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1. Introduction

TheAustralianindustryGroup (Ai Group)submitsthat a modestwageincreaseof 2%is warranted
in this@ S | AhualWageReview.Thisequatesto an increaseof about $14.40per week in the
NationalMinimum Wageand about$16.75per weekat the basetrade level.

TheAustralianeconomymovedbackinto the slowlanein the secondhalf of 2018andlookssetto
staythere for sometime. While employmenthasbeenstrongin recentyearsandis still holdingup,
decelerationis evidentin businessconditions, confidence puildingapprovalsyretail salescarsales
and most crucially, job vacancies. Companyinsolvenciesincreasedthrough late 2018 in the
construction,retail and hospitalityindustries.

Businessesre strugglingto cope with high and rising input costs,especiallyenergycosts.Also,
productivitygrowth isweaknationallyandin industrieswith mainlylow-wageemployees.

Inflation remainsweakwhich meansthat evena smallrisein the minimumwagewill deliverareal
increasein householdsperding power.

In addition, low wageemployeeshavebenefitedfrom tax changesntroducedin lasté S | fétBral
Budget.The Low and Middle Income TaxOffset hasincreaseddisposableincomesfor many low
wage earners. While the impacts vary acrosslow and middle-income groups, the increasein
disposablancomefor a personearningthe current NationalMinimum Wageof $719.20a weekis
0.63per centwhichequatesto a changein pre-tax incomeof $6 per weekwhichis nearly1%(0.83
per cent). The ExpertPanelshouldtake this into account,consistentwith previousAnnualWage
Reviewdecisionswhich haverecognisedhe relevanceof changego the broadersocialsafetynet
whendeterminingminimumwageincreases.

Thesefactorsall supportthe viewthat amodestwageincreaseof 2%would be in the bestinterests
of employeeshusinessesindthe economy.Now s not the time for riskymovementsin minimum
wages.The minimum wage increasesawardedby the ExpertPanelin the lasttwo AnnualWage
Reviews(3.3%and 3.5%respectively)were exceptionallyhigh and out of step with overallwage
movementsand economicsettings.lt is essentiakhat the increaseawardedby the Panelthis year
ismuchmore modest.

2. Ausiralian economy and incomes in 2018-19

Thefollowingtrendsin the Australianeconomycurrently supportthe provisionof a modestrisein
I dz&  N@#inimurhwagein 201819:

1. Dramaticslowingin Australianeconomicactivity and conditionsin late 2018 and continuing
into the first quarter of 2019.Asof Q12019,decelerationis evidentin businessconditions,
confidence, building approvals, retail sales, car salesand most crucially, job vacancies.
Companyinsolvenciesncreasedhrough late 2018in the construction,retail and hospitality
industries.
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2. Ongoingproblems in dealingwith high and rising input costsand especiallyenergy costs
amongmanyAustralianbusinessesConcernsare alsogrowingaboutemergingtrendsin local
activity (due to downturn in constructionindustry cycle)and globaltrade that may reduce
demand.

3. A highly variable labour market acrossAustralia, with strong jobs growth in industries
supported by publicsector spending(e.g. healthcare and public administration) and low
unemploymentratesin Melbourneand SydneyElsewhereénowever,jobsgrowth isweakand
the unemploymentrate is over 6%. The industries that predominantly employ low-wage
workers have experienced weak jobs growth through 2018 and have high rates of
underemployment.

4. Theemploymentoutlook is deterioratingasof Q12019.The ANZjob advertisementsndex
plungeda further 0.9%m/m in February2019(latestavailabledata),to be down by 4.3%p.a.
Fewerjob vacancieswill mean significantlyslower jobs growth aheadfor the remainderof
2019.

5. Structuralchangesin the Australianeconomymean that businessincome growth has not
spreadacrosshe non-miningindustriesand smallto mediumbusinesseshat predominantly
employ low-wage workers. Disparitiesin income performance between mining and non-
miningsectorsarelarge.Asof Q42018,the miningsectorwasearningaround38%of national
aggregateGOPbut it directlyemployedlessthan 2%of the nationalworkforce (albeitat very
highwages).

6. Amild accelerationn wagesgrowth through2017and 2018.Thewagepriceindex(WPl)and
other measuresare up, indicatingthe trough has passedin this current wage and inflation
cycle.

7. Weakproductivitygrowth nationallyandin industriesthat mainlyemploylow-wageworkers.

8. Weakbackgroundnflation of just 1.8%p.a. (asof Q42018).Thismeansthat evena smallrise
in the minimum wage will beat the cost of living and deliver a real increasein household
income.

9. Highlabourcostsandlower competitivenessn Australiacomparedto similarcountries.Ona
PPPbasis(which adjustsfor differencesin W LJdzNJO KJB & ®r&@st of living),! dz& NI f A |
nationalminimumwageper hour wasbehindonly Luxembourgand equalto Francein 2017.
Forfull-time workerswho are paidthe minimumwage,! dz& G Nainfmbrh p@yder yearwas
below only Luxembourgand the Netherlandsin 2017 but well aboveall other comparable
countries.

10. Arapidlyweakeningoutlookfor ! dz& (i Netohompaoglobaleconomidnfluencesin 2019.
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2.1 Economy moving back into the slow lane in 2018-19

Asof earlyMarch 2019,Australid® @&onomywasstatic or slowingacrossa rangeof keyindicators.
TheReserveBankof Australia(RBA)eft the cashrate on hold at a recordlow of 1.50%in March,
where it has been since August2016. Thew . | @acmpanyingstatement remained cautiously
positive,althoughit noted the economyhadslowedsignificantlysincemid-2018andthe risksto the
outlookwereincreasinglocallyandglobally.! dzd G Nstrohgpubl spendingorogramandexport
salesaresupportingactivity, but further progressowardinflation of 2to 3% Aikielyto be3a NI R dzl f ¢ d

TheNationalAccountseleasedn Marchby the ABSconfirmthat the economyslowedmarkedlyin

Q3and Q4 of 2018. Thisis consistentwith Ai Group'smonthly performanceindicatorsand other

dataoverthe sameperiod.! dza (i N@afoutgut@@wth (real GDP)slowedto 0.2%0q/q and 2.3%
p.a.in Q4 (table 1), whichwasthe slowestquarterly growth rate sinceQ32016(zero)(chart1).

QuarterlyGDPRgrowth fell below estimatedresidentpopulationgrowth (0.4%q/q) in Q3(0.3%q/q)

andQ4(0.2%g/q) of 2018andsoreal GDRper capitafell in both quarters.RealGDRper hourworked
(aroughproxyfor nationalproductivity)alsodeclinedby 0.2%q/q in Q4,to beupjust0.7%p.a.This
fragility in nationaloutput and productivityperformanceunderscoreshe importanceof population
growthto ! dza G Ndeadlhdgi@with mix at present. Thishasbeenthe casefor the pastdecade,
with populationgrowth averagingl.7%p.a.(0.4%q/q) since2008.

Chart 1: Real GDP growth, annual and per quarter, to Dec 2018
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Table 1: Key components of GDP, Q4 2018

seasonallyadjusted % q/q % p.a. PPRY, cogr:;r‘ll‘l:t:tmn to
Real GDP 0.2 23 0.2
Householdconsumption 0.4 2.0 0.2
Generdgovernmentconsumption 1.8 5.6 0.3
Totalinvestment -1.0 1.2 -0.2
Dwellinginvestment -3.4 25 -0.2
Privatebusinessnvestment 0.4 0.9 0.0
Newbuilding 0.1 -4.6 0.0
Newengineeringconstruction 1.0 -6.8 0.0
Newmachineryand equpment 0.2 3.9 0.0
Intellectualpropertyinvestment 1.8 7.5 0.0
Public(government)nvestment 0.3 4.7 0.0
Domestic final demand 0.3 2.5 0.3
Changen inventories na na 0.2
Exports -0.7 4.7 -0.1
Imports 0.1 1.5 0.0
Termsof trade 3.2 6.1
RealGDPper capita -0.2 0.7
RealGDPper hour worked -0.2 0.7
Real income
Realgrossdomesticincome 0.9 3.7
Realnet nationaldisposablencome 1.2 3.7
Realnet nationaldisposabléncomeper capita 0.8 2.1
Nominal GDP 1.2 5.5
Compensatiorof employeegwages& incomes) 0.9 4.3
Privateprofits - total 3.0 9.6
Privateprofits financialcorporations 1.4 6.8
Privateprofits nonfinancialcorporations 3.8 10.9

Source: ABSational AccountsDec 2018.

Onthe expenditureside, growth washeavilysupportedby governmentrecurrent spendingin Q4
(up by 1.8%q/q and5.6%p.a.)dueto growth in federaland state governmentprograms(including
the NDIS, healthcare, aged care, security and education programs). Government investment
spendingwasup more modestlyin Q4 (+0.3%g/q and4.7%yp.a.),after asizeablgumpin Q3.

Householdconsumptiongrew relatively weaklyin Q4 and over the yearto Q4, but its large size
meantthat it still contributed 0.2 percentagepointsto growth in the quarter (seetable 1, charts2
and 3). At 0.4%q/q in Q4,consumptiongrowth wasprobablyon par with growth in the estimated
residentpopulation(1.7%p.a.and 0.4%q/q), implyingzerogrowth in householdconsumptionper
personin Q4. Dwellinginvestmentand exportvolumesboth detractedfrom real growthin Q4.

Businesgnvestment grew very weakly acrossmost categoriesof spendingin Q4, with growth
evidentoverthe yearin machineryand equipmentbut not in buildings.Thesinglebright spotwas
businessspendingon WA y (i S propsriy & ¥z § a {maislycantputer software)whichrosea
further 1.8%q/q to be up 7.5%p.a.(table 1 andchart 3). Thistype of businesspendingaugurswell
for future productivity growth insidethe businesseshat are investingin digitaltechnologies.
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Onthe productionsideof the NationalAccountsthe supportfrom governmentrecurrentspending
was evident in very strong real output growth from healthcare (+2.3%q/q and 8.1%p.a. and
contributing 0.2 percentagepointsto growth) and publicadministration(+2.4%q/q and 6.1%p.a.)
in Q4 (chart4). Mining output volumeswere alsoup stronglyin Q4 (+1.2%g/q and6.7%p.a.).

Outsideof governmentsupportedservicesand mining,output weaknessvaswidespeadin Q4but
wasespeciallyweakin the non-miningindustrial sectors.Manufacturing,constructionand utilities
morethanreversedhe gainsmadein the first half of 2018,with output fallingoverthe quarterand
over the yearto Q4in eachof theseindustries. The effects of the long drought were more than
evidentin anothersharpdrop in agriculturaloutput volumes(-3.2%q/q and5.9%p.a.).

Elsewhere real output growth was extremely weak (again)in Q4 in industriesrelated to local
consumerspending,ncludingretail trade, wholesaletrade, hospitality (food and accommodation
servicesand personalservicesRetailtrade salesdatafor this period from the ABSand AiD NB dzLJQ a
PSlconfirm that local discretionaryspendingremainsextremely cautious,as householdsgrapple

with the effectsof relativelyflat incomesgrowth and more recently,fallinghomevalues.

Theeffectsof the housingmarketdownturn were evidentin Q4 in the constructionindustryitself
(output volumesdown by -1.9%q/q and 3.7%p.a.)but alsoin real estate,professionakervicesand
financialservicesln a housingmarket downturn, these serviceswould be affected by declinesin
the numberandvalueof property transactionsJoansandsales.

Chart 2: Components of real GDP growth per quarter, 2018
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Chart 3: Components of national investment, to Q4 2018
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Chart 4: Real output by industry, Q4 2018
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Theearlydata for 2019indicateanotherslowquarterof growthin Q12019.TheAi GroupAustralian
Performanceof Servicesand Constructionindexes(Australian PSI®and Australian PCI®)oth
improvedslightlyin February2019but continuedto indicate contractionacrossthe servicesand
constructionsectors(resultsabove 50 points indicate expansionwith higher resultsindicatinga
strongerexpansionn allthree indexes)More positively,AiD N2 d2edfdrinanceof Manufacturing
Index (AustralianPMI®)recoveredto 54.0 points in February,indicating expansionacrossthe
manufacturingsectorsin Q1,after a sharpdecelerationin Q3andno growth in Q42018(chart5).

Chart 5: Ai Group Australian PMI (to Feb 2019) and
ABS manufacturing value-added output (to Q4 2018)
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In combination,thesethree indexesare indicatingsharplyslower ¢ but sofar still mildly positive-
economicconditionsfor Australianbusinessedn Q12019,comparedto one yearearlier (chart6).
Thesametrend is apparentin the NABmonthly surveyof businessconditions. The NABindex of
conditions fell dramaticallyin December2018 (from 11 to 3 points, with results above zero
indicatinga Wy 518 a A sedvedaBdhasremainedbelow 10 points and well below the long-run
averagefor this indexin eachof January(7 points)and February(4 points)of 2019.Thishastaken
both the Ai Groupand NABindexesof businessconditionsfirmly backto the very weaklypositive
resultslastseenin 2015and 2016,asof Q12019.

Thesereported businesconditionsarein line with other data confirmingfurther weaknessn local
consumerspending,the residential construction cycle, businessconfidence,job vacanciesand
consumersentimentin Q1of 2019:

w Nominal retail trade salesrecoveredby just 0.1%m/m (+2.7%p.a.)in January after falling
by 0.4%m/m in DecemberNominalsaleswere flat or lower in Januaryand over the three
monthsto January2019,for householdgoods,clothingand departmentstoreretailers.

10
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New car saleshave slowed sincemid-2018. As of February2019, passengewnehiclesales
were down by 21.3%p.a.and SUVsaleswere 6.3%p.a.lower. In contrast,salesof new light
commercialvehiclegmainlyutesand smallvans)roseby 6%p.a.to Felruary 2019.

Residentiabuildingapprovalshavebeentrending lower sincereachingan all-time peakin
late 2017.Nationally,the valueof residentialbuildingapprovalsvasdown by 23.3%p.a.in
January2019 (and 37%Ilower than its all-time peakin late 2017), while the value of non-
residentialbuilding approvalswas down by 8.8%p.a. With 9.2%o0f the workforce directly
employedin constructionactivity (andmanymore employedin its supplychainandrelated
services)this cyclicaldeclinehasmajorimplicationsfor labourdemandin 2019.

NABbusinessconfidencefell a further 2 pointsto +2 index pointsin February.Thisindex
remainsvery weakly positive (abovezero) but it hasnow beendecliningthrough most of

2018 and hasbeen below its own long-run averagesince August2018. The NABbusiness
surveyindexesof employmentintentions over the next 3 monthsand 12 months passed
their recentpeakin mid-2018and are now trendinglower.

WestpaeMI consumerconfidenceindexfell by 4.8%in March 2019to 98.8pointsandback
into negativeterritory (belowzeroindicatesnet pessimism)Thiswasthe strongestmonthly
percentagedecline since September2015. All componentsof this index recordedfalls in
Marchbut the biggestshift wasin consumershearterm expectationsfor the economy.

Chart 6: Ai Group and NAB business conditions indexes, to Feb 2019
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2.2 Another disappointing year for Australian business in 2018

Australianbusinesse&xperienced2018asa year of two distinct halves.Thefirst half of the year
sawa welcomeaccelerationn businessoutput, sales,employmentand investmentin responseto
improvingglobalandlocal conditions.Thesecad half of 2018 sawsomeof the shinecomeoff as
the paceof improvementeasedandasthe globalanddomesticoutlook deteriorated(table 2).

The ABSBusinessndicatorsdata reveala growing gap between mining and non-mining industry
performancewith regard to companysales,wagesand profits growth (table 2 and chart 7). In Q4
2018,the miningindustryincreasedts nominalsalesby 22.6% ,ts companyGOPby 26.3%and its
total wagesby 7.0%p.a.In contrast,for non-miningcompanies**,aggregatesalesoseby 3.9%yp.a.,
aggregateGOProse by 2.5% p.a. and aggregatewagesrose by 3.4%p.a. In the non-mining
industries all of the annualincreasdan aggregatecompanyGORoccurredin Q1lof 2018(+3.6%/q),
with fallsin GOPFn both Q3(-0.2%q/q) and Q4 of 2018(-1.0%q/q).

