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(2) The decision to essay a work value assessment in. the metal
trades,

can it be said that the laudable cause of achieving a sound and con-
sistent wage policy in Australia has been promoted by the introduction
of these complicating factors? - ,

Have not the relatively simple issues of a basic amm@, and margin
assessment on general economic factors been complicated by unneces-
sary doubts arising from:— o .

(1) Hro extension in all awards of “relief” measures for low wage
earners; and

(2) A work value assessment on criteria not yet resolved?

Might not the future wage, therefore, be constructed of at least three
elements— .

(1) .En ,.&m.mmo: or “foundational” element crystallised in the rate
payable to the low-wage earner,

(2)- a margin assessed on work value premises,

(3) a revision of both of the above QoBmEm,. (1) and (2) on economic
grounds? v

One cannot predict the exact place the 1966 decisions will take in
Ew history of wage fixation in this country. They could become the
guide lines for future assessments, or the principles referred to might
well be discarded in future judgments. v

At least one can be sure that the Commission’s demonstrably but
romEQ disregard for precedent in dealing with what has been described
as a “dynamic’ situation in the field of socio-economic affairs, will
enable answers to be provided not only to the questions raised in this
paper but to the many questions which have not been asked.

FOOTNOTES

1. Presidential address to the Industrial Relati i
Aug. 24, 1966 rial Relations Society of N.S.W.,

2. My italics.

The Present Position
of Commonwealth Basic Wage
Determination

KINGSLEY LAFFER
University of Sydney
1. THE BACKGROUND

UNDER the constitution of the Commonwealth the Commonwealth Par-
liament may make laws with respect to. “Conciliation and arbitration
for the prevention and settlement of industrial disputes extending beyond
the limits of any one State.” Mr. Justice ‘Higgins, the second President
of the Commonwealth Court of Conciliation and Arbitration established
under this placitum, determined in his celebrated Harvester Award in
1907 what became the first Commonwealth basic wage. It was a basic
assumption of Higgins that such a basic wage was essential if industrial
disputes were to be prevented. “Unless great multitudes of people are
to be irretrievably injured in themselves and in their families, unless
society is to be kept perpetually in industrial unrest, it is necessary to
keep this living wage as a thing sacrosanct, beyond the reach of bargain-
ing,” (my italics) Higgins said in a Broken Hill case.! The basic wage
necessary to prevent industrial disputes must meet the basic needs of
the worker and should cover “the normal needs of an average employee
regarded as a human being living in a civilized community”,? a criterion
having strong ethical overtones. This industrial relations/ethical
approach informs the whole Australian system of wage determination
by. compulsory arbitration, of which Commonwealth arbitration con-
stitutes the leading sub-system, and not merely basic wage determina-
tion..

The concept, ‘‘normal ‘needs of an average employee”, has, however,
no objective basis. Moreover, how can one be sure that the economy can
afford the particular standard decided upon? Higgins. solved both these
problems by taking as his guide the wages being paid by non-profit-
making bodies, e.g. semi-governmental authorities and municipal coun-
cils, at.the time.. Higgins’s ‘“‘needs” standard was the conventional
standard of the time as enjoyed by those employed in non-profit-making
concerns. He in effect assumed that other employers could meet similar

233
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standards from their profits. Anderson is undoubtedly correct in his
view that Higgins’s “‘decision was really based on the capacity of in-
dustry to pay that wage.”® Higgins, however, did not have to look at
things in this way, as, being concerned in his earlier decisions with a
relatively small number of employees, the capacity of industry at large
to pay was not an issue. This made it easy for him to stress the ethical
aspects of his basic wage.

Capacity to pay did not become an issue in basic wage determination
until the depression in 1931, when the Arbitration Court, in accordance
with the dominant economic theory of the time, reduced the previously
sacrosanct Harvester standard by 10%, because of the reduced capacity
to pay of the economy. “For this Court to fix a basic wage at an
amount which would procure an average standard of living such as the
Court would gladly see prevailing, would be worse than futile if the
nation’s. income was not large enough to maintain the prescribed
standard,”* said the Court. It was clear that Higgins’s industrial rela-
tions/equity considerations could be in conflict with capacity-to-pay
considerations, and that in the last resort the former had to give way

to the latter. Earlier, in 1922, in a precursor of the later key margins.

cases, Powers J., largely because of difficulties in the import-competing
industries, had reduced margins below the level to which they had been
raised in the previous year by Higgins.®

But if in times of economic difficulty capacity-to-pay considerations
could result in determination of a basic wage below what might be
considered desirable on industrial relations/equity grounds they might in
more favourable circumstances lead to a raising of this standard. In a
case for restoration of the Harvester standard in 1933 the Court said,
“What must be sought is the independent assessment and prescription
of the highest wage that can be sustained by the total of industry in
all its primary, secondary and ancilliary forms.”® In such an exposition
of the concept of capacity to pay, vague though it might be, the latter
takes on some of the ethical overtones formerly attaching to the “needs”
criterion. Higgins’s assumption that if industrial unrest is to be avoided
employees must be paid a living wage must be presumed to be expanded
into one that employees must receive a large share in any growth in
national productivity. In 1937, prosperity loadings were added to the
basic wage, thus raising it above the Harvester standard. As early as
1927, however, capacity-to-pay considerations played a decisive part
in the reduction of standard hours per week in certain industries from
48 to 44 hours.

