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The long-run decline in labour’s share of GDP in Australia over the last
generation, and the consequent increase in personal income inequality,
has coincided with a parallel erosion in the real economic ‘bite’ of
Australia’s minimum wage over the same period. This correlation is not
surprising, since an active and ambitious minimum wage policy was one
of the most important policy tools invoked to support real wage gains
through the initial postwar decades. Minimum wages establish a floor
for wage outcomes, and thus influence the distribution of economic
output between labour and capital. So the weakening of minimum wage
policy since the 1980s, evident not only in the statutory level of the
minimum wage but also in the scope and strictness of its application,
naturally helps explain at least part of the subsequent decline in relative
labour incomes. Minimum wages have been relatively stagnant in real
terms over this period, and have lagged well behind both overall average
and median wages, and behind average labour productivity growth.

Organs of government including the Treasury (Belot and Doran 2017)
and the Reserve Bank of Australia (Martin and Bagshaw 2017; Lowe
2017a; Lowe 2017b; Bishop and Cassidy 2017), and even parts of the
private sector (Turner 2017), have recognised that stagnating wages are
undermining Australia’s economic performance. International institutions
such as the IMF (IMF 2017) and the OECD (Schwellnus et al. 2017)
have also supported the view that wages need to increase in real and
relative terms, in order to support macroeconomic expansion and
household financial stability. Most of these mainstream discussions of
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the problems of wage stagnation ignore or barely allude to the role of
labour market regulation and industrial relations in explaining weak
wage growth. However, some mainstream analysts recognise these
institutional factors behind wage stagnation: for example, Bishop and
Cassidy (2017:16) acknowledges that ‘low wage growth may reflect a
decline in workers’ bargaining power’, while Watson (2016) concluded
that increasingly casualised work and the erosion of collective bargaining
have also suppressed wages.

This article investigates the relationship between minimum wages and
the labour share of GDP empirically. It sets out a range of indicators to
evaluate the trend in minimum wages against the criteria stated in
minimum wage legislation. Based on these indicators, the article finds
that the present process of minimum wage determination does not
adequately attain the objectives originally proclaimed in Australia’s
minimum wage policy. Where a more ambitious vision of minimum
wage regulation once helped to lead an ongoing improvement in workers’
living standards, this is no longer the case. Instead, the minimum wage is
treated as a bare-bones ’safety net’, one which cannot even lift a full-time
full-year worker out of poverty. Its effect is further undermined by the
growing number of workers who are not even covered by minimum wage
laws (due to their categorisation as self-employed or independent
contractors), and by a demonstrated and systemic failure to enforce
minimum wage laws even where they do apply. All this is has
contributed to a widening gap between minimum and average wages in
Australia, widening inequality, and the long decline in the labour share of
income.

The next section of this article defines the minimum wage and examines
its historical evolution in Australia (including its performance relative to
other countries). The following section describes the formal process for
setting the minimum wage and critically considers the stated objective
for minimum wage policy, as defined in the Fair Work Act (2009)
(FWA). Next comes a section reviewing the long-standing debate over
the impact of minimum wages on employment and refuting the notion
that stronger wage regulations would undermine employment growth and
create unemployment. The concluding section calls for a reform in the
guidelines for minimum wage policy to reestablish the original goal of
ensuring a ‘living wage’ for Australian workers, thus helping to arrest
and reverse the long decline in labour’s share of GDP.
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The Historical Evolution of Australia’s Minimum Wage

The minimum wage is defined by the ILO as ‘the minimum amount of
remuneration that an employer is required to pay wage earners for work
performed during a given period, which cannot be reduced by collective
agreement or an individual contract’ (ILO definition). The minimum
wage can be set by statute, administration or other institutional
agreement. Broadly, the minimum wage is ‘established or strengthened to
eliminate unduly low pay and promote decent work’ (ILO topics). The
minimum wage is often also defined in reference to the notion of the
‘living wage’. For instance, the U.K. introduced its National Living
Wage (NLW) for people aged 25 and over, with a target of reaching 60
percent of median earnings by 2020 (Living Wage Foundation U.K.).!