Table 2: Aggregate nominal company profits, business sales and wages, Q4 2018

Nominal$ per quarter Level Growth to Q4 2018 Share Average annual growth
Seasonalladjusted $bnper qtr %0q/q %p.a. %of total 10years200918,%p.a.
Mining

Companyprofits (GOP)* 34.5 4.0 26.3 38.4 10.4
Businessales** 73.5 6.1 22.6 10.2 7.0
Businessvages** 6.1 1.1 7.0 4.4 5.8
Manufacturing

Companyprofits (GOP)* 7.8 -3.6 2.9 8.7 0.3
Businessales** 89.3 0.2 3.9 12.4 -1.2
Businesswages** 13.3 -0.8 2.9 9.5 0.0
Non-mining industries **

Companyprofits (GOP)* 55.5 -1.0 2.5 61.6 3.4
Businessales** 648.2 0.1 3.9 89.8 2.7
Businessvages** 1335 0.5 34 82.7 31

All Industries **

Companyprofits (GOP)* 90.0 0.8 105 100 4.5
Businessales** 721.7 0.7 5.5 100 3.0
Businessvages** 139.6 0.8 4.1 100 3.2

* Company gross operating profits for industries that are included inBthginess IndicatoR I G aSG® a{ St SO
are excluded from company profits before ame tax to provide a measure of underlying company profits. These items
include interest income and expenses; depreciation and amortisation; and selected items which do not involve the
production of goods and services such as net foreign exchange gases|agmins/losses arising from the sale of-non

current assets, and net unrealised gains/losses from the revaluation of current ®@mNNB y i 1 aaSGaé o

** Nominal aggregate sales and wages for businesses in all industries that are includeBusithesndicatorsdataset,

excluding healthcare and education. Source: ARSjness IndicatorBec 2018.

Thecontrastbetweenmining and manufacturingprofit performanceis especiallystark. Aggregate
nominal profits for manufacturingcompaniedell in eachof Q3and Q4 2018,unwindingall of the
modest recovery experiencedin 2017 and early 2018. As of Q4 2018, aggregate GOPin
manufacturing($7.8bn)remained23%below the A Y R dzzliitind @akin 2008 ($10.2bn).The

12
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samedata showthat nominalaggregatesdeswere up by 3.9%p.a.for the manufacturingindustry
in Q42018,but all of this risewasdueto risingprices(+5%p.a.)andnot volumes(-1.2%p.a.)

Lookingat the longerterm trends,aggregatenominal GOHor miningcompanieggrewby anaverage
of 10.4%p.a.overthe decadefrom 2009to 2018,comparedto 3.4%p.a.for non-miningcompanies
(chart 7). With inflation averaging2.1%p.a. over this ten year period, this implies averagereal

growth of just 1.3%p.a. in non-mining GOP AggregateGOPin manuacturing hasgrown by just

0.3%p.a. overthe pastdecade,implying a sizeablefall in real terms. Therapid growth of mining

incomehasseenits shareof total companyGORriseto a peakof 38%in 2018 (alsobriefly in 2008,

asprofits in other industriesfell), up from around23%in 2008and 17%in 1998 (chart7).

Chart 7: Aggregate nominal company profits (GOP),

mining and non-mining industries, 1998 to 2018
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AiD N2 dawdtaanualnationalsurveyof AustralianCEOscrossall industries(excludingagticulture
and mining)indicatesthat although2018wasa better yearfor manyAustralianbusinessest was
not the stellar year for which they had hoped. One third of CEOssaid their general business
conditionsimprovedin 2018versusone quarter who sawa deterioration, relative to the previous
year. For many businesseshigherinput costs- and especiallyhigherenergycosts- ate into their
marginsin 2018. Although 57%of CEOgeported an increasein turnover in 2018, only 41% of

businessesurveyedmprovedtheir profit marginsand39%reportingafallin marginsin 2018(chart
8).

Thiscan be at least partially explainedby a high proportion of respondentsreporting increased
inputscosts,especiallyfor energy.Market pricesfor gasandelectricityincreasedo recordhighsin
2017 ,beforeeasingslightlyin 2018.Most businessesommitto energycontractsof morethanone
year, and market price increasestake time to filter through, so many businessesmay find
themselvesegotiatingenergycontractsthat are substantiallyhigherthan their previouscontract.

13
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Risingenergyprice costsare provingdifficult to passon as price increaseso customersand are
squeezingnarginsacrossa wide rangeof industries.

Regardingemployment,37%of CEOseported employing more peoplein 2018than they had in
2017,but 20%reported fallingemploymentin their businessesgivingaWy & Iii f I of €2 BT his
Wy 86 I ig Sightly below the record high in 2017 of +23%,which also coincidedwith an
Australian record for calendar year employment growth, at 412,000 jobs added nationally.
Employmentgrowth averaged22,900per month in 2018 (up 2.3%p.a. to November).Although
weakerthan in 2017 (34,400per month and up 3.4%p.a.to Dec),2018wasstill arelativelystrong
year for jobs growth by recent Australian standards. Consistentwith weakening national
productivity performance (see section 2.10 below), labour productivity improved for fewer
businesse#n 2018thanit hadin 2017,with the Wy & Iii | of I&bSu@productivityimprovement
fallingfrom +26%in 2017to +16%in 2018(Chart9).

Chart 8: Business Performance Indicators In 2018: Performance, Investment, Pricing
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2.3 Rising business insolvencies in 2018

Thenumber of companiesenteringinsolvencyincreasedn 2018, after falling sharplyin 201617.
8,044 companiesentered insolvencyfor the first time during the 12 monthsto December2018,
whichwasthe highesttotal number sinceMarch2017.Theupwardtrend in 2018wasstrongestin
Victoriabut is alsoapparentin NSWand Qld (chart10).

Chart 10: Business insolvencies by state, 2000 to 2018
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Source: ASICable 1.2 Companies entering EXAD (external administrati®€gion summary, MONTHI'Dec 2018.

Companyinsolvencydata are currently availableon a consistentbasisacrossindustriesfrom July
2013.Theseadatashowthat insolvenciesre more prevalentin industrieswith highnumbersof small
to medium businessesand are highest in construction, retail and hospitality (food and

accommodatiorservices)chart 11). Thenumber of insolvenciesn the constructionindustryrose
to 1,436companiesn the 12 monthsto December2018,whichwasthe highestsuchnumbersine

December2017.In the hospitalityindustry,1,022companiesnteredinsolvencyin the 12 months
to December2018,whichwasthe highestsuchnumbersincethis dataseriescommenced!n retail

trade, the number of companiesentering insolvencyroseto 619 in the 12 monthsto December
2018,whichwasthe highestsuchnumbersinceOctober2016.In other industriesthat havebeen
under significantcost and salespressureshowever,the number of insolvenciescontinuedto fall

throughout2018(chart11).

AnnualABSataaboutthe performanceof Australianindustriesindicatesthat overthe three years
to June2017(latestdataavailable) 20%of all businessesan at anoperatinglossin eachyear(table
3). Thesecompaniesare not insolvent,but they are clearl not thriving. Thisindicatesa highlevel
of vulnerability (and potential insolvency)amongthesebusinessesgvenin theserelatively better
years(that is, yearswith lower numbersof companyinsolvencies)The proportion of businesses
makingalossroseoverthesethree yearsin retail, hospitality transportandadministrativeservices.
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Chart 11: Business insolvencies by industry, 2014 to 2018
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Table 3: Businesses that made a loss, selected industries, 2014 to 2017

%of businesseshat made 2014-15 2015-16 2016-17
anoperatingloss % % %
Agriculture 22.3 24.9 22.8
Mining 59.4 58.8 56.9
Manufacturing 22.4 21.4 22.9
Construction 19.0 16.7 17.5
Wholesaletrade 42.6 41.7 25.8
Retailtrade 20.8 25.3 31.6
Food& accommodation 22.6 25.0 43.7
Transport 10.6 10.5 11.7
Administrativeservices 13.9 13.0 18.2
Healthcareand socialservs 12.4 9.8 9.5
Arts & recreationservs 23.5 21.7 26.5
Personakndother servs 23.3 17.9 20.7
All industries 19.1 18.8 20.2

Source ABS81550D0002_20161Australianindustry,2016-17, releasedMay 2018.
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2.4 Auvustralian business expectations for 2019: cautious at best

Asof late 2018whenAiD N2 dahdOadCEGsurveyof businesexpectationsvasconducted general
businesonditionswere expectedto be mildly positivein 2019,but not asstrongasexpectedone
year earlier for 2018. CEO®xpect2019to be a touch slower for Australianbusinesseshan was
experiencedn 2018.Thisreflectsthe veryrecentdecelerationthat isevidentacrosdocalandglobal
indicatorsin recentmonthsplusthe increasingangeof riskson the horizon.Thismoderationin the
outlook isapparentin the economidorecastsaswell asin busines€ S | Refobidatibnsplansand
strategies.

Headinginto 2019, Ai D N2 danifua CEOsurvey revealsfewer businessleaders are feeling

optimisticabouttheir generalbusinessconditionsin 2019than wasthe caseone yearago.Indeed,

on anet balancebasis(optimistsminuspessimists)fewer CEOgxpectanimprovementin business
conditionsin 2019than in anyyear since2015. Thislargelyreflectstheir experiencesn 2018and

especiallythe secondhalf of the year.

Inthis@ S I AlGEupCEGsurveyof Busines$rospects:

() Generabusinessconditionsare expectedto be better in 2019for one third of CEOswhich
is alower proportion than had expectedan improvementfor 2018(42%)but simiar to the
proportionsof CEOsvho hadexpectedbetter businessonditionsfor 2017(33%)(chart12).

() Onequarter of CEO®xpecttheir businessconditionsto deteriorate in 2019, whichis the
highestsuchproportion since2014(35%of CEOsurveyedat the end of 2014had expected
worseconditionsfor 2015).0na ‘Het balanc&basis(optimistsminuspessimists),7%of CEOs
expectbetter conditionsin 2019,whichis the lowest suchnet balancenumbersince2015.
(chart12).

W Businessurnoveris expectedto increasefor 58%of businesse 2019,with 24%expecting
no changefrom 2018 levelsand 18%expectinga declinein salesin 2019. Althoughthe
majority of CEOxpecttheir total turnoverto growin 2019,most (72%)expect no growth
in their exportrevenue Thissuggestshat muchof the turnovergrowth will be soughtwithin
Australiandomesticmarketsrather than offshorein 2019.

W Profit marginsare expectedto grow in 46% of businessesn 2019 and fall in 24% of
businesseggivinga net balanceof +22%),suggestinghat businessesre lessoptimistic
aboutprofit marginsfor 2019than they were for 2018.

w The majority of CEOsexpectpricesto rise for both their inputs (63%of CEOsand their
outputs (52% of CEOs)On the selling side, a higher proportion of businessegplan to
implementpricerisesfor their own goodsandservicesn 2019thanin anyof the preceding
six years.Just10%of businessegplan to cut their sellingpricesin 2019, whichis a lower
proportion than had plannedto cut pricesin the pastsixyears.Thissuggests mild pickup
ininflationis likely.
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Onthe input costsside,a higherproportion of businessegxpecttheir input coststo risein
2019(63%)than in any of the previoussixyears,but there is alsoa higher proportion (6%)
who expecttheir input pricesto fall in 2019. Thisincreasein input price volatility addsan
additional layer of uncertainty to businessplanning that may not have been present
previously.

Thisconcernaboutinput pricechangeselateslargely(but not solely)to energypricing.Over
two-thirds of CEO$68%)expecttheir energyinput coststo risefurther in 2019.Thiswill be
ontop of energypriceincreaseseportedby 63%of businesses 2018.Higherenergyprices
and reliability of energysupply have becomekey risksfor Australianbusinessacrossan
increasingangeof industriesandlocations.

Employment(headcount)is expectedto increasefor 42%of businessesn 2019, with 40%
expectingno changeand 18% expectingto reduce their businessheadcaint. On a net
balancebasis,employmentexpectationsare lower than for 2018 but are higher than in
previousyears. Thissuggestsslower aggregateemploymentgrowth is likely in ! dza G NI € A |
private-sectorin 2019than wasexperiencedn 2018 or 2017,but higherthan in previous

years.

Most CEOsplan to maintain or increasetheir spendingon various types of business
investmentin 2019. A majority (57%)of CEO®xpectto spendmore on technology,while

39%also expectto spendmore on staff training, 33%expect to spendmore on physica

capital (buildings,plant and equipment)and 23%expectto spendmore on R&D.Veryfew

CEOsintend to spend less on investmentin 2019 than they did in 2018, with lower

proportionsof businesseplanningto cut backon various typesof investmentin 2019than

in the previoussixyears.Thestrongfocuson investingin technologyis a long-term trend,

with expectationsof spendingon new technologiesisingat a faster pacethan other forms

of investmentsince2013.

Chart 12: Expected Business Conditions*, 2013-2019
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Chart 13: Expected Business Performance Indicators*, 2013-2019
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Another key indicator of businessexpectationsis their capital expenditure (CAPEXnvestment
intentions.Lookingaheadto 2019and2020,the fifth estimateof annualCAPEXtentionsfor 2018
19 were higherthan estimate4 and higherthan the sameestimatefrom one yearearlier,but they
suggest fairly flat CAPEXear,comparedto 2017-18. Basedon anaverageof the realisationratios
of the pastfive years thisfifth estimateof CAPE¥or 2018 19impliesthat total CAPEMill belargely
unchangedrom the actuallevel of CAPEXne yearearlier,at $119.5bn in nominalterms. Mining
CAPEJXlikelyto fall by a further 10%p.a.but non-mining CAPEXkelyto rise by 8%(basedon five-
yearaveragerealisationratios).

Thefirst (verypreliminary)estimateof CAPEXtentionsfor 201920 suggestsnining CAPEMIll be
flat, manufacturingCAPEXouldfall, and CAPEXor all other industriescouldrise by 2.2%p.a. This
impliesa slowerrate of growth for nominalannual CAPEX 201920, for servicesndustriesandfor
total CAPEXhanis estimatedfor 201819 andwasexperiencedn 2017-18.

If it wereto eventuate,suchaslowrate of nominal CAPEX¥rowthin 2019-20would imply extremely

low (or no) growth in CAPEX real (inflation-adjusted)terms. Thiswould presenta real risk to
economicgrowth more broadly.And after manyyearsof relativelyweak CAPEX¥ ! dza ( Nibré A | Q&
mining sectors,it would also presert a new challengeto achievingbetter longterm productivity

growth, whichisrequiredin orderto boostreal output andincomesper capita.

A key reasonfor the increasinglycautious outlook among Australianbusinessesn 2019 is the

obviousdownturn in the residentialconstructioncycles(andin the housingpricingcycle). TheABS
estimatesthat the total volumeof all constructionwork donefell by 3.1%q/q and 2.6%p.a.in Q4
of 2018 (table 4). Thisincluded falls in the quarter in all types of building and engineering
constructionexceptfor non-residentialbuildingwork (includinghospitals,schools hotels, shops,
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offices,warehousesndfactories).Nonresidentialbuildingworkincreasedy 1.9%q/q to $10.7bn,
up 0.4%from one yearearlierbut still belowthe peakof $10.9bnin 2010.

Anotherdropin residentialbuildingwork hadbeenexpectedn Q4becausehe housingcyclepassed
its peakin early2018.Thevolumeof all typesof residentialbuildingwork fell in Q4,but remained
higher than one year earlier due to strong growth in the first half of 2018. So, although the

residential building cycle has definitely passedits recent peak (with W LJS holis@construction
occurringat different timesin eachstate), the volumeof residentialconstructionwork under way
remainsat relativelyhighlevels.Residentiatonstructionwork is expectedto slowfurther in 2019,
in line with recentfallsin forward indicatorssuchasresidentialbuildingand financeapprovals.

Thesharpdrop in engineeringwork in Q4 ¢ and especiallypublic sectorengineeringwork ¢ was
more surprising, given the high number of large public sector infrastructure projects being
undertakenin NSWand Victoriaat present(seechart 15). Thelargesizeandfinite nature of these
civil engineeringprojectsmeansthey canbe quite W{ dzY¥nlibe<e datafrom quarter to quarter.
Thislatestdrop might be relatedto delaysto somestagesof existingprojectsor atemporarylull in
actual constructionwork while planning,designand other pre-constructiontasksare undertaken
for new projectsthat are aboutto commence.

Lookingahead,building approvalsdata to January2019 indicatesconstructionactivity will slow

further from here, asthe residentialconstructioncycle movesfurther down from its peaksin all

states.Nationally,the value of residentialbuilding approvalswas down by 23.3%p.a. in January
2019,while the valueof non-residentialbuildingapprovalswasdown by 8.8%p.a.. Theoutlook for

non-residentialconstructionremainsmixed acrosghe states,with strongerlevelsof activitylooking
setto continuein NSWand Victoriathrough 2019but weakerelsewhere(charts16 and 17).

