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This submissionto theHouseofRepresentativesEmploymentandWorkplaceRelations
Committeeseeksto demonstratethatunemployment,especiallyin thoseregionsofAustralia
characterisedbyparticularlyhighunemploymentandthesocialevils whichaccompanythis
tragedyis unnecessary,unnatural,andremediable.It is theconsequenceoftheprohibitionby
arbitraltribunalsandotherlabourmarketregulators,ofcontractualarrangementsbetween
Australiancitizenswhich wouldbeto theadvantageofbothparties,but whichdonotmeetthe
approvalofthearbitralauthorities.

Common-lawcontractsofemploymentbecameagreatengineof economicprogressin the
Englishspeakingworldduringthe

19
th century.Theywerebased,like thelaw ofcontract

generally,ontheprinciplethat freepeopleknewtheirowninterestsbetterthananyoneelse
could,andshouldbe freeto pursuethoseinterestswith minimal interferenceby thestate.

It is ironic thatattheendofthe
19

th century,whenAustralianswerethenenjoyingthehighest
incomesandliving standardsin theworld (andthushigherthaneverbeforein thehistoryof
mankind),dissatisfactionwith freedomin thelabourmarketbecamewidespread.Thespectacular
bankcrashin Victoria in 1893,whichwastheculminationof frenziedlandspeculation(fuelled
byrecklessgovernmentborrowing),ledto theclosureof manyfactoriesandbusinesses,to a
populationdecline,andto attemptsby Victorianlegislatorsto amelioratethepovertythatwas the
consequenceofthecrashthroughlabourmarketregulationofahighly intrusivekind.

Thissamebelief, thatpovertyandindustrialunlawfulnesscouldbe eradicatedby statute,ledto
theinclusionoftheindustrialrelationspower(Section51:xxxv) in theAustralianconstitution,
andto thepassageofthe Commonwealth1904ConciliationandArbitration Act.

All ofthesedevelopmentswerestronglycontested,preciselybecausetheywereseenby those
who opposedthemasthreateningthefreedomofthecitizento live andto work asheorshe
wished,andto takeadvantageofwhatevereconomicopportunitieswereavailable.

A centuryafterthepassageofthe 1904Act, theconsequencesofregulatoryinterferencearestill
manifest—mostseriouslyin muchhigherunemploymentthanwouldbethecasein a labour
marketcharacterisedby freedomof contract.
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Thissubmissionis basedon theextensiveeconomicliteratureon theimpactsofregulationand
tradeunionprivilegeon labourcosts;on employmentandjob creation;onthereturnsto labour
generally;andhowregulationcreatestwo classesof employees—thosewhowork in the
protectedsphereof theregulators,andthosewho areoutsidethat sphereandaredisadvantaged
accordingly.In theworstcasetheyarelockedout ofthe labourmarketbecauseofthecost
barrierswhichhavebeenerectedagainstthemby theregulators.

This submissiondiscussestheimpactofemploymentprotectionlaws(suchasunfairdismissal
laws)andfmdsthatsuchlawsincreasethecostsoflabourfor employers,thusincreasing
unemploymentanddepressingthepriceof labourgenerally.

Theprimarycauseofthemalaisein Australia’slabourmarketis theIndustrialRelations
Commissionandits Statecounterparts.By settinghundredsofminimumawardwagesand
prescribingin greatdetailotherentitlementswhichmaybeof little ornegativevalueto the
employee,butwhichcertainlyimposesubstantialcostson theemployer,thesearbitraltribunals
imposea greatburdenon Australianworkersandon the economygenerally.

This submissionrecommendslegislativereformthatallows AWAs to beaccessedmuchmore
readilyandautomaticallyby ordinaryAustralianworkersandemployers.This would makeareal
contributionto reducingunemploymentgenerally.Alternatively, it is recommendedthat in those
regionssuchastheVictorianLaTrobeValley,whereunemploymentandsocialmorbidityis
particularlyhigh, specialfree-labour-marketzonesshouldbe designatedto freethosepeople
withoutjobsto determinewheretheirinterestslie unconstrainedby regulationsput in placeby
peopleremotefromthembothgeographicallyandin termsofrealappreciationoftheirplight.

It isunderstoodthatacenturyofregulationandthecreationof specialinterestgroupswhich
dependfortheirwell-beingon theirinvolvementin theregulatoryprocess,makeforpolitical
difficulties in thepathofreform.But it is thepoliticians’ particularvocationto fmd waysof
overcomingthosedifficulties andvestedinterests,sothat muchpersonaltragedyis avoidedand
thenationalinterestis advanced.
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A Submissionto the
Houseof RepresentativesEmployment and Workplace Relations

Committee
on

PAVING THE WAY TO PAID WORK

The II.R. Nicholls SocietyInc1

GeoffHogbin

SUBMISSION SUMMARY
1.0 Introduction

TheHRNicholls Society(the Society)stronglysupportstheobjectiveofincreasing
participationin paidwork andsubmitsthatthemosteffectivewayofachievingit is
throughfurtherderegulationoflabourmarketandemploymentrelationships.

If abusinessexpectsthatemployingapersonwill addmoreto its revenuethanto its
costs,thenit is profitableto createajobfor thatperson.Manylabourmarketand
employmentregulations,however,“price peopleoutofjobs” (thatis, cause
unnecessarilyhighratesofunemployment)by artificially raisingreallabourcosts.
Theseregulationsaremorelikely to causeunemployment(thatis, to be“binding”) at
thelowerendofthelabourmarket,andespeciallyin economicallydepressedregions
ofthecountry.

Thefact thatunemploymentratesinAustraliahaveremainednear6 percentafter
almostadecadeofstrongeconomicgrowthandtighteningrulesofeligibility for
unemploymentbenefitspointsto reallabourcostsasamajorfactorlimiting job
creationandemployment.

Freeingemployersfrom constraintson job creationwill, by makingjobsavailablefor
thoseseekingthem,enhanceboth theeffectivenessandperceivedfairnessofwelfare
benefitreformsaimedat strengtheningincentivesto participateinpaidwork.

Roughestimatessetoutin Appendix1 suggestthatthereis scopeto increasetotal
employmentin Australiaby between400,000and500,000peopleorby about5 per
cent.

2.0If job creation is profitable, wifi jobs be created?

Refonnlngourlabourmarketandemploymentregulationsto makeratesofpayand
othertermsofemploymentnegotiablewill allowbusinessesto profitably employthe
kindsofpeoplewho cannotat presentfind jobs,especiallyin economicallydepressed
areaswith laboursurpluses.

‘This submissionhasbeenpreparedby GeoffHogbinwithcontributions,adviceandassistancefrom
RayEvans,AdamBisits, JasonBriant andothermembersof theBoardof theHRNichollsSocietyInc.
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Wouldlowerratesofpaybeunfair?Researchshowsthattheunemployedarevery
financiallydisadvantagedrelativeto low-paidworkers.Unemploymentalso causes
personaldistressanddepression.Gettingunemployedpeopleinto jobs wouldplace
manyofthemonpathsto betterjobs andrisingincomes.In short, regulationswhich
artificially supportrealwagesfor thosepeoplewith jobsimposeaveryheavyburden
ontheunemployedandon discouragedworkers.

Cuttingreallabourcostsby deregulationwill, by reducingthenumberson
unemploymentbenefits,allowtaxcutsto offsetwagereductions.

In summary,allowingemployeesandemployersto negotiatetermsandconditionsof
employmentfreeofregulatoryconstraintswill beconduciveto netjob creation
throughouttheentireeconomy.This is especiallyimportantfor maintainingthe
viability ofregionalcentresofpopulation.

3.0 How doregulationsincreasereal labour costs?

Jobcreationandhiringdecisionsarebasedon theexpectedrealcostsofemploying
people,includingregulation-imposedcosts.

Mandatoryminimumwages

Awardwagessetabovethecorrespondingmarket-clearingwagedirectlyincrease
labourcosts.Also, to theextentthattheawardwagesystemunderminesincentivesto
contributephysicalandmentaleffort tojobs,it raisesreallabourcostsby reducingthe
productivityof employmentrelationships.

Importantly,bindingminimumwagesconstitutearigidbaseonwhich costs
associatedwith otherregulationsaresuperimposedparipassu.

Entitlements

Mandatoryentitlementsadddirectlyto realcostsofemployingworkerswith
“binding” awardwages.Theymayalsoindirectlyraisereallabourcostsby eroding
incentivesandtheproductivityofemploymentrelationships.

Also, mandatoryemploymententitlementseffectivelymakerecipientemployees
unsecuredcreditorsoftheiremployers,therebyexposingemployeesto the often
unwantedrisk oftheiremployer’sinsolvency.

Employmentprotectionregulations

A legitimateandimportantfunctionofgovernmentsis to providesomeform of
insuranceagainstunemployment.However,governmentsin mostOECDcountries
havegonebeyondprovisionofunemploymentinsurancebyintroducingunfair
dismissallawsintendedto increasejob security.

Employmentprotectionregulationscannotprotecttheholdersoftheroughly10 per
centofjobswhichbecomeunviable(are“destroyed”)eachyearin moderneconomies
aspartoftheprocessof “creativedestruction”.In effect,what theseregulationsdo is
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protectpeoplewith jobs from competitionfrom workerswithoutjobs andfrom
workerswith worsejobs.

Employmentprotectionlawsraisetheexpectedrealcostsof labour,especiallyof
marginalworkers,throughadministrativecostsandcompensationpayments,andon
theproductivityof employmentrelationships.

Overseasresearchconsistentlyshowsastrongpositivecorrelationbetweenthe
stringencyofunemploymentprotectionlawsandratesoflong-termunemployment.

Regulatoryinstitutions,labourunionsandreal labourcosts

Labourunionsreduceparticipationin paidwork in Australiathroughtheirinfluence
onwagelevelsandothertermsandconditionsin theaward-settingprocess.The
interestsofmarginalworkersandtheunemployedarelargelywithoutrepresentation
in awarddeterminationprocesses.

Conclusion

Minimum wageregulations,mandatoryentitlementsandemploymentprotectionlaws
all tendto raisereallabourcosts,especiallyatthelower endofthelabourmarket
whereminimumwagesarebinding.Theproblemis exacerbatedby ourcentralized
wagedeterminationsystemwhich favourslabourmarketinsiders,representedin
wage-settingprocessesby labourunions,to thedetrimentofmarginalworkersandthe
unemployed.

4.0Do real wagesaffect thenumbers employed?

Thatraisingreallabourcostswill reduceemploymenthascommonsenseappealandis
supportedby thepreponderanceof vastamountsofstatisticalevidence.Because
prolongedunemploymentis oftenseriouslydamagingto people’slives,policy-makers
shouldbefully alert to thecommonpredispositionto deny(orat leastunderestimate
thestrengthof) thenegativerelationshipbetweenrealwagesandquantitiesof labour
demanded.

Studiesthroughouttheworld suggestthatincreasingaminimumwageby 10 percent
reducesemploymentbybetweenabout1 percentand5 percent.Becauselow-wage
earnersareonly a fractionof all workers,however,theproportionsof low-wage
earnerspricedoutofjobs is almostcertainlyverymuchhigherthanindicatedbythese
numbers.Eventhosewhoclaim that statisticalevidenceshowsthat minimumwages
haveno effectsonemploymentconcedethatthis appliesonlyfor minimumwagesset
closeto market-clearingwages.

