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Summary

For at least five yearsnowustrsd A F Qa I 62dzNJ YIFN)] SG KFa RSY2y
structural shift that has undermined traditional patterns of wage determination, and

eroded the quality and security of work. The economic and social consequences of this

sea change in the world of work asevere and fareaching: flat real wages (the worst

labour income growth since the Great Depression), a severing of the traditional

relationship between wage and productivity growth, a steady expansion of insecure

work in various forms, growing inequalityincome distribution (both between factors

and across households), and a precipitous decline in collective representation and

enterprise bargaining (especially in the private sector). Governments tell Australians

G2 aAYLI @& 0S LI ONBFEE RFRIKSANINWERN] SGoFASaA
SO2y2YAO o0SySTAGA gAff az22y AGaUGNARO1fS R2gy ¢
concerning labour market challenges to resolve themselves. Instead, the whole history

2F 1 dzaGNI fAFQa S OastvepolicNBortdayeRlvaysinecessdty (i LINJ

to broadly distribute the fruits of economic growth to workers and their families.

Chief among these policy tools, of course, is the power of government to establish

rules and regulations regarding labour marketcomes: everything from minimum

wages and penalty rates, to the operation of the awards system, to the National

Employment Standards, and the industrial relations and collective bargaining regime.

Labour and social advocates are campaigning energigtitedl by the ACTU and its

G/ KFy3aS (GKS wdzZ Sa¢ OFYLI ATIyo (2 auNBy3IdKSy
supporting role in a muklidimensional effort to restore wage growth and stabilize

labour standards can also be played by leveraging the enormouseto footprint of
320SNYYSyido PFAOSNIFEEY 1dzZAGNI €A Qa A2IFSNYY
aidriasSs yR t20rf0 O2yadaiddziSa o6& FIFN GKS 1
NBEL2Z2 NI R20dzySyda 0GKS YI 22N BbopEnfaAz2ya 2F 32

{1 Total revenue and expenditures of over $600 billion per year, equal to 35 percent
2F 1 dAONI E Al Q&4 D5t o
T ¢2GFt &aO02yadzYLIWiA2yé aLISYRAYy3I 6GKIFIG Aaz SE
public goods and services) of over $330 billion per year (i&.&nt of GDP), and
investment spending (on longdived capital projects) of over $85 billion (another
5 percent of GDP).
1 Direct public sector employment of close to 2 million workers, with millions more
jobs indirectly dependent on government injectioofsspending power into the
economy.
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1 Ciritical fiscal and policy support for public and community service provision by
armslength nonprofit and norgovernmental service agencies, which are worth at
least another 4 percent of GDP.

1 Goods and services pro@d from privatesector suppliers equivalent to around 10
percent of GDP (or about $175 billion per year).

This enormous economic influence, backed up by the unmatched fiscal capacity of
government, has a powerful impact on labour market outcomes in atbsg and
regions of the economy. Government expenditure affects wages, employment
relationships, and labour standards through at least three distinct channels:

1. Wages and labour standards reflected in direct work and production undertaken
within governmen and its departments and agencies (the public sector).

2. Wages and labour standards prevailing in atergyth serviceproducing
organisations which depend on government funding for much or all of their
activities, and whose performance is shaped by govemtmaes regarding service
standards and quality (the ngorofit sector).

3. Wages and labour standards prevailing in the myriad of prigatgor firms which
supply government and public agencies with procured goods and services (the
private sector).

MoreolSNE (G KNRdzaK | GRSY2YAGNXGA2y STFFSOGzZe AN
I OKASOSR @OAl |yegd 2F GKS&AS GKNBS aidNBlya Oly
businesses and sectors that have no direct connection to government spending at all.

Consider, for gample, important workplace practices and entitlements that were first

pioneered in public sector jobs, but eventually spread to many private sector jobs as

well: such as superannuation; pay equity; paid family, maternity and domestic violence

leave; and thers.

Government attitudes and policies regarding the extent to which labour standards are

priorised as a goal within each of these major expenditure streams thus exert an

important influence on the trajectory of wages, working conditions, and job quality

This report documents numerous ways in which Australian governments have linked

their expenditures to the pursuit of particular labour policy goals and standards. In

YIye OFaSazr dzyF2Nldzyl §Sftex OGKFG LINF OGAOS 27
restrict or reduce wages and labour conditions associated with governifueidted

work: by artificially capping public sector wage growth and restricting normal collective
bargaining; by invoking market pressures to reduce compensation costs for public

servie work; by shifting work from public to private providers; and by demanding
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changes in work practices or contract provisions (even within privawelyed and

2LISNF SR o0dzaAySaasSao GKFG FdzZNIKSNI NBadNROi
and conditiors. This perverse invocation of government spending power to restrict

wages and working conditions, thus exacerbating the negative labour market trends

reviewed above. However, even these perverse examples confirm that governments

of all political stripesdo indeed appreciate the power and influence of government

spending power, as a powerful lever to wield in pursuit of labour policy goals.

More encouraging are the numerous examples of governments which have invoked
their spending powec, directly and indrectly ¢ to support improvement in wages, job
security, and employment relationships. So this report also catalogues numerous real
world examples of practive efforts to link expenditure decisions (in direct public
sector work, armdength social and ecomunity agencies, and private sector
procurement) to the overarching effort to improve wages and labour standards.
Examples are provided from previous Australian experience at the federal, state and
local levels. Valuable experience is also gleaned é&fonts by governments and

public agencies in other countries, and even from efforts by leading private sector
businesses to improve social, ethical, and labour performance within their own supply
chains. Together, these examples confirm that a+wshnng government,

committed to building a more inclusive economy with rising wages and respect for
high-quality labour rights and employment standards, could choose from a wide array
of policy levers.

The report concludes with ten specific recommendationsclvivould help Australian
governments (at all levels) link their spending power to the attainment and
preservation of topquality labour market outcomes and standards. These
recommendations extend from simply clarifying that government is indeed committed
to the pursuit of positive labour standards through its spending decisions, to the
development of a comprehensive and consistent database of procurement spending,
to the integration of labour standards consideration into all aspects of policy design in
service delivery.

There can be no debate that government spending power has tremendous influence

2P0SNI 20aSNIBBSR f1062dzNJ YFENJ SO 2dzi02YSa Ay | dza
has power to leverage its spending power in pursuit of labour policy goalsleAmp

experience, from governments at all levels and of all political persuasions, has

demonstrated both the potential and the legitimacy of these linkages. The bigger

guestion is whether government will commit to using its spending power consistently

to strengthen wages and labour standards in the interests of building a fairer, more

inclusive economy.
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Introduction

Economic and policy experts from across the political spectrum have expressed

concern in recent years about worrisome trends in wage determinadiod income
distribution! Since the resourcked investment boom peaked in 2012, Australian

labour market outcomes have weakened, labour incomes have stagnated, and income
inequality has continued to widen. In fact, measured by growth in total labour

incomes, the past five years have been the weakest of any since the Great Depression

in the 1930s. Official jobreation and unemployment statistics do not provide an

accurate or complete portrait of this profound and lasting labour market weakness:
becauseof the growing proportion of work concentrated in insecure, irregular, and
Y2YAYlLfte GaAYRSLISYRSy(é¢ LRaAGA2yAazr ¢l 3Sa

K I

dzy SYLJX 28YSyid NIXYaGS GKFG asSSvya NBtlFGA@Ste af 2

around 5.5 percent). Orvarage, real incomes have not increased measurably since
2012, nominal incomes are growing unusually slowly, and for many Australians
(especially those in precarious and mstandard jobs) living standards have actually
declined. Meanwhile, the quality drstability of work for millions of Australians has
eroded significantly, as evidenced by numerous empirical indicators.

Economists have noted the numerous economic, fiscal and social consequences of
these disappointing trends in labour inconfeslacroecmomic growth is held back by
weak purchasing power among Australian households. The financial instability of
households; already carrying total debt now worth 200 percent of disposable

incomes, one of the heaviest personal debt loads in the wordexacerbated when
wages are stagnant and uncertain. Government fiscal performance is held back when
wage growth deteriorates (and hence personal income tax and GST revenues fail to
meet budgetary targets). And entire communities bear large costs (both rmonand
social) arising from widespread unemployment, underemployment and insecurity:
including poor education, health, and criminality performarice. response to the
accumulating costs of stagnant wages, insecurity and inequality, analysts and policy
makers in many different settings have highlighted the need for stronger wage growth,
more secure jobs, and more inclusive economic development. &warentional

! See for example OECD (2015b), Holmes (2013), and Whiteford (2015).

% See for example Jacobs and Rush (2015), Bishop and Cassidy (2017), and Department of the Treasury
(2017).

® A compelling catalogue of the economic, fiscal and social costs of inecaradityocial exclusion is
provided by Wilkinson and Pickett (2009).
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economic leaders like Dr. Philip Lowe, Governor of the Reserve Bank of Australia,
and Commonwealth Treasurer Scott Morridarhave acknowledged the unusually
weak trajectory of wage growth in the labour market, acknowledged its consegsenc
and emphasised the need for wage performance to improve.

Government has many tools and policy levers at its disposal to address and ameliorate
this observed and persistent weakness in labour incomes. One important set of
measures is the collection &bour regulations, minimum standards, and industrial

laws that serve to shape wage determination and employment relationships. In

general, the effectiveness of those policies and institutions in supporting wage growth

and lifting job quality has been eded over the past generation, due to efforts by
successive governments to create a more empléyeMA SY RBEESSHANBS | o
YIENJ Sho LYLERNIIFIYG AYRAOFG2NAR 2F GKAa&a OGN
of the minimum wage (which has decssl significantly since the 1980s, measured as

a share of median earnings; see ACTU, 2017), the relaxation of various minimum
standards and protections (most recently including the reduction of penalty rates for
weekend workers in services industries), teerientation of the awards system since

the 1990sintoabottori Ay S aGal FSieée ySié¢ o2SdiArazyaya Al
instrument to spur wage growth across the labour market), and the dramatic erosion

of collective bargaining across the economy (espiéy visible in the private sector).

