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governments during the 1280s and early 1290s, few cuts are now

sssible withour reducing service levels. The services tarpeted for
clu |_‘r}' the Howard government are not those where sp ndiu]:; has
beern™profligate. The cries of alarm raised by partighlarly badly
affectedhparties, such as those in higher education, grere very loud
in the poM:Auvgust 1996 Budget period, as well ag'before when the
cuts were gt mooted. Business lobby proups,/the social welfare
lobby and thésarts community (including the/ABC) joined higher
education in its Peptest at Budget cuts. Howeder, political clout with
the government, asNp the case of the dieseltuel excise rebate where
lobbying by primarySgroducers induced A government reversal on
its decision to cut the mpate, counted for more than the principles
of economic rationalism, Ogerall, the ¥996-97 Budget intends reduc-
ing Commonwealth ontlays“elative/to GDP from 27.2 per cent in
1995-96 to 25.4 per cent in 1997498, the type of proportion which
prevailed in the mid-1970s.

Summary

The discussion above proydes an introdyction to the nature of the
data required and, perhgfis more importatgly, a warning that solu-
tions to such problems/are often elusive. Déspite this shortcoming,
public expendirure apAlysis can be seen as body an important and
an exciting part of te study of the Australian echpomy and society.
After all, not only/the incomes of a significant praportion of Aus-
tralians but the @vilisation of our country depends ty a significant
degree on the spending decisions made by its several ggvernments.

Recommendéd reading

Commonwéalth Budget Paper no. 1, Budget Statements, AGPS, Canbgrra,
{lssiyd annually as part of the Budget.}
Evart Fgundation, 1996 The State of Australia, Sydney. {An annual overvied
F the Australian public sector.)
Grognewegen P, 1990, Public Finanee in Austrafia: Theory and Practice third
edition, Prentice-Hall, Sydney. (Chapters 2-5, 20)

9 The Accord, trade unions
and the Australian labour
market

Roy Green, William Mitchell
and Martin Watts

Through the Accord 1 believe we have developed close unity of
purpose. If we can continue that unity of purpose I believe the
Accord will come to be seen as a milestone in our economic and
political history. Never before in our history have the two arms of
the Labor Movement been so closely related. MNever before in our
history have we had such need for each other.

Ralph Willis {1983)
There's a new government in town . . .

Peter Reith (1994)

This chapter looks ar the Accord between the former Australian
Labor Government and trade unions in the broader environment of
macroeconomic, labour market and industrial relations develop-
ments, While the Accord does not lend itself to exact definition,
partly because its objectives have changed over time, its fundamental
character was clearly determined from the outset. The Accord was
established in 1983 both as a formal expression of the historic
relationship between the political and industrial wings of the Aus-
tralian labour movement and as a new, more cooperative approach
to economic management and policy formation,

Although the Accord began as a prescriptive document, it owes
its success as a governing formula to the capacity of the Accord
patrtners to accommaodate, and even to anticipate, changing ideolo-
gies and circumstances. [nitially, the Accord was devised as a
macroeconomic instrument for the control of inflation in the context
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of a demand-led recovery strategy. Previous attempts to deal with
inflation had relied on the blunt weapon of unemplovment to
weaken trade unions and, in the process, to reduce pay pressures.
The Accord. however, promoted voluntary agreement on wage
restraint as part of a package of industrial policy measures, tax
reform, and improvements in the ‘social wage’, including better
health and social security provision. At its centre was the Australian
Conciliation and Arhitration Commission {now the Industrial Rela-
tions Commission, or ATRC), which readily assumed the role of
delivery mechanism for the agreement,

By the mid-1980s the focus of the Accord had begun to shift
from macroeconomic policy, which had delivered relatively low
inflation, record employment growth and a fall in industrial dis-
putes, to ‘microeconomic reform’. As a result, Australia®s traditional
system of centralised wage-fixing was gradually replaced by more
decentralised enterprise and workplace bargaining, which was seen
as a way of encouraging firms, trade unions and workers to address
the economy’s comparatively poor productivity performance. How
was this major policy shift brought about? How was it meant to
operate? What were its effects in practice? Is there any role in the
new system for fairness and comparahility in wage bargaining?
Ihese are soime of the issues to be explored here.

We begin with a broad overview of the economy and labour
market during the Accord period, providing a history and analysis
of that period. We then trace the evolution of Australian wages
policy, mcluding the shift to enterprise bargaining and the prospects
under a new Coalition Government, before continuing with an
examination of the Accord in the context of key macroeconomic
and labour market issues. Finally, we turn to the implications of the
Accord for efficiency and equity at the workplace, briefly assessing
the Accord and the proposed future direction of labour market
reform in those terms.