In Australia the ‘Harvester decision’ of 1907 by the Commonwealth
Court of Conciliation and Arbitration had defined a (national) ‘basic
wage’ as one that is ‘fair and reasonable’, having regard to a human
being living in a civilized community, enabling a family of five to live in
frugal comfort (Hamilton 2017). A living wage has been advocated at
various times since then in Australia (Buchanan et al. 2004), most
recently by the Australian Council of Trade Unions (ACTU) as a target
for setting the minimum wage (ACTU 2018:4).

Figure 1 illustrates the historical evolution of the national minimum
wage in Australia (stated in weekly terms, assuming 38-hour work week)
over the past 35 years, in comparison to wage trends in the broader
labour market. All series are described in real terms, by deflating by
growth in consumer prices. There has been hardly any increase in real
minimum wages at all over this long period. In fact, real minimum
wages declined through the 1980s and 1990s, regaining some of its lost
ground after the turn of the century. The real minimum wage in 2017
was just 3% higher than it was in 1983.

The stagnation in the real minimum wage contrasts sharply with
significant increases in real wages across the broader labour market.
Figure 1 indicates that real earnings (measured by inflation-adjusted
average weekly ordinary time earnings) increased by 51% from 1983
through 2017. Median wages have increased more slowly than average

1 such targets tend in turn to raise the median over time.
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wages (reflecting growing inequality within the labour market), but still
increased (in real terms) by 28% over the same period. Both average and
median wages have stagnated in real terms since the peak of Australia’s
mining boom in 2013.

Figure 1: Minimum, Average and Median Weekly Earnings,
1983 to 2017, Constant Dollars (1983 = 100)
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The contrast between the stagnation in the inflation-adjusted minimum
wage, and continued growth in overall wage levels in the labour market,
means that the ‘bite’ of the minimum wage — that is, its economic impact
relative to the overall level of wages paid — has been substantially
reduced over this time. One common way of measuring this ‘bite’ is by
expressing the minimum wage as a share of average or median wages.
Figure 2 summarises the downward trend in median wages relative to
both average and median wages in Australia. Average wages grew faster
than median wages through most of this period due to growing wage
inequality, hence the erosion of the minimum wage bite is more dramatic
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measured in terms of average wages. Relative to average wages, the
minimum wage declined dramatically from almost 65% of median wages
in 1983, to less than 45% in 2017. Relative to the median wage, the
erosion of minimum wages is only slightly less dramatic: falling from
nearly 70% of median wages in 1983 to around 55% in 2017. This
erosion in the effectiveness of minimum wages has paralleled the
concurrent erosion in the labour share of GDP.

Figure 2: Minimum Wage ‘Bite’: Ratio to Average and
Median Wages, 1983 to 2017
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It should however be noted that these figures refer to full time weekly
wages which conceals the decline in income faced by workers overall
due to glacial growth in minimum wages and slow growth in wages
generally. The share of part time workers has increased by more than
double to nearly a third of all workers (31.7%) in Australia over the last
forty years (ABS 6202), the third highest rate in the OECD at 2016. One
third of these part time workers would like to work more hours (ABS
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5204). Full time workers with full leave entitlements have fallen below
50% for the first time (ABS 6333, 6291.0.55.003), with the rise of casual
and insecure work exacerbating the impact on household income.

In Australia a further contribution to declining labour share lies in the
apparently increasing failure to enforce the minimum wage. This is the
case across the workforce, but young people and migrant workers are
particularly subject to illegal practices by employers. One in five young
workers is paid below the required minimum wage level, including
frequent underpayment for work in unsociable hours, based on a survey
of 2016 (Young Workers Centre 2017:7-8). Eighty-four per cent of fast
food employers are responsible for wage underpayments, including base
rates, penalty rates and leave loadings, according to a 2015 audit of fast
food sites (ER Strategies 2016:5-6). A Fair Work Ombudsman’s audit of
the hospitality sector found that 46% of restaurants, cafes and catering
businesses had at least one wage payment contravention with incorrect
payment by 47% of takeaway food businesses and contravention of
workplace laws by 31% of accommodation/taverns and bar businesses
(Fair Work Ombudsman 2015:6-7). A 7-Eleven internal audit in 2015
indicated that 69% of franchisees had payroll issues including fraud, and
the 7-Eleven Wage Repayment Program paid out more than $151 million
across 3668 claims (7-Eleven 2015). Almost 80% of Caltex franchise
stations were found in 2016 to have underpaid their staff (ACTU 2017b),
and Caltex had had to establish a $20 million fund for Caltex franchisee
employees to be paid their entitlements (Caltex 2017).