Labour and antpoverty advocates have demanded the revitalisation of those labour

standards and practicés Rebuilding the power of minimum wages, the awards

system, minimum standards and collective bargaining, ld/@ertainly make a major

contribution to restoring normal patterns of wage growth and income distribution.

2 dzl
BYyF

However, there are other policy tools also at the disposal of government that could

complement and reinforce stronger labour market regulations astitutions in

improving wages, job quality, and employment rights. In addition to directly

influencing labour market outcomes through regulations and industrial laws,

government can also leverage its enormous economic footprint to lift labour

standardsyestore normal wage growth, and enhance the quality of work. This paper

explores the dimensions and potential benefits of the systematic and sustained use of
I20SNYYSyiQa aLISyYyRAYy3I LIRgSNI Fa LINI 2F 0N
and wages.

After all, government is by far the largest single entity in the economy. It is the largest
employer. Its total inflows and outflows represent a very large proportion of economic

*Long (2017).

®Uren (2017), Dept. of Treasury (2017).

®Aleading example isthe AGTBB R OF YLI A3y (2 &/ KFy3asS (GKS wdz Sa¢ 27
Australian Council of Trade Unions (2018).
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activity: over onethird of total GDP (or over $600 billion per year)ozd i NI f A I Q& Ol &
By monitoring the effects of its spending decisions on labour markets, and consistently

pursuing opportunities to wield that spending power in pursuit of stronger wages and

working conditions, government could help to reestablish posithomentum in

AyO2YSa yR SO2y2YAO aSOdz2NAie o YR o6& af St
send a powerful message to other employers: namely, that respect for fair wages and

working conditions, and a commitment to improving labour outcomes over tinae) is

expected criterion for all business activity.

The economic leverage of government exerts a strong influence on realised labour
practices through several complementary channels:

T D2OSNYYSyYyd AGaStFT A& I YIFI22N SYh#n2& SNJ 6! dz
employment practices and wage policies have a direct impact on overall trends and
averages.

1 Through its funding and regulation of public service provision by independent or
armslength agencies and institutions, government establishes a fiscal cdiotext
wage determination and working conditions in the nprofit sector.

1 Government purchases of goods and services from private suppliers and
contractors constitute another enormous flow of spending power, with potential
implications for labour practicesithin those supplying businesses.

a2NB203SNE AY [RRAGAZ2Y (G2 (GKS&S SELX AOAG LA
to wages and labour standards also exerts important indirect influgrimath fiscal

and moralg that spills over into broader businesind employment practices. When

governments priorise strong labour standards in all their expenditure decisions (public

sector, funded norprofit services, and procurement from the private sector), the

more will all employers face pressure to respectiErmorms, even in activity not

directly dependent on government spending.

Through all of these channels, a government that is committed to restoring normal

patterns of wage growth and lifting labour standards could use its purchasing power as

a powerfulsupporting toolg ideally as part of a broader, multidimensional effort to

achieve a more inclusive pattern of economic and social development. On the other

hand, a government that actually aimeddappressvage growth andveakenoverall

labour standardscould invoke its economic leverage toward that end goal, as well.

Indeed, there are numerous unfortunate examples in Australia of this perverse

AYy@20F A2y 2F F20SNYYSy(iQa aLISYRAYy3I LI2gSNI

"l dzi K2 ND&a O £ Odzf  GA2ya FNBY ! . { /[l GFf23dzS pHncons ¢lI
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labour practices. The issigenot, therefore, whether government has the capacity to
leverage changes in labour practices through its own spending decisions: it clearly
does. Instead, the true question is to what end, and in whose interests, will that
power be directed.

This reportwill explore the various channels through which government expenditure
can influence realised employment practices and wage outcomes in Australia, both
directly and indirectly. The goal is to provide an initial catalogue of strategies through
which a goernmentg assuming it is committed to boosting wage growth and lifting
labour standardg, could support those goals through the paative linkage of

spending decisions to labour practices.

The report is organised as follows. Part | will provide an oswref the current

FILAfdzZNBa 2F 41 3S RSUSNNYAYFGA2Y YR SYLX 28 YS
describing the nature and scope of the problem that we propose can be at least

partially addressed through the strategic use of government spending poRart Il

describes the economic footprint of government, presenting a quantitative profile of

GKS ao0FltS 2F 3A20SNYyYSyiQa LRIGSYGAlFLt AyTf dzSy
channels through which government spending power can influence labour marke

outcomes, for better or for worse. Part Il provides an illustrative catalogue of

negative examples, through which previous Australian governments wielded spending

power to restrict or undermine wages, job security, and employment standards. This

invertory of undesirable measures, while perverse, at least confirms that government

spending decisiondo influence labour standards throughout the economgnd that

governments of all stripes regularly recognise and invoke that power. Part IV of the

report reviews a representative catalogue of more positive examples (from Australia,

from governments in other countries, and even from the private sector) of efforts to

successfully link spending and procurement decisions to requirements for better

wages, workig conditions, and job security. This catalogue is not exhaustive: there

are hundreds of different ways in which governments have attempted to link spending

decisions to labour standards. Our illustrative review simply confirms the breadth and

variety ofpotential avenues for practicing that linkage in a constructive direction. The

O2y Ot dzaA2y adzYYI NARASA (GKS NBLRNIQA& FAYRAY I
for making better use of government spending power as part of a broader effort to

improve ldour market outcomes in Australia.
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Part I: The Scope of the Problem

The slowdown in wages growth in Australia, to the slowest sustained rates in at least a
generation, has sparked widespread concern among patiaiers and the public at
large.

The stagnaon of wages has been accompanied by a striking erosion of traditional
norms of job quality and stability: including the expansion of insecure or precarious
work in all its forms, and a marked decline in collective representation and enterprise
bargaining This section of the report will review empirical evidence regarding the
slowdown in wages, and other indicators of the deterioration of job quality and
stability. These trends reinforce the need for governments at all levels to direct the
full range oftheir policy toolsg including public spending powerto strengthening

wages and job security across the labour market.

WAGE STAGNATION

¢CKS Y2ail 02YY2y GaKSIRftAYySeé a2da2NOS 2F RIFGI 2
Wage Price IndefCatalogue 630R). This is an index of wage and salary incomes

calculated from a representative sample of jobs. Because it controls for change in the
composition of employment, the WPI does not capture the effects (positive or

negative) of shifts in the makeap of empbyment (including changes in the incidence

of part-time work, casual jobs, and samployment). It is intended to provide an
AYRAOFGA2Y 2F aLJzNB¢ g1 IS LINBaadz2NE F2NJ I ye@
approach is that it excludes the impact ofaclyes in the composition and quality of

work on overall wages.

The growth of the WPI since the turn of the century is illustrated in Figure 1, including
separate series for pubhsector and privatesector jobs (annual wage growth was
somewhat stronger ithe public sector during most of this perfyd Annual wage

growth fluctuated between 3 and 4 percent per year during the first years of the
century. Wage growth fell sharply but temporarily during the Global Financial Crisis

®The stronger pattern of public sector wagemwth immediately attests to the positive potential of
government program spending on labour market outcomes: for several reasons (including the
relatively strong qualifications of public sector workers, more widespread enterprise bargaining, and
higherunion presence), wage outcomes in public sector roles have not been as negatively affected by
GKS GdzZNY2Af Ay 1 dzGNFEAFQa fF02dzNJ YFENJ]SG 20SN) GKS L
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(GFC), but quickly regainede-crisis averages from 2011 through 2013. After 2013,
however, wage growth decelerated dramatically. Since 2013 WPI increases have
averaged about 2 percent per year; since that is approximately equal to the annual
growth in consumer prices, this imgd a multiyear freeze in average real wages in
Australia.

Figure 1. Yeaover-year growth in the Wage Price Inde20062017.
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Source: Calculations from ABS Catalogue 6345.0.

Howeverthe Wage Price Index (WPI) is an oveyimistic measure of the trupace

of wage growthbecauseitizi $& | FAESR aol a1SGdé¢ 2F RATTSNI
calculate an average of wage growth across different industsi@soccupations But

the recentcrisis in wagess inlargepart the result ofdeterioration in theaverage

quality of work In particularthe ongoing shift toward paftime, casual, insecurand

RA 3 A { jolis praddcesdaiver (and more unstable) earnings. The WPI does not take

into account these changes in the composition of work, and hence restimmates

wage pressures. Other broader measures, that consider the changing composition of

jobs, indicate that wage growth is even weaker than reported by the WPI.

For example, the ABS produces another report on labour incomes, itsasemal
AverageWeekly Earnings publication (Catalogue 6302.0). Unlike the WPI, this measure
does incorporate the effects of changes in the composition of employment, since it
reports comprehensive averages of earnings across its whole sample of avehe
salaryearners The publication separately reports weekly earnings fostifuke

workers and for all workers (including pditne). The latter measure thus captures

the varying importance of patime work (and changes in average weekly hours of

work more generally)along with other changes in average job quality.
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Figure 2 Yearover-year Growth in Average Weekly Earnings, 200Q17.
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Source: Calculations from ABS Catalogue 6302.0.

As pictured in Figure 2, these data reveal a similar, but more dramatic, decelesétion
earnings growtlt also beginning after 2012. Annual growth in average weekly
earnings prior to the GFC was even stronger than reported in the WPI data: averaging
4-5 percent per year. This is because average earnings were also boosted by
improvementsin quality of work and longer average hours, thanks to very strong
labour demand conditions at the time. By the same token, the slowdown in average
weekly earnings since 2012 has been even steeper: average weekly earnings have
grown at well under 2 percérper year since 2014 (significantly behind CPI inflation).