The meaning of “‘capacity to pay” is to be considered further later
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in this paper but it is clear that in the period discussed the Court
developed a pragmatic approach, considering many factors that might
have a bearing on a decision. Study of the cases cited, however, among
others, suggests that from 1922 onwards the situation of the export
industries, or of the import-competing industries, or of both, were the
main criteria- of capacity to pay in major cases. It may be noted that
these criteria are indirect ways of looking at the balance of payments.

9. AFTER WORLD WaRr IL

After World War II the Court followed established principles in
awarding an interim basic wage increase in 1946 and a 40-hour week
in 1947. It soon became apparent, however, that the achievement of
a full employment economy was giving rise to a new problem, that
of -inflation. In principle, there is perhaps no reason why the Court
should not have dealt with inflation in terms of its traditional categories.
Capacity to pay a given wage must still be assessed in terms of the
situation of the export and import-competing industries, and capacity
might exist notwithstanding the existence of inflation. As, however, the
development of inflation could be expected to put increasing pressure
on these industries, and perhaps leave the economy vulnerable in the
long run, it is understandable that some judges should have sought to
establish a new sub-criterion for wage determination, prevention of
inflation.

As a result, conflict between industrial relations/ equity and capacity-
to-pay considerations again arose. It appeared very sharply in the 1950
basic wage case when Foster J., one of the majority judges granting
an. increase of 20/-, stressed the prosperity of primary producers and
the high price of wool, while Mr. J ustice Kelly, in a minority judgement
refusing an increase, stressed the threat of inflation.” In 1952, when
Mr. Commissioner Galvin refused a rise in margins because of in-
flationary trends in the economy, the Kelly view prevailed, as also did
it in 1953 when the Court abolished automatic cost-of-living adjust-
ments: At this time also the High Court affirmed the power of the
Arbitration Court to take economic considerations into account in- its
determinations. In the words of Dixon C.J., “It would be absurd to
suppose that it was to proceed blindly in its work of industrial arbitra-
tion and ignore the social and economic consequences of what it was
invited to do.”®

The industrial relations/equity-capacity to pay conflict then subsided
for a time as a marked decline in the rate of price increase occurred.
The abolition of automatic cost of living adjustments had made more
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frequent basic wage hearings desirable and basic wage cases occurred
annually from 1956 to 1961. In this period the basic wage was increased
in every year except 1960. General 'increases in margins occurred in
1954 and 1959. The Commission’s® approach to the. relation between
wages and prices during this period may be illustrated by the following
passage from the 1957 basic wage decision. “Because most critics -of
an increase ‘in wages seem to suggest that the tribunals responsible for
the increase are not aware of the fact [ie. that prices will increase as
a result] it is stressed that the Commission is aware that any increase
in wages must of itself alone mean some increase in costs; but while
attention has been paid to this fact and some hesitation caused because
of it the conclusion reached is that it is in the best interests of the whole
community and constitutes industrial- justice . that the worker -under
federal awards should receive an increase of 10/- in his basic wage.”"10
Broadly, if the situation of the export and import-competing industries
were such as to permit of wage increases the Commission would grant
them even though this would result in price increases. .

“This being the Commission’s approach it is not surprising .that
during this period it was subjected to criticism on account -of the
alleged inflationary effects of its decisions. In 1959-60 the rate of price
increase .accelerated and boom conditions developed in the economy.
Many considered that the system of annual basic wage cases meant a
multiplying of pressures on the Commission for wage increases. Another
aspect that aroused attention was the growing gap between minimum
award wages and earnings.'? Stronger groups of workers were obtaining
over-award payments by various types of direct bargaining while real
minimum award wages were remaining almost unchanged.'> This was
a development of great importance for the Commission’s work. Some
modification of its approaches seemed necessary if it was not to abandon
its traditional function of maintaining the relative standards of weaker
groups of workers.

