs) Males Females Total

Year (1) (2) (3) (4) (5)
1891 124 54.8 n.a. n.a. 4%
1901 198 97.2 n.a. n.a. 6
1911 573 364.7 n.a. n.a. 28
1921 382 703.0 58% 32% 52
1931 361 740.8 47 35 45
1941 374 1075.6 53 39 50
1951 359 1690.2 66 42 60
1961 355 1894.6 63 41 57
1971 341 2436.6 59 39 52
1981 324 2994.1 60 48 56
1982 322 3012.4 62 49 57

Source: David Plowman, Australian Trade Union Statistics,
Department of Industrial PRelations, University of
New South Wales, undated working paper; 1981 data
from Australian Bureau of Statistics, Trade Union
Statistics, Australia, December 1982, cat. no.
6323.0, June 24, 1982; D. Plowman, S. Deery, and
C. Fisher, Australian Industrial Relations (Sydney:
McGraw-Hill Book Co., 1980), p.192 (Note: Member-
ship from this last source appears to refer errone-
ously to males only for recent years.)
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process of merging was hindered by legislation enacted in 1972.113 In their

pre-election accord in early 1983, the ACTU and the Labour Party pledged to

remove this legal barrier to mergers.114

But it is not clear what the "optimum" numbers of unions should be. If

the U.S. had the same ratio of unions to members as prevails in Australia,

there would be well over 2,000 unions in the U.S. Roughly a tenth that num-

ber report to the U.S. Bureau of Labor Statistics. However, these estimates

do not count many small local independent unions, single-firm unions, and mu-

nicipal employee associations which would raise the count considerably.

Moreover, U.S. national unions are divided into locals which exercise varying

degrees of autonomy; in some industries such as construction, bargaining is

carried out at the local level. There were roughly 50,000 locals in the

U.S. in the mid 1970s.l15 Thus, it is extremely difficult to make a relative

comparison of the number of "unions" in the two countries.

In any case, the concern about union size in Australia is much more

about the structure of union representation than about numbers of unions.

Because of the workings of the arbitration system, the existing jurisdictions

and the existing union institutions are perpetuated along craft lines, since

craft unionism was the dominant mode when the system came into being at the

turn of the century. Craft unionism means that firms will often deal with

several unions in an atmosphere which breeds inter-union rivalry, competi-

tion, instability of industrial relations, and wage pressures.

For incomes policy in particular, the craft structure of unionization

poses special problems. The craft form of unionization crosses industry

lines, so that wage breakthroughs in one sector can easily spread to others.

An incomes policy built on a coordinated "hold the line" approach can easily

be imperiled by the structure of unionism.
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It is more difficult to obtain information on employer characteristics,

but it appears that there are also a large number of employer groups, mirror-

ing their union counterparts. Eighty-one employer groups were registered

with the federal arbitration authorities in 1980. At the state arbitration

level, there were 296 registered in New South Wales, 74 in Queensland, 9 in

South Australia, and 14 in Western Australia.116 (Tasmania and Victoria have

no procedure for registration.)

There are some offsets, in any case, to the large numbers of unions and

employers. At the national level, the ACTU plays a much more active role in

wage determination - by representing the union case before the Arbitration

Commission - than, say, the AFL-CIO would play in the U.S. Most union mem-

bers are in organizations affiliated with the ACTU, especially after several

important white-collar organizations joined the fold in the early 1980s. This

merger put into the ACTU one of the fastest growing segments of union member-

ship of the previous decade. Similarly, by virtue of its role in national

wage cases on behalf of employers, the Confederation of Australian Industry

plays a substantial role in wage determination which has no counterpart in

the U.S. Hence, on both sides, there is diversity at the bottom but signifi-

cant authority at the top. This authority is helpful to the operation of a

centralized incomes policy.

There is also diversity in size on both the union and employer side that

limits the number of significant "players." Forty-seven percent of unions

had memberships of less than 1,000 persons in December 1982. But only about

3 percent of all union members belonged to these organizations. At the same

time, 4 percent of the unions had memberships of over 50,000 persons, and

these contained about 45 percent of all union members."17
Data on firm size are less readily available. However, in manufactur-

ing, 48 percent of all firms had workforces of less than ten employees, but
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accounted for less than 6 percent of total employment in 1980-81. On the

other hand, less than 2 percent of manufacturing firms had over 500 employees

and accounted for almost fifty percent of manufacturing employment. In 1981,

moreover, the 20 largest employers in all sectors accounted for over 12

percent of wage and salary employment. Large firms pay higher average wages

than small and it is likely that they are "leaders" in other aspects of

personnel management and labor relations.118

iii. Politics and Industrial Relations

Politics in Australian industrial relations can have various connota-

tions. To some, it means the detailed analysis of the various - often left-

wing - factions within the trade union movement. The ideological element

within unions can lead to fascinating internecine conflict,"19 but - in re-

cent years anyway - the impact of the ideological component on ongoing indus-

trial relations has been limited. Where it occurs, it has taken such unusual

turns as "green bans" in Sydney - in which union members refused to partici-

pate in construction projects in certain historical areas, controversy over

the export of uranium, and similiar issues.120 On occasions there have been

strikes over government policy - such as a protest in 1976 regarding changes

in Medicare - often with only limited success.121

There is another meaning of politics: the interaction with the electoral

process, with government policy makers, and with government agencies. The

ACTU, and most of its constituent unions, are affiliated with the Australian

Labour Party. When the Labour Party is in office, the union movement expects

to be "consulted" and expects a favorable legislative climate. While it is

difficult to quantify, some observers believe that the Labour Government of

the early 1970s played a part in the reversal of the prior downward drift in

the unionization rate shown on Table 8.122
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The interplay between the ACTU and the government (even when the Labour