Becausetheratioofminimumwagesto averagewagesis highin Australiarelativeto
mostothercountries,the Societysubmitsthatremovingregulatoryconstraintswhich
increasereallabourcostswill createjobs andincreaseparticipationin paidwork, both
by cuttingexpectedmonetaryon-costsandby improvingtheproductivityof
employmentrelationships.In particular,unemploymentin depressedregionswill be
reduced.
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5.0 Do regulations produceoffsetting benefits?

TheSocietysubmitsthatthereis astrongpresumptionthat allowing employersand
employeesto negotiatetermsandconditionsofemploymentfreeofregulatory
constraintswill maximizeeconomicand socialwelfare.Partiesto anemployment
relationshiphaveby far thebestinformationabouttherequirementsofthe
relationship,abouttheirparticularpreferencesandcircumstancesin relationto those
requirements,andaboutotherfeasiblealternativejob matches.Theyhaveinfinitely
strongerincentivesthanthirdpartiesto discovermutuallybeneficialarrangements
thatwill maximizethevalueoftheiremploymentrelationships.Soarethere
justifiablereasonsfor goverr~mentsto regulatelabourmarketsandemployment
relationships?

Thereis a consensusthat ourgovernmentsshouldactto reduceincomeinequality.
However,wherelabourmarketregulationspricepeopleoutofjobs, therebyreducing
theirearningsto zero,theireffectson thedistributionofincomearemanifestly
perverse.Thereis acompellingcaseto relyon taxesandtransfers,ratherthanlabour
marketregulations,to achievedesireddistributionaloutcomes.

Very fewlabourmarketregulationscanbejustifiedon anyofthegroundsthatthey
correctlabourmarket“imperfections”.Thecontentionthat regulationsareneededto
correct“aninherentimbalanceofpower” in employmentrelationshipshasno
substance.

Doubtless,therearebosseswho treatemployeesbadly,butbecausebusinesssuccess
dependsonproductivecooperationbetweentheemployerandemployees,theyare
exceptionsratherthantherule.Keepingunemploymentrateslow by allowing labour
marketsto functionunfetteredby regulationsis themosteffectivewayofensuring
thatemployeesaretreatedfairly.

6.0Recommendations:how should regulations be reformed?

Thelong-termobjectiveoflabourmarketreformshouldbeto eliminateall regulations
which artificially increasereallabourcosts,especiallyatthe lowerendofthelabour
market.This wouldultimatelyrequire:

• dismantlingentirelythesystemofcentrally-fixedindustrialwageand
entitlementawards;

• relyingonunemploymentbenefitsto createa “welfarefloor” forworkers;

• repealingmostunfair dismissallaws,in particularthoserequiring‘just cause”
and“proceduralfairness”,not only for smallbusinesses(alreadyin the
legislativepipeline)but for all employers;

• replacingthecurrentsystemofcompulsoryconciliationandarbitrationof
industrialdisputeswith avoluntarymediationservicesimilar to theUK’s
ACAS; and
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• abolishingexemptionswithin theTradePracticesActwhich allow trade
unionsto colludeto extracteconomicrentsfrom employersandto engagein
otheranti-competitivemarketpractices.

TheSocietyrecommendsthatthefollowing stepsbetakenimmediatelyin pursuitof

theselonger-termobjectives.

Reformingtheawardsystem

TheWROLAAct1996,whichhasestablishedaprecedentfor partiesto employment
contractsto lawfully optout oftheawardsystemby formingAustralianWorkplace
Agreements(AWAs), shouldbeamendedto makeoptingout far simplerandless
costly.The“no disadvantage”testshouldbeabolishedandtheregistration
requirementabandonedor greatlysimplified.

An alternativewouldbeto give theCommonwealth,Stateor local governmentsthe
powerto declareany localgovernmentareawhichhaspersistentlaboursurplusesa
“freelabourmarketzone”.

Unemploymentbenefitsandthe “welfarefloor”

Unemploymentbenefitsshouldbereliedon to provideanadequate“safetynet”.If,
afterabolitionofminimumwages,theresultantwageratesfor somepeopleare
consideredto betoo low, thenthisshouldberemediedby wagesubsidiesorearned
income-taxcredits.

If minimumwagesarenot abolished,thenresponsibilityfor settingthemshouldbe
shiftedfrom theAIRC to the CommonwealthGovernmentorto Stategovernments.

Unfair dismissallaws

Third partiescannotsatisfactorilyenforceimpliedandunobservabletermsin
employmentcontracts.Thecostsincurredbybothpartiesin the eventthat aviable
employmentrelationshipis terminateddetercapriciousterminationsbybothpartiesto
employmentrelationships.TheCommonwealthGovernmentshouldthereforerepeal
all unfairdismissallawsforwhich it is responsible.Simplifyingproceduresfor
opting-outoftheawardsystemwouldallowemployersandemployeesto avoidthe
mostdamagingconsequencesofStatelawspertainingto unfairdismissals.

Reformoftradeunion laws

Becauselabourunionexemptionsfrom anti-competitivemarketpracticesaresocially
andeconomicallydamagingandprovideno offsettingbenefits,suchexemptionsin
theTradePracticesActshouldberepealedforthwith.However,workersshould
continuehavethesamerightsasothers,suchasemployergroups,to pursuetheir
intereststhroughvoluntaryassociationwith others.

7.0Conclusion
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TheSocietysubmitsthatthereformssetout abovearepolitically feasibleand,if
implemented,would contributesubstantiallyto “pavingthewayto paidwork”.
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PAVING THE WAY TO PAID WORK

1.0 Introduction

TheHRNicholls Society(theSociety)stronglysupportstheGovernment’sgoalof
increasingparticipationinpaidwork.TheSociety’ssubmits,however,that thisgoal
shouldbeconsidered,notasanendit itself, butratherasthebeneficialoutcomeof
policy reformsto createan institutionalenvironmentwhich is moreconduciveto job
creation;which improvestheproductivityofemploymentrelationships;andwithin
whichpeoplearebetterableto achievepreferredbalancesover theirlifetimes
betweenhouseholdproduction,paidemploymentandleisureactivities.

TheessenceoftheSociety’ssubmissionto theHouseofRepresentativesEmployment
andWorkplaceRelationsCommittee(EWRC)is thatthecentrepieceofanysetof
measuresfor creatingsuchanenvironmentmustbefurtherderegulationofthelabour
marketandemploymentrelationshipsto allow employersandjob-seekersto make
choiceslessdistortedby externallyimposedconstraintsandpubliclyprovidedwelfare
benefits.

A distinguishingfeatureof aprivate-enterpriseeconomyis thatbusinessmanagersare
continuallylookingfor opportunitiesto profitby creatingjobs. If abusinessexpects
thatemployingapersonwill addmoreto its revenuethanto its costs,thenit is
profitableto createajobfor thatperson.As technologyimproves,competition
amongstemployersfor labourdrivesupworkers’ realwagesovertimeaslabour
productivityimproves.Competitionamongstemployersalsotendsto maintain
labour’sshareofnationalincomeat around65-75percent’in all industrialised
countries,with thebalancegoing to ownersofcapital.

Manylabourmarketandemploymentregulations,however,havetheeffectof
“pricing peopleoutofjobs” (thatis, causingunnecessarilyhighratesof
unemployment)by artificially raisingreallabourcostsabovelevelsatwhichtheycan
beprofitablyemployed.Regulationsdo this eitherby increasingtheexpected
monetarycostsofemployingpeopleorby impairingtheproductivityof employment
relationships(orboth).Thesehigherreallabourcostsaremorelikely to cause
unemployment(in otherwords,to be “binding”) at thelowerendofthelabour
market,andespeciallyin economicallydepressedregionsofthecountry.

Unemploymentratesin Australiahavebeenpersistentlyhigh formostofthelastthree
decades.Thefactthat theyremainnear6 percentafteralmosta decadeofstrong
economicgrowthandsubstantialtighteningof eligibility rulesfor unemployment
benefits,pointsstronglyto bindingreallabourcostsasamajorfactor,probablythe
majorfactor, limiting job creationandincreasedparticipationin paidwork.

Removalofregulatoryconstraintswill allowrealwages,particularlyfor certain
categoriesoflabourandin economicallydepressedregions,to beadjustedmore
readilyto bring demandfor labourcloserto balancewith laboursupply,thereby
reducingunemployment.This shouldbecomplementedby furtherchangesto
eligibility rulesfor publiclyprovidedbenefitsto removeartificial disincentivesto

Thisincludesreturnsto thelabourof ownersof owner-managedenterprises.
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engagein paidwork. TheSocietyemphasizesthat freeingemployersfrom constraints
onjob creationis doublyimportant—notonly will morejobs beavailablebut, equally
important,improvedavailabilityofjobswill enhancetheeffectivenessandperceived
fairnessofbenefitreformsaimedat strengtheningincentivesto participatein paid
work.

Roughestimatessetout in theAppendixsuggestthatthereis scopeto increasetotal
employmentin Australiaby between400,000and500,000people,orby about5 per
cent.

2.0 If job creation is profitable, will jobs be created?

Governmentscannotcreatejobsin theprivatesector.But whatgovernmentsin
Australiacando is reformourlabourmarketandemploymentregulationsto makejob
creationbybusinessesmoreprofitable.Therepealofregulationswhichartificially
raisereallabourcostswill increasethelikelihoodthatbusinessescanprofitably
employthekinds ofpeoplewho,underexisting institutionalarrangements,cannot
readily find jobs.

For example,for manyyearstherehavebeenpersistentsurplusesoflabour(indicated
by highratesofunemployment)in theLaTrobeValley,muchofTasmania,various
placesalongtheeasternseaboard,muchofnorthAustralia,andparticularsuburbsof
themajorcitieswhichare,to asurprisingdegree,sharplydelineatedgeographically.
UnderAustralia’sawardwagesystem,businesseshaveno specialincentiveto think
ofwaysofprofiting from theselaboursurplusesbecauseregulatedwageawardsmake
thecostofcreatingjobs in theseareasmuchthesameaselsewhere.But wereratesof
payandothertermsofemploymentnegotiable,theselaboursurpluseswouldbe
perceivedbybusinessmenasopportunitiesto createlesscostlyjobs thatwouldnotbe
profitableunderexistingawardwages.

Would theselowerratesofpaybeunfairorexploitative?To placethisissuein
perspectiveit is necessaryto be fully awareoftheplight oftheunemployed.Harding
andRichardson(1998,ppl5l-2) showedthat28 percentofunemployedpeoplelive
in familiesthat arebelow theentire-populationpovertyline. Theproportionin
povertyrisesto 45 percentfor the“labour-forcepovertyline”, which wasamere$34
perweek(1994-95dollars)higherthantheentire-populationpovertyline. Comparing
low-wageworkersandtheunemployed,HardingandRichardson(pp. 157-8)
concludethat:

theunemployedare ... veryfinanciallydisadvantaged.Theycomprisea
highproportionofpeoplein thelowestdecilesof theincomedistribution....
Everywaythat wehavelookedatit, unemployedworkersaremuchlowerin
theincomedistributionthanaremostlow-wageworkers.2(Italics added.)

Manyofthosewith low-wagejobshaveanothermajoradvantageoverunemployed
adults—low-wagejobs for abouthalfofthosewho havethem,aresteppingstonesto
betterjobs andrisingincomes(Lewis, 2002,p 268).Unemploymentis widely

2Tme HardingandRichardsonmakethepoint thatsomelow-wageworkersarein thelowest deciles

of the incomedistributionand“...theseshouldnotbe forgotten” (p 158).
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recognizedto alsocausepersonaldistressanddepression.Clearly, largenumbersof
unemployedpeopleareseverelydisadvantagedrelativeto thosewith jobs.