Overview of the economy and the labour market

The Accord period was associated with strong employment and
gross domestic product (GDP) growth from 1983/84 to 1939/90,
negative growth during the recession, and then a strengthening
recovery after 1993/94. For the period 1984/85 to 1994/95, Aus-
tralia’s total employment growth per annum averaged 2.19%, while
the corresponding growth per annum for the OECD countries in
total was 1.05%. For the 1984/85 to 1989/90 period of expansion,
the Australian figure was 3.43% compared with 1.65% for the
QECD. Ower the recession of 1990/91 to 1994/95, Australia’s
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Table 9.1 A summary of major at:unumlc aggregates, 1980/81 to 1994/95

Emplwmeht ﬂulput Real wage

per Private Private — = ANZ

UR FT PT ALL hour [NV CON. RULC job
T %A A TRA (index) (bA) (WA} %A Index Index indax

1 2 3 4 5 -] I a8 9 10 1

1981 58 22 56 27 941 I55 4.1 33 969 1018 13.2
1981/82 6.1 1.2 1.3 1.2 8981 132 4.1 36 1004 1036 -50
1982/83 93 -29 42 17 958 -132 1.2 1.9 1024 1049 424
198384 99 07 18 09 1000 -13 24 —-2.3 1000 1000 34,4
1984/B5 88 25 55 30 1028 135 38 121012 903 325
198586 79 35 B8 41 1034 5.3 3 7 -16 0996 984 332
1986/87 85 15 53 22 1031 33 08 -15 881 981 -BSB
198788 748 24 58 30 104.0 125 38 -0.F 973 B2 111
19898/89 68 37 57 41 1044 113 48 01 874 942 243
1983k0 62 27 82 38 1038 09 45 e 981 952 -22.2
1920/91 84 1.3 31 04 147 -148 07 -0.2 979 058 -4B7
1991482 104 34 37 =19 1076 -11.1. 27 12 898 063 —19.6
199243 110 -08 25 00 1103 22 &7 251022 959 68
192394 105 16 30 1.7 1123 fE 26 0.5 1027 853 33.5
19‘94.1’95 39 3.2 66 40 1130 EDQ 51 0.2 1029 951 292

Abbnﬂwﬂ-‘-ms CON = Consumptlion, ANZ = Austratian and Mew Zealand Bank; ALL =
Tatal; MY = Imvestment; FT = full-time; BT = parl-time; FULEG = real unit
labeur costs; LR = unemployment rate

Molas:  Mombess mafer 1o columng atowe,

I Apgpregals unemployment rate from ABS, Labeur Force Auatralia, cat. no
G203.0
2-4 Annual change in employmeant: full-time, par-tinne, atal from ARS, Labaur
Force Australia, cat. no. B203.0.
5 Australian Treazury, Economic Rornd Up, varous editions
6 RBA Bulietin, snnual change in tolal private non-dwalling and equiprmsant
invesimeant, 198H50 prices
7 ABA, Annual Changs in Todal Frivate Consumption Expenditure, 1989910
prices.
B ABA, Annual Change in Real Earnings Index, 1998290 prices
3 RBA, Real Earnirgs Index, 192940 prices.
10 RBA, Mon-Farm Real Unit Labour Cost Indes.
11 AMZ Bank job acvertisement seres, from Treasury of Australia, Ecanoomic
Round Lp.

emplovment growth was 0.70% per annum compared with the
QECD outcome of 0.33%.

From Table 9.1, the business cycle swings over the 14-year
period are clearly evident. The unemployment rate rose sharply in
1982/83 as the change in private investment in non-dwellings and
equipment became negative, and the real wage showed strong
growth with the breakdown of the centralised wage determination
system and the ‘mineral resources boom® thetoric of the Fraser
Government. With the election of the Hawke Government and a
concerted growth in private and public spending, the labour market
improved considerably, although the decline in the unemployment
rate was slow. Total employment growth was strong, with part-time
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emplovment growth outstripping full-time employment growth.
During the period 1983/84 to 1989/90 investment growth was
strong, real wages were falling or static, and productivity growth
was moderately strong.

Apart from the minor interruption to these trends by the sharp
terms of trade decline in the mid-1980s, Australia experienced
above-average OECD employment growth., Unfortunately, the com-
bination of the strong domestic spending growth {Table 2.1, col 6
and 7] of the second half of the 1980s and the terms of trade
problems, which had an impact on export income, led to a severe
current account deficit which was met with sharp rises in interest
rates as the government tightened monetary policy. The recession,
which really began in the second half of 1920, was a consequence
of maintaining the high interest rate regimen for too long. The
unemployment rate rose 511arp]}r as investment and employment
growth became negative. Private consumption demand became sub-
dued.

Since 1992/93 with the strengthening of investment and private
consumption growth, employment prospects have again improved.
The data for the entire period suggest that demand conditions and
employment growth are strongly related. However, they do not
provide any unambiguous relationship between real wage move-
ments, real unit labour costs (RULC) and employment. A key feature
of the entire perind has been the behaviour of the unemployment
rate, which appears to move in an asymmetrical fashion, rising
quickly when demand conditions are restrained and then falling
slowly some time after employment growth has resumed in earnest.
We discuss this behaviour in the section on the non-accelerating
inflation rate of wnemployment (NAIRU).

Figure 9.1 shows the movements between three interrelated
macroeconomic variables: real average weekly earnings, labour
productivity, and non-farm RULCs. The link between the three series
arises because RULCs are the ratio of the real wage to labour
productivity.! The data show that the period of the Accord has
coincided with a rising labour productivity trend. Two cyclical
downturns are evident, which coincide with the slowdown in the
mid-1980s and the early 1990s recession. The three noticeable
segments of labour productivity growth over the Accord period
broadly coincide with the three distinct phases of wage-setting under
the Accord described above. There does not seem to be any clear
evidence that the more recent *flexible’ labour market arrangements
for wage-setting deliver stronger productivity growth than the rela-
tively ‘rigid’ period of full indexation. It is more likely that
productivity growth is heavily influenced by the rate of investment
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Figure 9.1 Labour cost and productivity index movements, 1983-94
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Souree:  Feserve Bank Sullatin varlous Issues, Labour productlvity = GDP per person; Faal
samings = average weekly eamings: AULC = real unit labour costs

growth, which maps the movement of labour productivity closely
over this period (Table 2.1).