A significant (but shrinking) share of workers in Australia has earnings determined in
accordance with enterprise agreements, and the terms of those agreements provide
another useful perspectiven wages growth. The Commonwealth Department of Jobs
and Small Business (formerly the Department of Employment) surveys all enterprise
agreements registered and approved under the federal industrial relations system, and
reports aggregate statistics reghing average wage increases specified under current
EBAS,

° This data excludes EBAs negotiated under gbaiged indusial relations systems, primarily including
EBAs

in state and municipal public services. Not all EBAs have wage provisions that can be quantified (such as
those specifying wage increases dependent on performance, CPI growth, or other unpredictable
factors).
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Figure 3. Average Annual Wage Increases in Enterprise Agreements; 2000
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Figure 3 illustrates the estimated aveeagnnual wage increases embodied in current
registered (quantifiable) EBAs monitored by the Department of Jobs and Small
Business (2018). Those wage increases remained steady within a relatively narrow
band between 3.5 and 4 percent through most of th&®@d.3 period (with a slight
upsurge around 2005); that steady pace continued despite the effects of the GFC in
2008 and 2009. Indeed, the stability of EBA wage provisions through the GFC affirms
the importance of collective bargaining in establishing anfeS O A @S a Ff 2 2 NE
increases, even during troubled macroeconomic conditions; the resulting resilience of
consumer purchasing power is useful in supporting macroeconomic recovery.
Beginning in 2013, however, a pronounced deceleration in negotiategewgains has
occurred, with the average increase falling to below 3 percent per {edfage

increases were somewhat stronger in public sector EBAs between 2002 and 2012
(again reaffirming the positive effect of public programs on labour market outcomes).
And since average wage gains for fBétected workers have been higher than
economywide averages reported in Figure 1 (on the basis of the WPI), even slightly
exceeding the rate of price inflation in most years, this confirms that collective
bargainings an important and effective support for wage growth.

1% Another stabilising impact of enterprise agreements is experienced because of the lag times
embodied in multiyear agreements; even when the economy slows, the terms of wage agreements
specified in previous EBAs will still provide batgded wagericreases. The Dept. of Jobs and Small
Business also reports separate data on average wage gaiesvignegotiatedwage agreements, and
those show a more rapid deceleration than is illustrated in Figure 3.
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Perhaps the broadest perspective on the growth of labour incomes is provided by

l dzZAGNF Al QA ylradA2ylFf AyO2YS | OO02dzyia aesaisSy
(including wages, salaries, and emplogaperannuation contributions) as part of its

quarterly GDP statistics. These aggregate labour income figures can then be compared

to employment data from monthly labour force surveys, to estimate the implicit rate

of growth of labour incomes (measuredmp&orker or per hour worked). These data

capture all of the forces affecting labour incomes (including changes in the

composition of employment, job quality, and average hours of work), and hence can

be seen as more comprehensive than other series (eafigthe WPI).

Figured. Yearover-year Growth in Average Labour Compensation from National
Accounts Data, 200Q7.
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Source: Calculations from ABS Catalogues 5206.0 and 6202 .@uaotar moving
average.

Figure 4 illustrates the trend in annual labaompensation per hour of work, and per
employed person, based on national accounts labour compensation data. The figure
separately portrays labour income per hour worked, and labour income per employed
person; the two series diverge when average hours wdnger person chang¥. It

indicates an even more pronounced deceleration of labour incomes: from an average
of around 5 percent per year before the GFC (and just as fast after the initial recovery,
from 2011 through 2013), to well below 2 percent per ysi@ce mid2014t and

averaging below 1 percent per year most recently. This provides an especially dramatic

! As occurred, for example, during the GFC, wheuars worked declined faster than employment (due
to labour hoarding by employers, wedharing, and other factors), and hence income per employed
person declined more dramatically.
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perspective on the composite factors that are causing labour incomes to stagnate: not
just slower growth in hourly earnings in any particular jolt, &lso negative changes in
hours and average quality of work as well.

Despite great differences in methodology, therefore, some clear common conclusions
arise from these various measures of wage growth. First, in the decade before the
GFC, labour incomés Australia grew steadily and relatively strongly, at annual rates

of 4-5 percent or even higher. Wages slowed during the GFC, but that slowdown was
temporary and quickly reversed. However, a more worrisome and lasting shift in wage
trends occurred afteR012, when a pronounced and more lasting deceleration of

wages and labour costs became visible. Finally, while the Wage Price Index is the most
O2YYZ2yfté& NBLR2NISR aKSIRfAYSeé YSIFadaNBE 2F ¢ 3
wage slowdown because of its assed fixity of job composition. Other measures of

wage growth take into account changes in hours of work and job quality; they suggest
that the stagnation of labour incomes since 2013 has been more severe than implied
by the WPI series.

WAGE GROWTHWHATI SNORMA L 0 ?

The empirical evidence is clear that wage trends in Australia have diverged

dramatically in the last five years from previous historical patterns. It is useful to

NEOASSG (GKS RSUOUSNNYAYLy(Ga 2F ay2NXIlthé oI IS 3N
extent to which current patterns are unusual.

¢2 0S3IAAY GAGKI AU Aad 200A2dzateée AYLRNIFYyGd GK
LINEaSNIS G(GKS NBIf LIzZNOKFaAy3I LIR2oSN 2F g2 NJ S
Australian wages have approximately kg@ace with inflation: the adjusted index of

wages has grown around 2 percent per year since 2013, in line with CPI growth. But by

other, more comprehensive measures (such as average weekly earnings and labour
compensation per hour worked), nominal wades/e lagged well behind consumer

prices, producing a decline in real purchasing power.

However, even if wage growth did match consumer price inflation, this alone would

Y20 O02yaidAiddziS | ay2NXIf¢ g1 3S 2dziO2YS® a 2
also eflect labour productivity. So long as productivity grows over time (as has been

the case in Australia), wages should grow consistéasiierthan consumer price

inflation ¢ in order to reflect the enhanced real output of each hour of labour.

I ay2NXYEFfé 0SYOKYIFN] F2NJ ¢ 3SrunohBumér K= 1 KS NE
price inflation plus average productivity growth. The RBA is charged with maintaining
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CPl inflation at around 2.5 percent per year; long labour productivity growth has
averaged between 1 and 1.5 percent per year over the past three decades. Together,
GKA&a &adzAaA3asSada GKIFIG | ay2NX¥Ffé o0SYOKYLF NJ
3.5 and 4 percent per year. (Of course, wage outcomes in specific industries and
regions wil deviate from broad averages in line with specific economic and labour
market conditions.RBA Governor Lowe recently confirmed his own view that 3.5
LISNODSy G Aa | y2NX¥If LI OS 2F g+3S INRGHK

Australian wage gneth in the preGFC period generally accorded well with that

2N

o2y

RSTFAYAGAZ2Y 2F ay2NXNIté f1F02dzNJ YFEN] SO 0SKI GA

the WPI was slightly under 4 percent; it grew faster than 4 percent by other indicators
(such as weekly earnings compensation per hour). A sharp but temporary
deceleration of wages accompanied the GFC, but was quickly followed by a return to

GY2NXYI f o¢ {AYyOS HnmMoX K26SOSNE 41 3Sa KI

odds with traditional assumptions raglding wage determination (target inflation plus
average productivity growth).

Table 1 compares the prand post2013 experience of the wage indicators surveyed
above, with the corresponding pattern of inflation and productivity growth over the
same perial. There has been a noted deceleration of consumer price inflation since
2013, falling consistently below the RBA 2.5 percent inflation target. Whether this is a
cause or a consequence of the slowdown in nominal wages is debated. The price of
labour isthe most important and generalised price in the whole economy, and hence
anything that suppresses nominal wages will also pull down broader infl&tign the

same time, as expectations of slower inflation become ingrained, this can reinforce the

2S

trend lower wage payoutg i Kdza KSf LIAy3 G2 af201¢ GKS YI ON.

below-target inflation.

2Dr. Lowe told the Standing Committee on Economics of the House of Refat¢es on February 16,
H N My liwé'te Going to deliver average inflation of 2% per cent we should probably have average
wage increases over longSNA 2 Ra 2F GAYS G ooy LISNJ OSyidoé¢ {SS
http://parlinfo.aph.gov.au/parlinfo/search/display/display.w3hed COMMITTEES;id=committees%2Fc
ommrep%2Faf4a0leef3b-4ed4ea2ls
3522214a8e01%2F0000;query=1d%3A%22committees%2Fcommrep%2FaiiddUstea’214
3522214a8e01%2F0001%22

3 In this context, the erosion of wagripporting institutions is indeed a matter ofrozern for monetary
policy-makers, since it helps to explain their failure to boost inflation back to their target range.

Iy
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http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;db=COMMITTEES;id=committees%2Fcommrep%2Faf4a01ce-cf3b-4e4e-a214-3522214a8e01%2F0000;query=Id%3A%22committees%2Fcommrep%2Faf4a01ce-cf3b-4e4e-a214-3522214a8e01%2F0001%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;db=COMMITTEES;id=committees%2Fcommrep%2Faf4a01ce-cf3b-4e4e-a214-3522214a8e01%2F0000;query=Id%3A%22committees%2Fcommrep%2Faf4a01ce-cf3b-4e4e-a214-3522214a8e01%2F0001%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;db=COMMITTEES;id=committees%2Fcommrep%2Faf4a01ce-cf3b-4e4e-a214-3522214a8e01%2F0000;query=Id%3A%22committees%2Fcommrep%2Faf4a01ce-cf3b-4e4e-a214-3522214a8e01%2F0001%22

Table 1

Measures of Wage Growth

Average Annual Growth

200013 201317 Change

Wage Outcome Measures

Wage Price Index 3.6% 2.1% -1.5%
Avg. WeeklfEarnings 4.3% 1.6% -2.7%
Wages in Enterprise Agreements 3.9% 3.2% -0.7%
Avg. Hourly Compensation (Nat.Accts.) 4.8% 1.5% -3.3%
Potential Components of Wage Growth

cpi 2.8% 1.8% -1.0%
Real Labour Productivity 1.3% 1.1% -0.2%

Source: Calculations from ABS Catalogues 5206.0, 6202.0, 6302.0, 6345.0, and 6401.(
Statistical Table H4; and Dept.Jafbs and Small Busine&$rends in Enterprise Bargaining,|
as described in text.