Workers from overseas on temporary visas, make up about one in eleven
workers in Australia, and are particularly vulnerable to ‘wage theft’
(ACTU 2017b). According to a National Temporary Migrant work
survey in 2017, a substantial proportion of international students,
backpackers and other temporary migrants were paid around half the
legal minimum wage, with almost a third (30%) earning $12 per hour or
less and almost half (46%) earning $15 per hour or less, more than $3 per
hour below the NMW. Underpayment was widespread but especially
prevalent in food services, and in fruit and vegetable picking (excluding
457 (skilled work) visa holders, Berg and Farbenblum 2017:5-7).

‘Sham contracts’ are increasingly used by employers as an attempt to
disguise an employer - employee relationship as instead being one
between a client and independent contractor, in order to avoid paying
employee entitlements. There were 1.3 million owner-managers of
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enterprises without employees in 2016, up one-third from 20 years ago,
with almost all of the increase accounted for by unincorporated
enterprises (ABS 6291.0.55.003; ABS 6333). Most of these are workers
in effect still working for an employer, but without the normal
protections and security that come with a formal paid position. Major
employers are increasingly shifting financial and business risks by
‘contracting out” work to nominally independent contractors who must
provide for their own basic entitlements (such as leave, insurance and
superannuation). Complex supply chains including ‘gig’ and online work
leave these workers with little or no bargaining power to negotiate decent
pay, hours of work or safe work practices.

Australia was one of the first countries in the world to introduce a
minimum wage. In recent years, however, Australia’s minimum wage
has grown more slowly than in many other countries. While the absolute
level of Australia’s minimum wage is still among the higher of the
OECD countries, the erosion of the minimum wage bite in Australia has
been among the most dramatic of any country. Indeed, the relaxation of
minimum wage policy in Australia since the 1980s contrasts with a
general trend toward more aggressive use of the minimum wage as a core
instrument of labour market policy in other jurisdictions.

According to the ILO, the number of countries which have a minimum
wage of some form has increased from at least 38 in 1996 to at least 108
in 2010, indicating growing interest in this tool of labour market
regulation in many parts of the world. Other jurisdictions have had much
faster increases in the minimum wage in recent years than Australia. In
the UK, for example, increases in the NLW determined by its Low Pay
Commission have ranged from 4.92% in 2011 up to 5.13% in 2015, and
4.1% at April 2017 - reaching £7.50 per hour. In total 2.3 million
workers, or 8.5% of the workforce, in the UK are covered by a minimum
wage (UK Government). The emphasis on stronger minimum wages is
not universal, however. In the US, for example, the federal minimum
wage has not been increased since 2009; in the face of this federal
inaction, US states, counties and cities are commonly now setting their
own higher minimum wage rates (US Department of Labor 2018; UC
Berkeley Labor Centre 2018).

It is useful to compare minimum wages across countries by considering
their ‘bite’ relative to the overall level of wages: that is, as a proportion
of average or median wages. Australia’s minimum wage as a fraction of
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median wage was for a long time the highest in the OECD, but has
declined over the last four decades, at the same time as minimum wage
bites in most other OECD countries have risen (OECD). Australia has
therefore been drifting down towards the middle of the range of OECD
countries, as measured by the minimum wage bite. Only in three of the
higher income OECD countries (France, Slovenia and New Zealand)
does the minimum wage meet the criterion used in the OECD measure
for the relative poverty line, equal to 60% of median wages (OECD).