Table 4: Construction work done, key numbers in Q4 2018

Realvolumeof work doneper qgtr Size Growth rate Growth rate
Seasonallndjusted $mn per qgtr %changeq/q %changeyly
new houses 8,836 -3.7 2.3
new multi-unit dwellings 7,825 -3.3 1.0
alterationsand additions 2,219 -4.2 5.8
Residentiabuilding 18,881 -3.6 2.1
Nonresidential building 10,719 1.9 0.4
Building work done 29,600 -1.7 1.5
Privatesectorengineering 12,946 -1.3 9.1
Publicsectorengineering 8,547 -10.3 5.8
Engineering work done 21,493 -5.0 -7.8
All construction work done 51,092 -3.1 2.6
Privatesector 39,168 2.2 3.2
Publicsector 11,925 -6.0 -0.8

Source: ABS;onstruction work dond)ec 2018.
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Chart 14: Building work done, by state, to Q4 2018
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Chart 15: Engineering work done, by state, to Q4 2018
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2.5 Key concerns for business in 2019: energy costs, future
growth and workforce skills

In Ai D NB dzhd€thly businesssurveysand in regular discussionwith members and other
businessesa key policy concernraisedby businessn 201819 is the problem of highenergycosts
andhow to mitigate andrespondto theseessentiabusinesosts.

The ABSproducerpricesindexes(PPI)confirmthat input costscontinueto rise,on averagemore
strongly than output prices for producersof Australian goods and services.Price growth in
preliminary(+4.3%p.a.)andintermediate(3.8%p.a.)inputsagainoutpacedpricegrowth in outputs
(+2.0%p.a.)in Q4of 2018(table5). Forbusinesseselyingon imported inputs,the lower Australian
dollar in 2018 saw prices for imported preliminary products rise by 7.4% p.a. and prices for
intermediate imported products rise by 7.1%p.a. This¥ 3 NP3 (ibé@veen price risesfor final
products versuspreliminary and intermediate inputs indicatesbusinessmargin compressionin
2018,with anespeciallybigjump in input pricesfor businessesghat utiliseimported inputs.

Table 5: Producer price index (PPl) changes for all industries, Q4 2018

Seasonallpadjusted Quarterly % change Annual % change

Preliminary producer prices 04 4.3
Domestic 0.4 3.8
Imported 0.5 7.4

Intermediate producer prices 04 3.8
Domestic 0.4 3.4
Imported 0.7 7.1

Final producer prices 0.5 2.0
Domestic 0.4 1.8
Imported 0.6 4.0

Source: ABBPIDec 2018

Formanufacturersthe gapbetweeninput priceincreasesandoutput (sellingprices)priceincreases
wasespeciallylargein Q4 2018, probably reflectingtheir relatively high shareof imported inputs.
Overthe yearto Q4 2018, manufacturinginput pricesrose by 6.2%p.a.,with pricesfor imported
inputs up by 9.7%p.a. In contrast,averageoutput priceswere up by 5.4%p.a. Thiswasdueto a
combinationof alower Australiandollarduring2018and pricerisesfor keycommoditiesutilisedas
inputs by many manufacturers.The drought appearsto have pushedup input pricesfor some
agriculturalinputs also.In the caseof gasand electricity, the latest round of price increasesame
on top of mountingcostsoverthe pastdecade.

Asof Q42018,input pricesfor electricityfor manufacturingousinessesvere 84%higherthan they

hadbeenin 2010,while gasinput priceswere 48%higherthantheyhad beenin 2010.Thiscompares
to price increasedor all manufacturinginputs of 21%over the sameperiod, and price risesfor

manufacturingoutputs (i.e. their sellingprices)of 19%over the sameperiod. Thisdemonstratesa

substantialdegree of margin compressiondue to rising energyinput costs, for manufacturing
businesse®peratingacrossAustralia(chart18).
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Chart 18: electricity and gas input price indexes for manufacturing,

cumulative change from 2010 to 2018
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When askedwhich factorswould provide the biggestinhibitors to businessn 2019,31%of CEOs
identified a Yackof customerdemarR &stheir mostsignificantconstraint,down from 45%o0f CEOs
who said the samefor 2018 (and down from most previousyears, since 2013). Labourmarket
concerndeature prominentlyfor businesse 2019.Thesecondmostpressingconcernfor CEO$s
skillshortageswith 21%o0f businessesiominatingthis astheir top concern. Thisis up from 17%of
leadersthat identified skill shortagesasan impedimentfor 2018andtriple the proportionin 2017
(7%).Afurther 7%of CEOsaidthe flexibility of industrialrelationsis their top concernin 2019,up
from 4%in 2018 (chart19).

In responseto these challenges30%of CEOglan to concentrateon improving salesof current
productsand servicesto their customersin 2019, down from 34%who rankedthis astheir top
planningpriority in 2018.Around23%of CEOsvill focuson introducingnew productsto the market

in 2019 down from 40%in 2018 and 33%in 2017. Thisswitch in focusfrom Wy Std @S EA & G A y -
products and servicessuggestghat those who introduced new products and servicesin recent

yearswill now progressrom the developmentphaseto focuson consolidatingheir markets(chart

20).

In terms of investment priorities, in 2019 half of businesseq49%)plan to concentrate their
investment spendingon either staff training & developmentor information & communication
technologiegchart 21). When askedwhat their highestpriorities were for businessinvestment
spendingn 2019,just overa quarter (26%)of CEOstatedthat improvingemployeecapabilitywas
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their focus for investment. This reflects the very high priority that the majority of Australian
businessegplaceon their workforce,their skillsdevelopmentandtheir productivityimprovement.

Just under a quarter (23%) of respondents said their first priority was information and
communicationtechnologies(ICT).These two factorsare likely linked asthe introduction of new
technologygenerallynecessitatesn upgradeof employeeskills.Thethird mostimportant areafor
investmentspendingfor AustralianCEQOSs new equipmentwith 19%of respondentsplanningto
prioritise this areaof investmentin 2019.Researcl& developmentandphysicakapitalexpenditure
were eachimportant to 11%of CEOseporting on their investmentintentions, while just five per
centof businesseglanto focuson newtechnologiesother than ICT.

Chart 19: Expected Inhibitors To Business Growth*, 2013 To 2019
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Chart 20: Top Strategies for Business Growth, 2013 To 2019
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Chart 21: Investment Priorities for Business*, 2019
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2.6 Australian labour market is highly variable in 2018-19

I dza (i Nabéuinhaet has performed remarkablywell in recentyears,at a national headline
level, with relatively strong employmentgrowth, falling unemploymentand rising participation

throughout 2018 (table 6). In January2019 (latest data availableat the time of finalizing this

submission)total employmentincreasedy 24,900(+0.2%m/m) in the month and295,500(+2.4%
p.a.)overthe yearto January2019.Growthin full-time work (2.6%p.a.)is trackingmore strongly
than part-time work (+2.0%)at present,althoughthe monthly full-time jobs growth has slowed
(from 30,000per month in Augustand September2018to 16,800in January2019).Asaresult,the

shareof work that is part-time work hasfallen to 31.5%o0f the workforce, from a recent high of

31.8%in May 2018andarecordhighof 31.9%in early2017.

Thenationallabourforce participationrate reachedan historicalhigh of 65.7%in January(trend).
During2018,femalelabour force participationhasheld relatively steadyat a very high rate, while
male labour force participation hasrisenfrom 70.4%in February2017to 71.0%in January2019
(chart22). Thissuggestghat in a climate of relatively high (but variabk) labour demand,current
wageratesare sufficientto attract manymore peopleinto activeparticipationin the labourmarket.

As of January2019, the national unemploymentrate had fallen to 5.1%(trend), which was the
lowestrate sinceearly2012(chart 23). Despitestronggrowth in the adult population(+1.7%p.a.)
andin the labourforce (+1.9%p.a.),the numberof unemployedpeoplefell by 5.7%over the year
to Januaryto 680,000people nationally (trend).Thenational underemploymentrate fell to 8.3%
(trend),whichwasthe lowestrate sincemid-2014but is still relativelyelevatedcomparedto longer
term history(chart23).
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Table 6: Key labour market numbers, January 2019 (frend)

Number Change per month Change per year
Ynnn| Yannn ' %m/m Ynpa % p.a.
Total employed persons 12,748 24.9 0.2 295.5 2.4
full-time (35+ hours p.w.) 8,737 16.8 0.2 218.6 2.6
part-time (under 35 hours p.w.) 4,010 8.1 0.2 76.8 2.0
Aggregate hours worked 1,763,168 1,567.9 0.1 26,205.7 1.6
Labour force 13,428 26.8 0.2 253.8 1.9
Adult civilian population 20,428 38.4 0.2 342.8 1.7
Number Change from one year agc
Ynnn % of labour force Percentage point change
Unemployment 680.1 51 -0.4
looking for fulitime work 460.1 3.4 -7.8
looking for parttime work only 220.0 1.6 -1.2
Underemployment 1,109.3 8.3 -0.3
Underutilisation 1,789.3 13.3 -0.7
% of adult population Percentage point change
Participation rate 65.7 0.1
Employment to population ratio 62.3 0.4

Source ABS| abourforce Australig Jan2019.

Chart 22: Labour force participation rates, by sex, to Jan 2019 (trend)
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Chart 23: unemployment, underemployment and underutilization rates,
to Jan 2019 (tfrend)
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Beneath these headlines however, considerablevariation is apparent across industries and
locations. In particular, the labour market appearsto be relatively tight in some locations -
particularly parts of Melbourne and Sydney and in someindustries- particularlyhigher skilland
higherwagepocketssuchascivilengineeringandadvancednanufacturingThesearethe locations,
industriesandoccupationghat Ai Groupis seeingisingreportsof skillshortageandwagepressure.

Thelabourmarketappearsto be significantlylesstight at presentin the predominantlylow-wage,
low-skill serviceindustriessuchasretail trade, hospitality (food and accommodatiorservices)arts
andrecreationandpersonalservicesThesehadrelativelyhighratesof underemploymenandweak
jobs growth during 2018 (seerows highlightedin red in table 7). Thelabour market weaknessn
these industries reflects the ongoing weaknessin aggregateconsumer spending,as well as
structuralchangesarisingfrom new servicedeliverypreferencestechnologiesand new goodsand
serviceghat aredisruptingtraditional W 6 Nan@Y] 21NJbuisiNd3sescrossheseindustries.Other
industrieswith weakemploymentgrowth in 2018includedtransport and administrativeservices
Thesendustriesalsoemployrelativelyhighernumbersof low-skilland low-wageworkers.

Therelativelyhighratesof underemploymentn theseindustriesis significant,becausat indicates
a higher degree of spare labour capacity at the lower wage and skill levels. The national
underemploymentate appeardo be verycloselycorrelatedto movementsin the averagewvageat
present.Indeed,it maybe havinga strongereffect on averagewagemovementsthan haverecent
unemploymentor underutilizationrates (charts24 and 25). Recentrendsin underemploymentre
examinedin more detailin the C 2 / RedearciReport2/2019Insightsinto underemployment.
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Table 7: Key labour force numbers, by indusiry, Nov 2018

Employment Average hours | Part-time Under-
Employment Level change p.a. per worker workers employment
Tr.er.1dand (trend) (trend) (original) (original) ratio (original)
originaldata
%of hoursper %of

'000people total '000 % week industry %of industry
Agriculture 327 2.6 1 0.4 41.5 25.6 5.6
Mining 256 2.0 36 16.4 43.9 3.6 1.2
Manufacturing 966 7.6 74 8.3 36.5 15.8 51
Utilities 153 1.2 9 6.4 36.9 11.1 2.4
Construction 1,167 9.2 -6 -0.5 37.9 14.5 5.8
2 Q& Tr&dé 382 3.0 14 3.8 36.1 17.8 3.7
RetailTrade 1,272 10.0 -24 -1.8 27.7 51.6 17.0
Hosptality. 900 7.1 9 1.0 26.6 60.3 21.3
J&:E’g&gﬂg 649 5.1 4 0.6 36.7 215 5.8
IT& Telecomms 227 1.8 6 2.8 34.7 24.3 7.1
Finance& Ins. 449 3.5 24 5.6 34.8 17.5 2.8
RealEstate 218 1.7 4 2.1 36.5 23.6 4.3
Professions 1,082 8.5 61 6.0 34.8 24.1 5.3
Admin.services 407 3.2 2 0.6 30.1 39.8 115
PublicAdmin. 838 6.6 106 14.5 33.2 17.2 3.7
Education 1,035 8.2 12 1.2 314 38.5 9.7
Health 1,685 13.3 12 0.7 29.5 44.0 10.2
Arts & Recreation 244 1.9 -4 -1.5 28.7 48.0 17.6
PersonalServices 485 3.8 -13 2.5 33.2 31.0 9.0
All Industries 12,686 100 263 2.1 33.0 31.5 8.9

Source ABS| abourforce Australig Detailedquarterly, Nov2018.

Chart 24: underemployment rate
and WPI (frend)
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Thelatestlabourmarketdataare alsoindicatingconsiderablevariationin labourmarketconditions
aroundthe country. Acrossthe states,the largestemploymentincreasesn Januarywere in NSW
(+11,20Qpersons)Victoria(+10,300and Queensland+3,500) Theother three statesshedjobsin

January2019 (trend) while the two territories manageda smallrate jobs growth in the month of

Januanput still hadfeweremployedpeoplethanoneyearearlier(trend, table 8). Thisgapbetween
strongjobs growth in NSWand Victoriabut weak elsewherewidenedthrough late 2018, whether

measuredn terms of total numbersof jobsaddedor employmentgrowth rates(chart26).

Unemploymentrates are showinga growinggapacrossstates, with verylow ratesin NSW(4.1%),
Victoria(4.5%)andthe ACT(3.5%)asof January2019but all other statesremainingat or above6%
(table 8 and chart 27). Tasmaniastands out as having especiallyhigh part-time work and
underemploymentratesplus a lower participationrate comparedto other statesin 2019.

Thesedifferencesin labour market conditions acrossstates reflect reports to Ai Group of skill
shortagesat present. Thesereports are increasingbut they remain concentratedin only some
locationsand someindustries(e.g.in advancedmanufacturingand heavyconstructionin parts of
Melbourneand Sydney).

Table 8: Key labour market numbers by state, January 2019 (trend)

Part time Under-
Employment growth workers Unemployment employment Participation
Trend '000m/m  '000yly %p.a. % rate % rate % (orig) rate %
NSW 11.2 133.9 34 30.9 4.1 7.7 65.1
VIC 10.3 118.8 3.7 32.0 4.5 8.2 65.9
Qld 3.5 27.8 11 30.8 6.1 8.8 65.6
SA -0.2 7.0 0.8 34.6 6.0 9.1 62.8
WA -1.7 5.6 0.4 31.0 6.6 9.2 68.5
Tas -0.3 -1.4 -0.6 37.9 6.2 9.6 60.1
NT 1.0 -2.5 -1.8 20.9 5.0 5.0 74.8
ACT 0.4 -2.3 -1.0 28.8 3.5 6.3 69.6
Australia 36.1 297.3 24 31.5 5.1 8.3 65.7

Source: ABS, Labour force Australia, Jan 2019.
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Chart 26: Employment growth rates by state, 2015-2019 (frend)
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Chart 27: Unemployment rates by state, 2015-19 (frend)
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Lookingahead the NABquarterlybusinessurveyindexesof employmentintentions3 monthsand
12 months aheadboth peakedin mid to late 2018 and are now trending lower. Of even greater
concernto the employmentoutlook, the ANZjob advertisementsndexplungedat the end of 2018.
Thenumberof job vacancyadvertisementgell afurther 0.9%m/m in February2019(latestavailable
data),to be down 4.3%p.a. Thiswasthe fourth monthly declinein a row and the largestannual
declinesince2014. Thisindicatesslower labour demandduring 2019. ANZeconomistsconclude
2019will seea stableunemploymentate & |60S Awitlé anincreasingiskof risingunemployment.
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2.7 National income trends remain uneven across industries

Asnoted in section2.1 above,nominal national aggregatencomeincreasedacrossall of the key
categoriesof total factorincomein Q42018:

1 Nominalaggregatecompensationof employees(wagesand incomes)grew by 0.9%q/g and
4.3%p.a.

1 Nominal aggregate private profits for financial corporations (banks, pension funds,
supeannuationfundsetc) grewby 1.4%aq/q and6.8%p.a.

1 Nominalaggregateprivate profits for non-financialcorporations(companiesother than banks,
pensionfunds,superannuatiorfundsetc) grewby 3.8%p.aand 10.9%p.a.

1 Realaggregatenet nationaldisposdle incomegrewby 1.2%q/q and 3.7%p.a.
1 Realaggregatenet nationaldisposablancomeper capitagrewby 0.8%q/q and2.1%p.a.