Totals may not add due to rounding.

1. Excludes effas of changes in GST during 2dI0

Labour productivity, on the other hand, has not significantly slowed down during this
period. Realised labour productivity increased by 1.1 percent per year between 2013
and 2017, broadly comparable to pg®13rates. It does not seem convincing,
therefore, to attribute the slowdown in wages in Australia to productivity factors.

Even prior to the 2013 downshift in wage growth, real labour compensation in
Australia was growing more slowly than productivity. uFeg illustrates the longun

trend in real hourly wages (represented by the WPI deflated by CPI growth) compared
to the corresponding expansion of hourly productivity growth. From 2000 through
2013, real wages grew less than half as quickly as prodyctiyi a cumulative total of

10 percent, versus a 20 percent cumulative improvement in productiifthe gap
between the two series is now widening at a faster rate, in light of the slowing of real
wage gains since 2013 to nezgro.

4 A similar gap between real wageowth and productivity growth is visible in earlier data, dating back
to the 1980s. A shortfall imbour income relative to productivity growth corresponds to a decline in
GKS € 02dzNJ &Kl NBbo# Shard & AustfaliaDGDP Hifstadie Recard Lavs 08 WA Y
Stanford, Centre for Future Work, 2017).
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Figure5. Real Wages and Real Labour Productivity, 200Q7.
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Source: Calculations from ABS Catalogues 6345.0, 6401.0, and RBA Statistical Table H4.

In sum, it is clear from a range of indicators that traditional patterns of wage

determination in Australia haveden undermined or broken in recent years. Wage

growth has decelerated markedly since 2012, real wages have been effectively frozen,

NEBIf 41 3Sa FINB fF33Ay3 Sttt 0SKAYR LINRPRdAzOG A
national income has shrunk accordinglyK S SNRaA2y 2F NBIFt ¢3S 3
share of national income has contributed to growing inequajityeasured across

factors of production (ie. between labour, capital, and other factors) and across

households. A structural imbalance of bargagmpower between employers and

workers is a key factor behind those negative trends. To attain stronger wage growth,

and ensure broader distribution of the gains from economic growth, government

should support wage growth and strengthen the structuralipos of workers in the

labour market. One obvious approach to this problem is to strengthen wage

supporting institutions and regulations (including minimum wages, awards, and

collective bargaining). But complementary efforts can be made to invoke tibksr

andlevergA Yy Of dzZRAY 3 32 @S NY Y S yciloGudppot wade giod§ y RA Yy 3 LIz
and lift labour standards.

EROSION OF JOB QUALY

Wdza & & AYLERNIFIYyd da GKS RSOStESNIGA2Y 2F 41
share of total national incomdaas been the erosion of the stability and quality of jobs
in the Australian economy. Indeed, the two trends are relaggdA Yy OS 62 NJ SNRAQ | «
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to demand and win higher wages evaporates when their jobs are insecure and
precarious.

There are many indicatns of the deterioration injob quality y ! dzA G NI £ A Q& f | G
market The generalphenomenon of insecure work, whdrgworkers are hired under

terms which impose uncertainty in the hours, pay, and tenure of employment, has

become ubiquitous. In previowkecades, most jobs were permanent, paid positions,

whereby a worker could count on both continued, steady employmeantd on the

income that came with it.That facilitated longerm family decisions regarding home

ownership, major consumer purchases, kB NI Ay 3 OKAf RNByaQ KAIKSN
other aspects of quality, stable, inclusive prosperity.

y NBOSyid &@SINBXZ I INRPGAYI SHevididdframFhate2o6a AY
traditional> & & U lengpRymedR kelationship. And those deviaticas

experiencedalongmany different dmensions including partime work, temporary

and casual jobs, irregul&ours, independent contractingnd marginal forms of self

employment, andnore recently througld 3A 3¢ 2206a $2NJAy3 F2N RA3
single statistical indicator can capture all of these dimensions of the growth of insecure

work. But together, these muifaceted changes in the quality and stability of work

are chipping away at the ability of working people in Australia to reliably@tipp

themselves and their familiesand to achieve their share of national prosperity.

Table 2 summarises several measures of job quality, and their deterioration over the
past five yearg the same period when normal wage growth decelerated so
markedly™> This correspondence in timing confirms that the two trends are driven by
similar underlying causes: namely, the growing imbalance of bargaining power
between employers and workers.

A growing share of Australian workers work in pame jobs; Australiamow has the

third-highest incidence of patime work of any industrial country. Patitne work is
SALISOALFffe | 0dziS T2N ! E¥iNIZ2RSIREE 4 KD NARIY NI
number of independent workers who have no employees and are usudligven

incorporated; among sekmployed people, fully 35 percent now work pdéirne. A

significant portion of partime workers would prefer to work more hours, and hence

the underemployment rate in Australia (which measures the proportion of employed

people who desire more hours) is historically high. Similarly, the growing incidence of

part-time work (including irregular patime work) has reduced average working

!> Most indicators of job quality in Australia have deteriorated during the past several years of weak
aggregate labour market conditions; some of the job quality indicators considered here have also
demonstrated a longeterm decline (including the relative erosion of ftithe work and the longun
decline in union representation).
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hours. This would not be a negative development if it reflected voluntary choices by
workers, in the context of secure jobs and decent wages, to enjoy more time away
from work; but it is clear that average working hours are currently declining mostly
because of the involuntary underemployment of so many fiane workers.

Table 2

Indicators d Declining Job Quality

Indicator 2012 2017
PartTime Share of Total Employment 29.7% 31.7%
PartTime Incidence Among S&mployed Workers 32.0% 35.0%
Underemployment as Share Total Employment 7.6% 9.1%
Average Hours Worked per Month 141.0 139.7
OYLX 28S8Sa 2AGK2dzi tI AR [| 235% 25.1%
Proportion of Employees Under Industrial Awards 16.6% 23.6%

{ 2dzNOSY ! dzi K2 NQ ZABSO Edtalogizésl €2a2Dy BableF NPand
6291.0.55.003, Table 19; 6333.0, Tables 2.3 and &808.0, Table 7 (2012) and Tal
1 (2014.

1. 2016 data.

The growth of casual work is another dimension of falling job quality. Over one
quarter of paid employeeis Australia® now fill positions with no access to traditional
leave entitlements (such as paid sick leave and holiday |¢avEhat is a nearecord
share of employment in casual jobs. The chronically weak labour market conditions
which have prevailedver the past five years have facilitated this choice by employers
to hire workers on a temporary or casual basis, rather than offering permanent jobs.
In fact, Australia now has the highest incidence of temporary work of any OECD
country’® Finally, Tal 2 also documents a startling increase in the proportion of
workers in Australia whose wages and conditions are governed according to the

'® Excluding ownemanages of independent businesses.

7 Lack of access to paid leave entitlements is traditionally interpreted as a proxy for casual or temporary
employment.

¥ OECD (2015b), Figure 4.1.
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minimum terms of industrial awards (as determined by the Fair Work Commission or
state industrial commissions).

A key factor behind the growing share of award coverage among Australian workers
has been the significant erosion of collective bargaining coverage. This erosion has
been experienced most acutely in the private se@@nother indication that public
secbr work is generally associated with superior wages and labour standards
(including the right to collective representation and enterprise bargaining). Figure 7
illustrates the rapid decline in the number of workers covered by current enterprise
agreementsn private sector firms. EBA coverage peaked in late 2013 (at close to 2
million workers), but has plunged almost 40 percent in the years since, to just 1.2
million workers. That decline has effectively resulted in 750,000 Australian workers
being shifed onto either individual contracts or else the minimum terms of industrial
awards, instead of being protected by the terms of an enterprise agreement. This
absolute decline in EBA coverage has occurred despite growth in the overall size of
employmentg implying an even faster decline in tpeoportionof Australian workers
covered by a current EBA. At present, just 11 percent of private sector workers in
Australia are covered by a current EBA.

Figure 7: Coveragly Current EBAs in Private Sectdforkplaces
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Source: Dept. of Jobs and Small Business, Trends in Federal Enterprise Bargaining.

There are numerous consequences to the erosion of collective bargaining in the
economy. An obvious effect is the negative impact on average wage growth. M/orke

Yrdzik2NDa O £ OdzA FadAz2ya FNRY 5 S LI datalaghe 6904.0.55.00, y R
Table 26a.

(YY) §f
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covered by EBAs enjoy higher average wages and salaries compared to workers paid
according to individual contracts or workers paid according to the terms of minimum
awards. Figure 8 indicates that EBdvered workers receive an average of about $130

in incremental weekly earnings above those on individual contracts, and a more than
$400 weekly premium over the average earnings of workers on minimum awards. And
since average wage growth specified in EBAs has been faster than in the overall labour
market(as illustrated in Figure 3), that gap is growing. The decline in EBA coverage
(especially in the private sector) and concomitant increase in award coverage is thus
an important dimension of the historic weakness in wage growth. Other consequences
of the erosion of EBA coverage include the loss of representation and voice
mechanisms, and an increase in job turnover (which is typically lower it@@ted
workplaces).

Figure 8: Weekly Wages by Method of Payment
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Source: ABS Catalogue 6306.0, Data Cube 7.

These are just some of the indicators that the average quality of work in Australia is
declining, and there is little reason to hope for an autonomous reversal of that trend.