Party is not in office), and between the ACTU and the Arbitration Commission,

creates a need for a professional staff, and gives the staff significant sta-

tus.123 For example, Prime Minister Hawke rose through the staff ranks to

reach the presidency of the ACTU; at one time he held the post of ACTU advo-

cate before the Arbitration Commission. The authority of professionals in a

rank-and-file movement can create internal tensions. Nevertheless, in a

period of incomes policy there is a need for individuals who can interact

with government policy makers. It is not surprising, therefore, that union

professionals have been anxious to have a successful incomes policy under a

Labour government. This attitude helps explain the accord in 1983 - centered

on an incomes policy - between the ACTU and the Labour Party.

The position of employers in the poltical arena has certain differences,

and certain similarities, to the union position. Employer organizations are

not typically affiliated with political parties. But they have an obvious

interest in influencing legislation, having a voice in economic policy, etc.

As in the union case, the need to interact with government and with the arbi-

tration system creates a need for professional staff and elevates the impor-

tance of the major organizations. Employer representation is essential to an

incomes policy. Hence, the Labour government must "woo" the key employer

groups if it is to create a social accord.

VIII. Can There Be an Incomes Policy?

The existence of a centralized wage arbitration system has long suggest-

ed to some observers that Australia has a ready-made incomes policy, or at

least the institutions to implement one. Moreover, there appears to be sig-

nificant support for the arbitration system itself. Unions receive various

protections from the system. They do not need to worry about achieving em-
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ployer recognition. Preference awards help maintain and boost membership.

And, as long as they do not excessively expand their overaward margins, wages

are taken out of competition. Employer organizations have grown up largely

to mirror unions within the arbitration mechanism; thus, they too are depen-

dent on the system for their existence. And, of course, the functionaries

who operate the system prefer the current arrangements. Thus, it might be

supposed that if the system were used to implement an incomes policy, it

could withstand the inevitable tensions such a policy entails.

But there are two major issues which must be considered in evaluating

the prospects of a successful incomes policy. First, the system provides for

minimum awards; there is nothing illegal about a payment above the official

scale. Hence, the arbitration system is not a wage-control mechanism. And

constitutional limitations rule out wage ceilings - except during wartime -

at least at the federal level. The presence of overaward payments raises the

question of whether the arbitration system is "really" influencing wages at

all. If wages are largely determined apart from the system, then an incomes

policy which affects only official wage rates may have form rather than sub-

stance.

Second, there is the use of the principle of "comparative wage justice"

in setting arbitrated wages. This principle causes wage decisions to spread

from award to award on grounds of equity. Thus, incomes policy can be upset

if any significant group succeeds in violating the policy; once a violation

occurs there will be presssures for imitation throughout the workforce. Aus-

tralians generally assume that the demand for comparative wage justice ema-

nates from social mores which in turn are reflected in arbitration decis-

ions. In fact, it may be that these pressures emanate from the arbitration

system itself, and are transmitted into social mDres, a point which will be

taken up below.
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i. Does the Arbitration System Affect Wages?

It is always appealing for academics to be able to debunk widely-held

beliefs. The ordinary Australian believes that the arbitration process sets

wages. He or she reads in the newspapers about wage decisions and the drama

which surrounds them. What could be more enticing for an academic than to be

able to prove that all of this interplay is merely a show which produces what

the "market" would anyway?

It is true that in Australia, as elsewhere in the world, bank presidents

earn more than ditch diggers, more-educated people earn more than the less

educated, large firms pay more than small firms, and so on. In that sense,

the arbitration system does not change anything. However, it will be argued

below that Australian wage structure has been affected by the arbitration

system.

Consider, first, wage awards themselves. Do the awards look like deci-

sions that a market process would produce? Table 9 compares the dispersions

of wage-rate awards in Australia, expressed as annualized percentage rates of

change, for 15 industries with comparable data for market-produced earnings

changes in the U. S. The period covered is December 1969-December 1980. As

can be clearly seen, Australian award decisions are substantially more uni-

form than occurs in the marketplace of a country without an arbitration

mechanism. 124

It is generally thought that Australian award decisions tend to compress

the wage structure on ground of equity, a protection of the weak at the bot-

tom of the wage ladder. If "market" forces tend to work against this effect,

there is both a lesson and a question. The lesson is that the award wage de-

cisions are "opposing" the forces of the market. The question is whether the

market succeeds in completely offsetting the compression effect.