In thecurrentregulatoryenvironment,peoplewho areunemployedin depressed
areas,suchastheLaTrobeValley, areforcedto choosebetweenremainingin the
regionwithpoorprospectsoffindingajob, orbearingthecostsofmovingtojobs
elsewhere.Thelatterhastheunfortunateflow-onconsequenceofcausingreal estate
valuesto collapse,which is damagingto othersin theregion,especiallytheelderly.

Giving unemployedpeopleandprofit-seekingbusinessmenthefreedomto negotiate
wagesthat allowjobs to becreatedprofitably,couldonlymakeunemployedpeoplein
theseregionsbetteroff. Theoptionsofremainingonunemploymentbenefitsorof
movingelsewherein searchofjobswould still remainopen.Thus,thosethatchoseto
takenewlycreatedjobs at thelowermoneywagerateswould do soonlyif they
expectedto bebetteroff. Inthis regard,theoptionofremainingonunemployment
benefitswould effectivelybecomethe“safetynet”by creatingawage“floor”. And,
by strengtheningdemandfor realestatein theregion,thosewho acceptedlower
payingjobs wouldbehelpingto maintainthewealthofothers.Furthermore,since
housingcoststendto belower in regionalthanin metropolitanareas,andtheremay
beperceivedlifestylebenefitsfrom regionalliving, theirrealincomes(properly
measured)might well behigherthantheirmetropolitancounterparts,lowermoney
wagesnotwithstanding.If only for this reason,the“comparableworth” argumentfor
equalityofmoneywagesthroughoutthecountryis clearlyfallacious.Moreover,to
theextentthatit underpinspolicieswhichpricepeopleout ofjobsthefallacy of
“comparableworth” hastheperverseeffectofliterally makingpeopleworthlessin the
labourmarket.Indeed,animportantreasonfor relyingonunemploymentbenefitsto
createa“wagefloor” is thatit restoresto theindividual thefundamentalright to
decidewhathis orherlabouris worth—athirdpartysimplycannotknow enough
aboutothersto determinehowmuchthewageattachedto ajobis worthto a person
willing to acceptit.

It is truethat removingregulatoryimpedimentsto job creationwouldmakesome
peoplerelativelyworseoff by obliging themto competeopenlywith unemployed
peopleforjobs.However,sinceoverall living standardswould riseascurrently
unutilizedlabourresourcesbecameproductive,suchpeoplemight wellbemadebetter
off in absoluteterms.And,with reducednumbersonunemploymentbenefits,there
maybescopeto giveoffsettingtax cutsfor peopleatthe lower endofthewagescale.
Undertheexistingregulatoryregime,thecostofartificially raisingthewagesand
otherconditionsof employmentfor thosewith jobs is bornelargelybythe
unemployedanddiscouragedworkers,andis measuredby theireconomicandsocial
disadvantages.

In summary,theSocietysubmitsthat allowing employeesandemployersto negotiate
wagesandothertermsandconditionsof employmentfreeofregulatoryconstraints
wouldbestronglyconduciveto netjob creationthroughouttheentireeconomy.
Increasingtheprofitability ofjob creationin regionalareasis especiallyimportantfor
maintainingtheviability ofregionalcentresofpopulation,whichin turnwill ease
populationpressuresin themajorurbanareas.
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ManyAustralianbusinesses(andbusinessesfrom otherindustrializedcountries)have
createdvery largenumbersofjobs for peoplein countrieswherewagesare lower(for
example,call centresin India).Overthe last50 years,vastnumbersofjobs havebeen
createdby businessesmovingto thesouthernstatesin theUS to takeadvantageof
lower labourcosts(whichtendedto equalizewagesacrossthenation).Theconclusion
is thatifjobs canbecreatedprofitably in Australia,jobs will becreatedfor all those
seekingthem.

3.0How do regulationsincreasereal labour costs?

Jobcreationandhiring decisionsarebasedon theexpectedrealcostsofemploying
people,includingreal subjectivecostssuchasthecostoftoleratinganabrasive
personality.This sectionsketcheswaysin which labourmarketandemployment
regulationsdirectlyor indirectly increaseexpectedreallabourcostsinAustralia.

3.1 Mandatoryminimumwages

Thedeclaredaimofminimumwagelawsinmostcountriesis to increasetheearnings
oflow-wageemployees.To beeffectiveaminimumwagemustthereforebesetabove
thecorrespondingmarket-clearingwage,whichdirectlyincreaseslabourcosts.True,
in thecaseof someworkers,legalminimumwagessetabovemarket-clearingwages
canbeoffset in variousways(for instance,by reducingperquisites,requiringgreater
effort from anemployee).To theextentthat legalminimumwagesarebinding,
however,theydirectlyraisetherealcostofhiring peoplebyraisingtheirrealmoney
wages.

Australia’sregulatedminimumwagesystem,basedon centrally-fixedawardwages,
is extraordinarilycomplex.In contrastto othercountries,theobjectiveis notmerely
to raisetheearningsoflow-wageemployeesbut to setminimumwagesfor a
substantialproportionoftheworkforce,includingmanywhosewagesarewell above
thebottomoftheearningsdistribution.3Thesystemproducesanextraordinarilylarge
setof legalminimumwages,varyingaccordingto workerexperienceand
qualificationsandacrossindustries(someareevenspecificto enterprises).Manyare
revisedannually.Someworkerscanchoosebetweenworkingunderawardssetby the
Commonwealthregulator(theAustralianIndustrialRelationsCommission)andthose
setbytheregulatoryauthorityin theStatein whichtheyareemployed(thevarious
Stateindustrialrelationscommissions).Removingfrom ahighproportionofthe
workforcethecapacityto negotiatewagesreflectingtheir individual aptitudes,
energiesandskills hastheregrettableeffectof“commodifying” labour.

Becauseofthecomplexityofthesystemit is virtually impossibleto ascertainthe
extentto which eachofthemanyhundredsofawardsis “binding” in thesenseof
exceedingamarket-clearingwage.However,sincein Australiatheratioofminimum
wagesto averagewagesappearsto behighrelativeto mostothercountries,it is likely
that manyawardwagesarebinding,especiallyatthelower endofthelabourmarket

In contrast,theUShasa singlenationalminimumwagesetby theUS governmentwhichcoversa
substantialproportionof theworkforce.MostUS statesalsohavestatutoryminimumwagesfor
workersnotcoveredby thenationalminimum.Arrangementsfor settingminimumwagesinEurope
varywidely acrosscountries.In comecasestheyaresetby negotiationbetweenemployer
organizationsandlabourunions;inothersby governments.
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Country

Italy
Norway
France
Australia
Germany
Ireland

Denmark
Finland

Greece
Sweden
Belgium
Luxembourg
Netherlands
NewZealand
Canada

UK

Portugal
US

Japan
Spain

Table 1

78
n/a
58
65
60
n/a

59
n/a

69
52
58
41
64
57
52

43

48
47

29
48

Source:NeumarkandWascher(2003)

71
64
62
58
58
56

54
52

51
51
49
49
47
46
43

42

38
36

33
32

Thereis another,indirectwayin whichAustralia’sawardwagesystemmayincrease
reallabourcosts.Intheabsenceof regulatedwages,employersstructurewage
increasesovertimeto strengthenincentivesfor employeesto contributephysicaland
mentalefforts to achievingenterpriseobjectives.Contrariwise,by makingpay
increasesmandatory,theawardsystemunderminesthecapacityofemployersto
createsuchincentives.To theextentthat thisreducestheproductivityof employment
relationshipsit raisesreallabourcosts.

Finally, bindingminimumwagesconstitutearigid baseofreallabourcostsonwhich
costsassociatedwith otherregulationsaresuperimposed,addingpan passuto thereal
costsof labour.

(Table 1). By definition,abindingrealwageimpedesparticipationin paid
employment.

RatiosofMinimum to AverageWages
(selectedcountries)

Ratio of minimum wage
to averagewage(%)

1976 2000
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3.2 Entitlements4

An employeeentitlementis createdwhere,underanemploymentcontract,paymentof
partofthevalueofanemployee’scurrentcontributionto production(current
earnings)is deferredto thefuture.Forexample,partof anemployee’scurrent
earningsmaybein theform ofanundertakingby theemployerto provide,say,four
weeks’paidannualleave.Thealternativeis for employeesto bepaidtheirentire
earnings“up-front” withprovisionfor unpaidholidaysto befmancedout oftheir
savings.Thus,in afreely functioninglabourmarket,anentitlementmerelychanges
thetiming ofpaymentswithout substantiallychangingtotal earnings.

Australia’ssystemof awardwagesincludesfor manyworkersmandatoryentitlements
suchaspaidholidayswith awageloading,sick leave,redundancypayments,
compulsorysuperannuationandlongserviceleave.Whereaworkeris paidanaward
wage,thesemandatoryentitlementsadddirectlyto realcostsofemployingthat
worker,therebyincreasingthenumberofpeople“priced out” ofjobsby theaward
wagesystem.~Theymayalsoindirectlyraisereallabourcostsby erodingincentive
structuresand,consequently,theproductivityof employmentrelationships.For
example,mandatorylongserviceleavevitiatesinclusionoflongserviceleavein a
negotiated“incentivepackage”.Whereasprovisionofsick leavenegotiatedbetween
anemployerandemployee(asin theUS—andtheUK, until recently)cancontribute
to strengtheningincentives,mandatorysickleavecannot.In addition,weconjecture
thatbecausemandatorysick leavecannotbewithdrawnandthereforecannotbe
contributeto “incentivepackages”,it is morelikely to beabusedthannegotiatedsick
leave.To theextentthatthis is so,mandatorysick leavefurtherreducesthe
productivityofemploymentrelationshipsandconsequentlyraisesreallabourcosts.

In summary,entitlementstendto increasereallabourcosts.It might bearguedthat the
regulatorswho implementtheawardwagesystemimplicitly setawardwagerates
lowerthanotherwiseto compensateforthecostofprovidingentitlements.However,
theirapparentfailureto appreciatetheeconomicconsequencesoftheirdecisionsin
otherdimensionssuggestsotherwise.

Finally, it is worthnotingthatmandatoryemploymententitlements-paidannual
vacations,paidsick leave,longserviceleave,redundancypaymentsandtheability to
defercompulsoryemployercontributionsto superannuation—effectivelymake
recipientemployeesunsecuredcreditorsoftheiremployers.Consequently,employees
areexposedby suchentitlementsto theriskoftheiremployer’sinsolvency.In many
cases,this forcesthemto bearfinancialrisk thattheywouldnotvoluntarily
accept—giventhechoice,anemployeeofanenterpriseatrisk ofinsolvencywould
prefertheequivalentvalueofanentitlementasan“up-front” payment.Mandatory
entitlementshavetheundesirableeffectofprecludingthis.

4Thissectionusesmaterialfrom Hogbin (2001).
~If theworker’swageis abovetheawardwage,thenthereis scopefor a negotiatedwagereductionto
offsetat leastsomeof thecostof anentitlement.
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3.3 Employmentprotectionregulations

Someunemploymentis aninevitableconsequenceoftheprocessesof “creative
destruction”which arepartandparcelofthehighliving standardsdeliveredby
marketeconomies.Theproblemofunemploymentis compoundedby the
susceptibilityofmarketeconomiesto cyclical downturnsin economicactivity which
areaccompaniedbyhigherratesofunemployment.Sinceemployeesareinevitably
exposedto thefmancialrisk associatedwith unemployment,provisionofinsurance
againstunemploymentcanimprovesocialwelfare.