The Commission in 1961 attempted to provide an answer by intro-
ducing a new procedure. Major revisions of the basic wage were to
occur only every three or four years instead” of annually. In between
basic wage cases the basic wage was to be adjusted annually for cost
of living changes, not automatically, but subject to any representations
the parties might wish to make to the Commission. It was doubtless
hoped by this means both to reduce the pressure on the Commission
for wage increases and, at the same time, to increase the protection
given to weaker groups. In the event, prices were stable over the first
two years of the new approach, and no cost of living adjustment was
necessary either in 1962 or 1963.

COMMONWEALTH BASIC WAGE DETERMINATION 237

In the meantime, however, very strong academic criticism of the
Commission’s procedures and - determinations had developed on the
ground of their inflationary effects. Dr. (now Professor) Keith Hancock
suggested ““that the principal economic objective should be to award such
increases in wages as are consistent with the maintenance of full employ-
ment and a stable price level. This objective should be qualified by
reference to the overseas trading position. The attainment of stable
prices requires that the rate of increase of money wages would approxi-
mate the rate of productivity increase.”*® Professors Downing and
Isaac argued similarly, and were also very critical of the new system of
three to four yearly reviews. They argued that the latter approach rested
on “the belief that somehow the accumulation of past productivity in-
creases is still available for distribution to wage-earners by wage in-
creases”, whereas in fact “The loss of wages suffered by wage-earners
in the past cannot be recaptured from future profits, unless it can be
assumed that employers would be willing to lower their future profit
rates.”’1* Downing and Isaac advocated a quarterly productivity adjust-
ment. Against these views, however, Professor Edwards and K. M. Laffer
argued that the reasons for adoption of the three or four year review,
with quasi-automatic annual cost of living adjustments in between, were
still valid. They considered that under Australian conditions adjustments
for productivity had no clear-cut superiority over cost of living. adjust-
ments. In their view the Commission should develop in the direction
of concentrating its attention more on the weaker groups of workers.!®

In a margins decision in 1963 and in its 1964 basic wage determina-
tion the Commission, although it rejected automatic adjustment for
price and productivity increases as a principle, in effect adjusted for
both. Kirby C.J. and Moore J. in their majority judgement awarding
20/- increase in the basic wage in 1964 said that, “To reject now the
implications of the 1961 judgement might in our view be properly
regarded particularly by the unions as a breach of faith by the Com-
mission.”® A return to annual basic wage cases was foreshadowed. In
minority judgements awarding only 10/- Gallagher J. and Nimmo J.
attached considerable weight to the desirability of price stability.

3. BAck To START?

Sure enough, the day of the triennial review was over, and there was
another basic wage case in the following year, 1965. In a change in the
balance of power on the Commission reminiscent of that between 1950
and 1952-53 the previous minority approach became the majority one.
The monetary difference between the majority and minority judgements
was not ‘great, and, waiving the fact that the majority award was not




238 THE uOCWZfVﬁ OF INDUSTRIAL RELATIONS

strictly a basic wage increase, has been estimated at between 1/- and 3/-
for most manual workers.’” But the conflict in principle was consider-
able. The majority judgement gave priority to price stability considera-
tions: ““In the present state of our economy the Commission should not
deliberately grant increases which it considers likely to be incompatible
with price stability.”?® The minority judges, however, gave priority to
industrial relations considerations. “It is,” said Moore J., “a question of
competing priorities; whether the Commission should act as if its primary
function were to attempt to create or sustain a favourable economic
climate and its secondary function were to attempt to resolve problems
of industrial relations or whether the last is the Commission’s primary
function and the first its secondary. In my view the Commission should
always give priority to problems of industrial relations.”*® Both majority
and minority judgements, however, considered that the state of the
economy was not such as to permit of large wage increases being
awarded and in that sense the conflict was less acute than in 1950.

Shortly after the 1965 wage decision the Committee of Economic
Enquiry, under the chairmanship of Sir James Vernon, made its report
and in its Ch. 7 on “Costs, Prices and Wages” it supported, with some
qualification for industrial relations considerations, the objective of price
stability in wage determination. In support of its view the Report
referred to the very small variation in the share of wages, salaries and
wage supplements in gross national product at factor cost, with primary
production, mining and quarrying excluded, over the years 1948-49 to
1961-62, after elimination of the exceptional years 1951-52 and 1952-53.
The Committee concluded: *“There is virtually no correlation between
the rate of increase of wages and changes in wages shares. Even if an
increase in the share of income going to labour were considered desir-
able, wage increases could hardly be considered an effective technique
for achieving it . . . This stability of distributive shares has been ob-
served in many countries . . . The proposition that, if average earnings
move in line with the growth of national productivity, locally determined
prices will be approximately stable appears to be correct . . . 7%