Table 10 presents detailed occupational data on award wages and over-

award premiums for workers in the metal trades. The occupations are ranked
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Table 9

Variation in Wage Change, 15 Industry Sectors,
Dec. 1969 - Dec. 1980, Australia and United States

Dec. 1969 -
Dec. 1974

(1)

Dec. 1974 -
Dec. 1980

Dec. 1969
Dec. 1980

Vari ati on i n award .04 .08 .04
wages for adult
males, Australiaf-a (.04) (.08) (.04)

Variations in yerage .16 .15 .13
earnings, U.S.- (.15) (.14) (.12)

a! Standard deviation of rate of wage adju tment divided by mean
of wage adjustment.

Note: Figure in parentheses uses simple mean of the 15 industries
as demoninator rather than mean of economy-wide adjustment.

Source: Appendix Tables A-9 and A-10.
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Table 10

Award Wages and Overaward Premiums,
Early 1982

Victoria All Australia
Award Overaward Award Overaward

Occupation Wage Premium Wage Premium
Occupation ~~~~(1) (2) (3) (4)

Process worker - female A$211.30 5.8% A$217.00 7.6%
Machinist - 3rd class 225.30 10.3 225.20 9.5
Welder - 3rd class 231.20 14.1 231.60 14.2
Process worker - male 232.30 14.4 232.10 13.7
Sheetmetal worker - 2nd class 248.40 13.5 251.90 14.0
Other - nontradesmen 252.10 22.9 241.40 17.0
Machinist - 2nd class 253.60 15.3 254.70 14.9
Welder - 2nd class 264.20 23.1 256.80 20.4
Machinist - 1st class 285.20 15.0 285.40 14.5
Sheetmetal worker - 1st class 295.30 17.9 292.00 16.5
Other tradesmen 299.80 19.1 303.40 19.6
Motor mechanic 300.80 19.4 286.10 14.8
Fitter 303.30 20.1 300.50 18.8
Toolmaker 307.80 16.3 306.80 15.6
Tradesmen's assistant 312.60 34.9 270.90 24.4
Boilermaker 322.40 24.8 305.50 20.2
Welder 343.00 29.3 313.80 22.3
Rigger 400.10 43.5 350.00 34.8

Nati onal WagesSource: Amalgamated Metal Workers and Shipwrights' Union,
and Conditions Survey, June, 1982, p.7.
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on the table by their level of award pay in the State of Victoria. While the

effect is not uniform, there is a clearcut tendency for the overaward premium

to be higher in percentage terms at higher pay levels. That is, it appears

that award wages are more compressed in distribution than the market would

provide, and overaward payments tend to offset the effect. But do they off-

set it altogether?

Because Table 10 suggests that overaward payments tend to offset award

compression, comparisons of earnings across countries are instructive. Thus,

it can be asked whether the Australian wage structure - based on actual earn-

ings rather than award rates - shows signs of compression. On Table 11 com-

parisons are made of earnings dispersion in Australia and the U.S. for eleven

industries.125 The period covered is 1969-80.

Columns (1) and (2) of Table 11 suggest that interindustry wage disper-

sion is narrower in Australia than in the U.S. Moreover, the pattern of

change over time in the two countries is instructive. Dispersion in Austral-

ia widens during the early 1970s, a period when collective bargaining was in

sway. Thereafter, when the arbitration authorities decide to catch up and

regain control, the dispersion stabilizes. It appears that when bargaining

occurs, the dispersion of interindustry wages widens - although not to U.S.

levels since the arbitration system puts a floor on the lower tier of wages.

When arbitration regains authority, the wage distribution is "fixed" at ex-

isting levels and held there. The numbers mirror the folklore of what oc-

curred; it is unlikely that this concurrence is mere coincidence.

Since industry comparisons pose risks, due to incompatibility of indus-

try definitions, it is useful to consider an alternative measure of wage dis-

persion and compression. Table 12 compares the ratio of the first quartile

of the earnings distribution to the median based on surveys of full-time

workers in Australia and the U.S. in various years. A higher ratio means a
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Tabl e 11

Changes in Wage Structure in U.S. and
Australia, 1969-1980

Dispersion-/
Based on Actual
Earni ngs, Structure
U.S. Australia

Year (1) (2)
1969 .19 .09
1970 .20 .10
1971 .21 .14
1972 .22 .14
1973 .22 .13
1974 .22 .13
1975 .21 .14
1976 .22 .14
1977 .22 .14
1978 .22 .15
1979 .22 .15
1980 .22 .16

a/ Standard deviation divided by mean for 11 industries.

Source: Calculated from data in International Labour
Office Yearbook of Labour Statistics and other
sources.
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Table 12

Distribution of Weekly Earnings of Full-Time
Workers, U.S. and Australia, 1970-81

Ratio of First Quartile of Earnings
Distribution to Median

Year

Mal es
Australia U.S.

(1) (2)

_ ^ _ s l a - Femal es
Australia U.1.

(3) (4)

1970 n.a. 75% n.a. n.a.
1975 83% 70 78% 76%
1977 82 66a/ 82 76
1979 81 67a/ 81 73a
1980 82 n.a. 80 n.a.
1981 81 n.a. 80 n.a.

a/ Refers to actual earnings.
refer to usual earnings.

