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Another quarter has rolled by, which means that another set of wages data has disproven the hysterical predictions of a
‘wages breakout’ in Australia. Average wages have continued to grow at a moderate pace, in line with their long-run
average. The Commonwealth Budget forecasts that the WPI will slow slightly in the June quarter, to be up 3.5% over the
year, before picking up to 3.75% growth in 2012-13.

Meanwhile the 1.36 million Australian workers reliant on awards and the National Minimum Wage will see their rate of pay
increase by 2.9% from 1 July, which means that the NMW will rise by $17.10 per week. This is a moderate increase, well
below the $26 per week that the ACTU had sought for NMW workers, but it does represent a real increase for low-paid
workers. The fact that award wages will rise much less rapidly than average wages means that the gap between low-paid

workers and other workers will continue to rise.

Public sector wages have continued to grow at a slower than normal pace, well below the rate of private sector wages
growth. Victoria and New South Wales have seen a particularly sharp slowdown in the pace of public sector wages
growth relative to their typical pace. The latest DEEWR data on enterprise bargaining outcomes show that private sector
agreements lodged in the December quarter provided for an average 4.1% wage increase, while public sector

agreements contained an average 3.7% annual increase.

Wages and prices at a glance

Quarterly  Year-ended

Latest quarter Level change change
Wage Price Index (WPI) March - 1.0% 3.6%
Full-time average weekly ordinary time earnings (AWOTE) February $1330.20 0.5% 4.3%
Total average weekly earnings (AWE) February $1032.70 0.8% 3.7%
National Minimum Wage From 1 July $606.40 - 2.9%
Average wage increase in collective agreements December - 3.9%
Headline CPI March - 0.1% 1.6%
Underlying CPI March - 0.4% 2.2%
Employees’ cost of living (ALCI) March - -0.4% 1.2%
Gender pay gap February 17.4% +0.1pps +0.1pps

Source: ABS, FWA, DEEWR. Underlying CPI is the average of the trimmed mean and weighted median. All figures are seasonally adjusted other than
the CPI and ALCI. The gender pay gap is calculated using full time adult AWOTE. The ‘average wage increase in collective agreements’ is the AAWI
from DEEWR’s Trends in Federal Enterprise Bargaining publication.
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Wage Price Index

Wages growth remains around its average pace. There
was consistent, moderate wage growth over the year to 4F;g%ur_e 2: Private sector wage growth (year-ended)
the March 2012 quarter. The Wage Price Index (WPI)
grew by 3.6% in the year to the March quarter, in line
with its long-run average. The long-run average for the 4.0% 1
WPI is the period since 1997, when that ABS series
began. 350, —reecenececscces "‘Lgr;é:;d;].é;/‘e;r.a.g‘é" ceeee
Wages grew at an elevated pace in 2005-2008, before 3.0% -
experiencing a rapid decrease due to the Global
Financial Crisis (GFC) in 2009. Over the past two years, ) o0
5% T T T T T

wages growth has climbed back up to around its long- Mar02 Mar04 MarO6 Mar08 Mar10 Mar 12

run average, which is where it has remained for the past
Source: ABS 6245.0 and ACTU calculations

three quarters.
Figure 3 outlines year-ended growth by industry from
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Figure 3: WPI growth by industry (year-ended)
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Public sector wage growth remains quite low, dropping
from 3.2% growth in the year to the September 2011
quarter to 3.1% growth in the year to March 2012, well
below the long-run average of 3.9%. Quarterly growth
has also dropped slightly, from 0.9% last quarter to 0.8%

this quarter.

The rate of public sector wages growth has been falling
since around mid-2009, and is now well below the rate
of private sector wages growth. This is a reversal of the
typical trend, with public sector wages usually growing
faster than wages in the private sector. This may be
attributed to delays in in public sector bargaining around
new enterprise agreements; restrictive and unfair wages
policies, particularly among state governments; and
cutbacks to Departmental budgets.