Governmentsin all OECD countriesprovidevariousformsof “insurance”against
unemployment.Becausethescopefor employersandemployeesto defraud
unemploymentinsuranceschemesmakesefficientmarketprovisiondifficult, a
legitimateandimportantfunctionofgovernmentis to ensurethatworkersare
adequately“insured”againstthefinancialrisk ofunemployment.

However,underpolitical pressurefromvarioussources,governmentsin mostOECD
countrieshavegonebeyondprovisionofunemploymentinsuranceby enacting
regulationsaimedat artificially increasingjob security(unfairdismissallaws).A key
point aboutthese“employmentprotection”regulationsis thattheycannotprotectthe
holdersoftheroughly10 percentofjobs whichbecomeunviable(are“destroyed”)
eachyearin moderneconomiesaspartoftheprocessof“creativedestruction”(Table
2). In effect,whattheseregulationsdo is protectpeoplewith jobs from competition
from workerswithoutjobs andfrom workerswithworsejobs.Forthis reason
employmentprotectionregulationshavebeencharacterisedasgiving employeesde
facto propertyrights to theirjobs.

Table 2

Averageannual rates ofjob turnover*,
selectedcountries and time periods

Country Time Period Turnover rate (%)

Canada 1984-90 22.6
Denmark 1984-89 29.8
Finland 1988-91 24.2
France 1985-87 26.3
Germany 1977-89 15.9
Italy 1985-91 23.4
Norway 1976-86 15.6
Sweden 1985-91 22.7

UnitedKingdom 1982-91 15.2
UnitedStates 1976-91 21.5

Source:Caves(1998)p 1951.
*Jobturnoveristhe sumof annualjobscreatedplusannualjobs
destroyedexpressedasa percentageoftotalemployment.Numbers
ofjobscreatedanddestroyedareroughlyequalinanygivenperiod.

Themainkinds ofemploymentprotectionlawsarethosegoverningproceduresfor
dismissingemployees,thoseprovidingremediesfor wrongfultermination,andthose
providingfor redundancies.Theselaws raisetheexpectedrealcostsof labour,
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especiallyofmarginalworkers,throughtheireffectsonpecuniaryoutlaysandon the
productivityofemploymentrelationships.Broadly,theeffectsonexpectedpecuniary
outlaysby employersdependon:

• theprobabilitythatapersonrecruitedto a job will be subsequentlydismissed
forreasonsofredundancyor forunsatisfactoryperformance;and

• theoutlaysrequiredin theeventof dismissalfor eitherreason,including
regulatedredundancypayments,regulatedcompensationfor dismissalfor
otherreasons,andlitigation costs.

Theotherwayin whichemploymentprotectionlegislationtendsto increasereal
labourcostsis by reducingtheproductivityofemploymentrelationships—because
employeesperceivethatthepecuniarycostsofunfairdismissalprocedureswill
discourageemployersfrom dismissingthem,unfairdismissallawstendto weaken
incentivesto contributephysicalandmentaleffort to jobs.Providedminimumwages
arenotbinding,employerscanoffsetcostsgeneratedby employmentprotectionlaws
by negotiatingcorrespondinglylowerwages.Forworkersfor whomminimumwages
arebinding,however,theexpectedcostsofemploymentprotectionlawsincreasereal
labourcostspan passu.

Importantly,employmentprotectionlawsmaketheexpectedcostsofemployingwhat
areperceivedto be“risky” workers(for example,workersperceivedto beof
uncertainability, workerswho might disrupttheworkplace)verymuchhigher.For
thisreason,asoverseasresearchconsistentlyshows,thereis astrongcorrelation
betweenthe

Table 3
Cross-countryIncidenceofLong-term Unemployment,2001

Number ofmaleworkers Employment/population
unemployedfor more than 12 months ratio males,16-64

Country per 1000malesaged16-64. (average1997-2001)

Norway 2.0 81.9
USA 2.6 80.2
Switzerland 3.3 87.0
Canada 6.6 75.2
Netherlands 7.2 80.5
Austria 7.5 76.1
Denmark 8.1 80.7
Portugal 9.6 75.2
NewZealand 9.7 77.9
Sweden 10.6 74.8
Australia 13.6 75.7
UK 14.4 78.2
Japan 14.7 81.3
Ireland 18.3 72.8
France 19.8 67.4
Finland 20.0 68.0
Belgium 21.8 68.0
Spain 22.7 70.3
Greece 24.7 71.3
Germany 31.4 73.3
Italy

Source:Derived
35.0

fromOECD,2002.
67.7
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stringencyofunemploymentprotectionlawsandratesoflong-termunemployment.
Forexample,France,GermanyandItaly, all ofwhichhavestrongemployment
protectionlaws,alsohavehighratesoflong-termunemployment(Table3). The
averagedurationofunemploymentin Australiahasbeenin thevicinity ofoneyear
sincethemid-1980sandthenumbersoutofwork for morethantwo yearshavebeen
above80,000for 13 ofthelast16 years(above155,000in 1993 and1994).6

In summary,employmentprotectionlawsraisereallabourcosts,especiallythereal
costsofemployingmarginalworkersandareconsistentlycorrelatedwith highratesof
long-termunemployment.

3.4Regulatoryinstitutions,labourunionsandreallabourcosts

It is generallyrecognizedthat labourunionsusemonopolypowerderivedfrom
statutoryprivilegesto extracteconomicrentsfrom enterprisesin theform ofhigher
wagesandotherpecuniaryandnon-pecuniarybenefitsfor theirmembers.To the
extentthatthis reducesthenumbersemployedin unionizedenterprises,thesupplyof
labourfor non-unionizedenterprisesincreases.While this placesdownwardpressure
onwagesin non-unionizedenterprises,rentextractionbylabourunionsdoesnot
necessarilyreduceaggregatenumbersparticipatingin paidwork. ~Indeed,sincein
additionto negotiatinghigherwages,rentextractionfrequentlytakestheform of
“feather-bedding”conditionsof employment,thenumbersemployedin thetargeted
enterprisesareoftenhigherthanin theabsenceofunionpower.Thus,whileunion
monopolypowermaynot directlyreduceparticipationin paidwork, it almost
certainlyreducesproductivity.

Thereare,however,compellingreasonsfor believingthat labourunionsreduce
participationin paidwork in Australiathroughtheirinfluenceon theaward-setting
process.Australia’scentralizedwagedeterminationsystemhasconferredon labour
unionssubstantialpoweroverawardwagesandotherawardentitlements.Theyalso
influencetheform andoutcomesofapplicationsof employmentprotectionlawsand,
consequently,thecontributionoftheexpectedcostsofemployer-initiated
employmentrelationshipseparationsto reallabourcosts.Sinceunionsdependfor
theirexistenceon thefmancialsupportofunionmembersandthetacit supportofthe
majorityofworkers,theytendto lobbyin awarddeterminationproceduresfor terms
andconditionsthatwill gaintheapprovaloftheseconstituencies.

In contrast,theinterestsofmarginalworkersandtheunemployedarelargelywithout
representationin awarddeterminationprocesseseventhough,asdiscussedabove,
theyarethegroupmostdirectly, substantiallyanddeleteriouslyaffectedby the
outcomesofthoseprocesses.Theproblemis compoundedby thefactthat the
authorityoftheregulatorybodies(theindustrialrelationscommissions)alsodepends
on thetacit(at least)approvalofthemajorityofemployees,andespeciallylabour
unions. In short,an inherentinstitutionalbiasin awarddeterminationprocedureshas
givenlabourunionsin Australiatheeffectivepowerto raisetherealcostsof
employingmarginalworkersandtheunemployed.Theexerciseofthispowerthrough
ourcentralizedwage-determinationsystemhasreducedparticipationin paidwork,

6 ABS,2003.
7Although,to theextentthatit increasesthenumberof workersfor whomminimumwagesare
binding,it will.
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bothby pricingpeopleoutofjobs andby creatingapool ofdiscouragedworkerswho
areeffectivelypreventedby regulatedminimumwagesfrom competingforjobs.

Theregulatorswho implementtheseawardminimahavecontrivedto reducethe
employmenteffectsoftheirdecisionsby effectivelydividing theAustralianlabour
marketinto an “insider” segment,characterizedby workerswith securejobs (high
dismissalcosts),artificially highratesofpay(above-marketwages),andgenerous
entitlements,andan “outsider” segmentcomprisingmarginalworkersandthe
unemployed.Insidersaregenerallymorearticulateandpolitically awarethan
outsiders.Outsidersincludeworkerswho,for variousreasons,includingbeing
insufficientlyproductive,cannotfmd, oraspireto,jobs in theinsidersegment.
Consequently,theyareforcedto competeforjobs whicharelesssecure,havelower
ratesofpayandfewerentitlements(typically fixedterm,part-timeandcasualjobs
andsomeself-employedworkers).This strategyhasenabledtheregulatorsto secure
thepolitical supportfrom insidersneededto sustaintheregulatoryapparatuswhile
simultaneously“keepingalid on” therealcostsofemployingoutsiders,thereby
avertingunacceptableunemploymentrates.8In conclusion,it is worthnotingthat
artificial labourmarketsegmentationis acommonproblemin countrieswith
centralizedwagedeterminationprocedures,andtypicallyhasconsequencessimilar to
thoseobservedin Australia

3.5 Conclusion

Minimum wageregulations,mandatoryentitlementsandemploymentprotectionlaws
all tendto raisereallabourcosts,especiallyatthe lower endofthelabourmarket
whereminimumwagesarebinding.Theproblemis exacerbatedby ourcentralized
wagedeterminationsystemwhichfavourslabourmarketinsiders,representedby
labourunions,over labourmarketoutsiders.

4.0Do real wagesaffectthe numbers employed?