More Australians than ever are employed in pamie, irregular, and casual jops

fewer enjoy the benefits of an enterprise agreement, while more have fallen back onto

the minimum terms of industrial awards; a growing share inhabit the particularly

precarious world of nominalse§ YLJ 28 YSy 0 FyR da3ATEaZ¢é GKSNB
increases are entirely hypothetical.
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Many Australians worry about the insecurity of work, the declining opportunities for
permanent, stable employmenrif,and in particular what it means for the next
generation of Australian workersmany of whom may never fiha permanent,

regular job. Our review of current trends confirms that this worry is wellinded.
Proposaldor regulatory changet improve the stability of employment, anéduce

the incidence ofnsecure work (such ds/ giving longtime casual workrs an option to
shift to permanent work with paid entitlementsyye now being advanced by labour
and community advocates (including throutjte trade union movemer®@@/ K| y 3 S
0 KS wedaip&ghn)é But just as with the goal of accelerating wage growth,
improvements in job quality can also be supportgdloth directly and indirectly,
0KNRdzZAK GKS FFOGAGS fAy113S 2F A2FSNYYSyiQa
wages and labour standards. Potential avenues for achieving this linkage will be
explored inthe rest of this paper.

% As documented, for example, in ME Bank (2018) and Rohde et al. (2014).
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Part | 1| : Mappi ng Gov
Economic Footprint

To investigate the potential for leveraging government purchasing power as part of a
comprehensive strategy to lift wages and working conditions, it is necessary to begin

by mappimg the size, composition, and linkages associated with public expenditure in

l dzZAGNF £ Al Qa SO2y2Yed ¢tKAa aSOdAazy 2F GKS N
I32PSNYYSyYy(l aLISYyRAy3I:Z ARSyGATe Ada YIF22N OF i
experience in thisegard with other industrialised countries. This will set the stage for

O2y SYLIX FGAy3 GKS QI NAR2dza ¢l &a Ay 6KAOK 3A2¢
utilised as part of a broader effort to reverse negative labour market trends (such as

wage stagnationgeteriorating job quality, and the erosion of collective bargaining).

MAJOR FISCAL PARAMERS

1 dzZa GNJ £ A Q& 3I2FSNYYSy il -#&0nginNdct®iteMibtite | L2 & S
of production and work across the national econogiyoth directly throughts own

activity, and indirectly via its interactions with ngovernmental and private

LIN2 RdzOS N& @ ¢CKS YIF22N) FAaOlIf RAYSyaiazya 27
in Table 3, and summarised graphically in Figure 9.

Figure9: Composition of Govenment Expenditure

Total Expenditure: $660 billion
Transfer Pmts, e i
Goods & Services: $420 billion
Investment | Current Consumption
385b 3330b
Procurement Public Production
3170b 8250b

{ 2dzNDOSY ! dziK2NRa SadAvylrasSa FNeBY ! . { RFOGF I 2
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Table 3
Government's Economic FootprinR017

% of National Total

Total Revenue

Commonwealth $437.9 24.4%
State and Local $276.0 15.4%
Total $605.4 33.7%
Total Expendituré

Commonwealth $454.7 25.3%
State and Local $312.4 17.4%
Total $658.0 36.6%

Direct Government Employment

Commonwealth 240 2.0%
State 1,528 12.5%
Local 190 1.5%
Total 1,957 16.0%
All Public Sector Employment 1,686 13.8%
Employment in Major Public Service Industries

Health Care and Social Service 1,627 13.3%
Education and Training 1,004 8.2%
Public Administration and Safe 761 6.2%
Total: 3 sectors 3,391 27.7%

Government Consumption

Commonwealth $134.1 7.5%
State and Local $198.3 11.0%
Total $332.5 18.5%
Government Investment

Commonwealth $18.5 1.0%
State and Local $44.1 2.5%
PublicCorporations $23.8 1.3%
Total $86.4 4.8%
Totalon Goods & Services $418.9 23.3%

{ 2dzNOSY ! dziK2ND&a OF f Odzf F GA2ya -TNERN.0.55.003, Talbled
4 and 26a; an248.055.002
1. Equal to gross income less saving plus geap#tal investment.
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Considering all levels of government, total government revenues exceed $600 billion
per year, or over 35 percent of national GDP. Expenditures exceed revenues, equaling
about $660 billion (a gap of $55 billion in 2017). The gap reflects the fact that most
governments (including the Commonwealth) are presently incurring fiscal déficits.

¢CKS I20SNYYSyild aSOG2N) O2yaidAaiddziSa inglza G NI € At
the total employment of Australian governments are published in a variety of forms;
these sources differ in terms of definition and scope. ABS data on government
employment (published in ABS Catalog248055.002, based on a survey of major
public enployers)indicate a total of almost 2 million employed people across the

three major levels of government (national, state, and local); this includes people
working in the full range of governmexelivered programs and services. That
represents close td8 percent of all employment in Australia. The largest share of
these government workers (over threguarters) is employed through programs and
services at the state level. After all, state governments are entrusted with the
broadest responsibility foryblic service delivery (including labeutensive essential
services like health care, most social services, and education), and hence they require
the biggest workforces. For example, with total employment (according to this source)
of 469,000 workersifiscal 201617, the NSW state government is the largest single
employer in Australig with a workforce almost twice as large as the Commonwealth
I2PSNYYSyiQao

I aSO2yRINE &a2dz2NOS 2F RIFGF 2y Lzt A0 asSod2N
monthly labourforce survey, which is based on a survey of individuals (ABS Catalogue
6291.0.55.003Table 26a). It suggests a somewhat smaller level of total public sector
employment: just under 1.7 million on average during 2017 (or about 14 percent of all
employmen). Individual respondents to ABS surveys may not always know whether

they work in the public or private sector (particularly in specialised agencies which may

not be clearly identified as being part of government), and hence the first set of data

(based o employer responses) is likely more reliable.

Another perspective on the importance of public sector employment can be gleaned

from ABS data regarding employment in the most important public service sectors.

The three major industrial groupings traditorf t @ O2y aA RSNBR -G2 02y ai
YENJ] SG¢ aSO0G2NI 2F 1dzad NI tAl Qa SO2y2Yeée AyoOfd
education and training, and public administration and safety. Specific employment

totals for these three sectors are also reported in [eak Health care and social

Ta2NB2OSNE Ay | OONMztt | O02dzyiAy3d YSGK2Rz2tz23&s OF LMAGI
GKSANI SYGANBG&T Ay adKubgtis charfgedl a potich®NegpitaScyiaigesithroughi y dzl
estimated depreciation costs.
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services are the largest of the three, employing some 1.6 million workers; education
and training employs another 1 million, while public administration and safety employ
over 750,000. Because of the existence of alengthnon-profit and also private
suppliers in all of these sectors, the combined total employment in these three
industries (3.4 million Australians in 2017) is bigger than the direct workforce of
government itself. Nevertheless, this large numbeqguivalentto over onequarter

of total employmentg attests to the tremendous potential reach of government
policies regarding wages and labour standards in these three critical components of
public services. Whether workers in these sectors are employed ditsctly
government, or employed indirectly by nguofit or private agencies which depend on
A2PSNYYSy il FdzyRAy3IAx F2@SNYyYSyidQa LRfAOASE
have a strong influence on the working lives of millions of Australians.

While the umbers regarding public sector employment (and, more broadly, total
employment in public services) are impressive, it should be noted that the relative role
of public employment in the overall labour market has generally declined over recent
decades. #licies offiscal restraintprivatisation, outsourcingand other austerity

measure havecauseda declinein total public sector employment for Australi@om

30 percent of all employees in 1988 22 percent in 199,40 present levels of 146
percent?” However this longerun decline in the relative importance of public sector
employment has reversed itself more recently. Public services, led by health care and
education, have been among the strongest{meators in recent years. For example,
over the past five years, the three leading public service industries (health care and
social services, education and training, and public administration and safety) together
produced over 450,000 new jobs (over half in health care alone). That represents 37
percent of all jobs created over that period, underwriting a small but significant
rebound in the share of public sector work in the overall labour market. Government
forecasts suggest this disproportionate importance of puflitded services will
continuein coming years (including disability services, led by theordglbf the

National Disability Insurance Scheme). Department of Jobs and Small Business
employment forecasts suggest that an even larger slkaat@ percentc of new jobs in

the next five yeas will be concentrated in the same three sectotdwithout the
AONBYIAGKSYAYy3d NR{S 2F (KSaS yS¢ LlzmtAO0 &
labour market, the negative trends in wages and job security documented above
would clearly have been worse.

(0p))
O

2 { & oPmid\porko Riblisksector employm€nEBS Ca¥102.0- Australian Social Trengds

Canberra: Australian Bureau of Statistics, ABS. (200Th CensygCanberra: Australia Bureau of

Statistics.
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The third and final panel of Table 3 provides a breakdown of government expenditure
between spending devoted to current consumption versus incremental investment.
D2ISNYYSyl aO02yadzYLIiAz2yé A& RSFAYSR Fa NBa?z
use of pubkly-delivered goods and services. This category of spending is economically
analogous to personal consumption, in that it represents the consumption of current
production to meet a human need. Of course, public consumption is delivered

through very diffeent channels (public institutions and agencies rather than private
retail channels), and is also distributed much more equally across society than private
consumption (which is naturally concentrated among the higheome private

households that enjoyigher disposable incomes). Government consumption includes
goods and services produced within government itself, by dength agencies (such

as nonprofit institutions), and/or procured from private suppliers. Government
consumption is reported in thquarterly national income accounts, and constitutes an
important source of purchasing power in the overall economy. In 2017 government
consumption (at all levels) exceeded $330 billion, or some 18.5 percent of GDP. About
60 percent of that total was accated for by state and local governmerfts.