Note: Quartile determined by
available data.

Previous U.S. figures

interpolation of

Source: Yearbook Australia 1982, p.162; similar
tables from 1981, 1976-77, and 1975-76 Year-
books; U.S. Bureau of Labor Statistics,
Labor Force Statistics Derived from the
Current Population Survey: A Databook,
bulletin 2096 (Washington: GPO, 1982),
Vol. I, p.728; U.S. Bureau of the Census,
Wage and Salary Data from the Income Devel-
opment Survey Program: 1979 Special Studies,
Series P-23, No. 118 (Washington: GPO, 1982),
Table 1.
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narrower gap between those on the bottom of the wage distribution and those

in the middle, i.e., compression from below. The Australian ratios are con-

sistently higher than the comparable U.S. figures. In short, it appears that

the arbitration system succeeds in compressing the wage distribution, even in

the face of overaward pay.

Obviously, many objections could be raised to those comparisons. There

are factors other than the arbitration system which might account for rela-

tive compression in Australia. And there are countries other than the U.S.

with which comparisons might be made. However, probably the most striking

piece of evidence that the arbitration system "matters" is to be found in

purely Australian data. And that is in the movements of female-to-male wage

differentials.

Columns (3) and (4) of Table 13 show, respectively, the ratio of

female-to-male wages based on minimum award wage rates and average hourly

earnings for the period 1970-1981. During the early part of this period, the

Arbitration Commission implemented its equal pay and equal value decisions.

(See above.) On the basis of minimum award wage rates, the ratio rises from

74 percent in 1970 to 94 percent in 1976, after the decisions were fully im-

plemented. On the basis of actual hourly earnings, the ratio rose from 65 to

85 percent over the same period. Since occupational structure cannot change

dramatically in the space of a few years, it must be concluded that these

dramatic changes reflected the will of the Arbitration Commission.

The first two columns of the table show that while the Commission was

pushing up female official wages relative to male, the ratio of actual to of-

ficial rates changed considerably. As has been previously noted, during the

early 1970s, arbitrated wages fell behind actual wages, a situation which the

Commission mDved to correct in 1975. These changes are reflected on Table

13. However, the table suggests that the Arbitration Commission - though it
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Table 13

Ratios of Average Hourly Earnings to Hourly Minimu,p
Wages and of Female-to-Male Earnings, 1970-81-

Ratio of Hourly Ratio of Adult Female to Adult
Earnings to Ojnimum Male Hourly Wages
Hourly Rates-
Adult Males Adult Females Minimum Rates Hourly EarningsbL

Year (1) (2) (3) (4)
1970 1.40 1.23 .74 ,651971 1.40 1.24 .75 .66
1972 1.46 1.38 .78 .74
1973 1.50 1.43 .80 .76
1974 1.55 1.44 .86 .80
1975 1.45 1.32 .92 .84
1976 1.44 1.31 .94 .85
1977 1.44 1.31 .94 .86
1978 1.43 1.33 .94 .87
1979 1.44 1.33 .93 .86
1980 1.48 1.37 .93 .86
1981 1.43 1.32 .94 .86

MNon-agricultural activities.

b/ Earnings are as of October and relate to non-managerial employees.

Source: International Labour Office, Yearbook of Labour Statistics, various
issues.
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controlled only official rates - was able to influence actual rates, even

during a period when the two drifted apart.

It appears, therefore, that those who argue that the arbitration system

does not produce wage structures different from what market forces would

otherwise produce, overstate their case.126 The system does have noticeable

effects and this has important implications for incomes policy. An arbitra-

tion system that was merely a show would be an unlikely candidate to imple-

ment a wages policy. The essence of an incomes policy, as applied in the la-

bor market, is to make wages behave in a manner different than they otherwise

would. Having the ability to affect wages is a necessary, but not suffi-

cient, condition for the Arbitration Commission to function as an incomes

policy instrument.

ii. Can the Arbitration System Impose Wage Restraint?

The evidence cited above suggests that the arbitration system can push

wages u. It can compress the wage structure by pushing up the wages of

those on the bottom, it can push up female wages relative to male, and - as

noted earlier in this chapter - it can push up youth wages relative to

adult. The key question is whether it can hold wages down. Legally, of

course, it cannot, since overaward pay is permitted. So the question is

really whether by implementing anti-inflationary policies over award wages,

it will be able to exercise a restraining influence over actual pay.

It appears that in the very short run, a decision with regard to re-

straint of award rates will affect actual rates. After the wage pause was

implemented in early 1983, the average rate of wage increase slowed marked-

ly. Ordinary-time earnings for full-time workers rose at an annual rate of

4.9 percent during the first quarter of 1983 - a period only partly affected

by the pause - down from 16.6 percent the previous year.127 But such an

impact says little about the longer-term outlook.
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The record of the late 1960s and early 1970s suggests that in the face

of significant demand pressures, wage restraint of award rates will tend to

be overwhelmed. In such an environment, the arbitration authorities will

eventually feel compelled to set their own wages more "realistically," i.e.,

closer to actual levels. However, such problems do not appear likely to re-

occur through the mid 1980s, given the government's projections of high unem-

ployment. The question is really whether some autonomous element of wage

push might enter the system - along the lines of the mid 1970s experience -

and what might be done through the Arbitration Commission to prevent it.