The Minimum Wage-Setting Process in Australia

A strong minimum wage policy has been a key part of Australia’s unique
labour market regulations for over a century. The Harvester Decision of
1907 by the Commonwealth Court of Conciliation and Arbitration
defined the ‘basic wage’ for unskilled [white male] labourers at 7
shillings a day or 42 shillings a week as “fair and reasonable’ wages,
having regard to ‘the normal needs of the average employee, regarded as
a human being living in a civilised community’, to enable a man, wife,
and three children to live in frugal comfort’” (Hamilton 2017). This
precedent for establishing a minimum wage tied to the cost of living for
workers and their families was later applied more broadly through
Australia’s industry-based award system, whereby arbitration courts
established minimum standards for wages, benefits, and working
conditions that applied to each specific sector of the economy. Union
demands for improvements in wages and working conditions under this
system were backed up by the ever-present option of industrial action.
This ambitious institutional system of wage regulation thereby led an
ongoing process of wage growth across the labour market; under this
system, labour’s share of GDP grew strongly through the postwar
decades.

However, the radical changes implemented in Australian industrial
relations beginning in the 1980s led to a marked change in the process
and structure of minimum wage regulation — and a corresponding
slowdown in the rate of growth of minimum wages in subsequent years.
The process began with the introduction of the Prices and Incomes
Accord in 1983 (in which wage restraint by unions was traded off for
improvements in social benefits, such as Medicare and superannuation),
and was later extended to include a shift to enterprise-based collective
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bargaining, and a growing set of restrictions on unions and industrial
action. The expressed intention of these cumulating changes to the
industrial relations framework was to promote economic efficiency and
productivity increases, through the unleashing of competitive market
forces within the labour market. The so-called ‘deregulation’ of the
labour market was a central plank in the broader vision of
microeconomic reform that guided the implementation of Australia’s
version of neoliberal policy.

Enterprise Bargaining Agreements (EBAs) were given a central role in
determining wages and conditions by 1993. EBAs dictated that wages
and conditions would be determined by negotiation between an
individual employer and representatives of the workers within each
enterprise.’ Later, under the Coalition government of John Howard,
increasingly severe restrictions were placed on union activity and
industrial action (without which, union claims in bargaining were much
less effective), and individual labour contracts (instead of enterprise-wide
agreements) were encouraged. The range of conditions that could be
included in awards was much reduced and, if they were to be preserved,
had to be bargained back into EBAs. Workers in some industries won
‘over award’ pay arrangements in their EBAs. The gap between awards
and bargained wages and conditions started to widen, with minimum
wages growing very slowly. All this served to undermine the leading role
of the minimum wage and the awards in regulating wages and working
conditions, while simultaneously weakening unions’ ability to use EBAs
as a leading edge of progress in wages and working conditions. The EBA
system thus led to increasing inequality between different groups of
workers.

Another aspect of the erosion of the award system has been the effective
removal of unions from minimum wage and award determination: what
happens ‘on the ground’ (in the course of EBA negotiations) has no direct
bearing on the determination of minimum wages and award provisions
by the Fair Work Commission (FWC). Instead, unions and workers are
now merely ‘heard’ by the Fair Work Commission (FWC) at its
discretion, as having an ‘interest’ in proceedings affecting wages and
awards; unions are thus positioned as just another ‘interest group’ in the

2 Interestingly EBAs are now termed EAs with ‘bargaining’ dropped.
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process of minimum wage regulation, rather than a direct party to a
process of negotiation and arbitration.

Since 2010, the Expert Panel of the Fair Work Commission (FWC) has
determined the National Minimum Wage (NMW) in its Annual Wage
Review (AWR) under The Fair Work Act 2009 (FWA). The Panel also
decides ‘award’ wages for different occupations and job levels across
industries, including apprentices, juniors and people with disabilities.
The awards process has been condensed into 122 ‘modern awards’, and
the role of the awards has been reconceptualised as a ‘safety net’ rather
than a tool for lifting wages and standards more broadly. The National
Minimum Wage (NMW) is set equivalent to the lowest rate in the
manufacturing award. Changes in other wages are then set at specified
percentages or amounts above that. In this way, an increase in the NMW
flows through automatically into the other wages specified in the various
awards (most of which are above the NMW). However, the awards in
general are still interpreted as a bottom-line minimum, rather than as
instruments to generally lift wages and conditions.