Real unit labour costs have fallen over the entire period due
initially to both falling real earnings and growing labour productiv-
ity, and since 1988 due to labour productivity growing faster than
real earnings. The Accord period was associated with a continuing
shift in real income to the profit share.

Workprlace bargaining

In Accord mark V, the process of award restructuring was continued,
with an increasing emphasis in the February and Auvgust 1989
national wage decisions on the implementation of the new award
framework at the workplace, including ‘minimum rates adjustments’
for low-paid workers. (It also encompassed another wage—tax trade-
off, which had become a regular feature of Accord negotiations.)
However, Accord mark VI, agreed just prior to the 1990 election,
was the occasion for the ACTU and Federal Government to call the
Business Council of Australia’s (BCA) bluff and register a more
fundamental break with centralised wage-fixing. This agreement
stated that ‘the no extra claims commitment in Minimum Rates
Awards needs to be varied to provide the opportunity for claims
hased on achieved increases in productivity . . . (Australian Gov-
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Table 9.2 Accord wages policy

Year Accord stage  wage pﬁ.ﬂéip-lus ~ wage decisions

1883 Mark | full indexation 4.3%
4.1%
1984 full indexation defarrer
26%
1985 Mark [l partial indexation 3.8%
2.3%
1987 Mark 1 restructuring and efficiency  $10 {1st tier)
principle 4.0% (2nd tier)
1288 Mark I structural efficiency 3.0%
principle F10
1989 hAark W structural efficiency £20-30
principle {2 instalments)
1891 structural efficiency
principle 2.8%
Mark W1 enterprise bargaining
principle [no wage limit)
1993 Mark VIl enerprise awards
principle (no wage limit)
safety net adjustment
1904 safely net adjustment 24

{3 instalmenls)
ernment/ACTU 1990, p. 5). In other words, it was prepared to
embrace enterprise bargaining and dispense finally with formal pay
limits, while retaining awards as a ‘safety net’. The problem for the
Accord partners was that, after much deliberation, the AIRC refused
in its decision of April 1921 to be persuaded of the merits of the
proposal. It shared the view of the Metal Trades Industry Associa-
tion (MTIA} that the award restructuring agenda was by no means
exhaunsted, and that the evidence so far suggested that the parties
still lacked the ‘maturity’ to take full advantage of any immediate
shift to enterprise bargaining (AIRC 19%1a, p. 38).

After much heated controversy, the AIRC reversed its decision
in a further national wage case in October, by which time rising
unemployment had allayed fears that enterprise bargaining might
release uncontrollable wage pressures. Under a new enferprise bar-
gaining principle the parties would have to satisfy the Commission
that a number of criteria had been met, including the ‘actual imple-
mentation of efficiency measures designed to effect real gains in
productivity” (AIRC 1991b, p. 16). With this decision, Australia
entered the era of fully decentralised bargaining—although not
deregulated bargaining, given the clear scope for involvement by
tribunals and trade unions. However, the slow progress of enterprise
negotiations convinced the government to further amend its indus-
trial relations legislation in 1992, replacing the public interest test
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for certified agreements with a ‘no-disadvantage’ test. The effect was
substantially to remove such agreements from the scrutiny of tribu-
nals except to the extent required to ensure no disadvantage in
relation to existing awards and agreements, and hence to step up
the pace of bargaining and the numbers of employees covered by
federally registered agreements.

The Accord mark VI agreement of 1993, Putting Jobs First,
again concluded in the run-up to a federal election, was the most
comprehensive and detailed since the original Accord document a
decade earlier, As in 1983 the central challenge was to promote
recovery from a deep recession, and the latest Accord sought to
meet this challenge with a commitment to “a minimum 500,000 net
additional jobs over three vears” while ‘maintaining an inflation rate
comparable with those of our main trading partners’ {(Austra-
lian Government/ACTU 1993, pp. 1, 5). By contrast with the 1983
document, these employment and inflation objectives were to be
delivered not with formal national pay limits or goidelines but with
the continued ‘devolution of wage fixation” and further development
of productivity-based workplace bargaining.? In addition, the equity
aspects of the Accord would be pursued through *access to arbitrared
safety net award adjustments’, ‘increasing equity in pay and condi-
tions of employment for women workers’, ‘measures designed to
assist workers with family responsibilities’ and ‘further improve-
ments in the social wage, including substantial tax cuts, child care
improvements [and] education and training’. Yet wages and budg-
etary policies were to prove less controversial, following Labor's
fifth successive election victory, than the reform of industrial rela-
tions legislation,