Figure 4: Public sector wage growth (year-ended)
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The largest falls in public sector wages growth, relative
to their long run averages, have been experienced in
Victoria and New South Wales. The Victorian public
sector WPI grew by only 2.4% over the year to March
2012, whereas public sector wages in that state have
grown at an average of 3.6% over the long run. This is
shown in Table 1. These data don’'t show wages growth
by jurisdiction — the Victorian figures include
Commonwealth public servants employed in Victoria.
Nevertheless, it appears that public sector wages
policies in Victoria and NSW are having an effect on

aggregate wages growth.

Table 1: Public sector wage growth by State

Year to Long-term Gap

March average (perce_ntage
2012 point)
NSW 3.1% 4.1% 1.0
Vic 2.4% 3.6% 1.2
Qld 3.3% 4.0% 0.7
SA 3.2% 3.8% 0.6
WA 4.0% 3.9% -0.1
Tas 3.0% 3.8% 0.8
NT 3.4% 3.5% 0.1
ACT 3.0% 3.7% 0.7

Source: ABS 6345 (original) and ACTU calculations.

Table 1 shows that all states and territories other than
WA have seen slower than average wages growth in the

public sector.

Strong wages growth Western Australia was not
confined to the public sector. WA continued to
experience high wages growth relative to the rest of
Australia, partly due to the resources boom, with the
WPI growing by 4.5% over the year to March 2012 in
that state.

Figure 5: Year-ended WPI growth by State
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Tasmanian wages growth was the slowest in the nation
in the year to March, slightly below the pace of growth in
the ACT. Slow wages growth in the ACT is likely to be
significantly affected by the below-trend growth in public

sector wages growth.
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Feature: Measuring changes in the cost of living

The cost of living has been a recurring theme in
Australian policy debate in recent years. Part of the
debate has been about how to measure changes in the
cost of living. If increases in the consumer price index
(CPI) remain within the RBA’s target band, does that
prove that concerns about a rising cost of living are ill-

founded? The answer is ‘not necessarily’.

The ABS has said that the CPI is “not the conceptually
ideal measure for assessing the changes in the
purchasing power of the disposable incomes of
households”.! The CPI measures overall price inflation
for Australian households as a whole — not for any
particular household type, like working households or
pensioner households. It's well designed for use in
macroeconomic policy, like setting interest rates, but

isn’t specifically designed as a cost of living measure.

In recognition of the CPI's limitations, the ABS also
maintains alternative measures of price changes —
Analytical Living Cost Indexes (ALCIl). One ALCI
measures the change in the cost of living for employee
households. As the ABS puts, it the ALCls are
“particularly suited for assessing whether or not the
disposable incomes of households have kept pace with
price changes”.” In other words, the employee ALCI is
generally better than the CPI for measuring the change

in the purchasing power of workers’ wages.

Table 2: Average year-ended growth rate in the

employee ALCI and the CPI over various periods

ALCI (%) CPI (%)
September 1998 to March 2005 33 3.2
June 2005 to December 2008 4.1 3.3
March 2009 to March 2010 0.6 2.0
June 2010 to March 2012 3.9 3.0

Source: ACTU calculations based on ABS 6463

In recent years, other than the period around the time of
the financial crisis, the employee ALCI has tended to

rise more rapidly than the CPI. This means that CPI

! ABS 6463, explanatory notes
2 ABS 6440, ‘What is the CPI?’

inflation has understated the growth in workers’ cost of

living.

In cumulative terms, the employee ALCI rose by 52.3%
between June 1998 and March 2012, while the CPI rose
by 48.4%. This is shown in Figure 6. Full-time average
earnings rose by 11.8% in real terms between June
2005 and March 2012 if the CPI is used as the price
measure; real wages growth over the period was 9.3% if
the ALCI is used instead.