The Vernon Report represented the high-water mark of the price
stability interpretation of capacity to pay. At the AN.Z.A AS. confer-
ence in Hobart in August, 1965, this approach was subjected to very
severe criticism by Professor Russell.2! Russell cast doubt on the view
“that the rate of growth of earnings is substantially at the discretion of
the Commission.””22 He argued that ‘“‘the reduction in the rate of increase
of earnings obtained by checking the rate of increase of awards is .
not a permanent achievement—it buys time, but creates growing pres-
sures for the relaxation of wage restraint or for by-passing the arbitra-
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tion procedure.”? Even if award wages did determine the rate of
growth of earnings economists could give no assurance that increases
in prices associated with excessive increases in non-wage incomes would
not occur, he said.2* The complications for a productivity wages policy
arising from Australia’s overseas trading had not been adequately
analysed.?® If earnings per adult male employee had increased . in step
with productivity from 1945-46 to 1963-64 ‘“‘the share -of wages and
salaries in national income would have been severely depressed”?¢ as a
consequence of the increases in import and export prices that had
occurred. Seen in perspective ‘“the Commissions performance in the
postwar period has been quite impressive.”*"

By the time of the 1966 basic wage case these ideas were being widely
discussed. In the case itself the unions presented evidence that the share
of wages and salaries in gross national product, after excluding primary
production, mining and- quarrying, far from being approximately con-
stant, as the Vernon Committee had argued, had, on revised figures,
actually declined significantly over the period 1948/ 49-1963 /64.2% Three
subpoena’d members of the Vernon Committee gave evidence that
largely accepted the unions’ submissions on this point.® The assump-
tion that, because the share of wages and salaries in G.N.P. was always
constant anyway, there was no need to increase wages to maintain the
share of labour, seemed to be destroyed. Two of the three judges were
obviously impressed by this argument, although they did not make their
judgements depend directly upon it. Thus Gallagher J. said, ““In relation
to this aspect of the proceedings, I have formed the opinion that the
necessity of providing for constancy of shares is a matter to be taken
into account in the determination of the claims now before the Com-
mission”.3° All the judges felt that some adjustment of wages for price
increases was desirable and all felt that the economy was able to support
wage increases. Moore J. also felt that an increase “should give some
desirable stimulus to consumer spending” 3!

The notion of a productivity-geared wage policy, with its over-riding
emphasis on price stability, was in effect rejected by all the judges.
Referring to his decision the previous year, Gallagher J. explained “the
majority was influenced by economic circumstances existing at the time
of its judgement.”3? The prices-plus-productivity approach was also
rejected, although Moore J. reiterated his view that priority should be
given to problems of industrial relations and stated that the Commission
“should take into account both price movements and productivity”.?*
Gallagher J., in a most important statement, indicated the significance
of incomes policies, or lack of them, for the Commission’s determina-
tions. “There is no doubt”, he said, “from the point of view of estab-
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lishment of their respective cases, things could be made easier for the
unions if there were adoption of the ‘prices and -productivity’ . formula
and for the employers if there were adoption of their theorem of keeping
wage rises within a range determined by productivity growth. But in the
absence of an incomes policy designed-to make either formula practic-
able the longstanding method of forming a judgement upon what the
nation can afford cannot safely be subordinated. Real economic capacity
to pay must always remain the dominant consideration.”3* This state-
ment is very important not only in itself but also because of its similarity
to the views of the two minority judges inthe 1965 basic wage case, thus
indicating the development of some consensus, where- previously there
had been conflict, on this important issue of principle.

- In the event the Commission unanimously awarded a basic wage
increase of $2.00. Cost of living adjustments were again refused. All
members of the Commission indicated- willingness to consider a total
wage approach in future®® As regards margins the Reference Bench
(i.e., the Presidential Bench with the addition of Mr. Commissioner
Winter) decided that Commissioner Winter should -undertake a work
value investigation into the 330 classifications listed in the Metal Trades
Award. Meanwhile the 31 lowest  classifications, having margins .of
between 90c and $3.60, are to be paid a uniform minimum margin-.of
$3.75, provided they are not already. receiving over-award payments that
take them above this minimum.  Thus a man on a margin of 90c will
receive a basic wage increase of $2.00 plus a margins increase of $2.85,
totalling $4.85.

4. EcoNOMIC ASPECTS OF BAsic WAGE DETERMINATION

The conflict. between economic and industrial relations/equity aspects
of basic wage determination appears therefore to be at least temporarily
resolved. As. the unanimity of the judges in the 1966 case is expressed
more in their decisions than in their reasoning, one cannot be too-con-
fident, but at least the opposed positions of price stability and prices-
plus-productivity have been rejected. The judgement of the Commission
in the 1966 case is very similar in its approach to those in the annual
wage cases of 1956 to 1960, which in turn have much in common in
principle with major pre-war cases. This approach is pragmatic, with
considerable attention being given to whatever economic factors seem
important at the time, though with ultimate regard for balance of pay-
ments considerations. .