Without some mechanism to provide for wage restraint, the Arbitration

Commission is unlikely to want to be the central element of an incomes pol-

icy. Various approaches might be offered to create a climate of restraint.

For example, there has been some discussion in Australia of implementing a

"tax-based incomes policy" or TIP.128 Under the TIP proposal - and there are

many variants - those who exercise restraint either receive a tax subsidy of

some type, or avoid a tax penalty. In the U.S., the TIP idea received sub-

stantial attention in the 1970s and was even offered to Congress (and reject-

ed) in the form of a scheme known as "real wage insurance."129

The difficulty with TIP is its complexity in implementation. Difficult

questions arise concerning the costing of wage adjustments - which must be

done precisely if subsidies or penalties are to be handed out. The presence

of non-wage tompensation, promotions, merit increases, etc., must all be

dealt with in detail. Questions of equity arise for individuals who change

jobs, for new firms, and for individuals who receive larger (or smaller) in-

treases than the average in their unit. At first blush, it might seem that

Australia - which already has a detailed wage-setting mechanism - might adapt

its arbitration machinery to deal with such problems. However, the arbitra-
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tion tribunals are not equipped for such tasks. They are essentially courts,

not administrative and enforcement agencies.

Rather than the TIP approach, the incoming Labour government decided to

implement an incomes policy - using the Arbitration Commission as the central

wage mechanism - supported by a social tompact. It appears to be an approach

worth trying in the Australian context. By late 1982, Australia was suffer-

ing from both severe unemployment and inflation. There appeared to be sup-

port for far-reaching action in the labor movement and an attitude in the em-

ployer community ranging from acquiescence to a willingness to experiment.

Moreover, as expressed in its projections presented to participants in the

National Economic Summit Conference, government policy was not going to be

strongly stimulative; there seemed little prospect of an incomes policy

crumbling in the face of excess demand.

A social compact, of course, depends on the delivery by government of a

variety of items not directly related to wages. Most prominent of these -

from the viewpoint of the ACTU - are proposals related to taxation, social

welfare policy, and a mechanism for industrial policy. Not all of these

items may be deliverable, or deliverable in precisely the form promised. And

all will take time. A key question is the degree of labor cooperation that

will be forthcomimg in the event that elements of the package turn out to be

non-deliverable, or non-deliverable within a reasonable time frame.

iii. The Need for a Safety Valve

The economic policy for the new Labour program centered around the soc-

ial accord and incomes policy. It assumed that the accord would "work" as

planned. There appeared, however, to be little contingency planning for the

possibility that the plan would not work, i.e., that the incomes policy would

break down. In an area as uncertain as incomes policy, the consideration of

such a contingency is important and obvious.
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An incomes policy typically breaks down when a visible group succeeds in

violating the rules, i.e., receiving more than is allowed by the guidelines,

regulations, or whatever. Discussions of wage determination in Australia

typically put much weight on "comparative wage justice," a principle that in

essence means that traditional wage relationships should be preserved.130 If

great weight is put on comparative wage justice, a wage increase to one group

- even if it violates the rules of an incomes policy - justifies similar in-

creases for other groups. A minor break in the dam can quickly become a tor-

rent under such arranagements.

While it is true in Australia - as elsewhere - that notions of equal pay

for equal work, treating everyone "the same," etc. are generally supported by

public opinion and the rhetoric of the labor market, it is not clear that

such ideas are inherently more firmly rooted in the Australian social fabric

than they are in other countries. It is clear, however, that the arbitration

system reinforces such notions. Like other courts, arbitration tribunals

rely heavily on precedent. This is not simply a matter of equity in the case

of wage courts, however. Setting wages for 9 out of 10 employees in the

workforce is a big job, even in a small country. Taking a follow-the-leader

approach is a matter of administrative convenience; it cuts the effective

workload to manageable proportions.

The American experience with wage controls during World War II, the

Korean War, and the Vietnam War is instructive. As in Australia, there is a

certain amount of inherent pattern following in U.S. wage determination.

When controls were in effect, however, these patterns became enshrined - and

reinforced - in regulations. "Tandem relationships" became convenient de-

vices for grouping cases together, so that a relatively small number of peo-

ple - even in the more ambitious programs - could set wages throughout the

economy.
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Since the Australian wage-setting system reinforces notions of

comparative wage justice, it makes incomes policy particularly vulnerable to

erosion. One approach to this problem - the approach implicitly taken in the

1983 accord - is to try and ensure that no one succeeds in breaking the

rules. But this is difficult to do, particularly in a "voluntary" program

with no penalties for violations. What is needed is a "safety valve," so

that violations are less obvious and more readily "explained" by special cir-

cumstances.

The more complex the settlement, the more difficult it becomes to make

coercive comparisons. In the U.S., the growth of fringe benefits - especi-

ally benefits whose cost is not easily compared, such as defined-benefit

pension plans, health and welfare plans defined in terms of services rather

than employer costs, etc. - has helped make comparisons difficult. Fringe

benefits have been growing in Australia, but are less common than in the

U.S.131 Where they do exist, they are frequently confined to executives or

constructed in a way which makes comparison relatively easy, e.g., defined-

contribution superannuation schemes are far more common than defined-benefit

pension plans.