In April 1993 Prime Minister Keating announced his intention
{i) to ‘extend the coverage of [enterprise] agreements from being
add-ons to awards . . . to being full substitutes for awards’ (Keating
1993, p. 12}, and {u} to provide formal access to agreements for
the non-union sector, This came as a shock to the union movement,
now less than 40% of the workforce, which had campaigned
strongly for the government’s re-election. Ultimately, after consider-
able debate, the Industrial Relations Reform Act 1994 reimforced
Australia’s commitment to a relevant and secure award system, but
created a new channel of enterprise flexibility agreensents (EFAs) for
non-union workplaces. The Act also implemented a number of
international labour conventions on minimum wages, equal pay,
unfair dismissal and parental leave, and provided workers for the
first time in Australia with a legal, but heavily circumscribed, right
to strike {Green 1994). On its own terms, Accord mark VII was a
success. The employment target of 500 000 new jobs was achieved
within two years (although many were part-time|, inflation rose and
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Table 9.3 Survey evidence on enterprise bargaining agreements
Imbact on mpiﬁ' {Ia;t_fz' months)

Issues Higher (%) Mo change (%) Lower (%)
Work effort 57 38 4
Range of tasks performed 64 az ]
Amount of stress in job 50 a5 ]
Opportunities for promodtion 15 56 28
Ability to influence hours 16 0 13
Work/family balance 13 G0 28
Lige of full range of skils 34 45 21
Say in decisions 23 57 19
Job security 12 57 21
Satisfaction wilh job 27 38 36
Satisfaction with management 14 Ad 42

Sowrcer DIR Workplace Bargaining survey 1995,
Meote  *Aesponses from 11 000 employese across induslries and services.

then stabilised to just over 5%, and labour productivity, after
stagnating in the 1980s, showed signs of a sustained upswing from
1991 (Green 1996; Hughes 1994; Lowe 1995). Yet survey evidence
also suggested that while in some cases enterprise agreements facil-
itated the introduction of ‘best practice’ management and work
organisation, in others they led to work intensification, de-skilling,
job insecurity and personal stress (Table 9.3).

End of the Accord

Accord mark VI, Sustaining Growth, Low Inflation and Fairness,
was released in June 1995 in the most favourable economic circum-
stances for the government in years. The economic recovery was
continuing, job growth was among the fastest in the OECD, long-
term unemployment was falling, partly as a result of labour market
programs, 4500 enterprise agreements had been ratified (covering
60% of the federal award workforce), and a series of safety-net
adjustments awarded by the AIRC in October 1993 and September
1994 were taking effect for workers unable to conclude agreements.

While the warning note sounded by the Commission in its 1993
decision had largely been heeded, it pointed up an ever-present
danger in the new wage-fixing system (AIRC 1993, p. 14}

The award system that currently exists is arguably based on
considerations of equity and the public interest. Any enterprise
bargaining system must, of its very nature, lead to differing
outcomes. In our view, the only way that they can be reconciled is
if within the award system there are awards which provide
equitable minimum standards of wage rates and ultimately
conditions upon which enterprise bargaining is anchored. To that
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extent, the two can be complementary. Bur the stability and
viahbility of those awards can be undermined if the disparate
outcomes of enterprise bargaining flow back into them.

A further danger was highlighted by the dispute over individual
contracts at CRAs Weipa operation in late 1995. While the spread
of EFAs themselves, which were subject to the no-disadvantage test,
was limited, the signal received by emplovers was that union avoid-
ance was now an acceptable workforce strategy. This signal was
reinforced by the failure of many unions to adapt effectively to the
new bargaining environment, having been reliant in the past on
union preference clauses and arbitrated wage settlements. The Com-
mission ruled against blatant discrimination by the company against
its award workers, but recognised that individual contracts were
now a legitimate component of the industrial relations system. The
Accord mark VI agreement committed the government to an ambi-
tious employment target of 600 000 additional jobs by 1999,
together with an unemployment rate of 5%, as foreshadowed in the
“Working nation’ statement of May 1994, and an underlying infla-
tion rate of 2%-3% ‘on average over the cycle’ {Australian
Government! ACTU 1995, p. 2). However, it was indicative of the
concerns of the Accord partners that most of the agreement was
taken up with discussion of the shape of the new bargaining system.
In sum, the main source of future wage increases would be work-
place agreements, including through industry ‘“framework
agreements’, and comparability pressures would be accommaodated
through regular safety-net adjustments and award reviews.

The defeat of the government in the March 1996 election
reflected, among other things, the discomfort of Labor’s traditional
supporters with the pace of change and its personal impact. It was
not the government that suffered from ‘reform fatigue’, as some
business groups had claimed, but ordinary Australians in the work-
place. Returning to the evidence in Table 9.3, the widespread
disaffection with management had spilled over to unions to the
extent that they secured cooperation in change, and ultimately to
the government itself, as the Accord was seen, rightly or not, as the
source of the problem. The opposition parties had meanwhile
replaced their unpopular industrial relations policy of the previous
election with a more ‘gradualist’ version. Instead of abolishing the
award system, the opposition now declared a commitment to retain
it, and instead of providing employers with the opportunity to cut
wages they pledged thar ‘no worker would be worse off’ under the
policy of a Coalition Government. However, they also made clear
their determination to reduce the role of rrade unions in wage
bargaining through a new Australian workplace agreements (AWA)
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systetn, which would remove non-union agreements from the juris-
diction of the AIRC. In its place, an employment advocate would
be established—not to apply a no-disadvantage test to these agree-
ments, as the AIRC is required to do under the 1993 Act, but to
pursue any individual employee grievances in the courts.