The stagnation of the real minimum wage in Australia over the last 35
years raises questions about the adequacy of the ‘minimum wage
objective’ defined under Australia’s Fair Work Act 2009. The Panel of the
FWC must determine the minimum wage according to criteria set out in
S284 of the FWA of 2009, which says:
(1) The FWC must establish and maintain a safety net of fair
minimum wages, taking into account:

(a) the performance and competitiveness of the national economy,
including productivity, business competitiveness and viability,
inflation and employment growth; and

(b) promoting social inclusion through increased workforce
participation; and

(c) relative living standards and the needs of the low paid; and

(d) the principle of equal remuneration for work of equal or
comparable value; and

(e) providing a comprehensive range of fair minimum wages to junior
employees, employees to whom training arrangements apply and
employees with a disability.

The objective for determining the modern awards is set out separately at
FWA S134, and differs slightly but not substantively.
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The formal ‘minimum wage objective’ circumscribes the scope and
ambition of minimum wage policy in many ways. It reveals assumptions
made about the relationships between the minimum wage and various
other economic and social variables. In particular, the minimum wage
(and corresponding modern awards objectives) have clearly embedded
neoliberal assumptions, whereby raising the minimum wage ‘too much’
is held to be detrimental to business, employment and the broader
economy. Yet account must be taken of ‘relative living standards and
needs of the low paid’. These criteria are open to alternative economic
interpretations, and highlight the ideological tensions and contested
nature of the process. But the formal determination process resists the
introduction of precedent. And, for each annual wage review, evidence
must be considered ‘independently’ from other years.

Labour productivity is mentioned as one of the major factors to be
considered in the national wage review process. In contrast to the marked
deceleration of wage growth in Australia (especially visible since 2013),
productivity growth has remained relatively stable. The decoupling of
real wages and real productivity implies, arithmetically, that labour’s
share of income must decline — as it has.

Figure 3 compares historical trends in labour productivity, the minimum
wage, and broader indicators of wages in Australia. It is clear that,
contrary to the stated minimum wage objective, the real minimum wage
has lagged far behind ongoing growth in real labour productivity.
Relative to the overall size of the economic ‘pie’, therefore, the minimum
wage now provides a much lower starting point for workers to begin to
negotiate for a share of that pie. The gap between labour productivity and
wages growth has particularly increased since the GFC. The slow growth
in the NMW and its divergence from average wages is also a major
reason for widening inequality.
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Figure 3: Measures of labour productivity and wages, 1995 to
2017
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Wage growth and productivity movements determine real unit labour
costs, which measure the inflation-adjusted cost of employing labour to
produce a given quantity of output. Real unit labour costs have declined
steadily in Australia since the ABS began publishing this data in the mid-
1990s. They are now 11% below the level of twenty years ago, as
illustrated in Figure 4. Nominal unit labour costs, also illustrated in
Figure 4, incorporate the impact of overall price inflation (in addition to
the distributional outcomes measured in real unit labour costs); nominal
unit labour costs have decelerated dramatically, and have been near
constant during the post-GFC period. This implies that increases in
nominal wages are now largely offset by increases in real productivity:

an extraordinary result which attests to the profound weakness of wage
pressures in Australia’s present economy.