A more precise notion of capacity to pay seems, however, to be most
desirable. To help solve its problems here the Commission should:con-
sider- making more direct use of the theory of incidence of wage
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increases.®® "This theory indicates broadly that when wage increases
occur in excess of productivity increases they tend to be passed on
through cost and price increases to those sections of the community
which cannot pass them on any further. Wage increases may, of course,
be paid for wholly from productivity increases, and even if they exceed
the latter they may be paid for partly by wage-carners themselves
through price increases. Usually, however, some gain accrues to wage-
earners and a varying proportion of the burden is borne ultimately by
other groups who cannot pass on to others the cost increases falling
upon them. These include fixed income groups, though some of these
eventually receive some measure of adjustment. Mainly, however, they
will be the unsheltered export industries. and import-competing indus-
tries. The analysis could be carried further. For example, farm export
industries might be able to pass their burden on to land-owners, but as
Australian farmers and graziers usually own their own land, this aspect
may be neglected. Such considerations may, however, be of limited
relevance in the case of exporters of minerals. Import-competing indus-
Manwnm.au%&mﬁ to curtail their operations and part of the burden might
then fall upon dismissed wage-earners, but as under full employment the
latter will soon get jobs elsewhere, such effects are likely to be of mar-
ginal significance for this problem of incidence. Export-manufacturing
industries probably have much in common with import-competing indus-
tries in-this context. . o

.. - The Commission, in the attention it has usually given to the position
of the export and import-competing industries appears indeed to have
had some such notion of incidence implicitly in mind. A more explicit
recognition of the theory would, however, have enabled it to steer more
adroitly in between and around the price stability and prices-plus-
productivity approaches. When the unsheltered export and the import-
competing industries are relatively prosperous, and especially if this
prosperity is due to rising prices in the rest of the world, the price
stability approach to wage determination will be seen by many to be
inequitable to wage-earners. On the other hand, when these industries
are having difficulties the prices-plus-productivity approach may impose
excessive burdens upon them. There are many possible types of situa-
tion, and there are both short-term and long-term considerations to be
taken into account. On some occasions - the situation of the export
industries may be of decisive importance; on others, that of the import-
competing industries. The interpretation and weighting of the various
factors involved will seldom be easy. The ultimate test is the viability
of the economy. The limit to wage increases is reached when there is
no one to whom the burden can be passed, as. appears largely to be the
case in the British economy at present. One might perhaps envisage a
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case in which the government had pursued such loose and inflationary
monetary and fiscal policies that the withholding of wage increases
according to incidence theory would unreasonably involve attempting to
make wage-earners pay for these maladroit policies; one would have a
community problem which should be dealt with by exchange deprecia-
tion or similar drastic measure. In less extreme circumstances, however,
the incidence approach, in spite of its difficulties, appears to provide a
most useful approach to the Commission’s problems. Its use would
ordinarily seem to provide a means of very substantially narrowing the
industrial relations/equity-capacity to pay conflict as seen in 1950 and
as expressed in the recent price stability versus prices-plus-productivity
argument.

An incidence approach also provides a perspective which would assist
the Commission to assess the significance of the argument about the
share of wages and salaries in gross national product. The assumption
of constancy of shares by the Vernon Committee is itself most dubious
and, in any case, there are many conceptual and practical difficulties in
giving precise meaning to the figures used in such calculations3” The
incidence approach shows in addition that, in any case, except in very
exceptional circumstances such figures are of limited value for wage
determination. They could give at best only a very rough guide in a
situation in which the position of the export or import-competing indus-
tries had significantly changed, and it would be better to look at these
last directly. They give almost no guidance at all when the calculations
of labour shares are insulated from international price movements by
exclusion of primary production, mining and quarrying from G.N.P.
as in the Vernon Report.

5. INDUSTRIAL RELATIONS ASPECTS OF WAGE DETERMINATION

In basic wage decisions and in the economic literature concerning
them considerable reference is made to industrial relations considera-
tions. Some judges have stressed the priority of industrial relations over
economic considerations, and others the reverse. Most economists have
qualified their economic prescriptions with reference to the Commission’s
necessary interest in industrial relations. But whereas much of the
economic discussion has been carried on with a high degree of sophis-
tication and expertise, references to industrial relations issues have
usually been slight and vague.

It is proposed therefore to ask what content can be given to the
notion of “industrial relations considerations”, and to discuss the pos-
sible significance of different concepts. Several possibilities suggest
themselves.