Once elecred, the Coalition Government lost no time in releasing
a new discussion paper, “The reform of workplace relarions’ (19946).
This paper, while continuing to support safety-net adjustments
through the ATRC, also indicated an intention to strip down awards
to minimum rates of pay and a set of ‘core’ conditions, as well as
to place additional legislative restrictions on union activity, including
the right to strike. This may adversely affect those workers currently
on paid rates awards, and it could ‘lower the hurdle’ for the
no-disadvantage test as it applies to cerrified agreements with
unions. It also begs the question of the extent to which awards and
unioms are real impediments to flexibility in Australian workplaces,
or are impediments only in the imagined wotld of market orthodoxy.
In a recent DIR survey of enterprise bargaining, less than 3% of
managers cited union resistance as causing difficulty in the design
or implementation of agreements (DIR 1995); earlier surveys had
already demonstrated the preference of small business for award
regulation {Isaac 1993) and, more generally, the scope for flexibility
in the award system itself (Green & Macdonald 1992). We can only
speculate at this stage how Coalition policies will affect wages
growth, but it seems likely that strongly organised groups in the
workforce will take the opportunity to lodge higher claims while
less-well-placed groups, including many women workers, will have
to he content with minimal safetv-net increases.

The Reserve Bank Governor moved swiftly to make public the
mounting concern in financial markets about the prospect of exces-
sive pav rises, and indicated that, in the absence of an Accord
agreement with the unions, monetary policy would return to centre
stage as the instrument to enforce restraint. Yet this concern may
be exaggerated, piven fundamental changes in the environment
affecting wage determination in Australia. First, the decentralisation
of bargaining has shifted the emphasis from the traditional system
of ‘comparative wage justice’, whereby the AIRC awarded *flow-on’
increases according to historically established relativitics, to one
based on the individual employer’s capacity to pay. Second, this
capacity has been influenced in rurn by tariff reductions and micro-
economic reform generally, which has exposed firms, and hence pay
settlements, to more competitive product markets. Finally, firms have
the option of transferring production offshore to lower-cost labour
markets, either as a complete operation or through ‘outsourcing’
labour-intensive processes, although this may cut across high-skill,
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high-productivity strategies, On the other hand, these moderating
factors may be offset by a desire to test the new environment,
especially with growth in executive salaries far exceeding the rise in
average earnings. With higher interest rates on the horizon, eco-
nomic commentator Ross Gittins predicts that ‘the day may come
when we regret the demise of the Accord and wish we'd valued it
more when we had i’ {Gittins 1996).

Macroeconomics of the labour market

We can view the Accord in the context of three major macroeco-
nomic issues of the 19805 and 1990s: the concept of the real wage
overhang: the trade-off between inflation and vnemployment; and
the concept of the NAIRU. The Accord was built on a model of
the labour market far removed from the textbook neoclassical
account of market clearing, individualistic wage bargaining. Under-
lving the Accord was a view that wage-setting and employment
decisions occurred in an environment of large-scale corporatism,
with power being held by large trade union blocs, large companies
being represented by employer associations, and an interventionist
government which had pursued social democratic policies to differ-
ent degrees over the post-World War 11 period.

With inflation and unemployment both near 109 by the time
the Hawke Government took power, the imperative, as indicated
above, was to increase demand and employment in the economy
while keeping control over nominal wages growth, as an essential
precondition for controlling inflation. So the first aim of the Accord
was to serve as an anti-inflation tool to give the economy more
room to grow, and thus to reduce the unacceptably high unemploy-
ment rate.

However, a second major role was specified for the Accord.
During the 1970s the distribution of income shifted sharply in
favour of the wages share. At the same time, unemployment rose
and this was attributed to the distributional shift. The concept of
the real wage overhang was used to describe a situation where real
wages growth outstripped labour productivity growth {an essential
element of the increasing wage share). The real wage overhang
concept had its roots in the simple marginal productivity model of
labour demand that prevailed in the orthodox neoclassical labour
market model. Accordingly, it was argued that the overhang, mea-
sured crudely by the concept developed by the Australian Treasury
during the 1970s, the RULC, had to be redressed to encourage a
faster growth rate of private capital formation. The latter was seen
as being essential to providing the demand conditions necessary to
reduce the unemployment rate, but also to redirect resources into
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export-oriented industries which would form the basis of a new
internationally oriented economy. Behind this reasoning was the
ever-present fear that any growth phase would be stalled by current
account problems. The stop—go nature of Australian economic devel-
opment was sourced in the failure of the economy to become
export-oriented. The Accord, thus, was also seen as an integral
aspect of this process of modernisarion.

Factor share movements and the Accord

Table 9.4 shows the movements in factor shares in Australia. The
data are taken from the ABS, Australian National Accounts, The
respective shares were calculated by subtracting from GDP the sum
of the gross operating surplus of public enterprises and financial
enterprises, the imputed bank service charge, and the gross operating
surplus from dwelling owners. The wage share numerator is the
MNational Accounts-based wages, salaries and supplements; the cor-
porate share numerator is the gross operating surplus of
incorporated trading enterprises; and the unincorporated numerator
is the corresponding gross operating surplus for non-corporate enter-
prises.