Thisgrowth in incomesacrosswagesand profits occurreddespitedropsin Q3and Q42018in real
GDRPRper capita(-0.2%q/q and+0.7%p.a.)andreal GDPper hourworked(-0.2%q/g and+0.7%p.a.).

Chart 28: Nominal total factor income, % shares, 1960 to 2018
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Growthin all categoriesof nominalincomemeantthat the sharesof total factorincomeearnedby

(or accruingto) variouscategoriesremainedbroadly stable,with a slight uptick in the aggregate

income earned by non-financialcorporations(chart 28). Thisreflected growth in companyGross
OperatingProfits (GOPa different but related ABSmeasureof companyprofits) of 26.3% p.a. for

mining industry companies and 2.5% p.a. formoiming industry companies. This performance gap

is significant because it is typical of industry experiences over the past decade and because it has a
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direct bearing on income shares across the economy, at a national aggregate level. Mining industry
profits are of a sufficient size (38% of all GOP earned in Q4 2018) to affect these measured income
shares, all on their own. The relationship between mining gany GOP and private sector ron
financial corporations share of total factor income is not precise (because GOP is not identical to
total factor income and because income from other industries also fluctuates), but it is close enough
to demonstrate the redvance of mining industry performance to national income shares (@®art

Chart 29: Nominal total factor income share of non-financial corporations, and

mining industry gross operating profits (GOP), 2000 to 2018
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In the longer term, the rise (and role) in the shares of total factor income derived from (or accruing
G20 FAYFYOALf O2N1IRNIiA2ya FtyR WRgSttAy3aa 24
categories of income do nottfneatly into the traditional dichotomy between company profits v

wage income; financial corporations income includes the returns earned on our (massively growing)
LI2G 2F ylLaA2ylFt adzZISNY yydzr GA2Yy TFdzy Ra dowreddK | N.
0e LISNER2yaQ AyOfdzZRSa GKS NBIFf FyR AYLziSR NBYy
of these categories of income have been rising slowly but steadily over time, in size and in
importance to aggregate household incomes. Much of themne from these categories accrues to
households that are no longer working, but many working households also derive some of their
income from one or both sources. Together, these two categories accounted for 14.8% of total
factor income in 2018, up from annd 10% prior to the last recession in 1991.

wSaSIkNOK O2yRdzZOGSR o0& aidlFFfFF 2F (GKS 5SLI NIYSy
FNRY RgSEtfAYyaaQ 6L dza GKS STFFSOGa 2F RSLINBOAL
national nhcome shares, since much of it is imputed, and because none of it accrues to companies
in the form of profits. They conclude that when these items are excluded from total factor income,
the strong (but volatile) performance in the mining industry accouiots most of the recent
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fluctuations observed in shares of total factor income accrued by wage and salary earners compared
with other categories of incomeé:

G. 20K Ay 1dzZa0NITAF YR 2@8SNBRSIaz O2yOSN¥ya KI @8
has increased at the expense of the wage (labour) share, or equivalently, that employees have been
f STO 2dzi 2F GKS o0SySFTAGA 2F LINRPRAzOGAGAGE 3INBg

Some recent research, however, has questioned this narraé@ifidgman (2014) and Rognlie (2015)

argued that the apparent shift in favour of profits has been exaggerated by the rising importance of
depreciation and housing in modern economies, and by beginning the analysis in the 1970s when
the wage share was at afi-ime high. While increases in depreciation and imputed housing income

will tend to reduce measured wage shares, they do not represent a true shift of income from
employees to employers. Depreciation is not counted as profit or income at a corporatdiadual

level, while housing is oftenowne&r OO dzLJA SR A da WAy O02YSQ Aa I NHST
case is a separate issue from the labour market. Therefore, wage shares should be calculated net of
depreciation, and excluding housing.

X  thig'paper, we estimate adjusted wage shares for Australia for (financial years ending in) 1960
2016, based on the methods of Rognlie and PZ, with some alterations to deal with Australian data
issues. We use three different methods to adjust for-sefip?2 &€ YSYy i 6 WYAESRQ 2NJ c
business) income: allocating 75% to wages (following PZ), allocating 50% to wages, and excluding the
farm sector. In all three cases, net of depreciation and housing, the wage share in Australia was
around its historical werage at the end of our period. We further estimate wage shares for the
business and private sectors, with similar results, using data for general government and public
sector wages where available, and proxylng with general government consumptlon befodate.

hdzNJ 2SN £t O2yOf dzaA2y A& NRBoOdzad G2 GKSAS FfGS

Profitrates,ratiosandwageratioswithin industriescanhelpto illustrate broadincomedistribution
trendsthat affectthe individualsandhouseholdghat work in thoseindudries. With regardto profit
margins,ABSdata indicateno clearpattern of changein profit margins(that is, the ratio between
aggregatenominal salesand company gross operating profits, GOP)acrossany of the major
industriesthat are includedin the Businesdndicatorsdatasetfrom 2000to 2018 Someindustries
experienceda suddenmovement (up or down) in marginsin 2008 or 2009 that appearto be
associatedwith the suddendisruptionsof the GFC.The mining industry generallyhas a higher
marginthan other industries(reflectingits extremelyhighcapitalintensity),but it fluctuatesgreatly.
Artsandrecreationservicesalsohasa highermargin,possiblydueto highgamblingsectormargins
(charts30and 31 andtable 9).

With regard to wage ratios (that is the ratio between aggregatenominal salesand aggregate
nominalwages)someindustriesdisplayvolatility (e.g.miningandhospitality)but no cleartrend up
ordownovertime. Theaggregatesaleso wagesratio appeardo havefallenveryslowlyover along
periodin the retail trade industry,whichmight reflect changedo capitalintensityin this sector.

1 DeclanTrottandLeoVancea ! R 2 ditie AustyaBhnwagesharefor depreciation housing,and other factors, 1960
H n mRepartmentof Jobsand SmallBusines$taffDiscussiofPaperSeries7/03/2018.
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Chart 30: Industry profit margins* by industry, 2000 to 2018

o
@
=3

" 1 —Mining —Manufacturing Construction
]
:Tg —IT, telecomms & media— Transport —Professional services
2 5050 4
53
5%
2% 040
wWT
g g
&2
@8 0.30
=]
Zs
o
2 0.20 |
T
|

010 Bommmt AN

e | a7
0.00

02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19

0.30 4

e
[

(original unadjusted data)

e
o

Ratio of gross operating profits to sales

0.05 4

0.00

—Admin services —Wholesale trade

—Hospitality
~—Retail trade

~—Arts & recreation

02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19

* aggregate nominal company GOP to aggregate nominal sales. Sourd@u#iB&s Indicatorsto Dec 2018.

Chart 31: Industry wage ratios* by industry, 2002 to 2018
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Table 9: Business profit margins and wage ratios, selected industries, 2014 to 2017

Profit margin, % Wages and salaries to sales ratio, %
% 2014-15 2015-16 2016-17 2014-15 2015-16 2016-17
Mining 7.6 3.8 15.7 12.4 13.3 10.8
Manufacturing 5.5 7.0 6.8 14.8 14.8 15.0
Construction 9.7 10.2 9.7 16.2 16.4 16.2
Wholesaletrade 2.7 3.1 3.4 7.4 7.7 7.6
Retailtrade 4.8 4.3 4.6 10.6 10.5 10.5
Food& accommodation 8.2 7.9 6.9 25.4 25.9 25.9
Transport 11.7 10.2 9.2 21.7 21.8 21.7
Administrativeservices 8.7 8.4 7.7 50.3 49.9 49.4
Healthcareg(private) 27.7 26.9 25.3 54.0 54.3 55.0
Arts & recreationservs 13.3 12.1 12.8 20.6 20.9 21.4
Personabndother servs 131 13.4 13.8 31.7 33.6 33.3
All industries 10.6 10.8 11.6 17.8 18.1 17.8

Source ABS81550D0002_20161Australianindustry,201617, releasedMay 2018.
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2.8 Wage rates accelerating mildly in 2018-19

A bigger,strongerlabour marketin early 2018 supporteda further lift in wagerates, albeit very
mildly and with a time lag. In the Decemberquarter of 2018 (Q4),the national wage price index
excludingbonuses(WPI)rose by 0.5%q/g and 2.3%p.a. Thiswas unchangedfrom Q3 in annual
terms but a weakerquarterly rise than in Q3 (0.6%q/q seasonallyadjusted),which had included
this@ S I middumwageincreaseof 3.5%from 1 July2018.Annualgrowth in private sectorWH
acceleratednildly to 2.3%p.a.in Q4,up from 2.1%p.a.in Q3andarecentlow of 1.8%p.a.in 2016
and2017.A separatemeasureof wagegrowth, averageweeklyearningsof ordinarytime full-time
adultemployeedAWOTE&Isoroseby 2.3%p.a.,for the yearto November2018.

Twokeymeasuref wagegrowth havebeenreleasedn 2019to date, both of whichindicatethat
averagenationalwagegrowth is acceleratingvery mildly but remainsrelatively subdued.TheABS
WagePricelndex(WPI)grew by 0.5%q/q in the Decembemruarter (Q4)of 2018following growth
of 0.6%q/q in Q32018,which had includedthe effectsof last@ S | Middum wagerise of 3.5%
from 1 July.Theannualrate of growth in the WPIheld steadyat 2.3%p.a.in Q42018(chart32).

Annualgrowth in private sectorWPlacceleratedmildly to 0.6%q/q and 2.3%p.a.in Q4,up from
0.5%qg/gqand 2.1%p.a.in Q3,andarecentlow of 1.8%p.a.in 2016and 2017.Thiswasthe fastest
rate of annualgrowth in private sectorWPIsinceQ4 2014.Growthin private sectorWPlhasbeen
acceleratingmildly since2017.Thismaybe due to severalfactorsincludinga mildly tighter labour
market in someindustries(lower unemploymentand underemploymentrates)and the effects of
two relativelylargerisesin the statutory minimumwagein 2017and2018(chart32).

Publicsectorwagesgrewby 0.6%q/q and 2.5%p.a.in Q42018and havebeenstrongerthan wage
increasesn the private sectorsince2014,althoughthe gapappearso be narrowing(seechart 32).

Wagerises in new EnterpriseAgreements(EAs)continueto track higherthan WPIwage growth,
dueto the conditionssurroundingsomeof the larger EAsand the industriesin whichthey apply.
EAsare more prevalentin the public sectorand in higherwage sectorssuch as manufacturing,
construction healthcareand educationthan in lower-wageindustries.

With headlineand coreinflation at just 1.8%p.a.in Q4 2018,theselatestwagesdata confirmthat
in real terms, averagewagesare growing acrossmost industries.In Q4 2018, only the IT and
telecommunicationsndustryexperiencedaveragewagegrowth lower than current CPI(chart 33).

In the industrieswhich employ large numbersof low-wage workers (e.g. retail, hospitality and
administrativeservices)private-sectorwagepriceindexesindicatewageratesacceleratedn 2018
and are now firmly pasttheir troughsin this pricing cycle(chart 34). Wagegrowth ratesin these
low-wageindustries(at 2.0%to 2.3%p.a.in Q42018)continueto lagbehindthe growth ratesthat
areimplied by the minimumwagerisesof the pasttwo years(3.3%and 3.5%p.a.).
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Chart 32: CPI, WPI, EA and minimum wage measures, 2007 to 2018
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Chart 33: Private sector wage price index changes, Q4 2018
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Chart 34: Private sector WPl changes, selected ‘low-wage’ industries, 2007 to 2018
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In nominaldollar terms, the ABSestimatesthat nominal Fulltime AverageWeeklyOrdinaryTime
Earninggor full-time workers(AWOTEincreasedo $1,605.50n November2018,up by 1.3%over
the previoussixmonthsandby 2.3%overthe previousyear. Theannualrate of growth wasslower
than sixmonthsearlier (+2.7%p.a.overthe yearto May 2018).

Nominal AWOTErose in most industries over the year to November 2018. AWOTEfell in
construction (-3.3%p.a.) and healthcare( -0.8%p.a.) and was stable in utilities (chart 35). On
average private sectoremployees in mining remain the highestpaid workers, eventhough their
averagepayriseshaveflattened sincethe recentminingboom (chart 35).

Chart 35: Nominal full-time AWOTE by industry, to Nov 2018
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2.9 Australian inflation remains extremely weak in 2018-19

Theheadlineconsumerpriceindex(CPIslowedto 1.8%p.a.in Q4of 2018.Thiswasdespiteinflation
in the quarter pickingup slightlyto 0.5%q/q in Q4,from 0.4%q/q in Q3 of 2018.HeadlineCPlhas
onlyexceeded.0%p.a.twice temporarilysince2014(2.1%p.a.in Q12017and2.2%p.a.Q22018).

Whenvolatileitemssuchasfreshfood (affectedby drought)andpetrol (affectedby globaloil prices
andthe dollar)areexcludedjnflation remainedevenweakeroverthe year,at just1.6%p.a.forW/ t L

ex@2 f | THistk SB2CE db niedstiréha@not exceeded?.0%sinceQ42015.Underlyingor WO 2 NB Q

inflation (thew . ! pfeferred method of excludingthe temporaryeffectsof overlyvolatile pricing)
camein at 0.4%q/q and 1.8%p.a.in Q4.1t remainswell below the RBAtarget band of 2-3%over
the cycleCoreinflation hasbeenbelow 2.0%sinceQ4 of 2015(chart36).

TheABSW S Y LIt ligirg &&A ¥ Rdedel@ratedio 1.9%p.a.in Q42018.Thisindexhasgrown by
2.0%p.a.or lessin everyquarterexceptQ22018(2.3%p.a.)sinceQ2of 2014.

Inflationin Q4 of 2018wasaffectedby:

w Drought: Pricesspikedfor variousfresh foods in Q3 and Q4 but these are expectedto be
temporary.Theseprice spikeshaveprobably prompted product substitutionby consumersas
they seekcheaperalternatives(swappingbetweenfruits or vegetables)Althoughfreshfood
inflation strengthenedin Q3and Q4,it remainslow on an annualisedasis.

w Government:strongerprice rises(agan) in Q4for W3 2 @ S NJYRYYSAYWUA Beih$S(iNS iR Q
federal or state governmentscan influencetheir price) suchastobacco,electricity, gasand
childcare Althoughgaspricesfell from recentpeaksin Q4they remain3.2%higherthan ayear
earlier.Redail electricitypricesincreasedy afurther 0.9%q/q in Q4.Childcarepricesincreased
by 1.4%q/q in Q4 but remained8.3%lower than one yearearlierdue to price cutsrelatedto
changedo childcaresubsidyarrangementsarlierin 2018.

w Dollar: the lower Australiandollar during 2018 is pushingprices higher for some types of
tradable goodsand servicessuchastravel and householdequipment(e.g.televisions).These
priceshad more often fallenin previousperiods(chart2). Takingthe edgeoff thesepricerises
for sometradeablegoods,the retail petrol price fell by 2.5%in Q4. 1t remained6.7%higher
than oneyearearlierhowever,dueto big priceincreasesn early2018.

w Housingmarket cycle Residentialproperty pricesare not directly includedin the CPI(since
purchasinga residenceis an assetpurchaseand not a consumeritem), but the effect of
deceleratinghousepricesis evidentin the CPlindexesfor ¥ N5 ghd W¥yQ$iellingpurchases
by owner-2 O O dzL#ihisH\slwedto 0.5%p.a. and 1.8% p.a. respectivelyin Q4 2018, their
slowestin two years.Rentshavebeenrisingby lessthan 1.0%p.a.sinceQ1 of 2016.Property
rates(administeredby localcouncilsand basedon estimatedproperty values)were flat in Q4,
after increasingoy an average of 2.3%in Q3. Ratesgrew by 2.3%p.a.in eachof Q3and Q4,
whichwasthe slowestannualgrowth for thisindexsinceat least2000.
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Chart 36: CPl and employee living cost index changes, 2007 to 2018
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Chart 37: Quarterly inflation for major product categories, Q4 2018
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2.10 Australian productivity growth is not improving

Thesinglebiggestchallengefor the Australianeconomyat presentis generatingstrongerrates of
productivity growth than can, in turn, support stronger and more broad-basedgrowth in real
incomes.Productivitygrowth hasremainedunusually¢ and on manycountssurprisinglyg weakin
Australiathis century,despitebeingslightlystrongerthan in manyother advancedeconomies.

TheABSestimateshat overthe currentproductivitycycle(201112to 2016-18),labourproductivity
change(in the marketsectorsfor which estimatesare availableand on an hoursworkedbasis)has
improved by an averageof 1.6%p.a., up slightlyfrom 1.5%p.a. on averagein the previouscycle.