COMMONWEALTH BASIC WAGE DETERMINATION 243

(a) Prevention and settlement of disputes. This is the Commission’s
function under the constitution. In its literal interpretation, however, it
is an objective that is carried out far more by the Commission’s con-
ciliation and arbitration work in particular awards and disputes than in
general basic wage cases. The incidence of industrial disputes is
influenced by many factors, including the strike-proneness of particular
industries, the state of the economy, and special factors in particular
cases. The effects of basic wage increases are, moreover, not clear cut.
While a relatively low increase may give rise to protest strikes, a rela-
tively high increase may lead to disputes over the absorption of over-
award payments. As an illustration of the difficulties in this field we
may compare the case of the fairly substantial basic wage increase of
20/- in June, 1964, and the exceptionally high 561,138 man-days lost
in industrial disputes in Australia during the following September and
December quarters, with the relatively small increase (not basic wage)
averaging between 5/- and 7/- for most workers, in June, 1965, and the
412,848 man-days lost in disputes in the following September and
December quarters.®® Special explanations can no doubt be given but
these merely serve to buttress the view that basic wage determinations
are of limited and dubious value in the prevention and settlement of
industrial disputes.

(b) Preservation of the influence of the Commission. If the Com-
mission were over a period to give a continuing series of very low wage
increases, the trade unions might be expected gradually to lose confidence
in the Commission, and rely more and more on strike activity to achieve
their wage objectives. One may think of basic wage determination,
therefore, in a long-run sense of preserving the influence of the Com-
mission so that the trade unions continue to look to it as a major source
of wage gains, rather than feeling obliged to take strike action to achieve
them. Hancock evidently has this in mind when he says, “Except to the
extent that it is contained in the general goal of preserving the Com-
mission’s influence, the settlement of industrial disputes cannot be re-
garded as a major function of basic wage cases.” (My italics.)3?

Preservation of the Commission’s influence perhaps means no more
here than that the Commission should have at least a minimum regard
for industrial relations considerations in its attempts to deal with eco-
nomic aspects of wage determination. In so far as this is the case it is
not an independent criterion but one that needs interpretation under one
of the headings in the present discussion. If it means more than this
it is a dangerous doctrine. An institution such as an arbitration system
must be expected to do the best job it can according to adequate criteria
and to be willing to give unpopular decisions if need be. Emphasis by
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the Commission on the preservation of its influence could easily be a
cover for intellectual weakness and failure to evolve an imaginative
approach to its problems.

(c) Determination of an ethical wage. Another important interpreta-
tion of “industrial relations considerations™ is that given by Higgins in
his notion of a living wage beyond the reach of bargaining as being
necessary for prevention of industrial disputes. Higgins felt that his task
was to redress what he regarded as the inferior bargaining power of
employees.*® With the development of the capacity-to-pay basic ‘wage,
Higgins’s assumption has implicitly been broadened to require for the
employee a large share of national productivity growth if disputes are
to be prevented. In the postwar world of full employment, however,
the bargaining power of the trade unions has in general been increased
relatively to that of employers, though the precise balance in bargaining
differs in each union-management relationship and according to the
situation at the time and the size of the claims made. Under these con-
ditions the stronger groups of employees have often been able to obtain
for themselves, through market forces and direct negotiations, over-
award payments that have given them a share in national productivity
growth. To the extent that this occurs they do not need the assistance
of Higgins’s living wage or of its capacity-to-pay variant. The Higgins
and post-Higgins assumptions are no longer valid under full employment.

The traditional equity approach therefore Eog_u_%bo&m modification
in the direction of concentration of the Commission’s efforts more on
the needs of weaker groups. Less emphasis on general basic wage in-
creases and more on the needs of particular groups would make it easier
to give substantial help to the latter. It would also ease the problem of
the Commission in times when the situation of the export and import-
competing industries was not such as to permit of large general increases.
The unusual award in the 1966 case of increases in margins for em-
ployees on lower margins, with suggested absorption of over-award pay-
ments, is perhaps to be regarded as a roundabout way of approaching
this problem, though it is scarcely an adequate one. .

(d) The requirements of incomes policy. Should incomes policies
be developed in Australia the co-operation of employers, trade unions
and governments would be required. A three-tiered system would almost
certainly be necessary.* The government’s task would be to provide an
acceptable framework of monetary -and fiscal policy, with possibly sub-
sidiary policies such as control of monopoly. Within this framework
there would have to be agreement between employers and employees
at the national level, possibly with government and/or arbitration assist-
ance, regarding wage increases, etc. Such an agreement would have to

COMMONWEALTH BASIC WAGE DETERMINATION 245

leave room -for flexibility at the industry level so that in particular
circumstances wage increases agreed upon between employers and unions
might in some industries be above the national average and, in others,
below it. Similarly, industry agreements would have to leave room for
flexibility in the wages agreed upon between employers and trade unions
at the organization level, some organization agreements providing for
wages above and some below the average industry level. Arbitration
tribunals could participate if desired, but agreement between employers
and trade unions at. all levels, within an appropriate framework of
government policy, would be fundamental. An incomes policy cannot
be imposed either by arbitration or government. An Arbitration Com-
mission interpreting industrial relations considerations in this light would
necessarily attach great importance to the development of close union-
management _relationships at national, industrial and organizatjonal
levels.