Althoughthepropositionthathigherreallabourcostsreduceemploymenthas
commonsenseappeal,andis supportedby thepreponderanceofvastamountsof
statisticalevidence,it appearsto beanargumentthatis, nevertheless,notwidely
understoodorbelieved.As thelateGeorgeStiglerfamouslyobserved:thereis
pervasivebeliefthat “. . .all demandcurvesareinelasticandall supplycurvesare
inelastictoo” or, in otherwords,pricesandwageshaveno influenceonquantities
demandedandsupplied.This seemsespeciallytrueofbeliefsabouttherelationship
betweenwagesandlevelsofemployment.An apparentlycommonview is that, since
aprofitablebusinesscan“afford” to payits workersmorewithout cuttingits
workforce,small increasesinwageswill notreduceemployment.However,this view
crucially overlookstheconsequencesofevensmallwageincreasesformarginal
employmentdecisions—expandingabusinessorestablishinga newbusiness;
decisionsto “downsize”to reducecosts,or to ceaseoperations.Becauseprolonged

8 An almostcertainlyrelatedconsequenceofthis strategyis thehighincidenceofpart-time

employmentinAustralia,which rosefrom 12 percentin 1973to 27 percentoftotalemploymentin
2000(15 percent formales,41 percentfor femalesin 2000).This is closeto thehighestfor OECD
countries,andmuchhigherthanin othersimilarcountriessuchastheUS(13 percentof total
employment;8 percentof malejobs in2000) andCanada(18 percentof totalemployment;10 per
centofmalejobsin2000).Source:OECD,2002.
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unemploymentis oftenseriouslydamagingto people’slives,policy-makersshouldbe
fully alertto thecommonpredispositionto deny(oratleastunderestimatethestrength
of) thenegativerelationshipbetweenpricesandquantities,includingrealwagesand
quantitiesoflabourdemanded.9

Formanyreasons,however,evidenceto supportthepropositionof aninverse
relationshipbetweenemploymentandrealwagescanneverbeincontrovertible.
Separatingtheeffectsofrealwagechangesfrom theeffectsofnumerousotherfactors
whichaffect levelsof employment(suchasmonetaryandfiscalpolicies,weather,
fluctuatingexchangerates,changesin commoditypricesandchangesin thestructure
ofaneconomy)is acomplexstatisticalproblemfor whichtherecanneverbean
entirelysatisfactorysolution.Theproblemis compoundedbylackofdataaccurately
linking levelsofemploymentto correspondingrealcostsof labour,including
difficult-to-measureregulatorycosts.Moreover,becausemostemploymentcontracts
arebasedon long-termrelationalcontracts,time-lagsbetweenchangesin therealcost
of labourandemployers’adjustmentsto their labourforcescanbe“long and
variable”.Also, implicit in manycontractsareunderstandingsthat employerswill, at
leastin theshortterm,absorbcertainkinds ofrisk, includingregulatoryrisks.Thus,
becausereductionsin moneywagestendto underminethepotencyoftheself-
enforcingfeatureofemploymentcontracts(discussedin 5.4,.p 16 below), it maytake
months,evenyears,for employersandemployeesto negotiatenewcontractualterms
to offseta legislatedentitlement,suchasaholidayleave-loading.Fortheseandother
reasons,10theissueoftheeffectofchangesin realwageson employmentcanneverbe
conclusivelyresolvedby statisticalevidence.

Theeffectof increasesin regulatedminimumwagesonparticipationin paidworkhas
beenespeciallycontroversialin economicsin recentyears.Someresearchersclaimto
haveproducedevidencethat, contraryto receivedtheory,raisingminimumwagesin
theUS doesnotreduceemployment.While the issuecannotbe thoroughlycanvassed
here,thepreponderanceofstatisticalstudiesthroughouttheworld suggeststhat
increasinga minimumwage(setabovethemarket-clearingwage)by 10 percent
reducesemploymentbybetweenabout1 percentand5 percent(thatis, anunknown
numberoflow-wageworkersgaina 10 percentwageincreasewhilebetween1 and5
ofevery100 workerswill bepricedout oftheirjobs).Note,however,that because
low-wageearnersareonly a fractionofall workers,theproportionsoflow-wage

~Two strikingcasesshowthatevenpeople“closetotheaction”andwith strongincentivesto “getit
right” mayseriouslyunderestimatethestrengthofpriceeffects,especiallylong-termpriceeffects.
First,theFloorPricePlanforwool, whichcollapsedin theearly1990swith seriousfinancialandsocial
consequences,wassupportedby a sizeablemajorityof woolgrowerswho musthaveimplicitly believed
thatpriceshavelittle orno effecton quantitiesofwool demanded(especially)andsupplied.Second,
becausetheyfailedto appreciatethepowerof increasesinoil pricestoinducepeopleto fmd waysof
economisingontheuseof oil products,in the late 1970s“experts”in Exxon,theUSDepartmentof
Energy,theUS CongressionalResearchServiceandthe CIA grosslyunderestimatedthelong-term
effectofhigheroil pricesonworldoil consumption.Theaverageof theseexperts’1977-78forecastsof
1985 oil consumptionexceededactual1985 consumptionby morethan60 percent(vanVectorand
Tussing(1987).Likewise, thescopefor thehundredsof thousandsof employersinAustraliato find
waysof “economising”on labourwhenreal labourcostsareartificially forcedup is easily
underestimated.
10Acommonargumentagainstthepropositionthatemploymentis negativelyrelatedto reallabour
costsis that,by loweringworkers’incomes,reducingwageslowersaggregatedemandand,
consequently,reducesemploymentHowever,for a varietyofreasonsthevalidity ofthis propositionis
dubiousatbest.
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earnerspricedoutofjobswouldbeverymuchhigherthanindicatedby these
numbers.

As anoverall assessment,it is fair to saythattherecentcontroversynotwithstanding,
theconsensusin theeconomicsprofessionremainsunchanged—minimumwages
reduceemployment.Forexample,awidely-publicisedplanproposedby five leading
economistsin 1998for reducingunemploymentin Australiawasbasedonkeeping
annualadjustmentsto awardwagesbelowinflation ratesto lowertherealvalueof
awardsovertime.” Moreover,eventhosewho claim statisticalevidencethatthe
effect is zeroornegativeconcedethatthis appliesonly for minimumwagessetclose
to market-clearingwagesandthat, pushedabovea certainpoint,employmentwill be
reduced.This pointis especiallypertinentto debatein Australia,becausetheratioof
minimumwagesto averagewagesin this countryis highrelativeto mostother
countries(Table1 above),aconsequenceoftheinherentbiasagainstlow-wage
workersin ourcentralisedwagedeterminationprocessesasdiscussedin 3.4 above.

Lookingbehindtheeffectsofreallabourcostsonaggregatenumbersemployedgives
causefor evengreaterconcernaboutthenegativeconsequencesofminimumwages.

• Evenif thereis no changein thenumbersemployedfollowing anincreasein a
minimumwage,it cannotbepresumedthatno individual hassufferedtheloss
ofajob. Thereasonis that ahigherwagemayhaveinducedarelativelyhighly
productivepersonformerlynot in theworkforce(suchasauniversitystudent,
or amarriedfemale)to entertheworkforceandtakeajobwhile
simultaneouslymakingit unprofitableto employamarginallyproductive
worker,eitherin thatsamejob oranotherjob. Althoughthereis no changein
thenumbersemployed,anindividualhasbeenforcedout ofajob—perhapsan
individualrelativelydisadvantagedin thelabourmarket.In short,estimated
wageelasticitiesofaggregateemploymentmeasurenetratherthangross
changesin numbers.Thelattermaybesubstantiallygreaterthantheformer.

• In thisrespect,researchbasedonpaneldata(datathattrackstheemployment
historiesofrandomsamplesorparticularpopulationsofworkersovertime)
showsthattheeffectsofchangesin minimumwagesonparticulargroupsmay
belarge.For example,Burkhauseret al. (2000) find that:

Minimumwageincreases[in theUSJsignificantly reducethe

employmentofthemostvulnerablegroupsin theworking-age
population—youngadultswithoutahighschooldegree(aged20-24),
youngblackadultsandteenagers(aged16-24)andteenagers(aged16-
19). While wealsofind thatminimumwageincreasessignificantly
reducetheoverall employmentof youngadultsandteenagers,these
morevulnerablesubpopulationsareevenmoreadverselyaffected.

• Long-runresponsesto minimumwagechangesarelikely to be larger(in
absoluteterms)thanshort-runresponses.However,largelyto minimizethe
problemofconflatingtheeffectsofwagechangeswith theeffectsofother
factorsthat changethenumbersemployed,manystatisticalestimatesof

SeeDawkins(1999).
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responsesarebasedon shorttimeintervals(oneortwo years)andit is
importantto beawarethat theythereforeprobablyunderstatethefull effectsof
minimumwagechangesonemployment.

• Someresearchsuggeststhat theeffectsofchangesin minimumwageson
hoursofworkarestrongerthanonnumbersemployed.

In summary,employerssimply will nothire anyonewho costsmoreperhourto
employthanthevaluetheyproduceperhourto theemployer.Hence,minimum
wagespermanentlyeliminatetheparticipationofmanypeoplein paidwork. It is
difficult to produceirrefutableevidenceofthis, andevenmoredifficult to estimate
reliably thelikely sizesof its effects.However,giventhatminimumwagesin
Australiaaresethighrelativeto averagewagesandthatunemploymentrateshave
remainedpersistentlyhigh despiteadecadeofstrongeconomicgrowthand
substantialtighteningofeligibility rulesforunemploymentbenefits,thereis astrong
presumptionthat loweringminimumwagesandotherregulationswhichartificially
raisereallabourcostswould increaseparticipationinpaidwork, especiallyat the
lower endofthewagescale.Scepticsareinvitedto reflecton thecommonpropensity
ofpeopleto underestimatethestrengthofpriceeffects(page10 andfootnote9,
above)andto considercarefullytheimplicationsofthispropensityfor peopleatthe
lowerendofthelabourmarket.

Conclusion

TheSocietysubmitsthatremovingregulatoryconstraintswhich increasereallabour
costswill createjobs andincreaseparticipationin paidwork, bothby cuttingexpected
monetaryon-costsandby improvingtheproductivityofemploymentrelationships.In
particular,reducingexpectedrealcostsof employinglow-wagelabourcanbe
expectedto reduceunemploymentin depressedregions.

5.0Are the negativeeffectsofregulations outweighedby benefits?

If, asarguedabove,Australia’ssystemoflabourmarketandemploymentregulations
reducesparticipationinpaidwork, might it deliveroffsettingbenefitsofotherkinds?

TheSocietysubmitsthat thereis a strongpresumptionthat economicandsocial
welfarewill bemaximizedby allowing employersandemployeeto negotiateterms
andconditionsof employment,freeofregulatoryconstraints.Themainbasisfor this
presumptionis thatthepartiesto anemploymentrelationshiphavebyfar thebest
informationabouttherequirementsoftherelationship,abouttheirparticular
preferencesandcircumstancesin relationto thoserequirements,andaboutother
feasiblealternativejob matches—farmoreinformationthananyregulatoryauthority
couldconceivablyobtain.Also, theyhaveinfinitely strongerincentivesthanthird
partiesto discovermutuallybeneficialarrangementsthatwill maximizethevalueof
therelationships.So aretherejustifiablereasonsfor governmentsto regulatelabour
marketsandemploymentrelationships?

Oneconceivablereasonderivesfrom theconsensusthatourgovernmentsshouldact
to reduceincomeinequality,especiallyto alleviatefinancialhardshipresultingfrom
circumstancesoreventsbeyondthecontroloftheindividual. Indeed,theostensible
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objectiveofAustralia’sincredibly labyrinthineawardwagesystemis to improvethe
distributionofincome.However,to theextentthatit pricespeopleout ofjobs,
therebyreducingtheirearningsto zero,its effectsaremanifestlyperverse.More
generally,theeffectsoftheawardsystemon theoverall distributionofincomeseem
likely to be, atbest,haphazard.Forthesereasons,thereis acompellingcaseto relyon
taxesandtransfers,ratherthanlabourmarketregulations,to achievedesired
distributionaloutcomes.Not onlyaretheresultantdistributionaloutcomesmore
transparent,which is conduciveto greaterconsistencywith socialobjectives,but also
instrumentssuchaswagesubsidiesandearnedincometax creditscanbeusedto
reducereallabourcoststherebyincreasingparticipationin paidwork.

Anotherconceivablejustificationfor labourmarketandemploymentregulationsis
thattheyarerequiredto correctlabourmarket“imperfections”which cause“market
failures”ofvariouskinds.Thethreekinds ofmarketimperfectionswhicheconomic
theoryidentifiesaspossiblegroundsforregulatoryinterventionin labourmarketsare
informationasymmetries,monopsony,andexternalities.Anotherpossiblecauseof
marketfailure is anallegedimbalanceofpowerin employmentrelationships.