Most recently however, productivity change has decelerated markedly. In 201718, labour
productivity improvedby 0.4%p.a.and multi-factor productivityimprovedby 0.5%p.a. (chart 38).
Onaquality-adjusted hoursworkedbasis marketsectorlabourproductivityimprovedby anannual
averageof 1.0%p.a.since200304, whichis half the averagerate of improvementfrom 199899to

200304 (the previouscycle identified by the ABS).In the most recent year for which Wlj dzk £ A i &
adjustedhoursg 2 NJ| eSti&esare available Jabour productivityin the marketsectorsdeclined

by 0.2%p.a.while multi-factor productivityimprovedby just 0.2%p.a. (chart39).

Lookingspecificallyat the marketsector industriesin which minimum wage workers are often
employed(andtherefore abstractingfrom factorsthat affect nationalproductivitytrendsbut might
not be relevantto thesesectors,suchascapitalinvestmentin miningand utilities), annualaverage
labour productivity growth has been significantlyweaker in every sector with the exceptionof
Wi RY A Yy REINIA is&Ee&(incomplete)productivitygrowth cycleandsince2003-04 than
it wasin the cyclefrom 199899 to 200304 (chart 40). Thesetrends do not lend themselvesto
strongerrealincomeincreasesn theseindustries for either businessegprofits) or workers(wages).

Chart 38: Productivity growth estimates and private sector WPI:
hours worked basis, market sectors
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Chart 39: Productivity growth estimates and private sector WPI:
quality adjusted hours worked basis, market sectors
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Chart 40: Labour productivity changes*, selected ‘low wage’ market industries
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2.11 Auvustralia is ‘expensive’, less competitive internationally

I dz& G Ndlobakcbnpétitivenessreceiveda boost through 2018 from a sustaineddrop in the
tradingrangefor the Australiandollar to values below its long-run averageof around75 UScents.

This drop was influenced by external factors including lower global commodity prices, rising
perceptionsof globalrisk aswell asrisingUSinterestratesandbondreturnsrelativeto ! dza G NJ £ A |
during2018.1In Q1 of 2019,the Australiandollar movedlower still (to around71 UScentsin early
March).Recoveringommoditypricescould pushthe Australiandollar higherlater in the year.

Lookingpast the effects of movementsin the dollar, the World Econanic Forum (WEF)ranked
Australiaasthe 14th mostcompetitivebusinessenvironmentin 2018in its (revised)annualGlobal
Competitivenes®eport,up oneplacesince2017.Australiascored78.9pointsout of a possible100
points in 2018, up slightly from 78.2 points in 2017. This suggestsa modest improvementin
I dza ( Nabsblatéc@mipetitive performance(the score)aswell asits relative performance(the
rank).! dza ( Nankirfigof e 14th most competitive economyin 2018 continuesto lag behind
Canala (12th),the UK(8th),the US(1st)and Singaporg2nd)but aheadof NewZealand18th).

In the 2 9 CI2&V LJA fof perfddin@nce,Australiasharedtop spot with 31 other countriesfor
WYl ONER S @iy D itl Gotaided a near perfect score for public health. Australia also
obtained high scoresfor the sizeand stability of the national financial systemand for national
workforce skills (based on average education attainment, literacy rates and other metrics).
Comparecto 2017,the WEFresultsfor 2018 indicate! dz& G NderforinhnOedleteriorated most
notably in infrastructure (transport, communicationsand energy). This was balanced out by
improvementsin ICTadoption, productmarketsandinnovationcapability(chart 41).

I dza ( Ndweésfsto®@sire inthe pillarsfor Wi | & 2 dAEISIP R v v 2 @Il DA & Yekzah TN QE DA |-
innovationcapabilityscoreis almost20 pointsbelowthat of bestrankingGermanyand Australiais

ranked 18th for this WA Yy y 2 @iHaii RetayivBlypoor labour market scores and rankingsfor
Australiain the WEFglobal competitivenessndexreflect! dza (i Nebrtinudd @s&of centralised
wagesetting arrangementsthrough national minimum wage setting and industry awards.These

tend to getlower scoresthan enterpriseand individualagreementsdue to their lackof flexibility

for individualworkersand businessesAustraliaalsoscoresrelatively poorly in the labour market

pillar due to lower genderdiversity acrossindustriesand occupationsand (related to this) larger
genderwagegapsthanin other countries.

Theserankingsare echoedin the h 9 / Zaf@stassessmenof ! dza (i Nekohdmic,@efisonaland
community well-being (chart 42). In December2018 the OECDconcludedthat Australiaranks
highestfor WK S & i (i shda@S ¢ = O I Sty cdrpulsoryotingandother metrics)with
a lower scorefor W LIS N& & Y dlTe id efreptionsof urban safety)andW ¢ 2lieJp £ 1 y OS Q
(due to the proportions of the workforce working very long or very short hours and various
indicatorsof work-life flexibilities).In summary the OECzoncludedthat & t s F &2 iRAustralia:

G ! dza G INdg<pdndf foaitiveoutput growth continues,demonstratingthe economy'sresilienceto
shocks.The labour market has been equally resilient, with rising employment and labourforce
participation.Lifeis good,with highlevelsof well being,includinghealth,and education.X { O 2akb a
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favourableon manyother indicatorsof well-being. Australiascoresparticularlywell in health status,

rankingfirst amongOEC[2ountrieswith life expectancyf 82.5yearscomparedwith an OECaverage
of 80.1yearsand a high scorein selfreported health. It also scoreswell in terms of air pollution,

ranking5th in the OECDsubjectivewell beingand socialconnectiongboth 7th placein the rankings).
Immigrationhasplayeda fundamentalrole in the demographiceconomicand cultural development
of Australia,and continuesto do sowith broadlysuccessfukh y 1 SANI G A2y ®§

In response,the OECDrecommends Australian policy priorities should focus on ¢ A Y LINR @A Y :
framework conditions for businessesand strengthen competition [by] building capacity for
productivityd N ¢ ifickidingin transport, ICTandinfrastructure.(OEC2018,ReformAgenda)

Chart 41: Australia’s Competitiveness in 2017 And 2018: The WEF Index & 12 ‘Pillars’
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Chart 42: Australia’s ranking on OECD indicators of national well-being, 2018
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Neitherthe WERglobalcompetitivenessndexesnor the OEChationalwell-beingindexes(nor the
World . | Y ihfential W5 2 A ¢z8 A ¢nBulle@drts) comparedirect businesscostsor labour
costsacrosscountriesaspart of their assessmendf WO2 YLISGA G A Sy Saa Qo

Costcomparisonganchangemarkedlyovertime dueto fluctuationsin exchangeates,purchasing
power and relative living costsacrosscountries. To addressthis issue,the OECOrompareswage
ratesusing¥ LJdasipower LJ- NJPBPatesinsteadof currentor averageexchangeates. This
methodtakesinto accountlocal¥ & LIS YR %5 3D @

On this basis,Australiacontinuesto track at the highestend of globallabour costs.As of 2017,
I dza ( Nainimurh wWage wasthe secondhighestglobally,amongcountriesthat havea national
minimumwage.lt wasequalwith Franceand behindonly the tiny principality of Luxembourdgsee
Chart43). Sincethen,! dza (i N#inimurhwagehasrisenby a further 3.5%(on 1 July2018).

Forminimum wageworkerswho are employedfull-time, the annualminimum pay in Australiain
2017wasbelowonly the Netherlandsand Luxembourgpn a USdollar PPPbasis.It waswell above
the annualfull-time minimumwagespaid in Germany Belgium Fance,Japan SouthKoreaandall
of the Englishspeakingcountrieswith whom Australiacompetesand trades for the provisionof
goodsandserviceqchart44).

Chart 43: Real Minimum Wages per hour, 2017 Constant Dollars, USD PPP
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Chart 44: Real Minimum Wages per year, 2017 Constant Dollars, USD PPP
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2.12 Weak outlook for Australian economy in 2019 and
beyond

I dz&  Nekohomlcatibok hasdeterioratedrapidlyoverthe pastsixmonths.Almosteverypiece
of datareleasedin 2019to date hasconfirmedthat Australiais now on a slowergrowth path. The
national labour market has proved relatively resilient, but employmentgrowth, unemployment
ratesandunderemploymentatesdiffer significantlyacrosssectorsandlocations;job vacanciesre
dediningand manyof the industriesthat employlow-wageworkersare alreadylookingvulnerable.

In its latest assessmenof the Australianeconomy,the RBA(Statementon Monetary Policy Feb
2019)acknowledgedhis veryrecentW a 2 T inyA&stadiaReconanic indicators.In responseto
this deceleration the RBAreviseddown its forecastsfor AustralianGDPandinflation for 2019and
2020.AustralianGDPgrowth will be 3.0%p.a.or slowerfor the forseeablefuture. For201819,the
RBAnow expectsGDPo grow by just 2.5%p.a. (previously3.25%)andin 2019-20it expectsGDPRo
growby 2.75%(previously3.25%)table 10). Thissuggestsio materialimprovementin growthfrom
here, and little improvementon the averageannualGDPgrowth rate of 2.6%over the decadeto
2018.In Marchthe OECalsodowngradedits expectationsfor globaleconomicgrowth andtrade
(again),ncludingits expectationgor future growth in Australiaandits major Asiantrade partners.
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TheRBAsaysthe risk of evenslowergrowth in 2019and 2020isrisingbecause:

w GDRyrowthin Australia'amajortradingpartners(ChinaandJapan)s projectedto moderate,
asis growth acrossall of the major advancedeconomies Ongoingtrade tensionsbetween
the USand someof its key trading partners have alreadylowered the outlook for global
trade andremaina significantdownsiderisk;

w weakerthan-expected consumptiongrowth and slower growth in Australianhousehold
income,despiteaccommodativenonetarypolicyandtighter labourmarketconditions;

w fallinghousingpricescouldaffecthouseholddecisionmaking(the so-called¥ ¢ S FSIFHFKS O i Q0

w alower startingpoint for farm output, exportsandincomeandfor expectedgrowth in these
farm measuresprimarilydueto the droughtandclimateimpacts;

w lower activity, employment and income for companiesand unincorporated businesses
involvedin the residentialbuildingsector,asdwellinginvestmentvolumesdecline;

w possibledeclinesin globalLNGandiron ore priceswhich couldseethe terms of trade ¢ and
hencenationalincomec fall, despiteincreasesn the volumesbeingproducedandexported;

w currentlystrongsupportfrom publicsectorinfrastructureconstructionactivity will peakand
then beginto declineafter 2020,asthe largepipelineof projectsis reducedand completed;

Forthe labourmarket,the RBAsayséemploymenigrowth will remainabovegrowth in the working-
age populationoverthe next sixmonths.Furtherout, employmentgrowth hasbeenreviseddown
marginally,consistenwith the downwardrevisionto GDRyrowth. Theparticipationrate isexpected
to increasdurther, encouragedy stronglabour marketconditionsp €

Table 10: Latest Full-year Growth Rates and Australian Government Forecasts

RBA SoMP (Feb 2018) JUI;l? Jur;18 Jur]]c 19 Junf 20 Jur; 21
GDP, % change p.a., year end 1.8 3.1 25 2.75 2.75
Unemployment rate, %, year end 5.6 54 5.0 5.0 4.75
Inflation (CPI), % change p.a., year end 1.9 21 1.75 2.0 2.25
Treasury MYEFO 2018-19 (Dec 2018) 2012-17 201;-18 18]:19 19%20 20F-)21 21F-)22
GDP, % change p.a., year average 21 2.8 2.75 3.0 3.0 3.0
Household consumption, % p.a., year 2.6 2.8 25 3.0
average
Dwelling investment, % p.a., year average 2.8 0.1 1.0 -4.0
Business investment, % p.a., year average -4.0 6.0 1.0 5.0
Employment growth, % p.a., year end 1.9 2.7 1.75 1.75 15 15
Unemployment rate, %, year end 5.6 5.4 5.0 5.0 5.0 5.0
Inflation (CPI), % change p.a., year end 1.9 21 2.0 2.25 25 25
Wages (WPI), % change p.a., year end 1.9 21 25 3.0 35 35
Terms of trade, % change p.a., year end 144 19 1.25 -6.0

f = forecast. p = projection. Sources: ABS data; RBMA Feb 2019; Australian TreasulYEFO 20189, Dec 2018.
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3. Statutory considerations

The ExpertPanelisrequiredto conducteachAnnualWageReviewin accordanceavith the FairWork
Act2009(FWACct).

In previousAnnualWageReviewsa number of important observationshave been made by the
Panelin respectof the mannerin whichit isto carryout its statutory task including:

1.

Thefollowing legislativeprovisionsare particularlyrelevant the object of the FWAct in
section 3; the modern awardsobjective in subsection134(1);and the minimum wages
objectivein subsection284(1).

Thereare differencesin the expressionof the ecoromic considerationshat the Expert
Panelis required to take into accountunder the modern awards objective and the

minimum wages objective But the underlying intention of the various economic
considerationgeferredto in ss134and284isthat the Pané takesinto accountthe effect

of its decisionson nationaleconomicprosperityandin sodoinggivesparticularemphasis
to the economicindicatorsspecificallymentionedin the relevantstatutory provisions?

The Expertt Iy $ak@do considerrelevant statutory matters in the context of the
prevailingeconomicand socialenvironment?

No particularprimacyisto be givento anyof the specificfactorsthat the ExpertPaneimust
takeinto account?

Therelativelivingstandardsof employeesare affected by the levelof wageshat they earn,
the hoursthey work, tax-transfer paymentsand the circumstance®f the householdsin
which they live. It is therefore necessarnto haveregardto a range of measuresof the
relative living standardsof the low paid and the householdcircumstancesn which they
live >

Indeterminingthe awardwageincreaseshat wouldbe consistentwith the needto provide
a fair andrelevantsafetynet of terms and condition€2 (s.134) fairnessis to be assessed

2 AnnualWageReviewDecisior2017-2018 [10].
3 AnnualWageReview20152016Decision[4].

4 AnnualWageReview2016-2017Decision[129].
> AnnualWageReview20152016Decision[397].
65.1340f the FWACt.
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from the perspetdive of both employeesandemployersandtheterm W NB f 8i@ténged Q
to conveythat modernawards shouldbe suited to contemporarycircumstances.

7. Eventhough the ‘Heed to encouragecollective bargainin§is not an element of the
minimumwagesobjective, thisisanimportant consideratiorfor the ExpertPanelbecause
it isan elementof the modernawardsobjective®

8. While the statutory provisions relating to the Annual Wage Review are properly
characterisechsW NB Y SrBehéfidialLINE @ A theleRtefitio@bichthey areto begiven
W fair, largeandf A 6 Sitddprétadon in pursuitof that broad purposeis constrainedby
the factthat the relevantprovisionsseekto strikeabalancebetweencompetinginterests?

9. Theconsiderationsvhichthe Expert Panelisrequiredto takeinto accountdo not generally
seta particularstandardagainstwhichamodernawardor the W & | fieSoiiféir minimum
% | 3 Baal@ evaluated;manyof them maybe characterisedasbroadsocialobjectivest®

10. Therangeof consderationsthe ExpertPanelis requiredto take into accountcallsfor the
exerciseof broad judgmentrather than a mechanisticor decisionrule approachto wage
fixation. It is on this basisthat past Reviewdecisionshave rejected proposalsfor the
adoption of realwagemaintenancea mediumterm target for the NMW; andthe variation
of modernawardminimumwagesbasedon trendsin marketwages!!

11. Broadlyspeakingdifferently constituted ExpertPanelsshouldevaluatethe evidenceand
submissiondbefore them in accordancewith a consistentand stableinterpretation of the
legislativeframework. Justicerequiresconsistentdecisionmakingunlessa differencecan
be articulatedand applied!?

12. Aspart of its decisionmakingprocessthe ExpertPanelmust first form a view about the
proposedincreaseto the NMW and then take that proposalinto accountin exercisingts
powersto varyaward minimumwages'3

13. There is no justification to increasethe NMW by a higher rate than modern award
minimumwages.Todo sowould createa significantrisk of disemploymenteffectst thus
putting low-paid workers at risk of unemploymentand poverty. Nor would it be fair to

7 AnnualWageReview2016-2017Decision[123] ¢ [125].
8 AnnualWageReview20152016Decision[519].

® AnnualWageReview20162017Decision[142].

10 AnnualwageReviewDecisior2017-2018 [15].

11 AnnualWageReviewDecisior2017-2018 [44].

2 AnnualWageReviewDecisior2017-2018[58].

1 AnnualWageReview20152016Decision[5].
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thoseon highermodernawardminimumwagesasit would erodethe recognitionof their
higherskillandrelative W g 2¢NJ f 14zS ® Q

4. A fair and relevant safety net

The ExpertPanelis tasked with determiningand maintaininga fair and relevant safety net for
employeesvorkingin Australia.