Figure 6: Cumulative growth in the employee ALCI
and CPI since June 1998
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There are a range of differences between the ALCI and
the CPI that cause them to increase at different rates.
The ‘weights’ given to each type of good or service are
different in the two measures, as the ALCI reflects the
purchasing patterns of working households in particular.
Perhaps the biggest difference concerns housing — the
ALCI includes interest rate payments, while the CPI
doesn’t. On the other hand, the CPI includes the price of
purchasing a new home (minus land), while the ALCI

doesn’t.

The ALCI isn’t perfect either — no measure of changes in
the cost of living will ever reflect the price changes
experienced by everyone. Unions should be aware that
there are reasons to prefer it to the CPIl as a measure of

the change in workers’ cost of living.
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Average Weekly Earnings

The average weekly ordinary time earnings (AWOTE)
for an adult working full-time rose by 4.4% in the year to
February 2012, with average wages growth picking up
only slightly from 4.3% in the November 2011 quarter.
Year-ended growth in the past two quarters has been
below the decade-long average of 4.8%. The full-time

average weekly earnings were $1346 in February 2012.

Figure 7: Full-time AWOTE growth (year-ended)
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Over the past two quarters, year-ended total earnings
growth has remained steady at 4.7%, below the decade-
long average but still higher than ordinary time wages
growth over the same two quarters. Total average
earnings are the sum of all ordinary time earnings as
well as any overtime payments. Total average earnings
growth for full-time employees over the past decade has
trended slightly higher than ordinary time earnings, at
4.9%.

The gender pay gap based on full-time earnings was
17.5%. The GPG began rising in the mid-2000s and

reached 17% in late 2009, for the first time in decades.

Figure 8 shows the total average earnings growth for all
employees, including full-time, part-time and casual

employees.

Figure 8: Total average earnings growth
(year-ended)
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The decade-long average growth for all employment
categories has been considerably slower than that for
full-time employees, at 4.3%. The year to February 2012

was just above the trend rate, at 4.4%.

Figure 10: Full-time AWOTE by industry
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Average weekly earnings in the mining industry remain
higher than wages in any other industry, at $2,267.40
per week for full-time workers. The lowest paid industry
remained accommodation and food services at only
$956 per week. Average earnings in the mining industry
are now nearly 2.4 times the average full-time wage of a
worker in food and accommodation services, and nearly

1.7 times average earnings in all industries.

In the 10 years since February 2002, average weekly
ordinary time earnings in the public sector have
increased from $936.20 to $1439.90, representing a
53.8% increase in average nominal wages. Over the
same 10 years, average weekly ordinary time earnings
in the private sector have increased from $828.50 to

$1319.80, which represents a 59% increase.

Figure 12: Public sector vs. private sector wage gap
(FT AWOTE)
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Source: ACTU calculations based on ABS 6302.0. The gap is
calculated as 1 minus the ratio of private sector average earnings to

public sector average earnings.

Although employees in the public sector continue to earn
more, on average, than those in the private sector, this
gap has narrowed over the years. Whereas public sector
employees used to out-earn the private sector by nearly
12%, this gap has now decreased by a third, to around
8%. It should be stressed that this is based on a simple
comparison of average earnings, not on a comparison of

pay between jobs of equal value.

Once again, the ACT recorded the highest full-time
average wages in Australia, just beating out Western

Australia.
Figure 13: Full time AWOTE by State (year-ended)
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NSW has been the worst-performing state over the past
10 years, recording only 48% nominal wages growth for
full-time workers (AWOTE) compared to 82% growth in
Western Australia. Victoria’s position as a high wage
state has also slipped in the past decade, from the third-
highest average wages in February 2002, to only the
sixth-highest wages in 2012. By contrast, although
Tasmania remains the lowest paid jurisdiction in
Australia, its average wages growth over the past 10
years grew by a solid 56%.The Northern Territory has
also done well, with wages growth of 69% from February
2002-February 2012. This has seen the NT pay the third
highest wages in the country, after starting the decade

as the fifth highest-paying jurisdiction.