5.1 Informationasymmetries

Informationasymmetries,thedifferencesin informationknownto partiesto contracts
(andinparticular,employmentcontracts),arepervasiveandcanresultin aparty
agreeingto termsandconditionswhich, withmorecompleteinformation,wouldnot
beaccepted.Thus, informationasymmetriescanproducelabourmarketoutcomes
which, expost,oneorotherofthepartiesconsidersunacceptable.

In formingviewson thesignificanceofinformationasymmetries,two pointsshould
beclearlyrecognized.First, theessentialreasonforthesuccessofmarketsasthebasis
for economicorganizationis their extraordinarycapacityto discoverandmobilize
information.Second,theAchilles’ heelof labourmarketregulatoryprocessesis that
regulatorscanhavevirtually no knowledgeofthespecificcircumstancesand
preferencesofthemillions ofworkersandbusinesses.Thus, it is difficult to arguethat
regulatorscouldobtaintheinformationrequiredto correctsatisfactorilyproblems
causedbyinformationasymmetry.Forthis reason,themosteffectiveremedyfor
problemsassociatedwith informationasymmetriesin labourmarketsis to maintain
low unemploymentrates,therebyreducingfor bothpartiesthecostofseparatingfrom
unsatisfactoryemploymentrelationships.This is discussedin moredetailin 5.4
below.In thisrespect,sinceregulationstendto increaseunemploymentby raisingreal
labourcosts(asdiscussedabove)theyare,paradoxically,morelikely to exacerbate
problemsassociatedwith informationasymmetriesratherthanto solvethem.

A possibleexceptionto this is thatmandatoryannualvacationsmaycorrectthe
tendencyfor workersto “signal” theircommitmentto theirjobsbyvoluntarily
shorteningtheirvacations.However,thedifficulty is thatthereis no wayofobtaining
theinformationaboutpeople’spreferencesfor durationofvacationtimewhich is
essentialto ensuringthat agivenmandatoryvacationentitlementwill in fact improve
socialwelfare.

5.2 Monopsonypower
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Where,in a givenlabourmarket,thereis only oneemployerforwhom aworkeror
groupofworkerscouldfeasiblywork, theemployeris saidto bemonopsonist.
Becauseamonopsonistfacesno competitionfrom otheremployersin hiring
employees,profits aremaximisedby settingwagesbelowtheircompetitivemarket
counterparts—andlower thanthevalueof theemployee’scontributionto production.
This canbelegitimatelyconsideredto constituteexploitationoftheemployeeby the
employer.Theclassictext-bookexampleofamonopsonyis thecountryhospital
which, becauseofits remotenessfrom otherhospitals,mayhavethepowerto force
nursesmarriedto district residentsto acceptwagesbelow thosefor nursesin
competitivemarkets.

Although, in principle,monopsonyreducessocialwelfare,mosteconomistsconsider
labourmarketmonopsonyatextbookoddity of little practicalsignificancebecause
few, if any,employershavesignificantmonopsonypower.’2The“companytown” of
thelate

19
th centuryandearly

20
th centuryis nowhistory. Sizedoesnotmatter.Justas

few, if any,consumersfeelcompelledto buy from largedepartmentstores,sofew, if
any,workersfeelcompelledto work in largecompanies.Whereverotheremployers
havejobson offer, asinglecompany,no matterhow large,cannotnormallyhire
labouron termslessgenerousthanthoseofferedby others.To thecontrary,thereis
abundantevidencethatlargerbusinessesgenerallyprovidebettertermsand
conditionsofemploymentthansmallerones—anunresolvedpuzzlefor labour
economists.True,to theextentthattransportcostsmayrestrictjob opportunitiesfor
somepeople,somebusinessesmaybeableto “shade”ratesofpay,but few
economistsconsidertheassociatedwelfarecoststo besignificant, in thesensethatthe
costsofimplementinganyconceivablecorrectivemeasuresarelikely to far exceed
anybenefitstheymight produce.

In summary,Australia’sawardwagesystemcannotbejustifiedon groundsthat it is
requiredto preventemployerswithmonopsonypowerfrom exploitingworkers.

5.3 Externalitiesor“Spillover effects”on thirdparties

Choicesmadeby partiesto employmentrelationshipsmayhave“spillover effects”,
eitherpositiveornegative,onothersin additionto effectstransmittedthroughlabour
markets.Sucheffectsareknownasexternalities.Forexample,effortsmadeby one
employeeto informmanagersaboutsafetyconcernsmaybenefitall otherco-workers
(apositiveexternality).Consequently,sinceeachemployeeactingseparatelycaptures
onlyafractionofthetotalbenefitfrom his effort, incentivesforindividualsto pass
informationto theirsuperiorsarein somesense“too weak”.Thisprovidesaprima
faciecasethatrequiringemployersto givetheiremployeeorganizationsacollective
“voice” (for example,labourunionsorworks councils)will improvesocialwelfare.
However,asin thecaseofinformationasymmetriesregulations,sincetheremaybe
betterwaysof “internalizing” suchexternalities,meredemonstrationoftheexistence
of anexternalityis not necessarilysufficientjustificationforregulation.In particular,
externalitiesprovidenojustification forminimumwages.

‘2Alan Manningandco-workersat TheLondonSchoolof Economicshaverecentlyrevivedsome

interestin the topic, claiming that labourimmobilitiesgive manyemployerslimitedmonopsonypower
(Bhaskaretal., 2002).
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5.4 Unequalbargainingpower

Perhapsthemostimportantsourceofpressureongovernmentsto regulatelabour
marketsandemploymentrelationshipsis apervasiveperceptionof anunjustifiable
imbalanceofpowerbetweentheemployerandemployeesin theemployment
relationship.Becausethisperceivedpowerimbalanceallegedlyallowsemployersto
forceunfairtermsandconditionsontheiremployees,includingdismissingemployees
unfairly, it is theprimarymotivationfor employmentprotection(unfairdismissal)
lawsandthe dejureand,perhapsmoreimportant,thedefactoprivilegesgrantedto
tradeunionsin Australiaandmanyothercountries.

Thesubstanceofthis allegedpowerimbalanceis, however,notwell understood.
Briefly, sinceat anygiventimetherearenumerousjobs onofferandnumerous
peoplelookingforjobs, thereis nopowerimbalanceat thetimean employment
relationshzpis formed.Eitherpartycanrejecttermsdemandedby theotherif they
believetheyfall shortof competitivetermsavailableelsewhere.Oncetherelationship
isformed,however,anemployerdoeshavethepower to exertpressureonan
employee—theemployeemaytoleratesomeunreasonablepressurefrom the
employerto avoidthe expectedcostofquitting andfinding anewjob. But by the
sametoken,ofcourse,becausehiring andtraininga replacementis costly,employees
havethepowerto exertpressureon theemployer.Bothpartiesareconstrainedfrom
capriciouslyexercisingthese“bargaining”powersby thecoststheywill incur if the
otherpartydecidesto terminatetherelationship.Crucially, thesepowersserveto
makeemploymentcontracts“self-enforcing”and, consequently,areessentialto
maintainingtheproductivityandvalueofemploymentrelationships.

Therelativestrengthsofthebargainingpowersoftheemployerandthe employee
dependonmanyfactors,but it is far from clearthattheemployeralwayshasthe
upperhand.Therearetypically twiceasmanyquitsasdismissalsin anygiventime
period,evenin a countrysuchastheUS,whichhasweakunfair dismissallaws.One
factorwhichtendsto reducethecostto anemployerofdismissinganemployeeis low
productivityand, consequently,low profitability ofanemploymentrelationship
(perhapsbecauseof shirking).Againstthis, anemployerwill tolerateagreatdealof
misbehaviourby anemployeeto avoidbreakingaveryproductiveemployment
relationship(for example,temperamentalmovie stars).

Importantly,higherratesofunemploymenttendto increasethebargainingpowerof
employersrelativeto employees.Ontheemployer’sside,thecostof finding a
replacementfor adismissedworkeris likely to belower becausethepool of
unemployedworkersis larger.Ontheemployee’sside,thegreaterscarcityofjobs
increasestheexpectedcostoffindingajob. Bothfactorstendto reduceemployee
bargainingpower.Thishasobviousimplicationsfor assessingthemeritsoflabour
marketandemploymentregulations-totheextentthatsuchregulationsraise labour
costs,therebyincreasingunemployment,theytendto simultaneouslyerodethe
bargainingpowerofemployeesandincreasethebargainingpowerofemployers.This
unintendedside-effectof labourmarketandemploymentregulationsis aserious
problematthelower endofthelabourmarket.
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In summary,theallegedimbalanceofpowerin employmentrelationshipsprovidesno
basisfor regulatingeitherlabourmarketsoremploymentrelationships.Indeed,far
from solvingproblemsassociatedwith imbalancesofbargainingpower,regulations
whichpriceworkersout ofjobshavetheperverseeffectofreducingtheirbargaining
powerto zero—andfor workerswith jobs,of shiftingthebalanceofbargainingpower
in favouroftheiremployers.

Like all contracts,employmentcontractscanneverbeperfect.Doubtless,thereare
bosseswho treattheiremployeesbadly,butbecausebusinesssuccessdependson
productiveco-operationbetweentheemployerandemployees,theSocietybelieves
theyareexceptionsratherthantherule.Businessfailuretendsto “weedout” bad
bossesandbadsupervisorsin thelongerterm,especiallyin openlycompetitive
industries,andevenmoreespeciallywhereunemploymentratesarekeptlow by
allowing labourmarketsto functionunfetteredby regulations.

5.5 Conclusions

TheSocietyacceptsthatlabourmarketoutcomescansometimesbelessthangenerous
for employees.However,to theextentthatthis is perceivedto beundesirable,taxes
andincomestransfers,ratherthanregulations,aretheappropriateremedy.As shown
above,by raisingreallabourcosts,andtherebyreducingtheprofitability ofjob
creation,regulationsexacerbatetheproblemsofunemploymentandregional
economicstagnation,which subjectpeopleto severehardships.Becausetheeffectsof
regulationson thedistributionofincometendto behaphazard,taxesandtransfer
paymentsaresuperiorto regulationsasinstrumentsforredistributingincome.
Moreover,becauseof defectsin political andregulatoryprocesses,manylabour
marketregulationshaveperverseeffectson labourmarketoutcomes,notablyhigher
ratesofunemploymentandespeciallyhigherratesoflong-termunemployment.In
particular,in devisingmeasuresintendedto achieveamoreequaldistributionof
incomein society,it is importantto examinecarefullytheirpotentialto damagethe
lives ofpeopleatthelowerendofthedistribution,especiallythosewithoutjobs and
thereforewith earnedincomesof zero.