However, in addition to currently produced and consumed services, governments also
allocate real resources (and considerable expenditure) toward investments in fonger
lived capital assets. This is anotherimpgria OKIl yy St GKNRdZAK ¢gKA OK
purchasing power influences the nature of work and labour standards in the broader
economy. Capital assets included in government investment include facilities
associated with public service delivery (such as hospitatl schools), transportation
infrastructure, utilities, and cultural facilities. The ABS identifies three different
categories of this public investment activity: national government, state and local
government, and capital investments undertaken by lpmborporations. Together,

these three sources accounted for a total of $86 billion in investment spending in 2017
¢ equivalent to about 5 percent of GDP. Public capital spending has increased in
recent years on the strength of new commitments to infrasture. This new

spending has been especially important to overall economic and employment
conditions in light of the persistent weakness of private business capital spending since
the peak of the mining investment boom in 2012.

Note that the total expaditures represented by government consumption and

investment (equal to about $420 billion in 2017, or close to-qnarter of GDP), is still

significantly smaller than the total of government revenue or expenditures for that

year (over $600 billion). Thifference (illustrated in Figure 9) consists of government

OGN} YAFSNI LI 8YSYydas LIAR LINAYEFENRE& (2 AYRAOGA

#* Unlike employment data, the national income accounts do not distinguish between the state and local
levels of government (since the latter operate under the authority of the former).
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and social programs (some transfers are also paid to companies, other organisations,

and foreigners). Thogeansfer payments, while making a crucial difference to the

quality and stability of life for Australians, have a less direct connection to conditions

of work and production than government consumption or investment activities. Even

that expenditure, howeer, can have affect work and labour standards in indirect

gl 8aod C2NJ SEF YL ST O2y&aARSNI 3208SNYYSyiQa C
l dzZAGNF E Al yaQ O00Saa G2 aSNWBWAOSa &4dzOK Fa RAA
care. If government chooses tddress those needs through unconditional transfer

payments to individuals (who can then choose to purchase services with those funds

through a market), that will have different impacts on conditions of work than if

government paid for the direct provisiaf those services through public agencies. In

all of these ways, therefore, government expenditure decisions exert a profound and

farNB I OKAy 3 AYLI Ol 2y GKS yIlFGdz2NB 2F g2NJ I ON

NONPROFIT INSTITUTIONS

Another importantdimens 2y 2 F A2 SNy YSy i Qa 20SNItf SO2y
experienced through the activities of organisations which are not strictly part of
government, but which depend on government for their mandate and authority, and
necessary fiscal resources, to provide @asi services to the broader community.
Examples of this arrdength role of government in backstopping service provision
include child care, aged care, and disability services: most of which are not provided
through direct government agencies, but deligdrby nonprofit and community
organisations partly or wholly on the basis of fiscal transfers from government. Some
service provision in these areas is also undertaken by privatertdit firms, also on

the basis of government fiscal transfers (whetb@the supplying organisations or to
individuals who use their services). Through their regulation and direct or indirect
funding of these armdength serviceproviding organisations, government has further
potential to influence the terms and conditio$ work in those industrieg since

wages and working conditions in governmenipported nonprofit organisations will
naturally be influenced by their level of financial support, the requirements posed by
government regulations (such as those regardiradfstg levels, qualifications, and

other aspects of work), and other government measures.

' 3INBIFGS adlrdArAadAaoca NBIFNRAYyIT FehgSNY YSyYy (i Q3
organisations are difficult to assemble, in part because of extensive overlagéet

that funding and reported expenditures for government consumption and

procurement from private suppliers. Some data is available regarding the activities of

non-profit institutions, most of which receive government funding for at least some of
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their activities. Most recent statistics on the scale of nquofit production are
summarised in Table 4. They indicate that vaddeed in the norprofit sector

equaled approximately $55 billion in 20132 In nominal dollar terms, that figure

will have ircreased to approximately $65 million in 204.@r around 4 percent of GDP.
Again, as a result of a lack of comprehensive data, this figure likely underestimates the
total economic footprint of governmeriunded but armdength service delivery
organisatioms.

Table 4
Value Added by Non-Profit Institutions
2012-13
Gross Value
Added (2012-13) | 0 Total GDP

Education & research 16.9 1.1%
Social services 10.7 0.7%
Culture & recreation 7.3 0.5%
Health (excl. hospitals) 5.7 0.4%
Hospitals 4.2 0.3%
Other 14.2 0.9%
Total 54.8 3.6%
Source: Author's calculations from ABS Catalogue 5256.0, Table 3.

GOVERNMENT PROCURENE

In addition to its direct production of goods and services, and its fiscal support for
armslength and norprofit organisations tgrovide publiclysubsidised services,
governments also purchase large quantities of goods and services directly from
private-sector suppliers. This constitutes another channel of important potential
influence by government over labour practices acrossebenomy.

Comprehensive and consistent data regarding the size and composition of

procurement are also difficult to obtain, given the very broad portfolio of purchases

undertaken by different levels of government, different program departments, and

different expenditure stream$® | dza ¢ SY RSNE (KS /2YY2y6SIt K 3

**The ABS publishes statistics from its satellite accounts foipnaiit organisations only once every
few years; see ABS Catalogue 5256.0.

*® Indeed, one of our concluding recommendations is precisely to assemble a consistent multi
government database regarding procurement spending.
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procurement agency, annually reports total procurement contracts for the federal
government (Department of Finance, 2017). Its most recent report cited total
spending of $47.4 billion (fdiscal 2016€17), twothirds of which was defense
related?’ Some state governments also publish aggregate &f4at these sources
vary in terms of consistency and comprehensiveness.

The Organization for Economic Cooperation and Development reports neroemt

data for the general government sector (considering all levels of government) for
different member states (OECD, 2017). Because of the inconsistent nature of
government reporting on procurement by state and Commonwealth levels, the OECD
figure forAustralia is based on a hybrid estimate constructed from a combination of
explicit government reporting and national accounts data. For 2015 (most recent
data), the OECD estimates general government procurement equal to 13.1 percent of
GDP that yeag implying total procurement spending (by all levels of government, for
both current consumption and capital projects) of around $215 billion (as indicated in
Table 5). Itis likely, however, that this figure overestimates total external
procurement, as a resuof the inconsistent data sources used in constructing the
estimatecl YR KSy OS 4S gAff O2yaARSNIAG | aKAIKE
procurement. Recall that Table 3 reported total spending by all levels of government
on both current programs ancapital projects to equal around $420 billion. Itis
unlikely that more than half of that total is sourced from external suppligespecially

in light of the substantial value of direct public sector production reviewed above.

Another approach to estiating the aggregate value of external procurement is to

deduct an estimate of direct public sector production from the combined value of
government consumption and investment spending. By that approach, procurement
Oy 6S SadAyYl G§SR oundof money Bidsri By Baarmiményon godds | Y
and services, but which are not produced directly by government and its various
agencies. We roughly estimate the share of GDP produced within public agencies on
0KS olaira 2F (KS aKlcoldBmy2mploges INJheSphilic Ay ! dza G NI
sector?® which was 13.75% in 2017. After deducting that production from the total

value of government consumption and investment expenditure, we are left with a

residual estimate of total procurement equal to some $172 billio2017. This is

equivalent to just under 10 percent of national GDP.

I FAYEFE SaldAYFraGS 2F IASYSNIt 3F20SNYYSyid LINERC
dzLJX G KS ! dza ¢ SY RS NJ S alevel pfociredner spendirg) Yoy y ¢ S| £ G K

" A more detailed breakdown of procurementntracts by government department and purpose is
provided by Australian National Audit Office (2017).

8 See, for example, Victorian Government Purchasing Board (2017).

»* Reported in ABS Catalog6291.0.55.003Table 26a.
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factor which reflects th ratio of total state and local consumption and investment
spending (along with investment spending by public corporations) to its
Commonwealth counterparts. The data in Table 3 indicated that together, state and
local governments and public corporatiosigent 1.75 times as much as the
Commonwealth government. If that ratio also applies to the AusTrade estimate of
external federal procurement then this implies general government procurement
spending of about $130 billion per yeaor over 7 percent ohational GDP. We will
O2yaARSNI GKA& I daf26é SaldAYFGS 2F LINROdzZNB Y S
provide an exhaustive accounting of all external purchases by government or
governmentfunded agencies at the federal level; and state practices maye
proportional to Commonwealth procurement patterns.

Table 5
Estimates of Government Procurement
$Billion %GDP
Estimate 1 (High): OECD "Government at a Glance"
2015 Estimate $214.5 13.1%

Estimate #2 (Mid): Residual from National Accounts Data

2017 Estimate $171.8 9.6%

Estimate #3 (Low): Grossddp AusTender Estimate

201617 Estimate $130.1 7.2%

{ 2dzNOSY ! dzi K2NR&a Ol f OdABSCatalogugba06.F, Nablds 3 arl A7
19, as described in text.

In conclusion, thesethreB & G A Yl 1S8& 2F 3I20SNYyYSyiQa SEGSNY
differ because of the different methodologies they embody (given the lack of

comprehensive and consistent data). But together they provide a more robust

indication of the order of magnitude of purcbed government procurement: which is

likely around 10 percent of national GDP. This confirms the importance of

procurement decisiong not just as a powerful source of demand for goods and

services produced in many sectors, but also as a lever for irdiligithe conditions of

that production (for better or for worse).

* The implicit assumption in thpproach is that state and local governments, on average, are just as
fA1Ste (G2 a2dziaz2dzNOSE GKSAN O2yadzYLliaAzy |FyR Ay@Saiy
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Keep in mind that the overall impact of procurement purchases on labour standards

may be proportionately greater than the share of procurement revenue in total GDP.