Creative differentiation of settlements would be helpful in prolonging

the life of incomes policy in Australia, because it blurs comparisons. There

is much that the parties could negotiate about other than wages. Job-secur-

ity guarantees will be of increasing concern to a workforce which has experi-

enced high unemployment. Quality-of-worklife arrangements have received some

attention in Australia, but comparatively little implementation. These, too,

could be added to the negotiators' menu. The fact that arbitration tribunals

have not dealt with such matters in the past does not mean that they will

veto new arrangements on which both labor and management have agreed.132



EXTNAME: mitch/aus (R)P: 59

60

Finally, it is in the interest of macro-economic policy that elements of

flexible compensation - the gain-sharing arrangements discussed earlier - be

encouraged. Gain sharing would make future deflations less painful. It can

be presented as an extension of industrial democracy, a variation of indexa-

tion, and a route to employment security. Even if an incomes policy eroded,

if it left a legacy of gain sharing, it would have made a permanent contribu-

tion toward economic stability.

IX. Looking Ahead

The issues arising from the labor market in Australia are similar to

those of most industrialized countries. Changes are occurring in the indus-

trial and occupational composition of the labor force. These changes will

place added stress on the need for innovative approaches by labor, manage-

ment, and government. An increasingly white-collar workforce can be expected

to have different priorities than have traditionally risen from the indus-

trial sector. Since the Australian labor movement has had considerable suc-

cess in recruiting members in the newer sectors of employment, these priori-

ties can be expected to be expressed both in bargaining and through the arbi-

tration system.

To the extent that the newer and younger members of the workforce have

interests in nonwage areas, such as flexible work hours and quality of work-

life, their needs can be satisfied only in a climate in which labor and man-

agement resolve conflicts at the workplace level. The issue of centraliza-

tion versus decentralization in Australia has beclouded this fact. For wage

determination, with an arbitration system in place, Australia has always had

a centralized system. It has oscillated between situations of dominance of

the national arbitration authorities to dominance of a few key wage bargains

which are subsequently endorsed and spread by the arbitration system. But
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the system has always been weak in resolving nonwage, local issues, issues

which are necessarily decentralized and not easily dealt with on an across-

the-board basis.

It has been estimated that the typical spell of employment for males

with a particular employer in Australia is about 15 years.133 This duration

is roughly comparable to the U.S. Employees do not spend their working time

in a relationship with the arbitration authorities, but with their em-

ployers. Under these circumstances there is good reason to stress improve-

ments in day-to-day industrial relations. The macro-economic need for an in-

comes policy should not be allowed to interfere with such developments.

There are certain issues which are inherently of national, rather than

local, concern. The larger issues of wage determination and inflation clear-

ly fall into this category. So do cases in which existing social welfare

policies may be influencing labor-market behavior in undesirable ways. The

economic summit conference of 1983 was an encouraging exercise in directing

the key parties' attention toward the menu of economic choices available.

Incomes policy is a key component of the national accord. But it is likely

that if cooperation succeeds in the area of wage determination, it will be

possible to reach a consensus on other social issues, too. And, conversely,

cooperation in other realms will assist in reinforcing an incomes policy.
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Table A-1

Government Employment

Civilian &gvernment
Employees-

(OOOs)

Trends, 1971-81

Civilian Government
Employees as
Percent of Total Civilian
Employees

All Female
(1) (2) (3)

1971 1,203.2 22% 20%
1975 1,436.9 25 24
1980 1,531.9 25 25
1981 1,549.3 24 25

a/ Including government enterprises.

Note: Government employment as of June; total employment
as of August.

Source: Year Book Australia, 1982, p.145, and similar
tables in earlier editions; The Labour Force,
cat. no. 6204.0, various issues.



Demographic
Group

Males
15-19
20-24
25-34
35-44
45-54
55-59
60-64
65 and over

Femal es
15-19
55-64
65 and over
Married

20-24
25-34
35-44
45-54

Other
20-24
25-34
35-44
45-54

All Groups

Note: Columns (2)

Civilian

Unemployment
Rate, Nov. 1980

(1)

Table A-2
Labor Force Trends, 1966-82

Participation Rates

1966 1974
(2) (2)

1982
(3)

t *1--~~E
4.4%

14.0
6.3
3.6
2.0
2.6
3.1
2.5
1.6

7.0
16.5
3.5
1.4
4.7
8.1
6.1
3.5
2.9

10.5
9.0
6.4
4.5
5.6

5.4%

83.9%
66.6
93.7
97.7
98.1
95.9
90.9
79.4
23.3

36.2
63.0
21.0
4.4

29.0
37.3
29.5
36.5
31.9
49.7
90.2
81.7
70.4
62.3

59.8%

81.0%
58.3
90.0
97.0
97.2
94.2
87.6
72.4
18.4

42.2
54.5
24.0
4.0
40.7
54.2
43.7
51.2
43.3
45.3
80.8
81.7
72.6
60.2

61.4%

76.6%
62.5
89.3
94.9
95.1
90.0
79.1
47.7
9.2

43.9
56.0
18.4
2.5

42.0
53.8
48.5
57.2
47.6
47.1
82.6
75.6
63.3
59.7

60.0%

- (5) refer to August of year shown.