Finally, in assessingthemerits ofthesystemofawardwagesin Australia,thereis a
fundamentalmoralissue.Is agovernmentjustified in usingits coercivepowerto seta
minimumwagewhichmakessomepeoplebetteroffbutwhichforcesevenoneother
personintounemployment,especiallywheretheperson“thrown to thewolves” is
likely to bealreadydisadvantagedin at leastsomerespects?To paraphrasethe
outstandingUS scholarof law andeconomics,RichardEpstein:thosewho striveto
achieveperfectjusticethroughthelawsandregulationsoftenendup creatingmore
injustice.13

6.0 Recommendations:how should regulationsbe reformed?

Thelong-termobjectiveof labourmarketreformshouldbeto eliminateall regulations
which artificially increasereallabourcosts,especiallyat thelower endofthelabour
market.This wouldultimatelyrequire:

13 See,forexample,Epstein(1991)p. 10.
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• dismantlingentirelythesystemofcentrally-fixedindustrialwageand
entitlementawards;

• relyingonunemploymentbenefitsto createa “welfarefloor” for workers;

• repealingmostunfairdismissallaws,in particularthoserequiring“just cause”
and“proceduralfairness”,notonly for small businesses(alreadyin the
legislativepipeline)but for all employers;

• replacingthecurrentsystemofcompulsoryconciliationandarbitrationof
industrialdisputeswith avoluntarymediationservicesimilar to theUK’s
ACAS; and

• abolishingexemptionswithin theTradePracticesActwhich allow trade
unionsto colludeto extracteconomicrentsfrom employersandto engagein
otheranti-competitivemarketpractices.

In whatfollows, theSocietysketchesrecommendationsfor stepsthegovernment

shouldtakeimmediatelyin pursuitoftheselonger-termobjectives.

6.1 Reformingtheawardsystem

Foravarietyofpolitical reasons,dismantlingthesystemofCommonwealthandState
awardsseemsimpracticalin theshortterm.As discussedabove,however,themany
workerspricedoutofjobs by theawardsystemwould gainby escapingfrom it. A
related,andequallyfundamentalproblemwith theawardsystemis that, in many
cases,thevaluesto employeesofthe“benefits”it conferson themfall shortofthe
coststo employersofdeliveringthosebenefits.This is whytheytendto raisereal
labourcosts.Again,in suchcases,boththeemployerandtheemployercangainby
contractingoutoftheawardsystem.For example,becausemandatorysick leave
provisionsaresowidely abused,in manycasesanemployerandanemployee
(especiallyaconscientiousemployee)couldeachgainby agreeingthat, in returnfor a
higherwage,theemployeewouldtakesick leaveonly if genuinelysick. Similarly,
manyworkersin risky enterpriseswouldpreferto bepaidhigherwagesinsteadof
accumulatinglongserviceleave.

In short,just asworkerspricedoutjobs cangainfrom abolitionofbindingaward
wages,soemployeessubjectto bindingentitlementsandbenefits—entitlementsand
benefitsfor which valuesasperceivedby employeesfall shortofthecoststo
employersofprovidingthem—cangainfrom escapingtheawardsystem.
Accordingly,theSociety’srecommendedshort-termapproachto achievingthelong-
termobjectiveofdismantlingtheawardsystemis to allow employeesandemployers
to by-passit wheneverthis is mutuallybeneficial.Theexpectationis thatthat thiswill
causetheawardsystemto witherawayin thelongertermasmoreandmore
employeesandemployersdiscoverthemutualgainsfrom desertingit orfind that it
servesnousefulpurpose.

Inthis respect,the WorkplaceRelationsand OtherLegislationAmendmentAct 1996
(WROLAAct 1996)hasestablisheda landmarkprecedentin makingprovision for
partiesto employmentcontractsto lawfullyoptout oftheawardsystemby forming
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AustralianWorkplaceAgreements(AWAs). Therelevantlegislationshouldnowbe
amendedto makeopting-outfar simplerandthereforelesscostlyin termsoftime and
money.In particular,the“no disadvantage”testshouldbeabolishedandthe
registrationrequirementgreatlysimplified,perhapsabandoned.Since,theemployee
is theonlypersonwith sufficient knowledgeofher/hispreferencesandcircumstances
to determinewhetherthetermsandconditionsofanemploymentcontractare
advantageousordisadvantageous,the“no disadvantage”test,atbest,servesno
purposeandis otherwisedetrimentalto anemployee’swelfare.Havingabolishedthe
“no disadvantagetest”, registrationproceduresbecomesuperfluous.Theremaybea
casefor requiringtheemployerandemployeechoosingto optout oftheawardsystem
to holdsignedcopiesof asimple,“standardform” agreement(contract)specifying
little, if anything,morethanthewage,annualholidayentitlement,periodofnoticefor
terminatingthecontractandpaymentin lieu ofnotice.It might alsoinclude astandard
statementto theeffectthat theemployeeis awarethatthetermsandconditionsofthis
contractmaydiffer from thosein therelevantaward.

This strategyhassomeespeciallydesirablefeatures.Theawardsystem,a long-
establishedinstitutionofsubstancewith ramificationsthroughouttheeconomy,
remainsasa“securityblanket”for thosewho feelaneedfor it. Sincevariousaspects
ofit areprobably“built in” to manyemploymentrelationshipsandsupportthemin
variousways,theremaybeadvantagesin allowing it to witherawayovertime rather
thandismantlingit precipitately,evenwerethelatterfeasible.At thesametime,
simplifying andreducingthecostofestablishingAWAs will allowmorepeopleto
avoidthemoredamagingwelfareconsequencesofthesystem.Finally, thestrategy
seemslikely to belegally parsimonious.

An alternativeapproachwouldbeto givetheCommonwealth,Stateor local
governmentsthepowerto declareany localgovernmentareawhichhaspersistent
laboursurplusesa“freelabourmarketzone”.Peopleandbusinesseslocatedwithin
theseareaswouldhavetheoptionoffreelynegotiatingthetermsofemployment,so
that theycanprevail, if thepartiessowish,overconflictingStateandFederal
industrial lawsandawards.It is proposedthat whereanAustraliangovernment
ministerhascertifiedalocal governmentareawith apersistentlaboursurplusor
whereatestof laboursurplusis otherwisemet, thateithertheministerorthelocal
council,orboth,havethepowerto exercisetheoption.

An advantageofthis approachis thatit couldbe introducedonatrial basiswhere
thereis local supportfor it basedon theacknowledgementofpersistentlyhigh
unemploymentratesin theareaconcerned.Thismaymakeit politically easierto
implementthanthebroaderapproach.Sincebusinessesmaybeuncertainaboutthe
continuedexistenceofthesespecialfreedoms,however,it maybenecessaryto
provideguaranteesofsomekindto minimizecommercialrisk.

6.2 Unemploymentbenefitsandthe“welfare floor”

The Societysubmitsthatthe availabilityofunemploymentbenefitsprovidesan
adequate“safetynet”without theundesirableside-effectoftheunemploymentcaused
by aminimumwage.If, afterabolitionofminimumwages,theresultantwagerates
for somepeopleareconsideredto betoo low, thenthis shouldberemediedby wage
subsidiesorearnedincome-taxcredits.Whereasthecostofmaintainingincomesby
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wayofminimumwagesfallsdisproportionately(andveryunfairly) onunemployed
people,especiallythoseexperiencinglong-termunemployment,thecostsofwage
subsidiesandtaxcreditsarespreadmoreevenly(andfairly) acrosssociety.

If, despitetheevidenceof theharmfulconsequencesofminimumwages,it is deemed
infeasibleto eliminatethem,theSocietyrecommendsthatresponsibilityfor settinga
minimumwagefor employmentcontractsshouldbeshiftedfrom theAIRC to the
CommonwealthGovernmentorto Stategovernments.Theexpectationis that a
minimumwagesetby eithertheCommonwealthGovernment,which is ultimately
responsibleto theelectoratefor maintainingfull employment,orStategovernments,
whicharecloserto theproblemoflocalizedhighratesofunemployment,wouldbe
substantiallylowerthanthelowestawardwagesfor adult worksetbytheAIRC,
beholdento interestgroupsasit is.

6.3Unfair dismissallaws

As arguedin 3.3 above,employmentprotectionregulationstendto increasereal
labourcostsby encouragingshirking andimpedingefficientmatchingofemployees
andjobs.Theright ofanemployeeto terminateoneemploymentrelationshipin order
to form anotherofferingbettertermsshouldbebalancedby therightof anemployer
to replaceaworkerby anotherexpectedto bemoreproductive.In thisrespect,unfair
dismissallawstendto beunfairto thoseobligedto seeknewjobsfollowing
terminationfrom jobswhichareno longerviable.Fortheseandother,similar reasons,
theSocietysubmitsthatthegovernmentshouldrepealall unfairdismissallaws.As
arguedin 5.4 above,thecostsincurredby bothpartiesin theeventthat aviable
employmentrelationshipis terminatedwouldcreateaform ofmutualdeterrenceto
capriciousdismissalsin theabsenceofregulations.

TheSocietyrecognizesthatunfair dismissalprovisionsembodiedin Statelawsmay
bebeyondthecontroloftheCommonwealthgovernment.Simplifying proceduresfor
opting-outoftheawardsystem,however,would allow employersandemployeesto
avoidthemostdamagingconsequencesofStatelawspertainingto unfairdismissals
on levelsofparticipationin paidwork.

6.4 Reformoftradeunion laws

Becauselabourunionexemptionsfrom anti-competitivemarketpracticesaresocially
andeconomicallydamagingandprovidenooffsettingbenefits,tradeunion
exemptionsfrom lawspertainingto anti-competitivemarketpracticesshouldbe
repealedforthwith. However,workersshouldhavethesamerightsasothers,notably
employergroups,to pursuetheirintereststhroughvoluntaryassociationwith others.

Theabolitionofcompulsoryconciliationandarbitration,whichdirectly facilitates
rentextractionby unionsfrom enterprises,would complementtheabolitionof trade
unionexemptionsfrom competitionlaws.

6.5 Conclusion
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TheSocietysubmitsthatthereformssetoutabovearepolitically feasibleand,if
implemented,would contributesubstantiallyto “pavingthewayto paidwork”.
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APPENDIX

Assessingthe Potential for Increasing Participation in Paid Work

Internationalresearchhasshownthatmanylabourmarketregulations,employment
regulationsandrulesofeligibility for publicly-providedwelfarebenefitsdistort
people’schoicesinwaysthatartificiallyinhibit participationin paidworkandimpede
productivitygrowth.In thisappendix,comparisonsofunemploymentratesand
employment/populationratios(EPRs)acrosscountriesandovertimeareusedasa
roughbasisfor assessingthescopefor increasingparticipationin paidwork in
Australiaby removingartificial impedimentsto thefunctioningof labourmarkets.For
reasonssketchedin thenextfewparagraphs,theapproachshouldberegardedas
crudebut, nevertheless,providingausefulperspective.

Al.! Conceptualand practical difficulties

Sincefew, if any,ofuswould chooseto spendall ourwakinglives at work, it is clear
thatmaximizingparticipationin paidworkis not a sensiblepolicy objective.Rather
theobjectiveshouldbeto createaninstitutionalenvironmentwhich achievesoptimal
levelsofemployment—anenvironmentwhichminimally distortspeople’schoices
betweenpaidwork andothersatisfyingwaysofusingtheirtime, while giving them
appropriateincentivesto live independentlyofpubliclyprovidedincometransfers.If,
say,a restaurateurworksextremelylonghoursfor 25 yearswith theobjectiveof
retiringto a life ofconsumptionandleisureattheageof50, thenit is notappropriate
to adoptpoliciesto compelher(oreveninduceher) to continueworkingafterage50
simplyto raisetheemployment/populationratio. In asomewhatdifferentvein,
employment/populationratioswill alsobe influencedby theextentto which
productionof supportservicesfor theagedandinfirm is conductedwithin households
(prevalentin southernEurope)ratherthanthemarketsectororpublic sector
(prevalentin ScandinaviaandtheEnglish-speakingworld). Again, a simplisticfocus
on theemployment/populationratiosmaybemisleadingin formulatingpolicies.