Clearlyfairnessin this context should considernot just the rates of minimum wagespaid to
employeesbhut alsothe amount of work availableat different wagerates. It is the combinationof
these that determinesA Yy R A @ Indouiet fiord Wages. The Panelshould be mindful of the
unfairnessthat would arise when an increasein minimum wagesresulted in lower quantities of
work availableparticularlyfor the mostvulnerablemembersof the workforce(relativeto the levels
that would havebeenthe casein the absenceof the wagerise or in the event of a smallerwage
rise).

In a dynamt labour market, fairnessin the determinationand maintenanceof a fair and relevant
safety net for employeesshould, in addition to existing employees,also consider potential
employeeswhose opportunities of finding work would be reducedas minimum wages rise. This
appliesto potential new entrantsto the labourforce; peopleactivelylookingfor work; and people
who, becauseof their experienceof not beingable to find a job, have been discouragedfrom
activelylookingfor work.

It is instructive to note'® that the employmentgrowth of around 295,000in the year between
January2018and January2019wasassociatedvith generallymoderategrowth in wages. While

this is clearly a positive outcome it is considerablyless than the employment growth of

appraximately 409,000in the previousyear. Thisslower growth of employmenthas meant that

ratesof unemploymentand underemploymenthavefallen by lessthan they would havefallen had

job creationcontinuedat the samerate asit hadin the yearto January2018. Thus,the rate of

unemploymentfell from 5.5%to 5.1%(trend data)in the yearto Januaryandthe underemployment
rate whichfell from 8.5%to 8.3%overthe sameperiod still remainsat closeto historichighs.

Accordingo the latest ABS_abourFace data:'®

1 The unemploymentrate is 5.1 per cent and the number of active jobseekersstands at
680,100(whichis only 5.7%fewer than ayearearlier)

1 In January2019, the number of underemployedpeople was 1,109,300- a reduction of
merely1.1%on ayearearlier.

1 AnnualWageReviewDecisior2017-2018,[105].
5 Thedatain this paragraphare trend data drawn from ABS6202LabourForceAustralia February2019.
18 Thedatabelowaretrend datadrawnfrom ABS6202.0,LabourForceAustralia February2019
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9 Thelabourforce underutilisationrate, whichis a broadermeasureof underutilisationthan
either the unemploymentrate or the underemploymentrate stood at 13.3 per cent of the

workforcein January2019. Thisrate is lessthan seven10"s of a percentagepoint lower
thanit wasayearearlier.

1 In January2019 one in every 7.5 people in the workforce were either unemployedor
underemployed.

Particularnote should be made of the extent of youth unemployment,underemploymentand
underutilisaion. RecentABSdata showthat for eachmeasure Jabourmarketoutcomesare more
than twice asbad for peopleagedbetween15 and 24 than they are for the workforceasa whole.
Thelatest ABSdata (for January2019)are includedin Chartxx. Theunderutlisationrate of 28.7%

meansthat, for 15to 24 yearolds,closeto onein every3.5membersof the labourforce are either
unemployedor underemployed.

While this rate hasedgeddown somewhat,it remainsat roughlythe samelevel asit attained at
the peakof the last Australianrecession. Were labour market outcomesto deteriorate over the

courseof 2019,youthunemploymentandunderemploymentvould,in all likelihood,growfrom this
alreadyhighbase.

Chart 45: Youth Unemployment, Underemployment and Underutilisation (%)
January 1984 - January 2019

35.0
28.7
30.0
25.0
20.0 17.3
15'0\’\/\\’—’\/\
114
5'0<r,_r,coooc,ommvao,\ooo\_.mvmcooo@owmvco,\oo
3833883383383 8888888s555204939
R R B B B B B B B B B O~ B IR S I S
S Lo Lo Lo Lo L Lo L Lo
T R 08 3 2 8P BN OB RIS OE T OISO
= [Jnderutilisation rate (age 15-24 trend) === Unemployment rate (age 15-24 trend)

Underemployment rate (age 15-24 trend)

Source’ ABS6202.0LabourForceAustralig February2019, Table22.

In short, notwithstandingthe strong, though slower,employmentgrowth over the previousyear,
there remainsconsiderableunderutilisaion of the Australianlabourforce. Andwhatistrue of the
workforceasawholeistwice asbadfor peoplein the 1524 agegroup. Thereare clearrisksin this
environmentthat a high increasein minimum wage rates would slow employmentgrowth and
contribute to areversalof the all-too modestrecentinroadsinto labourforce underutilisation.
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With the Australianeconomyslowing,and with growing expectationsof sluggishgrowth in the
periodahead theserisksare higherthan hasbeenthe casein recentyears. Theriskscouldbe eased
if the ExpertPanelwere to awarda moderateincreasein minimumwageratesasproposedin this
submission.

5. Relative living standards and the needs of the low
paid

The FW Act chargesthe Fair Work Commissiorwith establishingand maintaininga safety net of
minimum wages,taking into account,among other things, questionsrelating to W NX f lividgh @ S
standardsandthe needsof thelow LJ- A R ® Q

Relativeliving standardsandthe needsof the low paid are shapedby a verywide variety of factors.
Theseinclude wagerates, availabilityof work, hours worked, continuity of employmentand the
family/householdsituation of low paid employees. They are also shapedby A Y RA @ &nld dzI f & ¢
K 2 dza S K&és&odtl®e broader socialsafkty net which, in addition to the public health and
educationsystemsthe publicfundingof childcare publicassistancén relationto housingandalso

includes! dza (i NdelEdaveldpadand highly-progressivéncometax and transfersystems.

In this section we draw on Fair Work Commissiomresearchto reinforcethe growingimportanceof
underemploymentin considerationsin relation to the needsof the low paid; we highlight key
findingsof a recent Productivity CommissiorReporton inequality and we exanine some of the
implicationsof that Reportfor how relativestandardof livingcanbe assessedwe drawthet | y St Q&
attention to the latest ABSmeasuresof redistribution, inequality and changesin inequality in
Australia; and we examinethe impact on low-wage earners of personalincome tax changes
announcedn the 2018Budget.

High underemployment and the needs of the low paid

In our AnnualWageReviev submission®f the pastfew years,we haveemphasisedhe significance
of the high incidenceof underemploynent in Australia. We have suggestedhat high levels of
underemploymentare clearlyrelevantto both relative living standardsand the needsof the low
paidemployeesvhoseopportunitiesto find additionalhoursof work are at risk of beingdiminished
if minimumwageratesriseto deter employersfrom offering additionalhoursof work.

The increasedimportance of underemploymentin overall underutilisationis supportedin FWC
ResearchReport 1/2019 Developmentsn wages growth, which looked at the slower pace of
nominal wagesgrowth in recent yearsand in particular at the apparentbreakin the historical
relationshipbetweenwagesgrowth andratesof unemployment(pp.31-33).

Thisrelationshipis often capturedby the PhillipsCurvewhich, traditionally, hasrecorded more
pressureon wagesgrowth asunemploymentfalls. TheResearchiReportnotesthat in recentyears
nominal wage outcomes have been lower than would be expected at prevailing rates of
unemployment. However,the ResearctReportalsofinds that when broader measuresof spare
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capacityin the labour market (rather than just the rate of unemployment)are takeninto account,
recent levels of nominal wagesgrowth are much less suggestiveof a break in the traditional
relationship between nominal wages growth and spare capacityin the labour market (this is
illustratedstarklyin Chart6.1 FWCResearchiReport1/2019 Developmentin wagesgrowth, p. 32).

Whatthis analysissuggestss that overthe pastfive or soyearsthe rate of underemploymentand

by extensionthe rate of underutilisation)rather than the rate of unemploymenthasbecomemore
closelyassociatedwith the pace of nominal wagesgrowth that the market can bear than was
previouslythe case.Onreflectionthis makesconsiderablesensebecauseof the increasedncidence
of underemployment (and the growing share of underutilisation that is accounted for by

underemployment). While underemploymenthasbeenrisingin relative terms for well over two

decadesin the pastfive or soyears,the Australianlabourmarketappeargo havepassedatipping

pointwhereit nowthe casethat underemploymentatherthanunemploymentisthe morerelevant
indicator of labour marketoutcomes.

Theincreasedmportanceof underemployments clearlyvery relevantin consideringhe impacts
of changesin nominal wage rates on labour market outcomesand on the needsof low paid
employees.It suggestyery stronglythat the keysensitivityto consideris the impactof changesn
wagerateson the of hoursof work availableto part-time employees.

With anunderemploymentate currentlyat 8.3 per cent of the overallworkforce (and8.7 per cent
of employedpersons),underemploymentremainsat recessiodike levelsand large increasesn

nominalwageratescarriesthe riskof reducinghoursof work availablen the marketanddampening
the marketincomesof part-time employeeqrelativeto the levelsthat would prevailif more modest
wageriseswere granted).

Relative living standards

In August2018the Productvity Commissiof{PCYyeleasedits important report Risinginequality;A
Stocktakeof the Evidence The PCreport is an insightful rethinking of inequality, its numerous
dimensionsjts measurementndits interactionswith socialand economicmobility over time and
with areasof entrencheddisadvantage.

While considerablevaluewould be addedto the waythe Panellooksat relative living standardsby
athorough examinationof the PCreport, the keyfindingsof Chapter3 of the Reportd L y Ogh S
consumpton A y' S |j darefparticidaglyrelevantin the contextof a widespreadmisconceptiorof
rapidly worseninginequality in Australiaover recent years. Thesekey findings (from p.37) are
reproducedbelow.

1 dncomeinequality hasincreasedmodestly sincethe late 1980s,but the extent of the increaseis
contested,andsincethe globalfinancialcrisisthe trend indicatesa slightdecline.

1 Mostdevelopedcountrieshavealsoexperiencedisingincomeinequality,andat afasterpacethanin
Australia.
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— Australl Q& f S@St 2F AySldadtAade Aa Otz2asS G2 GKS ho9

— The fact that inequality levels are so different among developed countries hints at the scope for
policies, institutions and political environments to shape inequality.

Unlike some other develaal countries, Australia had relatively strong growth in incomes across all
deciles. However, the sources of income growth (capital, labour and transfers) have fluctuated in ways
that sometimes favoured those on high incomes and sometimes favoured thosewomcomes,
FFFSOGAYT WLRAY(G Ay GAYSQ YSI&dz2NB& 2F AySldz f A

— In Australia, the increase in inequality occurred during the mining boom, an era that favoured
highrincome earners and capital income.

More generally, when the economy was strong, all age gsdugmefited from higher income growth
and when the economy was weak, all age groups endured lower income growth. But at different times,
some age groups have benefited more or less than others.

—a2al NBOSylfeéesxs @&2dz/3 LIS2 L} SMyaonawe@adge hdneverkKdadhS 3 N
new generation has earned more income than the last at a given age, and reaches the same level
of income earlier in life.

Part of income inequality is also explained by life cycle effects.

— People are most likely to have higbusehold disposable income late in their working lives. This is
when their labour earnings peak, their accumulated assets increase capital earnings and their
children start earning income or leave home.

l dza G NI £ A Q& LINR 3 NB & a Add Bandfey sPsteii Bas & powerfil gfaliskd efectt &
on household incomes.

— On average, income tax and transfers reduce income inequality by about one third.

— Redistributive tax policies can, however, also have unintended negative consequences on economic
efficiency, for example, by encouraging a reduction in labour supply.

While income is usually given prominence in debates about inequality, consumption is a better
measure as it contributes more directly to wellbeing.

- Inequality of private consumption is gnslightly lower than that of disposable income, but once
in-kind government transfers (such as education and healthcare are accounted for, final
consumption inequality is 30 per cent lower than that of disposable income.

The benefits of irkkind transfersare also felt over time. They can open the door to greater
opportunities, lift future incomes and in this way bear on future inequality.

At an early point in the PC Report the following observation is made (p.2):

0Among the various forces acting on inetityaand poverty, the one constant that matters is having a
job.£

It is a point that resonates throughout the PC report not the least because the majority of those
with the lowest relative standards of living are in households in which there is no pemson i
employment. This can include aged people, sipgleent families with younger children and
households where its members are not in employment including (but not limited to) for health
reasons.
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Apopulationwide viewon relativeliving standardss cleally broaderthan the view obtainedif only
relative living standardsamong employee householdsare taken into account. This can be
highlightedwith referenceto Chart3.1 at paragraph[275] in the AnnualWage Review2017-18
Decision Thisisreproducedbelow.

Chart 46: Distribution of low-paid employees across equivalised household

disposable income for employee and all households, 2015-16

Percent
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SourceFWCAnnualWageReview2017-18 Decision[275]

Inthe broadercontextof ! dza (i Neélativellvilh&tandardsit isinstructiveto note that:

1 Over57 per cent of low-paid employeeslive in householdsin the top half of the income
distribution;

1 Alow-paidpersonis considerablymore likelyto live in ahouseholdin the top three income
decilesthan in the bottom three income deciles(in 201516 28.5 per cent of low-paid
employeedivedin top-three incomedecilehouseholdsomparedwith the 17.6per cent of
low-paid peoplelivedin bottom-three incomedecilehousehold$.

Al Groupmaintainsthat this broaderconceptionof relative living standardsprovidesan important
perspectiveon the impactsof adjustmentsto wagespaidto low-paid employeeson relative living
standardsn Australia. Tellingly mostof suchadjustmentsbenefitthe top halfof! dz& G Ndcdmg | Q &
distributionand more rich householdsenefit than poor households.

Theseinsightscall into question the ability of minimum wage decisionsto reduce inequality in
Australia,whatevertheir other merits. Theyalso point to the needfor a reconsiderationof the
utility of assessingthe impactof minimumwageadjustmentsonrelativelivingstandardsn Australia
with referenceonlyto thosehouseholdswith at leastone employeemember.
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The PCReport highlightsthe importance of taking into accountthe full range of redistributive
measuresavailableto Australianhouseholdsn consideringnequalityor relativelivingstandardsn
June2018,the ABSreleasedits latest report recordingthe impactsof redistribution on Australian
householdst’

Like the PC, the AB&ihdthat the distribution of income across households becomes more equal
once the impacts of government benefits and taxation have been taken into consideration.

The report calculated Gini coefficients for the distribution of equivalised private household income,
equivalised gross household income, equivalised disposable household income with and without
social transfers in kind and equivalised final household income. According to the Report, in 2015
16, the Gini coefficient reduced from 0.442 for equivalised privatesehold income to 0.249 for

equivalised final household once the impact of benefits and taxes was taken into consideration.

Critically, it concluded that:

GThere has been no change in inequality, either before or after the allocation of governmenttbenef
and taxes between 20090 and 201516 £

The key findings in relation to inequality and the change in inequality between@@@®d 2015
16 are reproduced below iable 11

Table 11: Gini Coefficient by Equivalised Income(a)

200304 200910 201516 Change fror

200910 to 2015

16

no. no. no. %

Equivalised private household income 0.43¢ 0.44¢ 0.44: -0.9%

Equivalised gross household income 0.33¢ 0.357 0.361 1.1%

Equivalised disposable household inco 0.29:2 0.32( 0.31€ -1.3%

Equivalised disgsable household incom 0.217% 0.24: 0.241 -0.8%
including social transfers in kind

Equivalised final household income 0.22¢ 0.252 0.24¢ -1.2%

(&) Netimputed rent for owner occupied dwellings and subsidised housing is included in all estimates of income.
Government benefits for housing are allocated as part of social transfers in kind.

Source AB$537.0- GovernmenBenefits,Taxesand Householdncome Australiag 201516, June2018.

17 AB537.0- GovernmenBenefits Taxesand Householdncome Australiag 201516, 20 June2018.
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Changes in personal income tax arrangements

Change# incometaxarrangementsppliedin respectof incomeearnedin the 2018 19year.These
were announcedn the 2018Budgetand subsequentlytegislated. Inits decisionlastyear (at [291]-
[291]) the ExpertPanelnoted that the changesadnot beenlegislatedat that time andthat one of
the changesvouldnot be payableuntil the closeof the 2018 19financialyear. Asaresult,the Panel
decidednot to take thesechangesnto accountin its 2018decision.

The legislatedchangesapplyingto income earnedin the 201819 year are an increasein the
thresholdat whichthe 37 per centtax bracketcutsin (anincreasefrom $87,000to $90,000)and
the introductionof anewtaxoffset ¢ the LowandMiddle IncomeTaxOffset(LAMITO) Whilemany
low wageearnerslive in householdghat havebenefitedfrom the changen the threshold,the new
tax offsetis more directly relevantto low wageearnersin general.