The wage share shows distinct counter-cyclical patterns over the
entire period as well as a modest long-term rising trend up to the
beginning of the Accord. Two notable rises occurred, in the mid-
1970s and in 1982/83. Over the Accord period, the wage share
showed a downward trend until the strength of the 19905 recession
countered it.

The correlation between the rising wage share and rising unem-
ployment in the 1970s and the early 1980s seemed to conform with
the predictions of neoclassical employment theory. King (1990,
p.168) says that:

Many nenclassical economists argue that this is what occurred in
the mid-1970s, and again in 1980-82. In both cases, it is suggested,
trade union wage pressure led to a reduced profit share, lower
investment and increased unemployment, making the elimination of
H11'!5 so-called real wage overhang the chief target of macroeconomic
policy.

The ‘real wage overhang’ debate dominated labour market discourse
in the 1970s, polarising the economics profession and leaving little
common ground (Covick 1984; Gruen 1978). At one end of the
divide stood the ‘neoclassical’ economists, who held thar real wages
growth in excess of labour productivity growth created an overhang
which resulted in unemployment. Yet, using this logic, it was hard
to explain how an overhang could persist, given that the unemploy-
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Table 9.4 Shares ol national income: Australia, 195960 o 1994/95 (%

ﬁ’ngu share of C-:Irporat.e ghare -l.lnlnnurpnr"utnd

GDP of GDP share of GDP
1958/60 0.52 0.14 0.21
1960/81 0.53 0.14 0.21
1961/62 0.54 0.14 0.20
1962/63 0.53 0.15 0.20
1963/64 0.52 0.15 0.21
1964/65 0.53 0.15 0.20
1966/66 0.55 0.15 0.18
1966/67 0.54 0.15 0.14
1967/68 0.56 016 0.16
1968/52 0.55 016 017
1969/70 0.56 017 0.15
197071 0.58 0.16 0.14
1971/72 0.58 015 0.14
1972/73 0.57 016 0.15
197374 0.58 0,14 0.16
1974175 0.61 0.13 0.14
1975/76 0.60 0.13 0.14
197677 0.59 0.13 0.14
197778 0.60 0.13 0,14
197879 0.57 0.13 0.16
1978/80 0.56 0.14 0.15
198081 0.57 14 014
1981/82 059 0.14 0.13
1982/83 080 0.13 0:11
1983/94 0.56 0.16 013
198485 0.56 017 n.12
1985/96 0.56 0.16 0.12
198687 .56 016 .12
19R7/88 0.55 0.17 013
196889 0.54 017 013
| QR0O0 0.55 017 .13
1990491 0.57 0.18 012
1901/92 0.57 0.16 0.12
1892/93 057 016 0.12
1893/94 0.56 0.17 012
1894/85 0.55 0.17 012

Sourca: ABS Mational Accounts, warious editions,
Nike: Definitions are explained in the tesxd

ment would increase the (marginal) productivity of the existing
employed labour force to match the higher than “full employment’
real wage.

At the other end stood the non-neoclassical economists, who
held that the marginal productivity link between the real wage and
employment was flawed and, particularly, failed to account for the
role of aggregate demand. The latter, it was argued, could simulta-
neously creare unemployment due to a deficiency of sales volume,
and the real wage overhang (measured as a rise in the wage share)
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due to the pro-cyclical nature of productivity (the denominator in
the real wage overhang measure).

The Accord was conceived, therefore, as part of the prevailing
overhang logic, and clearly aimed to redistribute or realign factor
shares so that they might resemble 1960s levels. The 1960s period
of low inflation and low unemployment and steady GDP growth
was seen as the benchmark for economic wellbeing, despite the fact
that supply conditions in the world economy, principally as a result
of the oil shocks, had changed irrevocably. According to Chapman
(1990, p. 33):

The ‘real wage overhang' argument of the 1970s has all but
disappeared with the overhang itself, the debating points probahly
not going to cither of the extreme positions. As well, there is an
emerging consensus that, at least in the Australian institutional
environment, an incomes policy has the potential to deliver
propitions aggregate, but not necessarily microeconomic, labour
market outcomes,

In the distributional sense, the Accord was spectacularly suc-
cessful, especially in the early years when the wage share fell sharply
throughout the period of rapid employment expansion. The rise
again in the early 1990s was recession-driven. The fact thar employ-
ment growth and falling wage share were correlated gave strength
to the real wage overhang arguments. However, as Table 9.1 shows,
the picture is far from straightforward. Real wages fell over most
of the Accord period, while productivity has largely risen. Com-
bined, the result has been a declining wage share (or RULC).
Employment change has exhibited three phases: strong growth,
sharp decline, and strong growth again; but over this period the
cycles in investment and private consumption spending have closely
matched the phases of emplovment growth.