Figure 4: Nominal and real Unit Labour Costs, index, 1996-
2017

160

150 PO a4

[
140
130 ad

3 /
- 120
£ /

110

100 -+

90 -

80 T 1 T T T T T T T T T T T T T T T T T1T°T
OMNOD DO T AN N<TLONDOODOAANMMS N O
RN NOOOODOOO0 OO o oo
R R Rk E=R R R-R=R-R R R R=R=R=R=R=)
Tl A QAo
O O O 0O O 0O VO OOV O OOV OOV LV LUV LV LV VOO
Q OV VOVLOLOLOLVLOLVLOLVLOVWLWOVWOLOLOLVWOLVWLOLDLOLOLOVWOLVO
falaNaNaNaNaNaNaNaNaNaNaNaNaNaNaNaNalaNala

== Jnit labour cost - Nominal ; === Unit labour cost - Real ;

Source: ABS 5206042, seasonally adjusted, ACTU calculations



THE EROSION OF MINIMUM WAGE POLICY 65

The minimum wage objective also references the need to consider
relative living standards and the needs of low paid workers in setting the
minimum wage. Here, too, there is a large gap between the stated goals
of the policy and observed reality. As noted above, minimum wages have
fallen sharply as a proportion of both average and median full-time
earnings over the past generation (shown above in Figure 4). The
growing gap between average and median wages attests to increasing
inequality (ABS 6306). Moreover, Australia’s tax and transfer system
has not been as redistributive as other OECD countries. Australia has
one of the small percentage reductions in market income inequality
through taxes and transfers, ranking thirteenth lowest out of 35 OECD
countries (OECD 2016: Chart 5). For all these reasons, therefore,
earnings inequality has risen markedly in Australia over the past two
decades, as illustrated in Figure 5.

Figure 5: Measures of Earnings Inequality (full-time non-
managerial adult employees).
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Earnings inequality rose steadily from 1996 to 2012, and then seemed to
decline slightly from 2012 to 2014. This dip was due to a decline in
earnings at the top, associated with the end of the mining boom (and the
moderation of very high wages paid to some resource-related jobs), not
by higher real earnings for the 10™ or 50" percentiles. Earnings
inequality has begun to grow again since 2014. Based on the Gini
coefficient, equivalised household disposable income was less equally
distributed in 2013-14 (most recent data) than 20 years earlier, and the
Gini is high by OECD standards (ABS 6523; OECD 2016:Chart 1).

Minimum wages (including wages specified through the modern awards)
are disproportionately important to the total incomes of low income
households. Jiminez and Rozenbes (2017) found that ‘around 70% of
award reliant employees are located in the bottom half of the household
income distribution and almost half are located in the bottom three
deciles. This compares with fewer than 15 per cent in the highest three
deciles’ (Jimenez and Rozenbes 2017:1). Thus the erosion of the
minimum wage bite is clearly connected to the growth in earnings
inequality between workers, as well as to the decline of labour’s overall
share of GDP.

Minimum Wages and Employment Growth

The minimum wage objective in the FWA also refers to the need to set
minimum wages without damaging employment growth. This has been
widely interpreted through a neoclassical economic lens, implying that
higher minimum wages could have detrimental effects on employment
(Junankar 2016). Underlying this position is the standard microeconomic
model of a perfectly competitive market as applied to the market for
labour, an input, in which the wage is assumed to equate labour supply
with labour demand thereby achieving full employment. The minimum
wage would raise the wage above the equilibrium level at least for low
paid workers and create unemployment. It is assumed that workers are
willing to work at that wage but employers do not wish to employ them.

However, the patterns of unemployment and underemployment in
Australia are apparently unrelated to changes in the minimum wage in
Australia, as shown in Figure 6. Rather, employment and unemployment
variables are clearly dominated by cyclical trends in the macroeconomy.
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Figure 6: Employment and Underemployment (percent of
labour force)
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There is a massive empirical literature testing the relationship between
minimum wages and employment, in which the prior assumption is a
negative correlation, especially for unskilled labour. The assumed
negative correlation arises from the neoclassical microeconomic model
in which the minimum wage increases wages above the equilibrium level
of the wage and leads to unemployment. The recognised exception is the
microeconomic case of monopsony in the firm’s labour market, in which
employment can increase but only over a particular range of wages, as
argued by Stigler (1946). In the monopsony model firms have some
market power which enables them to set wages. Firms compete by
raising wages in order to attract workers and this can increase
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employment. A minimum wage can be set within the employment-
increasing wage range.