Sir Richard Kirby had thoughts along these lines when in the 1965
basic wage case he referred to the experience built up and incorporated
in the 1961 basic wage decision and the undesirability of too ready an
abandonment of the principles and approach of that decision.  “In my
view”, he said, “advantage should now be taken of the fact that the
unions and employers have in quite important ways been coming fo-
gether rather than further apart in their submissions and arguments in
national wage cases.”*2 This approach was, however, dropped by the
‘majority judgement in that case. : I

The Commission also appears to be uncertain as to its role in the
development of union-management relationships at the organization
level. The growth in bargaining concerning .o<ﬂ-m£m& payments pro-
vides an opportunity for a positive policy in the direction of closer and
more structured union-management relationships at the plant level.
Unfortunately, space does not permit of consideration of, the various
statements of members of the Commission on this subject.®® In general,
however, the Commission’s approach has been the rather negative one
of dislike of over-award payments because of their threat to the
authority of the Commission and the difficulty created for the Com-
mission in carrying out its traditional function of maintaining the relative
standards of weaker groups of workers.. R

Partly as a result of this a gap has developed in our industrial relations
system at the organization level that is filled neither by. the arbitration
system nor by adequate union-management bargaining procedures. .The
filling of this gap is most desirable in itself, quite apart from any ques-
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tion of incomes. policies, for which it would be quite essential. Unofficial
shop committees are in many cases attempting to fill the gap at present.

The Commission’s reluctance to grapple with the problem of over-
award payments may spring in part from fear that it would lose such in-
fluence as it has on the wages of stronger groups of workers. Influence
may, however, be exercised in various ways. It may be used to maintain
a system of wage fixation that is slowly collapsing or it may be used to
guide the mixed compulsory arbitration/collective bargaining system
that is developing. The latter appears to be the more constructive
approach. There could be much for the Commission to do in the way
of conciliation and voluntary arbitration in such a system, though these
would have to be grounded in broad industrial relations considerations
rather than in the principle of comparative justice. There might even
be room for the moderate use of penalties under such a system as a
means of putting pressure on the parties to reach agreement. Union-
management bargaining at the organization level need not necessarily be
on a pure collective bargaining basis. There are many possible varia-
tions on the arbitration/bargaining theme and those that are most
appropriate will have to be discovered by experience.

(e) The development of integrative bargaining. Bargaining between
employers and unions as commonly understood refers to situations in
which one party’s objectives can only be achieved at the expense of
another party, i.e., where there is pure conflict of interest. Bargaining
may also occur, however, over an issue in which the parties are not in
fundamental conflict, e.g., where there is a problem of some joint
interest to be solved. Walton and McKersie give the names, “distribu-
tive” and “integrative” bargaining to these two types of bargaining
process.** Bargaining very often involves elements of both distributive
and integrative bargaining, in different proportions in different cases.
Some of the most promising developments in industrial relations at the
present time are in the direction of integrative bargaining, well-known
recent examples being the Fawley productivity agreement,*s which dealt
with a problem of excessive overtime, and the West Coast Longshore
Agreement,*® which dealt with problems arising from technological
change. The arbitration system arose largely to control distributive bar-
gaining but it would be very appropriate for it now to give increasing
attention to how it might facilitate the development of integrative bar-
gaining. The growth in over-award payments provides a basis for
developments in union-management relations at the organization level
which in turn could lead to more bargaining of the integrative kind. In
working out its approach to basic wage determination the Commission
must necessarily reach some decision as to the place of over-award pay-
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ments in the Australian system, and in doing so will need to give major
weight to these aspects.

Professor Hancock, in a recent study of earnings-drift in Australia,
has argued that over-award payments are of limited importance, it
being unlikely that they have been “‘responsible for as much as half of
the long-term earnings-drift”.#” From the standpoint of industrial rela-
tions, however, absolute increases are in general just as important as
percentage increases, as all increases have to be bargained for in some
way or another. Moreover, one must not be too conservative about
ascribing over-award aspects to payments by result and to overtime.
H. A. Turner’s evidence concerning the influence of piece-rates on time
rates,*s and Flanders’s evidence concerning the spreading of overtime,*?
suggest the doubtful usefulness, from the standpoint of long-term move-
ments in relative wages, of separating out the different elements in them.
Relativity between total earnings probably tends eventually to become
established. It is the qualitative aspects of over-award payments, how-
ever, that are more important for industrial relations. They are the focal
point for possible major developments in our industrial relations system
in the direction of filling the present gap at the organization level. the
development of integrative bargaining, and conceivably the carrying out
of incomes policies.