Figure 14: Decade-long wages growth by State
(FT AWOTE)
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Source: ACTU calculations based on ABS 6302.0, trend.
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Feature: Median earnings

Most references to typical wage levels refer to the
average weekly earnings. These measures refer to the
arithmetic mean, which is just the total amount earned
by employees, divided by the number of employees. It's
an important measure, but it's not ideal for getting a

sense of the earnings of the typical worker.

Median earnings are better suited to this purpose. The
mean (which is usually just referred to as the ‘average’)
can be increased if some very high income earners
receive large pay rises, even if most workers’ wages
don’t change, whereas the median would be unaffected.
The median wage is the amount earned by the person in
the middle of the distribution — half of all employees earn

more than the median, while half earn less.

The quarterly wages data from the ABS don’t contain
information about the median. However, there are other
ABS reports that do have this information, including the
yearly Employee Earnings, Benefits and Trade Union
Membership report (EEBTUM). The latest edition was
released on 27 April, using data obtained as part of the

labour force survey in August 2011.

The data show that the median earnings for all
employees was $900 per week. In annualised terms,
that means that half of all Australian employees earned
less than $46 800 per year. The median rose by 3.4%
between August 2010 and August 2011. This figure is
for all employees, including part time, casual, and full
time workers; it can therefore be affected by a change in

the proportion of workers who work full-time.

The median for full-time workers is less affected by
change of this sort. The full-time median was $1100 per
week in August 2011, a 5% increase on its 2010 level.
This means that half of all full-time workers earned less
than $57 200 per year in 2011 (before taxes). In 2011,
the mean (aka average) earnings of full time workers
was $1305 per week, significantly higher than the $1100

weekly median. Figure 9 shows the real (ie. inflation-

adjusted) mean and median earnings of Australian full-

time workers since 1991.

Figure 9: Real full-time median and mean wages
since 1991
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Source: ACTU calculations based on ABS 6310, ABS 6401. The
EEBTUM survey was not conducted in 1996; figures for that year are
based on a linear interpolation. Mean figures for full-time workers are
not available for 1991.

In 1990, median earnings represented 91.5% of the
mean; by 2011, this had fallen to 84.3%.

Figure 10 shows the full-time earnings of Australian
workers by decile. Each decile represents 10 per cent of
workers, so someone with earnings at the 90" percentile
(9th decile) has earnings higher than 90 per cent of

workers.

Figure 10: Full-time earnings by decile, August 2011
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Prices

In early 2011, when natural disasters hit Queensland
and elsewhere, the price of some goods (especially fruit
and vegetables) soared. This dragged the headline rate
of inflation above the RBA'’s target band. A year on, the
price of those goods is returning to normal, which has
dragged the headline CPI way down, with inflation
running at a slow 1.6% over the year to the March
quarter. The underlying rate of inflation, which is less
affected by sudden shocks like extreme weather, has
been in the target band for the past two years, and is

around the bottom of the 2-3% range.

Figure 11 shows three measures of price changes — the
headline CPI, the underlying CPI, and the employee
households’ Analytical Living Cost Index (ALCI). For
more information about the ALCI, see the feature

elsewhere in this issue.

Figure 11: Inflation
Per cent
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Source: ABS 6463 and ABS 6401

The biggest price rise in the March quarter was in the
Education sub-group — this is a seasonal pattern, with
price rises of 5-6% in the March quarter and around 0%
in the other quarters being common in recent years.
Health care saw the second largest price rise of any
expenditure group. Prices fell in food and non-alcoholic

beverages; this was driven by the return of fruit and

vegetable prices to around their normal levels after the

surge of early 2011.

Figure 12: Yearly inflation by CPI expenditure group
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There are signs that inflation may have remained soft
during the current (June) quarter, with a monthly private-
sector index of inflation (the TD-MI Inflation Guage)

slowing considerably in recent months.
The RBA expects that inflation will be around 2% in

2012 (setting aside the anticipated effects of the carbon

price), before picking up to 2.5% in 2013.
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