As Manning (2016) comments, in the conventional neoclassical view, the
level of employment is a result of workers choosing between leisure and
work, without constraint, on the assumption that efficient market forces
will ensure that all supplied labour is gainfully employed: he calls this
view the ‘great recessions as a great vacation’ hypothesis’ (Manning
2016:15-16). The conventional analysis also fails to address institutional
issues. The fact that all firms face the same regulatory framework means
ipso facto that all firms face the same competitive conditions; they all
face the same minimum wage increase in the same manner as any other
regulation such as OHS.

The UK Low Pay Commission, said that research in more than 140
reports it commissioned ‘has generally shown that the NMW has led to
higher than average wage increases for the lowest paid, with little
evidence of adverse effects on employment or the economy’ (UK LPC
2015:xiii). The Low Pay Commission’s original studies also found little
evidence of negative impacts from raising the minimum wage (for
instance Bewley and Wilkinson 2015; Riley and Bondibene 2015).

In the case of Australia, the Productivity Commission’s (2015) Inquiry
into the Workplace Relations Framework found little or no negative
impact of minimum wage or other wage increases on employment in its
review of published empirical findings, complemented by its own study.
This is all the more convincing because its investigation began with the
inherent expectation that raising the minimum wage would have a
negative impact on employment. Instead, the Commission finds ‘that real
output is the main driver of employment over time’ (Productivity
Commission 2015:194, Appendix C; OECD 2015a:45).

Studies using matching theory to investigate minimum wage effects have
found mixed and small impacts of the minimum wage on employment
for the US (Rocheteau and Tasci 2007, 2008; Dube et al. 2016; Cengiz et
al. 2017; Gorry and Jackson 2017). Matching theory models
employment as an outcome of achieving an equilibrium level of
unemployment and vacancies based on bargained wages, reflecting the
relative market power of workers and employers, incorporating search
costs and reservation wages. A higher minimum wage can increase
employment if workers’ and firms’ search efforts can vary. Higher
employment can result if workers increase their search efforts due to the
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higher wage, more than firms reduce their vacancies. Matching theory
has been criticized for not recognising that most unemployment comes
from firms shutting down and that most vacancies come from firms
opening up. Workers do not base their decision to take a job simply on a
reservation wage, particularly where there are additional social costs and
benefits of paid work. Nor do most employers often push down the
wages of current employees in order to churn workers, even without the
presence of unions (Quiggin 2014).

The econometric methodology of differences-in-differences has also been
commonly applied, mainly in US studies. The principles underlying this
methodology based on Angrist and Pischke (2009) are summarized in
Reich et al. (2017). The change in an employment and wages before and
after imposing the (new) minimum wage is to be compared between an
area that got the minimum wage and one that did not. The treatment and
control groups should behave similarly before the minimum wage was
imposed. The minimum wage increase should have had a detectable
effect on wages in the group that received it, but not on those that did not
receive it. The minimum wage increase should not affect groups who did
not receive it, e.g. high paid groups or areas with no change in the
minimum wage (Reich et al. 2017:5). The ‘natural’ or synthetic controls
which can be applied due to the patchwork of minimum wage ordinances
across regions within the US make applying this methodology possible
(Reich et al. 2017).

The classic study is that of Card and Krueger (1994), which found that
increasing the minimum wage in New Jersey increased employment in
its fast food outlets relative to those in neighbouring Pennsylvania
(where there was no change in the minimum wage). Debate has
continued over the findings ever since (Neumark ef al. 2013; Belman and
Wolfson 2014a; Dube et al. 2014:28; Allegretto et al. 2017). A more
recent focus of research has been Seattle, which raised its minimum
wage to US$15 which was more than twice the national minimum. One
important study found that in a boom period, low wage employees in
Seattle with a minimum wage increase improved their employment less
than those outside Seattle without a minimum wage increase (The Seattle
Minimum Wage Study Team 2016, Jardim ef al. 2017). This finding has
been challenged on methodology grounds by other significant studies
(Zipperer and Schmitt 2017, Reich ef al. 2017, Dube 2017).
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Studies using Australia data include Leigh (2003), who found a
statistically significant elasticity (of -0.13) of labour demand with respect
to the WA statutory minimum wage (Leigh 2003). However, Watson
(2004) finds that work to be ‘fundamentally flawed,” due to the use of
macrodata, the absence of controls and a failure to address dynamic
considerations. A later paper by Watson (2016) examines wage inequality
in Australia from 1982 to 2012 using quantile regression, allowing the
effects on wages to differ across the wage distribution, with different
impacts at higher wages than at lower wages. Watson (2016) found that
a large proportion of wage inequality was a result of change in the wage
structure rather than the changing nature of the workforce. The
distribution of wages became more unequal within all industries,
particularly the expanding ones. Accordingly slow growth in minimum
wages would be a factor in the increased inequality of wages.