In the remainderof this section,the impactsof the introduction of LAMITCare exploredin depth.
In summary,LAMITOdelivers material increasesin the disposableincomesof low and middle-
incomewage earners. The LAMITOdeliverslarger increasesn posttax incomesthan would be
deliveredby the samedollarincreasein the NMW.

Whilethe impactsvaryacrosdow and middle-incomegroups the increasen disposablencomefor
apersonearningthe currentNMW of $719.20a weekis 0.63per centwhichequatesto achangen
pre-taxincomeof 0.83per cent. Thisis a materialimpactand shouldbe takeninto accountin the
determination of the changein the NMW.

The LAMITCOreducesthe incometax payableon 201819 low and middle-incomeS I NJ/igdhde Q
by up to $530.

{1 Forpeopleearningataxableincomeof up to $37,000 the maximumoffsetavailableis $200.

1 Between$37,000and $48,000,the LAMITOncreaseqat a rate of 3 centsfor eachdollar
above$37,000)to the $530maximumlevel.

1 The $530amountappliesup to incomesof $90,000after whichit reduces(at a rate of 1.5
centsper dollar above$90,000).

1 The LAMITCceasato be availableto peopleonincomesabove$125,333.

1 TheLAMITAsnot refundablesothe maximumavailableisthe amountthat reducesncome
tax payableto zero.

Tablel2 belowsummariseshe impactsof the newincometaxarrangementdgor arangeof income
earners. Forexample,asshownin the row in bold font, for a singlepersonworkingfull time and
earningthe nationalminimumwageof $719.20per week(or $37,499%nnualised)the introduction
of the LAMITChas:
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Lifted annualdisposableéncomeby $214.97¢ anincreasein disposabldncomeof 0.63 per
cent.

More relevantly for purposesof comparison,giventhe marginaltax rate at this level of
incomeof 31 per cent, this equatesto a lift in pre-tax incomeof $311.55¢ an increaseof
0.83percent.

The equivalentincreasein pre-tax incomedeliveredby the changein tax arrangementsare higher
thanthe impactson disposablencomebecausenincreasan pre-taxincome(for exampleasmight
be deliveredby anincreasein the NMW)is subjectto tax.

Table 11: lllustrative! Impacts of Low and Middle-Income Tax Offset (LAMITO)

Disposable Changen Equivalent

income disposable increasen
%of Tax after incomedueto Marginal | pre-tax
NMW | Pretaxincome LAMITQ| payable| LAMITO | LAMITO TaxRate | income

$ per

% week $pa $pa $pa $pa $pa % % $pa %
50 359.60| 18,750 200.00 0 18,750 0.00 0.00 0 0.00 | 0.00
53 381.86| 19,910 200.00 0 19,910 0.00 0.00 0 0.00 | 0.00
60 431.86| 22,517 200.00| 175 22,342 | 200.00 | 0.90 19 246.91| 1.10
67 481.86| 25,124| 200.00| 671 24,454 | 200.00 | 0.82 19 246.91| 0.98
86 619.20| 32,285| 200.00| 2,031 30,254 | 200.00 | 0.67 19 246.91| 0.76
93 669.20| 34,892| 200.00| 2,526 32,366 | 200.00 | 0.62 19 246.91| 0.71
100 719.20 | 37,499 | 214.97 | 3,072 34,427 214.97 0.63 31 311.55 | 0.83
107 | 769.20| 40,106 293.18| 3,880 36,226 | 293.18 | 0.82 31 424.90| 1.06
114 | 819.20| 42,713| 371.39| 4,688 38,025 | 371.39| 0.99 31 538.25| 1.26
133 | 956.54| 49,874| 530.00| 6,964 42,910 | 530.00 | 1.25 34 803.03| 1.61
150 | 1078.80| 56,249| 530.00| 9,132 47,117 | 530.00 | 1.14 34 803.03| 1.43
167 | 1201.06| 62,623 | 530.00| 11,299 | 51,324 | 530.00| 1.04 34 803.03| 1.28

1. Thelmpactsareillustrativein that they do not take into accountthat anindividualis often amemberof a householdin which
the netimpactsof the LAMINTCandindeedother incometax changesnayal affectlivingstandardsof householdmembers;
they rely on the annualizatiorof weeklypaymentsassuminghe personis paidthe sameweeklyamountfor the full 52.14
weeksof the year;andthey they do not includeanyincomefrom other sources.

Twofeatures of the impactssetout in table 11 canbe highlighted.

T

Forincomeearnerswithout a tax liability pre-LAMITOthe introduction of LAMITChasno
impact on disposableincome. Priorto the introduction of LAMITCthe effective tax-free
threshold for low-income earnerswas $20,542due to the combinationof the generally
availabletax-free thresholdand the availabilityof the LowIncomeTaxOffset (LITOWwhich
remainsin placein the 201819 year.

It isworth noting in this contextthat the sameincomeearnerswho do not benefitfrom the
introduction of the LAMITOWill get higher proportional benefitsfrom anyincreasein the
NMWrelativeto taxpayerson higherincomesbecausehe impactof risesin pre-taxincomes
on disposablancomeswill not be diluted by incometaxation.
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1 The proportional impact of LAMITOon changesin disposableincome dependson the
amount of LAMITOfor which the income earneris eligible and the level of their previous
disposablancome. Thus,for incomeearnerseligiblefor the $200levelof the LAMITOthe
higher proportional changesin disposableincome are deliveredto those with lower pre-
LAMITOdisposableéncomes.Similarly for incomeearnerseligiblefor the $530level of the
LAMITOthe higherproportional changesn dispasableincomeare alsodeliveredto those
with lower pre-LAMITQdisposablencomes.

6. Promoting social inclusion through increased
workforce participation

The FW Act chargesthe FairWork Commissiorwith establishingand maintaininga safety net of
minimum wages which requiresconsiderationof, amongother things,the objectiveof WLINR Y 2 (i A Y :
socialinclusionthroughincreasedvorkforceLJr NIl A OA LI G A2y Q®

Aswe havemadeclearin previoussubmissionsii Grouprecogniseshe importanceof participation
in the paid workforcefor socialinclusion. Participationin the paid workforce canbe closelylinked
toA Y R A Ddemsed-séltdv@th andit cansignalthe contributionspeoplemaketo the well-being
of the broader community. In addition, of course, participation in paid work can provide the
financialmeansby which peoplecanparticipatein manyaspectsof sociallife.

It issometimessuggestedhat raisingminimumwageratesis a meansby whichsocialinclusioncan
be promoted by encouragingpeopleto participatein the workforce (or to lift their participationin

the workforcefrom existinglevels). However,aswe havearguedin previousAnnualWageReview
submissionssuchencouragementvould only havea positiveimpact on socialinclusionif it leads
to actualincreasesn participationin paidwork.

Aswe havepreviouslyargued,lifting minimumwagerates may reduceparticipationin paid work

(belowthe levelthat would otherwiseapply)if, by makinglabourmore costly,it reducedS Y LJ 2 & S N& ¢
demandfor labour (again,relative to the levelsof demandthat would apply if wagerates were

lower).

As discussedn section 2 above,while wage growth has been relatively low in historicalterms,

participationrateshavebeenmaintainedat highratesoverthe pastyear.Thisisclearevidencehat,

at currentwagerates,there are alreadystrongincentivesfor peopleto look for work andthat the

extraparticipationis closelylinkedto the relativestrengthin demandfor labour(andthe prospects
of findingajob).

Currentlevelsof unemploymentand underemploymentindicate that there is still a considerable
underutilisationof the labour availableat current wagerates. With supplystill exceedingdemand
in aggregatethere is certainlyno needto lift minimum wageratesin order to unearth additional
laboursupply.
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Thereis a very strongopportunity in the period aheadto further lift participationin paidwork and
the quantity of hoursof work offered to existingmembersof the workforceby further encouraging
strongdemandfor labour. Acrosghe economythis encouragementill be bestachievedoy further
moderate wagesgrowth. Foremployeespaid minimum rates, their greater participationin paid
work and through this, their greater socialinclusion,will be facilitated by a moderateincreasein
minimumwagesratesasproposedin this submission.

7. Encouraging collective bargaining

TheExpertPanelmusttake into accountthe needto encouragecollectivebargaining asset out in
s.134(1)(bpf the modernawardsobjective.

It isimportant that the levelof increasein minimumwagesawardedby the Paneldoesnot limit the

scopeor motivation for bargainingover wagesat the enterpriselevel. It is AiD N2 dekp@réence
that the level of the minimum wage increasegranted in the Annual Wage Reviewis a factor

consideredby employersand employeeswhen decidingwhether to pursue the making of an

enterprise agreement;the higherthe minimumwageincreasegrantedby the Panel the lesslikely
anemployerandits employeeswill seekan enterpriseagreement.

Forthis reason,the level of any minimumwageincreaseshouldgenerallybe set at a levelthat is
lower than averageannualizedvageincreasesn enterpriseagreementsOn20DecembeR018 the
Departmentof Jobsand SmallBusinesseleasedts report on Trendsn FederaEnterpriseéBargainingfor
the SeptembeR018 quarter. Theresultsare summarisedn the followingtable.

Table 12: Average annualised wage increases (AAWI) in enterprise agreements -

Agreements approved in the September 2018 quarter.

Industry Sector or Type of AAWI (%) in September Change from June 2018
Agreement 2018 (%)
All sectors 3.2 +0.5
Privatesector 3.0 +0.2
Publicsector 3.4 +0.9
Manufacturing 2.7 +0.1
Retailtrade 3.0 +0.1
Construction 5.9 Same
Accommodatiorand FoodServices | 3.8 +1.6
Mining 2.2 Same
Transport,Postal, Warehousing 26 -01
Healthand communityservices 3.9 +1.4
Union/scovered 3.2 +0.5
No Union/scovered 22 -0.2
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Inlasté S | AhualWageReview the Panelgaveconsiderationto the reasonswhy, over recent
years,there has been a significantdecline in the number of employeescovered by collective
agreementsand a significantincreasein awardreliance.No firm conclusionsvere reachedby the
Parel on the reasondor this:

o{94]...whilewe acceptthat there hasbeen a declinein current enterprise agreementmaking,a
range of factorsimpacton the propensityto engagein collective bargaining,many of which are
unrelatedto increasesn the NMW and modernawardminimumwages.

[95] We are not persuadedthat the gap between modern award minimum wagesand bargained
wages,to the extent it can be identified with any precision, has reached a level where it is
encouragingr discouragingollectivebargaining.

[96] We maintainthe view expressedn past Reviewdecisionghat giventhe complexityof factors
whichmaycontributeto decisionmakingaboutwhetheror not to bargain,we are unableto predict
the preciseimpactof our decision We cannotbe satisfiedthat the increasewe havedeterminedwill

encouragecollectivebargainingand this is a factor to be weighedalongwith the other statutory
considerations.However, we are also of the view that it is likely that the increasewe have
determinedin thisReviewwill impacton different sectorsin different waysandwill not, in aggregate,
discouragecollectivebargainingg!®

Thereis no doubt that numerousemployersare very frustrated with the enterprise agreement
making processdue to the fact that it has becomea technicald Y A Yy S Tand$hatRhéshas
contributedto amarkeddeclinein the numberof enterpriseagreementsTheenactmentof the Fair
Work Amendment(Repealof 4 Yearly Reviewsand Other Measures)Act 2018 will assistin
overcomingsomeof the problems

We agreewith the view expressedy the ExpertPanelin the 20162017 AnnualWageReviewthat
there aremanycomplexfactorsthat maycontributeto decision®f employersandemployeesabout
whether or not to bargain?®

8. The principle of equal remuneration for work of
equal or comparable value

Subsectior284(1)of the FW Act set out the minimum wagesobjective,which the ExpertPanelis
required to considerwhen setting minimum wages.Paragraph(d) of the objective requiresthe
Panelto turn its mind to ¢the principle of equal remunerationfor work of equal or comparable
@1 t,dg8igciplewhichisincludedwithin the modernawardsobjectiveat s.134(1)(e)of the Act.

Ai Groupsupportsthe principleof equalremunerationfor work of equd valueandthe importance
of improvinggenderequalityin the workplace We havebeenavocaladvocatefor realistic,practical
andtargetedmeasurego eliminatethe causef genderinequalityin the workplace.

8 AnnualWageReview2017¢2018Decision[94]-[96].
19 AnnualwageReview2016-2017Decision[634]{637].
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Inthe AnnualWageReview2017-2018Decison, the ExpertPanelacknowledgedhe applicabilityof
the definitionof W S Ij B Y dzy” S MiIs.3DA(Dof tke Actfor the purposesof ss134and284and
that hence,the correctapproachto the constructionof ss134(1)(e)and 284(1)(d)is to read the
definition into the substantiveprovision.Assuch,the considerationis to be read: & G friicipleof

equal remunerationfor men and women workers for work of equalor comparable@ | f @aheé

ExpertPanellsoacceptedhat the expressior g 2o0Nstjualor comparabled |  refe8std equality
or comparabilityin ¢ w ovalke?!

In the AnnualWageReview2017-2018 Decisionthe Panelobservedthat:

T

Theapplicationof the principleof equalremunerationfor work of equalor comparablevalue
is suchthat it is likely to be of only limited relevancein the contextof a Review.Indeedit
would only be likely to ariseif it were contendedthat particularmodernaward minimum
wagerateswere inconsistentwith the principleof equalremunerationfor work of equalor
comparablevalue;or, if the form of a proposedincreaseenlivenedthe principle 22

Reviewproceedingsare of limited utility in addressingany systemicgenderundervaluation
of work. ProceedingainderPart2-7 andapplicationgo varymodernawardminimumwages
for W 2 \Wlue NB | & puysidat to ss156(3) and 157(2) provide more appropriate
mechanismgor addressinguchissues’?

Thebroaderissueof genderpay equity, in particularthe genderpay gapis relevantto the
Reviewasit isanelementof the requirementto establisha safetynetthatisW ¥ F4A NJP Q

Theissueof genderpayequity mayarisefor considerationn respectof s.284(1)(b)because
it mayhaveeffectson femaleparticipationin the workforce2®

Thecause®f the genderpaygapare complexand influencedby factorssuchas:differences
in the types of jobs performed by men and women; discretionarypayments;workplace
structures and practices;and the historical undervaluationof female work and female-

dominatedoccupations’®

Moderateincreasein the NMWandmodernawardminimumwageswould be likelyto have
arelativelysmall,but nonethelesseneficial effect on the genderpaygap?’

20 AnnualWageReview2017-2018Decision[33].
2! AnnualWageReview2017-2018Decision[34].
22 AnnualWageReview2017-2018Decision[35].
23 AnnualWageReview2017-2018Decision [35].
24 AnnualWageReview2017-2018Decision[36].
25 AnnualWageReview2017-2018Decision[36].
26 AnnualWageReview2017-2018Decision[38].
27 AnnualWageReview2017-2018Decision[38].
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When the above observationsare considered,it is evident that the increasethat Ai Group has
proposedin this submissions consistentwith the principleof equalremunerationfor work of equal
or comparablevalue.

9. Penalty Rates Decision

On 23 February2017, a Full Benchof the Fair Work Commissiorissuedthe 4 YearlyReviewof
ModernAwards- PenaltyRatesDecision?® TheDecision:

1 adjusts Sundaypenalty rates in the Fast Food Industry Award 2010, the GeneralRetall
Industry Award 2010, the Hospitality Industry (General)Award 2010, and the Pharmacy
IndustryAward2010, and

1 adjustspublic holiday penalty rates in the above awardsand in the Restaurantindustry
Award2010

The Full Benchdetermined that the existing Sundaypenalty rates in the four relevant modern
awardsdid not achievethe modernawardsobjective,asthey did not providefor afair andrelevart

safety net. The statutory considerationsrequired of the ExpertPanelin the current proceedings
were consideredoy the FullBenchin the PenaltyRatesDecisionincluding:the objectsof the FW
Act(s.3);the modernawardsobjective(s.134);andthe minimum wagesobjective(s.284).

The PenaltyRatesDecisionappliesonly to a smallnumber of awardsin the hospitality and retail
industries.In this regard,the FullBenchsaid:

[76] It isimportantto appreciatethat the conclusionsve havereachedin relation to the weekend
and public holiday penalty rates in the Hospitalityand Retail Awardsis largelybasedon the
circumstancegelating to these particular awards. The Hospitality and Retail sectorshave a
numberof characteristicavhichdistinguishthem from other industries.