The Phillips curve perspective

In 1972 Australia’s inflation rate was 6.2%, but after the first OPEC
oil shock in 1974 and aided by some large wage rises, the inflation
rate reached 15.4% in 1974 and 17% in 1975. By the end of the
19705, despite a period of subdued activity and rising unemploy-
ment, the inflation rate was still high in relation to our trading
partners, at 2.2%. The wage rises that followed the breakdown of
the period of wage indexation pushed the inflation rate, once again,
above 10.4%, and provided a background for the introduction of
the Accord in 1983. At that time, the unemployment and the
inflation rates were at around 10% due to the sluggish economy.
In order to understand some of the early Accord design we have
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to relate it to the concept of an inflation and unemployment trade-
off, popularly called the Phillips curve. The Phillips curve (the
relationship between unemployment and inflation) was an integral
part of explaining how the economy reacted to changes in agpregate
demand along with Okun's Law (the relationship between output
and unemployment discussed in Chapter 4). As unemployment
declined, according to the Phillips curve, inflation rose. Thus, the
two relationships can be combined to yield a relationship between
changes in the ourpur gap and movements in inflation.?

The Phillips relationship was quickly absorbed into conventional
macroeconomic theory because it provided a simplistic dynamic
explanation of price changes in terms of the level of activity in the
economy. Prior to this developmenr, inflation and unemployment
were largely considered to be dichotomous states, a perspective at
odds with the observed data.

The problem was that the Phillips curve was ‘an empirical
generalisation in search of a theory” (Tobin 1972}, Lipsey explained
the Phillips cutve using simple excess demand theory, where unem-
ployment was the inverse and empirically observable manifestation
of excess demand, which in turn led to an increase in the speed of
money wage changes (Lipsey 1960}, By the late 1960s, the theory
sat uncomfortably with the observed relationship between unem-
ployment and inflation. The data appeared to be in two distinct
sets—a cluster of observations that seemed to concur with the
Phillips—Lipsey relationship, and a cluster to the right of the former
which seemed to indicate that the Phillips curve had shifted in favour
of higher unemployment rates for each inflation rate. It was this
lack of empirical correspondence that led to the next major theo-
retical development: the Friedman-Phelps expectations-augmented
Phillips curve (EAPC) (Friedman 1968; Phelps 1967).

The EAPC was based on the idea that wage inflation {or price
inflation) could change without any need for the state of excess
demand to change. Accordingly it was argued that, while nominal
wage bargains are made between employers and workers, the under-
lving demands and offers reflect real wage outcomes. Thus workers
and firms have to form expectations of the price level thar will
prevail over the entire course of the contract: if workers expect the
rate of inflation to rise over the period of the contract they will,
other things being equal, demand a rise in nominal wages in line
with their target or desired real wage.

The expectations aspect of the theory introduced a new dynamic
element, because an inflationary period tends to generate expecta-
tions of inflation which then feed back into even higher inflation
rates with unchanged demand conditions. The EAPC seemed to
explain the apparent breakdown in the relationship between infla-
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tion and unemployment in the late 1960s and early 1970s around
the world. It seemed that higher inflation rates became associated
with rising unemployment rates, thus clouding the notion of a stable
trade-off. One explanation was that the Phillips curve shifted out-
wards as expectations of inflation became entrenched and drove the
wage—price spiral. By the time the Accord was introduced Australia
had experienced several supply-side shocks, beginning with the rural
commaodity price rises in 1973, followed by the first OPEC oil price
hike in late 1973, and later another oil shock in 1978/79. This
experience had revealed the inflationary bias in Western economies,
with large power blocs in the economy concerned with protecting
their respective real income shares,

The previous period of incomes policy in Australia had begun
in April 1975 as part of an anti-inflation strategy, with average
weekly earnings rising by 28% in 1974, The shift in factor shares
away from profits was unprecedented. The period of indexation was
finally concluded in July 1981, under pressure from the Fraser
Government to liberalise industrial relations and a realisation by the
Arbitration Commission that it could no longer keep wage outcomes
under its control. After indexation collapsed, several large wage
bargains were successfully negotiated which put paid to the claim
by the Fraser Government that a return to collective bargaining
would moderate inflarion.

For Australia, the experience of the 1970s seemed to mimic the
Friedman-Phelps story. Inflation, then stagflation (simultaneous
rising prices and unemployment), led to the Fraser Government
adopting the deflationary policy suggested by the EAPC model,
which was the flavour of the times in the USA, the UK, Canada
and many other industrialised countries. The basis of the policy was
that inflation was due to an excessive demand, which was being
accommodated by an excessive money supply growth. The data are
also consistent with an entirely different account of stagflation hased
on the conflict theory of inflation (Rowthorn 1977). Accordingly,
the cost shock induced by the OPEC oil price hikes led to a
distributional struggle between wage and profit recipients over who
should bear the real costs of the oil price rises. The resulting
wage—price spiral took on a life of its own and persisted, even
though sharp contractions in aggregate demand were pushing unem-
ployment up.

For the period 1975/76 to 1981/82, the budget deficit was cut
dramatically and targets were announced for money supply growth.
In terms of the data, the Phillips curve appeared to remain stable
until 1982,

Figure 9.2 shows the Australian Phillips curve for the period
1968-24. It is broadly possible to fit two Phillips curves, the first
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Flgure 9.2 Australian Phillips curve, 1968-94
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coinciding with the period up to around 1975, and the second
representing the data points after that time—excluding 1983, which
appears to be an outlier. The observation for 1983 suggests that,
following the rapid rise in wages in 1982/83 and the rising unem-
ployment and inflation that accompanied the wages explosion, the
Phillips curve was undergoing a second shift outwards. The Accord
largely prevented that shift from occurring and allowed the economy
to grow withour further wages outbreaks.