This is because few pate firms rely solely on government contracts for all of their

revenue; instead that procurement business usually constitutes just a subset of the

total activity of any firm which sells to government. However, it is difficult for private

SYLX 228 SNBSS ali2S NE&3 2 YLISy al GA2Y lqSiRhthat 6 2 dzZNJ NBf |
workers would be paid one rate for work performed on government contracts, but

another (presumably lower) rate for other work. For this reason, successfully linking
procurement business to ephoyment practices is likely to influence wages and

working conditions for most or all of the work done by those fiqmscluding work

performed for privatesector customers. Hiltonsmith and Ley (2014) estimated, in the

U.S. context, the total workforc8 Y LIt 2 @ SR 0-2dzIldBIBERIBHRE f @dza Ay Saa
receiving a significant portion of total revenue from federal government contracts. On

average, those federallgupported firms received about ortlird of their total

revenue from procurement. The tdtkevel of activity (and presumably employment)

in those firms would thus be about three times the share of federal spending in their

total revenue®! This is a strong indicator of the extent to which public procurement

spending can exert a magnified impan wages and labour standards across a much

broader swathe of the economy.

AUSTRALI A0S NFOWRERAGHEIN
INTERNATIONAL PERSRHIVE

¢2 02y Of dzRS 2dzNJ YI LILIAY3I 2F (GKS RAYSyairzya |
economic footprint, it is useful to compathe scale of government expenditure in

Australia with the experience of other industrialised countries. Several indicators of

the relative size of Australian government expenditure are provided in Table 6.

Relative to comparable peers, the overall lesegovernment expenditure in Australia

(measured as a proportion of national GDP) is surprisingly sraall in fact smaller

GKFY Ay GKS ! o{d 6sKAOK A& 2FGSy LIR2NINIe&SR
illustrated in Figure 10, Australia hdsetfourth smallest level of total government

spending relative to GDP of all countries reported by the OECD (ahead of only Ireland,

*! Hiltonsmith and Ley estimate that 14 percent of all U.S. workers are employed by firms wdeorere
at least 10 percent of total revenue from just two major streams of federal spending: direct federal
contracts and Medicare spending.
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Korea, and Switzerlandj. At just over 36 percent of GDP, Australian government
disbursements were 4 percentage points slaathan the weighted average for the
OECD.

Table 6
| dz& G slihtérdatio@al Ranking

Measures of Government Expenditure

Percent of GDP| Rank in OECD
Total Government Disbursements (2017) 36.2% 29/32
General Government Consumption (2016) 18.5% 23/35
General Government Procurement (2015) 13.1% 21/34

{ 2dzNDOSY ! dzi K2NQR&a OFf OdzA FGA2ya FNRBY h
Database; and National Accounts Database. All levels of government.
1. Ranking among OECD countries with comparable data.

Figurel0: Total GovernmenDisbursementsas a Share of GDP (2017)

Hungary
Portugal
Germany
Slovenia

Luxembourg
Poland
Spain

United Kingdom
Estonia
Canada

New Zealand
Iceland

OECD - Total 40_0
Israel
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Source: OECD Economic Outlook Database.

*2The OECD database on government disbursements does not cover the entire set of OECD member
countries, due to indequacies in national income reporting by some members. Some of the missing
countries likely have less government spending as a share of GDP than Australia, in which case
l dzZAGNI f Al Qa NIYy1lAy3d 6A0GKAY (GKS h9/5 énegmndingo S a2YSsK
nevertheless ranks well below the US and almost all other higiieerme countries.
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unusually small level of transfer payments to individuals foome security programs

and other measures. As discussed above, since transfer payments do not directly

involve production, they are not so directly connected to production, and hence to

issues of work and working conditions. If we exclude transfer patgnand focus

instead on public consumption and public procuremestreams of expenditure that

have more direct relevance to work and productipd KSy ! dzA G NI f Al Q&4 32 JS
expenditure falls more within the mainstream of international practice.

For example, Figurgl provides a ranking of OECD countries according to the level of

current public consumption relative to GDP. Australia ranksd8 of 35 countries

with consistent data for this measure, with an expenditure level that is actuajlytisi

higher than the (weighted) OECD averdyé. y R ! dzA i NI £ Al Q& NBf I+ A DS
further when we focus on procurement purchases from outside suppliers. As
llustrated in Figured>x GKS h9/5 SadAYF{S 2F ! dzZAGNI f Al Q2
of GDP) places it 2but of 34 countries with comparable data (and once again
SEOSSRAY3A (G(KS h9/5 $SAIKGISR I @SNFr3ISvod La A
spending is fairly typical of other OECD countries, even though its overall level of

goverty Sy i AaLISYRAy3 Aa ¢Sttt o0St2¢ GeLMAOIT O ¢ K
modest transfer payment systems, as well as its relatively heavy reliance on privatised

' YR 2dzia2dzZNOSR aSNBAOSa® CKAA Ad @RYTFTANNSF
government spending that is allocated to external procurement: over 35 percent

according to OECD datd" Righest in the OECD.

{2 G6KAES 1 dzZa3ONIfTAFQA 20SNIff A2FSNYYSyld 4&LIS
industrial country, it is more typical whaneasured in terms of government

consumption and especially in terms of procurement from outside suppliers. It is

those forms of government expenditure that would likely have the most impact on

work and production (both within government, and among a#lersgth or private

suppliers). Itis clear, therefore, that even by international standards, Australia enjoys
considerable scope for the sorts of pastive measures discussed in this report to

leverage government spending power into sustained improvenremtages and

working conditions.

% Australia is above the OECD weighted average, despite falling well within the lower half of countries
reporting, because of the disproportionate impact of tHeS. (with low government consumption) on
the overall average.
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Figurell: General Government Consumption (% of GDP), 2016
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Source: OECD National Accounts Database.

Figurel2: General Government Procurement Spending (% of GDP), 2015
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Source: OECD (2017b), Figure 9.1.
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AGGREGATECONOMIC EFFECTS GFUBLIC
EXPENDITURE

The previous discussion has described various channels through which government
spending translates into real work and production in the Australian economy. These
channels include:

1 Direct public sector service deliye(accounting for around 18.5 percent of

total GDP, and around 186 percent of total employment).

1 Public capital investments (worth another 5 percent of GDP).

1 Fiscal and policy support for public and community service provision

undertaken by armd¢engthand nonprofit agencies (equivalent to at least 4

percent of GDP).

1 Procurement purchases from private sector businesses, for both current
A32@SNYYSY(d LINPINFYA 03I20SNYYSyid aO2yadzyLdd
projects (likely worth around 10 percent of GDRatal)>*

Together, hese injections of spending power by government and related agencies

account for well overondj dzI NI SNJ 2F ! dzZaGNF €t Al Qa G201t SO2

But the overall economic importance of government spending extends even further

than implied by those numbers. This is because public expenditure on goods and

services production (whether for consumption or investment) generates positive

aLIAE f20SNI STFFSOGa GKIG SEGSYR Ayid2z 20KSNJ &
linkages are experie@ed via the extended supply chain which feeds into government
procurement purchases. We considered fiostler government procurement in Table

6: purchases made directly by governments from private suppliers. But those firms

also have inputs and suppligsat they purchase from their own respective supply

chains. Those secoratder supply chain purchases magnify the overall impact of the

initial government investment.

'd GKS aFYS GAYSET GKSNB IINB Ifaz2 AYLERNIIyd
governmaent expenditure on goods and services. When public sector workers spend

their own incomes, this generates incremental demand for the whole range of

consumer goods and servipeoducing industrieg everything from homebuilding to

hospitality services toetail trade to personal services. And the new business

% Recall that those procurement purchases can form part of any of the previous indicated flows
(government consumption, public investment, and Ranofit activity), and hence cannot be simply
added to the previous totals.
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experienced in those industries translates into subsequent demand for workers,
inputs, and supplies, further magnifying the stimulative impact of the initial
government purchase.

Finally, it is cleathat high-quality public services and investments play an important

role facilitating private sector activity, by providing private firms with the

infrastructure, skilled workers, and stable and secure economic environment in which

to pursue their respectie business opportunities. Economists refer to these spillover
0SYySTAlGAa da I GaONRPGgRAY3I Ayé STFFSOGY GKS Tdzy
the profitability and growth of private activity.

All of these spillover benefits are especially impaittduring times of economic
weakness, when idle resources (including unemployed and underemployed labour) can
be productivity occupied as a result of the direct and indirect stimulus coming from
public expenditure. This has been the case in Australecient years, as evidenced
by widespread underutilisation of labour and persistent excess capacity at the
macroeconomic levelEconomic modelsstimatethat government expenditure
multipliers under conditions of unemployment are typically in the ordet .5t that is,
changes in government purchases affect final GDP by a factor of $1.50 for every
additional dollar in expendituré® Multiplier effects will be stronger for purchases (like
labourintensive public services) which generate greater flows of tirmome for
domestic residents, as compared to more capitalimport-intensive purchases (for
GKAOK Y2NB 27T stinfulbtivedfiett)S glidRipat duids fben the
domestic economy)

Finally, keep in mind that revenue flows collected by naland sate governments

are also very sensitive to overall macroeconomic conditions. As noted in Table 3,

governments at all levels collect around 33 cents in incremental revenues from each

dollar in GDP, through the full portfolio of taxes and othererave sources’ So

among the broader economic benefits resulting from robust government expenditure

Ad Iy SYyKFEyOSR Fft2g0l Ol AylzwhilRridsdhgbty Sy 0 Qa 2
thanks to the new GDP stimulated by government spending (both publiorssdivity

®eKAE A& GKS SEIFOG 2L11RardsS 2F (KS GONRgRAY3I 2dzié K
FOO2NRAY3 (2 G6KAOK Fye I2@0SNYYSyid | OGAGAGE A& 2FFa&S
68 (KS 32 8WaionSy G Q& Ayl

¥ Weber(2012)uses 1.5 as his benchmark of multiplier effefctsn government expenditureOther
similar multiplier estimates are discussed in Spoehr (2006), Cook and Mitchell (2009), and Australian
Treasury (2004.0).