Theadjustmentso Sundaypenaltyratesin the relevantawardsare beingphasedin over3-4 years.
Thefirst two incrementsare currently operative. Thenext incrementwill be operativefrom 1 July
2019. Eventhoughthe timing of the adjustmentshasbeensensiblyalignedwith the operativedate
of anyminimumwageincreasein AnnualWageReviewdecisionsjt would be inappropriatefor the

guantumof anyminimumwageincreaseto be anyhigherasaresult of the PenaltyRatesDecisio.

Thiswould negatethe intended beneficial effects of the PenaltyRatesDecisionin the relevant
industries.Thiswould alsobe unfair to businessesn other industriesthat have not receivedthe

benefit of adjustedpenaltyrates.

In this regard,we note the following observationsof the ExpertPanelin the AnnualWageReview
2017-2018 Decision

GThe Penalty Ratesdecisionprovidesfor the phasedreduction of Sundaypenalty rates in certain
awardsin the hospitalityandretail sectorswhichwill reducethe employmentcostsof someemployers
coveredby the modern awardsaffected by the decision.We note that there havealsobeenother

28[2017]FWCFRO01.
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changesto modern awardsthat have increasedemployment costs. It is not appropriate to take
accountall of thesemattersin somequantifiableor mechanistiovayto supporta particularoutcome
in the Review Butthesemattersform part of the broad contextin whichthe Reviewis conductedand
arerelevantconsiderationg?g

10. Minimum wages for adults

In setting minimum wagesthis year, Ai Groupproposesa 2%wageincreasefor all classifications.
Thisequatesto an increaseof about $14.40 per weekin the NationalMinimum Wageand about
$16.75per weekat the basetrade level

Theproposedminimumwageincreasetakesinto aceount the followingfactors:

1.

TheAustralianeconomymovedbackinto the slowlanein the secondhalf of 2018andlooks
setto staythere for sometime. Whileemploymenthasbeenstrongin recentyearsandis still

holding up, decelerationis evidentin busnessconditions,confidence,building approvals,
retail sales,car salesand most crucially,job vacancies.Companyinsolvenciesincreased
throughlate 2018in the construction retail and hospitalityindustries.

Businessesare strugglingto cope with high and risinginput costs,especiallyenergycosts.
Also, productivity growth is weak nationally and in industries with mainly low-wage
employees.

Inflation remainsweakwhich meansthat evena smallrise in the minimumwagewill deliver
arealincreasen householdspendingpower.

. Thesinglebiggestchallengefor the Australianeconomyat presentis generatingstronger

rates of productivity growth than can, in turn, support stronger and more broad-based
growthin realincomes.Productivitygrowth hasremained weakin Australiathis century.

Low wage employeeshave benefited from tax changesintroduced in last & S I fidd@ral
Budget.TheLowand Middle IncomeTaxOffsethasincreaseddisposablancomesfor many
low wageearners Whilethe impactsvaryacrosdow andmiddle-incomegroupsthe increase
in disposabléncomefor a personearningthe currentNationalMinimum Wageof $719.20a
weekis 0.63 per centwhich equatesto a changein pre-tax incomeof $6 per weekwhichis
nearly1%(0.83per cent).

An exessiveincreasewould reducethe job securityof low paid workersand would reduce
employmentopportunitiesfor the unemployedand underemployed.

Globalcompetitivenesss a key risk for AustralianbusinessesAustraliaalreadyhasone of
the highestnational minimum wagerates in the world, and most Australianworkers are
entitled to minimumawardwageratesthat are higherthan the NationalMinimum Wage.

2% AnnualWageReview2017-2018Decision [93]
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8. Theminimum wage increasesawardedby the ExpertPanelin the last two AnnualWage
Reviewd3.3%and 3.5%respectivelywere exceptionallyhigh and out of step with overall
wage movementsand economicsettings.It is essentialthat the increaseawardedby the
Panelthis yearis muchmore modest.

9. Theneedto provideafair andrelevantsafetynet;
10. Therelativelivingstandardsandthe needsof the low paid;
11. Thepromotion of socialinclusionthroughincreasedworkforceparticipation;
12. Theneedto encouragecollectivebargainingand
13. The principalof equalremunerationfor work of equalor comparablevalue.
Whenall of the abovefactorsare takeninto accountand weighedup, it canbe seenthat a 2.0%

minimumwageincreasds appropriate.

11. Modern award wages for junior employees,
employees to whom training arrangements apply,
employees with disability and pieceworkers

Consistenwith previousAnnualWageReviewdecisions:

f  Theminimumwagerate resultingfromthis@ S | AddinalWageReviewshouldflow through
to the minimum award wages of junior employees, employeesto whom training
arrangementsaapply,employeeswith disabilityand piecevorkers,throughthe operationof
awardprovisionsrelatingto theseemployees.

1 Theminimumweekly paymentin the SupportedWageSystemScheduleof awardsshould
be adjustedto reflect anyincreaseto the disabilityLJS y" & Mébyidrée threshold.Thisis
consistentwith thet I y 8edci§langn previousyears.

12. Special national minimum wages for award /
agreement free employees with disability (Special
National Minimum Wage 1 and 2)

In its AnnualWageReview2017-2018 Dedgsion,the ExpertPaneldecidedto maintainthe approach

it hadadoptedin previousyearsin respectof settingspeciaiminimumwagesfor award/ agreement
free employeeswith disability3°

30 AnnualWageReviewDecisior2017-2018 [478].
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Thisapproachis twofold. For employees,whose productivity is not affected, a specialnational
minimumwageis setat the levelof the NationalMinimum Wage(SpeciaNationalMinimum Wage
1) and for employeeswhose productivity is affected a specialnational minimum wageis paid in
accordancevith anassessmentnderthe supportedwagesystem(SpeciaNationalMinimumWage
2).

Ai Groupsupportsthe continuationof the existingstructuresfor award/ agreementfree employees
with disabilityin the NationalMinimum WageOrder2019.

13. Special national minimum wages for award /
agreement free junior employees (Special
National Minimum Wage 3)

In its AnnualWage Review2010-2011 decision,the ExpertPaneldecidedto usethe scalein the
MiscellaneousAward 2010to set the specialnational minimum wagefor award/agreementfree

junior employees.The Panel has followed this approachin subsequentAnnual Wage Review
decisions.

Thisapproachremainsappropriatefor settingratesfor award/agreementree junior employees.

14. Special national minimum wages for award /
agreement free apprentices (Special National
Minimum Wage 4)

In its AnnualWageReview20132014Decisionthe ExpertPanelreachedthe following conclusions

anddecisionon speciahationalminimumwagedor award/ agreementfree apprenticesconsistent
with Ai GrouLJdbmissions:

{613] We havedecidedto adoptthe provisionsof the MiscellaneousAward2010asthe basis
for the specialnational minimumwagesfor employeesto whom training arrangementsapply.
The national minimum wage order will incorporate, by reference, the apprenticeand NTWS
provisionsof that award.

[614] We alsoacceptAiD N2 dzubithidsiorthat the adult apprenticenationalminimumwage

in the order shouldnow be setin accordanceawith the Miscellaneou®Award2010which, since
1 Januan2014 hasspecifieda rate for adultapprenticeX @ ¢
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The Paneladopted this approachin subsequentannualwage reviews, includingthe 2017-2018
AnnualWage Review?! Consistentwith the above conclusionsof the Panel,and its decisionlast
year,the wageratesfor apprenticesin the MiscellaneousAward 2010 shouldbe adoptedfor the
purposesof the NationalMinimumWageOrder2019.

15. Special national minimum wages for award /
agreement free employees to whom a training
arrangement applies who are not apprentices
(Special National Minimum Wage 5)

In the NationalMinimumWageOrder2012 the ExpertPaneldecidedto adoptthe minimumwage
rates in the National TrainingWage Scheduleof the MiscellaneousAward 2010 for the special
national minimum wagefor award/ agreementfree employeesto whom training arrangements
apply, other than apprentices.The Paneladopted the sameapproachin its subsequentAnnual
WageReviewdecisions.

Ai Groupsupportsthe continuationof the aboveapproachin the National Minimum Wage Order
2019.

16. Casual loadings in modern awards

Paragraph£85(2)(a)(ifand 284(3)(b)of the FW Act requiresthat the ExpertPanelreview casual
loadingsin modernawards.

In the Metal IndustryCasuaEmploymentCase® a FullBenchof the Australianindustrial Relations
CommissiorfAIRC) decidedto increasethe casualoadingin the Metal, Engineeringand Associated
IndustriesAward 1998from 20%to 25%.

After the Metal IndustryCasuaEmploymenDecisiorwashandeddown, the 25%quantumflowed
into many other awards. During the Award Modernisation processin 200809, the Award
Modernisation Full Bench of the AIRCin the Priority Stage Award Modernisation Decisiors?
relevantlysaid:(emphasisadded)

OTypes of employment

[47] Inour statementof 12 Septembe 2008we indicatedthat we intendedto adopta standardoading
of 25 per centfor casualemployeesWe receivedmanyrepresentationsn relationto that indication.

31 AnnualWageReviewDecisior2017-2018 [477].
32 Print T4991,29 December2000.

33[2008] AIRCFB 1000
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Forexample,a numberof employerrepresentativessubmittedthat we shouldnot adopt a standard
casualoadingor that if we did so25 per centwastoo high.

[48] Thereis great variationin the casualloadingsin NAPSAsnd federalawards.In somecaseshe

situationis complicatedby the fact that casualgeceivean annualleavepayment,usually throughan

additional loading of one twelfth, although in most casescasualsdo not receive annual leave
payments.To take some examples,a casualloading of 25 per cent is common throughout the

manufacturingindustry,casualoadingsin the retail industry varyfrom 15 per centto 25 per cent. A

loadingof 25 per centis very common,althoughnot universal throughoutthe hospitalityindustry. A

numberof pre-reform awardscurrentlyprovidefor ao o 2rcentloadingandhigherwhenthe annual
leavepaymentis takeninto account.lt seemsto usto be desirableto standardiseprovisionsto apply
to casualsvhereit ispracticableto do soto avoidclaimsin the future basedon unjustifieddifferences
in loadingsWeappreciatethat there are casuakmployeesin someindustriesin someStatesreceiving
loadingslessthan 25 per centandwe understandthat employersof thoseemployeeswill experience
anincreasean labourcostsif the loadingisstandardisedo 25 percent.Equallythere will bereductiors

in labour costswherethe loading,includingthe annualleaveloadingwhereit applies,exceed25 per

centcurrently.

[49] In 2000a FullBenchof this Commissiorconsideredthe level of the casualloadingin the Metal,
Engineeringand Associatedndusties Award 1998(the Metal industry award).The Benchincreased
the casualoadingin the awardto 25 per cent. Thedecisioncontainsfull reasongor adoptingaloading
at that level. Thesameloadingwaslater adoptedby FullBenchesn the pastoralindustry. It hasalso
beenadoptedin a numberof other awards.Althoughthe decisionsn thesecaseswere basedon the
circumstance®f the industriesconcerned,we considerthat the reasoningin that caseis generally
soundandthat the 25 per centloadingis sufficientlycommonto qualifyasa minimumstandard

[50] In all the circumstancesve havedecidedto confirm our earlierindicationthat we would adopta
standardcasualloadingof 25 per cent. We makeit clearthat the loadingwill compensateor annual
leaveandthere will be no additionalpaymentin that respect Also,asa generalrule, where penalties
applythe penaltiesandthe casualoadingare both to be calculatedon the ordinarytime rate £

Thecurrent standardcasualoadingin modernawardsof 25 per centis alreadyrelativelyhighand
shouldnot be increased.

17. Casual loading in the Business Equipment Award

The Expert Panelin its Annual Wage Review201516 decision at paragraphs[638] to [640]
determined that the casualloadingin the BusinessEquipmentAward 2010 (Award) should be
increasedrom 20 per centto 25 per centincrementallyoverthe courseof five years commencing
1 July2016.

We do not opposethe casualoadingin the Awardbeingincreasedo 24 per centasof 1 July2019,
consistentwith the phasingin approachdeterminedby the ExpertPanelin 201634

34 AnnualWageReview20152016 Decision[637].
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18. Casual loading for award / agreement free
employees

Paragrapt294(1)(c)of the FWActrequiresthat the ExpertPanelsetthe casualoadingfor award/
agreementfree employees.

Thecasualoadingin the NationalMinimumWageOrder2018 is 25 per cent,anda similarloading
shouldbe reflectedin the NationalMinimumWageOrder2019.

19. Copied State awards

Ai Groupdoesnot opposethe provisionalview expressedy the ExpertPanelin its decisionissued
on 4 January2018° and confirmedin the AnnualWage Review2017-2018 Decisionthat Annual
WageReviewadjustmentsshouldgenerallyapplyto copiedStateawards

TheExpertt |y $dsifivd is explainedin the following extractsfrom the AnnualWage Review
20172018Decision:

o{444] The method for adjusting wages in copied State awards was the subject of a decision by the
Panel issued on 4 January 2018. In that decision, the Panel expressed the following provisional view

WL ( phodisiogatizidthat AWR adjustments should generally apply to copied State awards,
subject to a different outcome being determined in respect of particular copied State awards.
In other words, rather than seeking to apply a tiered approash decision rule to mitigate

WR2dz0f S RALILAYIQ ¢S LINRBLIRZAS (G2 FRRNBaa +y

5
submissions on oyrovisionalview in the context of the 20Ky wS @A Sg LINB OSS

[452] We confirm theprovisionalview expressed in our decision of 4 January 2018. The adjustment
to the rates in modern awards that we have determined in this Review will be applied to copied State
F 6 NRa ®é

Thedefault period of operationfor a copiedStateawardis 5 years3¢ A copiedStake awardis taken

to includethe sameterms aswere in the original Stateawardimmediatelybefore the transferring

SY L) 2 @erdifaigntime.

Dependingupon when a particular copied Stateaward cameinto operation, applyingthe Annual
WageReviewadjusiment unalteredto the copiedStateawardmaybe inappropriatein a particular
case StateWageCasewill not alwaysresultin animmediateadjustmentto the minimumratesof
payin all awardsin the relevantState Forexample,on 18 December2018,orderswere madeby
the Industrial RelationsCommissionof New South Walesto vary the Transportindustry (State)
Award(NSWYo reflect 2.5%increasesnadein the StateWageCasegor 2016,2017and201837 As

35[2018]FWCFR at [43].
36 Fairwork Act 2009 (Cth)s 768A0(2),

37 IndustrialRelationsCommissiorof New SouthWales, Noticeof OrdersMade (CaseNumber:2018/00289568y; 19
December2018
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aresult,asignificantincreasewvasappliedto the ratesapplicablen this awardfrom the first full pay
period on or after 16 December2018.

Partiesshouldretain the capacityto make submissiongo the ExpertPanelin any AnnualWage
Reviewabout the impactsassociatedvith the timing or quantumof wage increasesn a particular
Stateaward,that haveflowed into a copied Stateaward. Theapproachdeterminedby the Expert
Panelin the AnnualWageReview2017-2018Decisiorprovidesfor this. Ai Groupis not arguingfor
adifferent levelof wageincreasen anycopiedStateawardsin the current AnnualWWageReview

20. Process for varying modern awards to reflect the
Annual Wage Review Decision

In previousyears,the Commissiorhasissueddraft Determinationsand a draft NationalMinimum
Wage Order following the AnnualWage ReviewDecisionto allow interested parties, suchas Ai
Group, to check the / 2 Y Y A a adlcalstiond and provide feedback before the final
Determinationsand National Minimum Wage Order were published.Ai Group urgesthe Expert
Panelto implementthe sameconsultativeapproachin this Review.

Averylargenumberof employersrely on industry organisationssuchasAi Group,to advisethem
of the wage rates and allowancespayableunder modern awards. Ai Group providesa specific
information serviceon most modernawardsand it is a hugetaskfor our staff to checkthe draft
Determinations preparewritten adviceon eachaward and distribute the adviceto thousandsof
employers.

Keepingthis in mind, we urge the Commissiorto publishthe final Determinationswith as much
leadtime aspossiblebefore 1 July2019 to enableindustry associationgo adviseemployersand
then for employersto makethe necessarypayrolladjustments.

There are substantial direct and administrative costs associa¢d with backpaying wage and
allowanceincreases.

21. The form of the National Minimum Wage Order 2019

In AiD NB dekgeriéncethe form of the NationalMinimum WageOrder2018 did not leadto any
difficulties.

We suggesthat the samemodelbe usedfor the NationalMinimumWageOrder2019.
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22. Request to participate in final consultations

TheDirectionsfor the AnnualWageReview2018-2019 state that partieswishingto participatein
the final consultationsare requestedto expressnterestby 7 May 2019.

Ai Groupherebyadviseghat it wishesto participatein the final consultations.
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