Accordingly,thegovernment’saimshouldbeto achieveoptimumratherthan
maximumlevelsofemploymentbyremovingregulatoryimpedimentsto job creation
andparticipationin thelabourmarket,especiallyatthe lower endofthewage
distribution.Logically, regulatoryreformcouldincreaseparticipationin paidwork
bothbyreducingratesofunemploymentandby increasingthenumberofpeople
participatingin thelabourmarket(in otherwords,thenumberofpeoplewith jobs
pluspeopleactivelylookingforjobs). Thelatteramountsto removingartificial
disincentivesfor peopleto seekpaidemployment.

Someoftheshortcomingsofusinginternationalcomparisonsof
employment/populationratesandunemploymentratesto estimatethescopefor
increasingparticipationin paidwork for Australiaarefairly obvious.Differencesin
EPRsmayreflectdifferencesovertimeandacrosscountriesin undistortedchoices
notto seekpaidjobs.In particular,cross-countrydifferencesin EPRsfor femalesmay
reflectculturaldifferencesin attitudesto working~ Similarly, lowerEPRsfor

14 Theseandotherlimitationsof simpleindicatorsof labourmarketperformanceareelaboratedin
Appendix 1.
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olderagegroupsarelikely to beatleastpartlyaconsequenceofundistortedchoices
ofretirementages.With respectto unemploymentrates,thereis no reliablewayof
ascertaininghowmuchunemploymentis aninevitableconsequenceofjob matching
processesandstructuralchangeandthereforeno wayofknowing howmuch
regulation-createdunemploymentcouldbeeliminatedbyreforms.

In summary,sincethereis nowayofdeterminingoptimal levelsofemploymenta
priori, anyassessmentsofthescopefor increasingparticipationin paidworkby
reforminglabourmarketandemploymentregulationsshouldbeconsidered,atbest,
indicativeratherthanprecise.

Al.2 Broad comparisonsof labourmarket performance

Becauseofthepossibilitythat cross-countrydifferencesin femaleparticipationin
paidwork aresubstantiallyattributableto culturaldifferences,EPRsand
unemploymentratesfor malesareprobablybetterindicatorsofacountry’slabour
marketperformance.TableAl showsthatAustralia’saverageEPRfor malesfor the
5-years1997-2001wasroughly5 percentagepointsbelow correspondingEPRsfor
Norway, Japan,Denmark,theNetherlandsandUSA; comparableto theUK, New
Zealand,CanadaandSweden;butwell abovethosefor severalEuropeancountries
includingItaly, France,Finland,Belgium,Spain,GreeceandIreland.15 Switzerland’s
maleEPRof 87.0is byfar thehighestfor OECDcountries,11 percentagepoints
aboveAustralia’s.

Table Al

Labour Market Performance Indicators

Country Male employment!Male Male labour force
Population ratio rate Participation rate
(5-yearaverage (5-yearaverage (5-yearaverage

1997-2001) 1997-2001) 1997-2001)
1. 2. 3. 4.

Switzerland 87.0 2.9 89.6

Norway 81.9 3.5 84.9
Japan 81.3 4.7 85.2

Denmark 80.7 4.1 84.2
Netherlands 80.5 2.9 82.9

USA 80.2 4.5 83.9

UK 78.2 6.7 83.8
NewZealand 77.9 6.6 83.5

Austria 76.1 4.8 80.0
Australia 75.7 7.6 81.9

Canada 75.2 8.1 81.8

15 Dataarefrom OECDEmploymentOutlook,OECD,2002,2001,1998, 1996.Werank(and
arbitrarilygroup)by 5-yearaveragespartlybecausetherearesomeinconsistenciesin thedatafor
earlieryearsandpartly because1997-200lcanberegardedasrelativelyfreeof effectsofrecessionson
EPRS.Usingthe9-year1993-200laveragemaleemploymentlpopulation(16-64)ratios insteadof the
5-yearaveragemakeslittle differenceto rankings,exceptthatSpain’saveragefalls by almost4
percentagepointsto bethelowestfor theselectedcountries.Valuesfor 1993-2001 averagestendto be
1.0-1.5percentagepointslower,butgive no substantialgroundsforchangingourarbitrarygroupings.
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Portugal 75.2 4.2 78.6
Sweden 74.8 7.7 81.0

Germany 73.3 8.4 80.0

Ireland 72.8 6.7 77.9
Greece 71.3 7.1 76.8

Spain 70.3 11.5 79.5
Finland 68.0 10.3 75.7
Belgium 68.0 6.6 72.8
France 67.4 9.4 74.3
Italy 67.7 8.5 74.0

Source:OECDEmploymentOutlook,2002.

Thesedatasuggestthat thereis substantialscopefor increasingparticipationin paid
work in Australia,bothby reducingunemploymentandincreasingparticipationin the
workforce(Columns3 and4).

Al.3 More detailedperspectiveson participation in paid work

Examinationof changesin EPRsovertime anddifferencesin EPRsfor variousage
groupsacrosscountrieshelpsto ascertainthescopeforincreasingparticipationin
paidwork Australia’smaleEPRin 1970(measuredastotalmaleemployment
includingmenover65)asapercentageofthemalepopulationaged16-64,was94.1,
10 percentagepointshigherthanin 2000. Switzerland,Denmark,Germany,Ireland,
Netherlands,NewZealand,Portugal,SpainandtheUK alsohadEPRsin 1970above
90.16However,atleastpartofthereasonEPRsformostOECDcountrieshavefallen
by 5 to 10 percentagepointssince1970 is thatparticipationin full-time educationhas
increased.Also, asrealincomesrise,peopletendto “buymoreleisure”by retiring
earlier.Ontheotherhand,whatevertheirmerits, thereis nodoubtthatincreasingly
generouspublicly-providedageanddisabilitypensionshavecontributedto the
decreasesin EPRsinmanyOECDcountries,includingAustralia.

Columns2 to 5 ofTableA2 showsthat,ofthe21 selectedOECDcountries,Australia:

• hadthethird lowestEPRfor malesaged25-54in 2001(althoughtherangefor
thisagegroupwasrelativelysmall);

• rankedaroundthemiddleoftheoftherangeofEPRsformalesaged55-64;
and

• hadthefourth highestEPRformalesaged15-24(surprisinglyperhaps).

Table A2
Male Employment/populationratios and part-time employment

AverageEPR EPRs2001 MaleEmployment,
ages16-64, Ages Ages Ages 2001

Country 1997-2001 15-24 25-54 55-64 Percentpart-time
1. 2. 3. 4. 5. 6.

Switzerland 87.0 64.6 95.3 81.0 8.9

Norway 81.9 57.9 88.9 72.3 9.0

16 OECD,2001.
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Japan 81.3 41.6 92.8 77.5 13.7
Denmark 80.7 64.3 88.7 63.1 9.1
Netherlands 80.5 71.5 92.7 50.5 13.8
USA 80.2 59.4 87.9 65.8 8.1

UK 78.2 57.2 87.6 61.6 8.4*
NewZealand 77.9 58.5 87.6 71.3 11.2

Austria 76.1 55.6 90.3 37.9 2.7

Australia 75.7 61.6 85.0 56.7 15.8
Canada 75.2 56.5 85.4 57.6 10.4
Portugal 75.2 49.2 90.4 61.6 5.1
Sweden 74.8 47.3 86.6 69.6 7.1
Germany 73.3 51.6 87.5 45.4 4.8*

Ireland 72.8 51.5 88.7 64.6 7.1
Greece 71.3 30.4 88.8 54.6 2.6

Spain 70.3 44.2 85.9 57.9 2.7
Finland 68.0 40.2 84.7 46.7 7.3
Belgium 68.0 31.8 86.5 35.1 5.6
France 67.4 27.8 88.1 41.4 5.1
Italy 67.7 32.6 81.7 29.5 5.4

Source:OECDEmploymentOutlook, 2002andotheryears.
* = observationsforyear2000.

Conservative“back-of-the-envelopeguesstimates”basedondatain TableA2 and
2001 demographicssuggestscopefor increasingmaleemploymentin Australiabyat
least150,000prime-agemales,50,000youngmalesand50,000oldermalesoratotal
of250,000males.Sinceunemploymentratesfor femaleshavetypically beenslightly
lowerthanfor males,theremaysomewhatlessscopeforincreasingfemale
participationinpaidworkthanfor males,althoughthis is evenmoredifficult to
assess.17Wethereforeestimateconservativelythatreformoflabourmarket
regulationsandthewelfaresystemhasthepotentialto increaseemploymentby
between400,000and500,000orby about5 percentfrom 9 million to 9.5million.
Thedatain TablesAl andA2 suggestthemain sourceofthesegainswouldbeby
reducingunemployment,althoughthereis clearlysubstantialscopefor increasing
employmentby increasingtheparticipationrate(for instance,by strengthening
incentivesfor “discouragedworkers”to seekjobs).

Reducingunderemploymentofpeoplewith part-timejobs offersfurtherscopefor
increasingthelaboursupply.In September2002,almost600,000(22percent)of
part-timeworkerswantedto work anaverageof 15 morehoursperweek.Creating
jobsto satisf~itheiraspirationswould increasehoursof laboursuppliedby perhapsa
further2 percent.’8In summary,althoughdifficult to assess,thereis little doubtthat

17 Labourmarketsin OECDcountrieshaveaccommodatedextraordinaryincreasesin female

participationinpaidworkoverthelasthalfcenturyas womenhavebeenfreedfromhousehold
productionby labour-savingchangesin technologyandshiftsof workfrom thehouseholdsectorto the
marketsector(e.g.,food preparation,apparelproduction,child care).Forexample,overthelast25
years,femaleemploymentinAustraliahasroughlydoubledfrom approximately2,000,000to around
4,000,000,lifting theemploymentlpopulation(16-64)ratio from 47percentto 62 percent. Thismay
haveexacerbatedmaleunemploymentinmanycountries,especiallyat the lowerendof theirlabour
markets.
18 ABS,2002.
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thereis substantial,if notspectacular,scopeforincreasingmaleparticipationin paid

work throughlabourmarketandwelfarereform.

Al.4 Geographicaldistributionofunemployment

Someregions,includingmuchof Tasmania,muchoftheseaboardofnorthernNew
SouthWalesandsouthernQueenslandandtheimmediatehinterland,theLaTrobe
Valley, Whyalla,andpartsofnorthandcentralAustraliahavepersistentlyhigh
unemploymentrates.Datain TableA3 showthatthesehighunemploymentratesare
associatedwith low participationratesand,consequently,low EPRs.In someofthese
regions,partofthereasonfor thelow participationratesis that theyarepopular
locationsforretirement.Evenso,thehighunemploymentratesshowthatthereis
substantialscopefor increasingparticipationin paidwork in theseareasandthe
urgentneedfor policieswhichwill facilitatejob creationin suchregions.

Table A3
StatisticalSub-divisionswith

HighestUnemploymentRatesfor State,2001

UnemploymentRate EPR Median Age
Qid-Bervey Bay 14.9 37.4 43
NT - Bathurst-Melvffle 13.1 40.9 24
NSW-Clarence 15.0 42.5 41
WA - Mandurah 12.4 46.4 39
Tas - Burnie-Devonport 12.5 48.7 37
SA-Whyalla 13.2 50.2 35
Vic - LaTrobe 12.0 51.9 35

Source:Derivedfrom ABS (2003a).
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