no. 6204.0, 6203.0,

Proportion of
Labor Force
1966 1982
(4) (5)

69.4%
7.1
8.2
14.6
15.8
13.0
5.2
3.5
2.0

30.6
6.6
2.1
.5

16.0
2.0
3.8
5.2
3.6
14.6
3.1
1.4
1.0
1.3

100.0%

63.0%
5.9
8.7
16.8
13.9
10.3
4.4
2.2
.8

37.0
5.1
1.9
.3

22.4
2.2
7.0
6.9
4.4
14.6
4.4
2.6
1.2
1.1

100.0%

Source: Australian Bureau of Statistics, The Labor Force, cat.
various issues.



Table A-3

Unemployment Benefit Trends, Selected Dates

Maximum Unemployment Benefit as Percent
of Average Weekly Earnings
Married person Junior, Junior
with spouse males-' females-

(1) (2) (3)

1972-81

Maximum Benefits

Married person Single person
with spouse under 18 years

(4) (5)\ w w \ v M-1 - I

May 1981 37% 21% 23% A$111.10 A$36.00
May 1980 38 24 26 107.70 36.00
May 1977 39 31 33 78.50 36.00
Oct. 1976 37 36 37 68.50 36.00
Oct. 1974 31 33 38 45.50 26.00
Oct. 1972 26 16 18 25.00 7.50

nate

A/ Benefits refer to single persons under 18. Earnings refer to persons under 21.

Source: Year Book Australia, various editions.



Table A-4

Recipients of Unemployment Benefits
as Proportion of Total Unemployed, 1970-81

Average Weekly Number Ratio of Recipients
Number Receiving Unemployed to Unemployed
Unemployment Benefits (OOOS) (percent)

(OOOs)
(1) (2) (3)

1970 13 91 14%
1971 15 107 14
1972 29 150 19
1973 40 136 29
1974 34 162 21
1975 117 302 39
1976 192 298 64
1977 216 358 60
1978 266 402 66
1979 306 405 76
1980 306 405 76
1981 310 390 79

Source: Number unemployed from U.S. Bureau of Labor Statistics,
printout provided to author; unemployment benefit
recipients from Year Book Australia 1982, p.738.



Table A-5

Estimated Ratio of Capital-to-Labor
1966-67 to 1981-82
(1966-67 = 100)

Year
1966-67
1970-71
1974-75
1976-77
1978-79
1980-81
1981-82

Index of
Capital to Labor

100
115
131
139
131
127
127

Source: Glenn Withers, "Labor Markets
in Australia: Implications for
ASEAN-Austral i a Economic
Relations," unpublished paper
for Labour Market Behavior
Workshop, National University
of Singapore, July 30-31, 1982,
Table 10.



Table A-6

Union Structure by Size of Membership, December 1982

Number Percent Number of Percent
Number of of of Members of
Members Unions Unions (OOOs) Members

(1) (2) (3) (4)

Under 100 46 14.3% 2.5 .1%
100 - 249 38 11.8 6.1 .2
250- 499 25 7.8 9.1 .3
500 - 999 45 13.4 28.8 1.0

Total 1 - 999 154 47.2 46.5 1.5

Over 50,000 14 4.3 1,355.0 45.0

All unions 322 100.0 3,012.4 100.0

Source: Australian Bureau of Statistics, Trade Union Statistics,
Australia, December 1982, cat. No. 6323.0, June 24, 1983.



Percent of
Enterprises

(1)

Table A-7

Characteristics of Manufacturing Firms
by Size of Firm, 1980-81

Cumulative
Percent of
Enterprises

(2)

Percent of
Employees

(3)

Cumulative
Percent of
Employees

(4)

Wages and
Salaries per
Employee

(5)

Less than 10 47.6% 47.6% 5.6% 5.6% $ 8,822
10-19 23.7 71.2 6.3 11.8 10,390
20-49 16.5 87.7 9.8 21.6 11,254
50-99 5.4 93.2 7.4 29.0 11,831
100-499 5.2 98.4 21.3 50.3 12,772
500 or more 1.6 100.0 49.7 100.0 14,356

Total 100.0 100.0 100.0 100.0 12,969

Australia Bureau of Statistics, Enterprise Statistics: Details by Industry
Subdivision, Australia, 1980-81 (PreliminaryT, cat. no. 8107.0, February 21,
1983, Table 2.

Number of
Persons
Employed

Source:



Tabl e A-8

Major Australian Employers, 1981

Firm
Tel ecom
BHP
G.J. Coles
Woolworths
CRA
Australia Post
Myer
Commonwealth Bank
ACI
Bank of NSW
Dunlop Olympic
ANZ
Wormal d
SEC Vic.
TNT
GM-Hol den
CSR
Burns, Philp
Grace Bros.