The consensual approach to wage determination that marked the
Accord period was clearly associated with reductions in unemployment
and inflation. For evidence that the Accord was effective in controlling
wages growth and inflation, see Mitchell (1987a; 1996) and Watts and
Mitchell {1990a), However, from Figure 9.2 it can be seen that, while
the Phillips curve was moved leftwards by the introduction of the
Accord, the cost has been in terms of a flatter Phillips curve. The flatter
curve supgests that the trade-off berween inflation and unemployment
is now less favourable because reductions in inflation now appear to
be more costly in terms of rising unemployment.

Table 9.5 gives the data for the unemployment rate and the
annual inflation rate over the Accord period. Even though the
Accord was responsible for rather sharp declines in the annual
growth rate of average weekly earnings, the annual inflation rare
persisted at relatively high levels throughout the 1980s. In part, this
is because the Accord was never an incomes policy in the general



1710 THE AUSTRALIAN BECOMOMY 2

Table 9.5 Annual inflation and unemployment rates, 1982-94 (%)

Annual growth in

Unalﬂpluynqu_t_r_alg_&qpug# price inflation  average earnings

1982 | 0.4 16.2
1983 2 1) 8.3 9.0
1984 a9 G4 8.1
1885 8.2 6.7 58
1086 8.1 85 Til
18987 a2 B i
(RElz]s) ¥l 7.0 6.7
1988 6.2 6.6 7.2
1980 70 6.0 6.9
1991 8.5 3.7 2.7
1992 10.8 1.8 a8
1993 11.0 241 4.3
1994 a8 1.4 1.6

Source, RBA Bullelin

sense of the word but rather a wages policy. It certainly controlled
the aggregate wages outcome throughout its history. The rate of
price inflation really only dropped as the recession choked off
product market opportunities in the early 1990s and strongly reas-
serted the Phillips curve dynamics.

We can conclude thar, while the Accord moderated inflation due
to its impact on wage outcomes, it did not bring about a low
inflation regimen. The latter occurred in response to the harsh
recession in 1990, This suggests that the combination of a successful
labour cost policy and a lengthy period of buoyant product market
conditions allowed business firms to reap strong profit margins, and
this corresponded with record profit levels in the second half of the
1980s. The Accord did not successfully deliver a low inflation
regimen to Australia precisely because it was only partial in its
application. The Accord may have broken the workers’ expectations
of high inflation, but ultimately only the high-cost strategy of over
10% unemployment hardened the product market and the profit
push by the business sector.

The Accord and the NAIRU

A central part of the EAPC account of the shift in the Phillips curve
in the 1970s is the natural rate {(of unemployment) hypothesis
(MRH). The natural rate of unemployment is a concept grounded
in perfect competitive labour market theory and is the level of
unemployment at which the real wage is fully anticipated and the
labour market is cleared, which is also the only unemployment rate
consistent with stable inflation. With no intervention from the public
sector in the form of demand expansion, designed to reduce the
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unemployment rate, the economy will according to the NRH con-
verge on the natural level of activity and sustain a natural rate of
uwclnph}yrncnt.

The link between the natural rate of unemployment and stable
inflation is more explicitly captured in the term non-gccelerating
inflation rate of wnemployment (MAIRL), which is a broader term
than the natural rate of unemployment because it recognises that
structural rigidities can be present in the labour market. Accordingly,
the NAIRU can rise if structural imbalances worsen, The NAIRLU is
the sum of frictional and structural unemployment. Frictional wmem-
floyment exists when there are appropriate vacancies available at the
same location as the wnemployed. It arises due ro the constant
movement across labour force categories as people retire, leave
school, or seek new job opportunities. It takes time for employers
and workers to find each other; in the interregnum, some unemploy-
ment always exists. Structural unemployment, however, presents the
economy with a problem. Tt arises when changes in product demand
or industry output generate vacancies in different skills or in different
locations from the skills or locations of the unemployed workers,
Economists say this is a mismatch between labour demand and labour
supply, The solution, according to the traditional view of structural .
unemployment, is either retraining or relocation, or both.

When total unemployment equals the NAIRL it is claimed that
the labour market iz in equilibrium and there is no pressure on
wages or prices. If policy-makers tried to reduce the unemployment
rate below this level there would be upward pressure on wages. This
might occur because employers, perceiving higher sales potential,
were prepared to pay higher wages to overcome the labour market
hottle-neck due to the mismatch. The orthodox NAIRU model thus
considers unemployment to be cvclically insensitive and therefore
nat amenable to aggregate demand manipulation.

A study of Figure 9.2 suggests a NAIRU of around 2% in the
1960s to early 1970s, and then a higher rate in the 1970s to 1980s,
Some reasons suggested in the literature for this rise in the NAIRU are:

»  excessive unemployment and other social transfers, distorting
the choice between labouor and leisure;

= a rise in the female labour force participation rate, leading to
higher representation in the labour force of groups with a higher
unemployment rate;

e excessive minimum wage rates promoted by trade unions and
government,

There has been little evidence presented to substantiate these
effects in any cconomy in the world. They are largely predictions
which emerge from the orthodox competitive model and lack empir-