(f) Attention to deeper sources of conflict. Also to be considered,
for the sake of completeness, though it is relevant for arbitration of
particular disputes rather than for basic wage determination, is the
extent to which it would be appropriate for Commissioners to develop
more attention to the deeper sources of conflict at the organization
level. What attention, for example, should Commissioners give to recent
advanced work on employee motivation?%® Difficulties arising basically
from poor organization of the work, resulting in poor motivation, are
probably the most important of all underlying sources of industrial con-
flict. Could Commissioners develop their role so that in particular
disputes they would expect to hear evidence on such matters, in the
same way as they now expect to hear evidence on economic matters in
basic wage cases? This would provide a most constructive role for the
arbitration system.

6. FUrRTHER COMMENTS

The industrial relations/equity-capacity to pay conflict would be
greatly reduced if an incidence approach were adopted in basic wage
determination. The price stability and prices-plus-productivity approaches
would then be seen as special cases. The other major development
needed is use of the growth in over-award payments to develop integra-
tive bargaining.
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-;Further comments also - suggest -themselves:—(a) The- total wage,
whatever its particular advantages or disadvantages, is seen to be largely
irrelevant for the major issues of wage determination. (b) The abolition
of cost.of living adjustments, which occurred as a corollary of the price
stability approach, ‘must be reconsidered now -that that approach has
been rejected. These have the advantage of providing a rough but useful
way of keeping Australian ‘wages and prices in relation to overseas wages
and prices, as ‘broadly required by the incidence approach. (c) The high
degree of articulation of Australian differentials based ‘on’ comparative
justice cannot be maintained as over-award- payments grow. ‘A new
differentials pattern may be expected to evolve but this will not be based
on comparative justice except in so far as the Commission is able to
maintain the standards of weaker groups. As these developments have
potential industrial relations advantages, the Commission should - not
resist them. S

. There has been Ecowv Eomnomm in industrial relations theory since
arbitration tribunals began their work seventy years ago, and more use
should be made of these developments. The scope for assisting the
development of integrative bargaining and of using modern industrial
relations theory in the settlement of particular disputes points to the
possibility of a highly creative, indeed unique, industrial relations role
for the Commission in the future. The potentialities are such that
incomes -policies could well turn out to be unnecessary. The increases
in produetivity that could come from improved industrial relations pro-
cedures would -provide: much more room- for manoeuvre in the deter-
‘mination of wages and other conditions by management, unions and
the: Commission. This is all to the good, as although one cannot say at
present that the difficulties of incomes policies are insoluble, they- are
certainly very -great. The development of full employment in the macro-
economic field seems to require a corresponding -development at the
industrial relations level, if the benefits of full employment are to be
attained without the disadvantages of-inflation. Integrative bargaining,

assisted by the Commission, could be this development. -

In this context those who, in the* industrial relations /equity-capacity
to pay conflict have stressed the priority of industrial relations con.
siderations seem ultimately to have been right. In the end the solution
to the economic EoEoBm_o,m “basic wage determination awaits the
solution to the industrial relations problems.
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Human m:mw:nma:m

A. D. PERRIMENT

Monash University

ADVANCES in engineering technology over the past two decades have
highlighted a number of issues of considerable significance for equip-
ment and systems designers. One is that, regardless of the technical
sophistication of equipment, the operator retains a unique role in its
effective functioning. A second is that much specialized knowledge of
the details and range of human abilities is required if the performance
capabilities of equipment are to be realized.

This awareness of the vital role which the human operator plays in
man-machine systems has led in recent years to the emergence of a
rapidly growing group of experts from a variety of disciplines, whose
major interest is in designing equipment and machine complexes which
are maximally compatible with the known capacities of man. Their con-
cern is with the human factors which are of significance in engineering
design, with engineering for human use. This is the specialist area of
Human Engineering.

Human Engineering can be defined as the study of those performance
attributes which govern man’s ability to interact effectively with
machines, both individually and in complex man-machine systems, and
the application of this knowledge to system design. Although the term
Human Engineering has gained wide acceptance in the U.S.A,, the name
Ergonomics is used in England and Europe to describe work in this
area. In Australia the choice of terms remains largely a matter of in-
dividual preference.

The Emergence of Human Engineering

Prior to World War II, the design of industrial and military equip-
ment was the undisputed province of the engineer as the major design
interests were either technical or economic; biological scientists were
rarely called upon for advice concerning the capabilities of people to
use this equipment. The war years saw a rapid increase both-in the
volume and the complexity of the technical equipment which men were
required to use, but, although much of this equipment was often tech-
nically ingenious, it frequently failed to perform as well as its designers
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