Nonlinear studies investigate different effects on employment of a
change in the minimum wage depending on its current level, and/or the
rate of increase. Lopresti and Mumford (2016) find from median
regressions that larger minimum wage increases are more effective at
increasing the wages of those who had previously earned less than the
minimum wage, and also had greater spillover effect on wages of more
highly paid workers generally. Lundstrom (2017) uses a simulation
method to find that ‘a good time to raise the minimum wage is when it is
already high.” Meta analyses (based on large surveys of published
research) also support the finding that changes in the minimum wage
have little impact on employment (for the US, Belman and Wolfson
2014b Chapter 4; for the UK, de Linde et al. 2014; RAND Europe cited
by the UK Low Pay Commission 2016:83).

The Australian Council of Trade Unions (ACTU) presented point
forecasts of the aggregate employment increase that would result from an
increase in the NMW in its submission to the AWR in 2017 (ACTU
2017a:99-101). These calculations used first-round multiplier values
provided in the Australian Treasury Budget Papers to analyse the effects
of the post-GFC stimulus package (The Australian Treasury
2009:Statement 4:4-6, Table A), rather than wage-elasticity estimates. In
what the ACTU argued was a conservative estimate, allowing for tax and
savings leakages, an increase in employment of between 35,000 and
87,000 positions was projected to result from an increase in the minimum
wage of 5.7% in one year, driven by corresponding increases in total
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aggregate demand. That represents an increase of between 0.3% and
0.7% of total employment.

Conclusion

Australia once relied on a strong national minimum wage policy,
amplified by a system of industry-wide awards which directly
transmitted minimum wage changes through to hundreds of occupations
and jobs, as a core of its deliberate effort to promote strong wage growth
and greater earnings equality. That strategy has been mostly abandoned
in the last 35 years, replaced by a neoliberal emphasis on market
determination of wages, and the reconceptualisation of minimum wages
and the awards system as a bare-bones ‘safety net’ — rather than a tool for
leading wages and working conditions forward. In this context, there has
been virtually no real growth in the national minimum wage during this
period — in contrast with continuing growth in labour productivity, and
modest growth in overall real wages. At the same time, there has been a
significant increase in inequality in Australia. Changes to the industrial
relations system in Australia have weakened the ability of workers to
defend and promote their interests; the disempowerment of minimum
wage policy has been a key component of this broader agenda. With
wages growing much more slowly than productivity, the labour share of
GDP has declined in tandem with the shrinking ‘bite’ of minimum
wages.

The stagnation of real minimum wages is at odds with the stated formal
objective for minimum wage policy as formulated in legislation — which
includes criteria such as labour productivity growth, earnings equality
and the needs of low-paid workers, and the need to maintain employment
creation. Achieving these goals would require a revitalisation of
minimum wage policy. Instead of moving still further from seeing the
minimum wage as a ‘living wage’ (as originally conceived in the 1907
Harvester precedent), a renewed vision of stronger minimum wages
would explicitly target the goal of allowing every full-time full-year
worker to earn sufficient income to escape poverty. The notion of setting
the minimum wage equal to the relative poverty line of at least 60% of
median earnings (as specified in the U.K., among other jurisdictions) is a
convenient and sensible target in this regard.
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