" Tax collections as aate of GDP are slightly smaller than the total government sector revenue flows
reported in Table 3, due to the existence of A@x revenue sources (such as investment income and
profits from public corporations).
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and private procurement). These indirect effects of government spending reinforce
the importance of government policies to lift wages and labour standards; workers will
have a stronger bargaining position in dealing with their employers these matters,
thanks to stronger employment conditions resulting from the multiplied effects of
government spending.
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Part Ill: Perverse Use of
Government Spending Power to
Repress Labour Standards

The discussion above has described the enormous inhdct 32 GSNY YSy i1 Q& & LIS
L2 6SNJ 2y GKS AATS FyR aKIFILIS 2F 1dzadiNItAlQa
spend close to one quarter of total GDP on direct goods and services (not counting

transfer payments to individuals and businesses), used ftir bonsumption and

investment purposes. That represents the production or purchase of goods and

services worth around $420 billion per year. Governments also support and shape the
production of additional public and community services that is undertdkearms

length norgovernment agencies. Governments purchase about one tenth of GDP in

the form of procurement purchases from private firms. And even transfer payments

paid by government to individuals, businesses, and other recipients can affect the

pattern of work and production (depending on how those transfer payments are

ultimately spent). Altogether, these powerful flows of public purchasing power hold

significant potential to shape employment relationships, influence norms regarding fair

and reasoable labour practices, and affect wage growth and employment standards

over time

The key question is to what end that potential influence will be directed. It may seem
perverse, but in practice many governments have invoked their spending power to
leveragedownwardchange in working conditions, and employment practiges
motivated by the goal of suppressing wages and labour costs. This section of the
report will summarise several counterproductive examples of the use of government
economic leverage toestrict or undermine labour market outcomes. The examples
cut across all three of the channels of influence identified above, namely:

1 Direct employment and production by government agencies.

1 Fiscal and regulatory parameters established to guide publicaminmunity
service provision by armrength and norprofit organisations.

1 Purchases of goods and services from private firms.

The examples listed here can be interpreted as a cautionary catalogue: actions that
should beavoided by governments concerned thilifting labour standards. And these
examples at least confirm that poliewakers of all political persuasions do agree that
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government spending power can be used in ways that support broader labour market
policy agendas. Debate will occur over thesdiion of that policy agenda: should it lift
wages and enhance employment conditions, or reduce labour costs and reaffirm the
power and freedoms of employers over work and production. But there can be no
RAAFANBSYSYyl 20SN ¢KSIK SriglaBRREAS A HogiyiaieQ a
tool to be invoked in the pursuit of those priorities: governments of all persuasions
have repeatedly done so.

DIRECT PUBLIC SECTORCTIVITY

One obvious factor which has reduced the impact of public purchasing power on
overall labour markets has been the lotgyrm erosion of public sector employment
relative to the overall population and labour market. As noted abpuwécies of
downsizingputsourcingand privatisatiorhaveall servedo reduce totalpublic sector
employmentin Australiaby about half, measured as a share of total employment:
from 30 percenin the mid1980s to justl4-16 percenttoday. This erosion of public
sector employment has automatically undermined the extent to which the better
labour standards typically observed in public sector jobs (including somewhat higher
wages, more stable job security and schedules, and significantly stronger collective
representation and EBA coverage) can lift up overall labour market averages.
Converaly, more recently employment in several public services (led by the health
care and education sectors) has grown more quickly than overall employment, in
response to growing public demand for those services. This is an encouraging sign,
and will reinfore the beneficial impact of government spending on employment
outcomes and labour standards. Nevertheless, relative to loteyen norms,

l dza GNF £ Al Q& Lzt A0 aSOG2NI SYLX 28YSyid Kt

larger share of Australian workeis the more unforgiving pressures of precarious
work, downward wage pressure, and fragmentation experienced in the private sector.

Unfortunately, governments at all levels persist with misguided efforts to downsize
public employment, shift work from publagencies to private contractors, and
undermine the quality of public sector work (through expanded use of{rauet,
temporary, and casual workers). These ongoing efforts, purportedly motivated by a

aLiSy
& RS

RSAANB (G2 dal oS G ELI & Shiglietrose2ngtHeer ¢ 2F G Sy G N

despite their negative impact on wages and working conditions. Consider, for
SElF YLX S5 32 o&baf pigase Eansultagtxd @mdactors, and outsourced
suppliers. The shift to external provision of many key adminisgédtinctions by

320SNYYSyida Aad Y2G0AQl GSR o0& IdgeinbahnyOAl yaQ RS

cases outsourcing increases the ultimate cost to government (due to the overhead,
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duplication, and profit margins associated with private provision), é¢kengh the
workers are usually paid less. For example, a re8astralian National Audit Office
found widespread undereporting of consulting in Australian government
departments; this sparked a Parliamentary Inquiry on the matter which is still
ongoing®® Recent Commonwealth programs which have been negatively affected by
downsizing and outsourcing, sometimes with catastrophic effects on the quality of
public service delivery, include the Australian Bureau of Statistics (and the major
problems its privee contractors experienced during the 2016 census) and the
Department of Human Servicesvhose staff complement has been repeatedly
downsized, while at the same having many functions outsourced to private suppliers
(including private consulting frms W@ SNE | ¢ (GKS 5SLI NLHYSyYydQa
RSodGé¢ FAlL ad200

Even within the relatively smaller public sector workforce that remains (in the wake of
misguided downsizing), governments at both the national and state levels have
aggressively repressed normal wadgtermination processes with negative
consequences for wages and working conditions that are felt across the broader labour
market. Sadly, governments preoccupied with deficits typically turn to their own
workforces as a fiscally and politically conssri source of savings. The fiscal deficits
encountered by Commonwealth and state governments during the past decade (since
the Global Financial Crisis in 2008) have sparked many governments to impose
simplistic austerity measures on their own employe&@he Commonwealth

government and most states have imposed arbitrary caps on wage increases for public
sector workers, typically limiting compensation growth to 2 percent per year or even
lower. Table 7 summarises wage caps in several jurisdictions; Waggecaps are

typically backed up with legislative measures which eliminate normal collective
bargaining processes and labour rights, in contradiction of both traditional practice

and international norm4® While they are typically implemented during times

budget deficits, justified as a fiscal necessity, wage caps usually remain in effect even
as fiscal pressures eased. In New South Wales, for example, binding wage caps were
implemented in 2011 to supposedly help fix state budget deficits. But yai@rsthe

wage cap is routinely rolled over with each annual state budgaten though the

state government now enjoys muhillion dollar budget surpluses.

%8 parliament of Australig2018).
¥ See @ylor (2017) and Community and Public Sector Union (2018) for more details.
' See, for example, Parliament of Australia (2002).
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Table 7

Public Sector Wage Caps

Jurisdiction (Effective Date) AnnualWage Cap
4.5 percent over 3 years;
Commonwealth(2014) Wage Bargaining Policy replaced by 2 percent per
year

New South Wales (2011): Public Sector Wages Polig 2.5 percent per year

Wages capped at change i

Western Australia (2014, 201 Bublc Sector Wages Perth CPI; replaced by
Policy Statement maximum increase of $100
per worker
_ 1.5 percent per year for 3
South Australia (2016): State Budget P yegrs y

Tasmania (2013, 2016): Public Sector Union Wages

2 percent per year
Agreements P pery

2.5 percent per year;
replaced by 2 percent in
2018.

{ 2dzNOSY ! dziK2NRa O2YLATIFGA2Y FTNRY 0 dz

Northern Territory (207, 2018):Public Sector Wages
Policy

Legislated wage caps are a violation of free collective bargaining, and inhibit more
efficient and féxible compensation and management practices. Ideally, wages and
other components of compensation should be tailoured to the needs of specific
workplaces, rather than being universally determined by blunt seafde

parameters.

But perhaps the most damaging, if unintended, consequence of the arbitrary

suppression of public sector compensation is its spillover impact on wage trends across

the broader labour market including among private sector employers. There are

several chanels through which this spillover impact is experienced. Public sector

wage caps establish a highly visible benchmark for wage determination elsewhere in

the economy, automatically influential since they are implemented by the largest

employers in the coutry. Private firms which supply government will invoke the
I32OSNYYSyiQa ¢3S OFL) Fa 2dzZaGAFAOFGAZ2Y F2NJ
G2 dadre O2YLISGAGALGSE 6AGK GKSANI oAIISEAG Od
and hence underminign consumer spending within a significant section (around 15

percent) of the total workforce, public sector wage caps undermine aggregate demand
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conditions and the vitality of privateector activity (in retail trade and other

consumerd SY aA (A @S ¢a RYRAATNRISE 0 ® C2NJ I ff GKSa

coincidence that public sector wage restrictions have been paralleled by corresponding
wage slowdowns within the private sector. FiguBallustrates the case of New South

Wales, one of the first jurisdiions to introduce a binding wage cap. Within months of

0KS AYLRaAaAdGAz2y 2F GKFG adlrasS 328SNyYSyidQa
across the broader state labour market had been pulled back to the same;levéhe
detriment of consumer speiddy 33 S 02y 2YA O ANRSGIKXZ |yR GKS
revenue growth.

Figurel3: Unintended Consequences of the NSW Public Sector Wage Cap

{ 2dzNDOSY ! dzi K2 NQR& Ol f G34b.0, Tiabl@ 34%excFioRuses ! . { /|

Treasurers in Commonwealth and state/grnments continue to hope for an
acceleration of wage growtt knowing how important that will be to future
government revenues. Yet they still continue to ignore the contradiction between
their own wage policies (limiting wage growth in the public eegtell below the levels
hoped for in their own budget forecasts) and the need to restore wage growth. For
example, in his most recent Commonwealth budget, the federal Treasurer projected
an acceleration of wage growth in the broader economy from aroupdrgent at
present to 3.5 percent by the third year of his forecast; this assumed acceleration is

S

H

i

AYLRNIFYd G2 GKS 060dzRISGQa 2LWAYAAGAO NBGSyd

same time extended its internal 2 percent cap on wage growth for pabficants
(Figure 8). The Treasurer must hope that other major employers in the economy do
not follow his own leading in suppressing compensation growth at such a low level.
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