James Hardie

Number of
Employees

(1)
89,992
73,834
63,000
44,500
36,200
32,746
32,000
31,179
29,500
29,000
23,907
23,778
21,507
21,226
21,122
19,838
16,100
15,800
14,500

14,500

Cumulative
Employment

(2)

307,526

461,951

573,491

654,229

Source: Australian Business, April 15, 1981,

Industry

(3)
telephone
mining, metals
retail
retail
mining
postal
retail
banking
business services, glass
banking
tires, industrial products
banking
machinery, furniture
electricity
transport
autos
sugar, mining
wholesale, retail
retail, insurance,
transport
asbestos,
construction.

pp.70-71.



Table A-9

Industrial Sector
Mining and quarrying

Engineering, Metals, Vehicles, etc.
Textiles, Clothing, and Footwear
Food, Drink, and Tobacco
Sawmilling, Furniture, etc.
Paper, Printing, etc.
Other manufacturing

Building and construction
Railway services
Road and air transport
Shipping and stevedoring
Communications
Wholesale and retail trade
Public authority, n.e.c., and

community and business services
Amusements, hotels, personal

service, etc.

Total Industries

Movements in Award Wages for
Adult Males, Dec. 1969 - Dec. 1980

Annual Rate of Change of
Award Wages, Adult Males

Dec. 1969 - Dec. 1974 - Dec. 1969
Dec. 1974 Dec. 1980 Dec. 1980

(1) (2) (3)
15.8%

14.8
13.9
15.1
15.2
13.9
15.2

15.9
15.5
15.9
16.2
15.2
15.7

15.7

15.6

15.3

10.4%

9.9
11.1
10.2
9.8
9.8
10.0

10.4
9.0
7.8

11.1
8.7
9.9

10.3

9.9

10.0

12.8%

12.1
12.3
12.4
12.2
11.6
12.3

12.9
11.9
12.4
13.4
11.6
12.5

12.3

12.5

12.4

Source: Australian Bureau of Statistics,
cat. no. 1301.0.

Yearbook Australia, various issues,



Table A-10

Movements in Average Hourly Earnings for
Selected Groups., U.S., DecJ 1969 - Dec. 1980

Annual Rate of Change of Hourly Earnings
Dec. 1969- Dec. 1974- Dec. 1969-
Dec. 1974 Dec. 1980 Dec. 1980

Industrial Sector (1) (2) (3)
Mining 8.1% 9.8% 9.0%

Primary metals (33) 8.9 9.8 9.4
Textile mill products (22) 6.3 8.4 7.4
Food and kindred products (20) 7.7 8.3 8.1
Lumber and wood products (24) 7.3 9.2 8.3
Paper and allied products (26) 9.7 7.8 8.6
Miscellaneous manufacturing (39) 6.0 7.5 6.8

Construction 7.2 6.4 6.8
Railroads (4011) 8.7 10.6 9.7
Trucking and warehousi 8 (42) 9.6 8.7 9.1
West Coast longshoring- 8.4 10.2 9.4
Communications (48) 9.4 9.5 9.5
Wholesale and retail trade b/ 6.5 7.7 7.2
City government, noneducational- 7.4 6.7 7.0
Hotels, motels, and tourist

courts (701) 7.5 9.4 8.6

All industries-/ 7.1 7.9 7.5

a! Base straight-time hourly wage for longshoremen.

Monthly earnings for full-time workers as of October.

Average hourly earnings for private nonfarm, nonsupervisory and production
workers.

Note: S.I.C. codes shown in parentheses.

Source: U.S. Bureau of Labor Statistics, Employment and Earnings, United States,
1909-78, bulletin 1312-11 (Washington: GPO, 1979); Employment and Earning
vol. 28 (March 1981), Table C-2; U.S. Bureau of the Census, Statistical
Abstract of the United States (Washington: GPO, 1972 and 1982-83), p.433
and 309, respectively; U.S. Bureau of Labor Statistics, Wage Chronology:
Pacific Maritime Association and the International Longshoremen's and
Warehousemen's Union 1934-78, bulletin 196U (washington: wFu, 19//);
Current Wage Developments, vol. 30 (September 1978), p.l.



Data for Figure 1
(Reference only; not for publication)

Days Lost in
Industrial
Disputes (lOOOs)

(1)

732.084
705.315
1079.464
1958.0
2293.7
3068.6
2010.3
2634.7
6292.5
3509.9
3799.4
1654.8
2130.8
3964.4
3320.2
4192.2
2156.1

Index of Real
Labor Cost, Sept.
(1966-III to
1973-II - 100)a/

(2)

90
91
94
99

101
106
110
115
125
126
130
131
133
132
136
138
147

Index of Real Unit
Labor Cost, Sept.
(1966-III to
1973-II - 100)a/

(3)

102
100
98
98
99

101
102
102
111
108
107
108
106
105
107
105
109

a/ These indexes have
observation - 100.

been re-based on Figure 1 so that the initial

Source: Column (1) from International Labour Office, Yearbook of
Labour Statistics, 1975 to 1981 issues; ABS catalogue no.

6321.0, 6322.0 for recent data. Columns (2) and (3) from
data supplied to author by Department of the Treasury.

Year

1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982


