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Executive summary 

There are concerns about increased industrial militancy and demands for increases 
in remuneration and conditions that are not proportional to productivity gains in the 
construction industry. 

The construction sector plays a key role in the economy as a major activity in its 
own right and as the builder and developer of the buildings and infrastructure 
facilities that house other critical services. Commerce, retail, transport, health care, 
and education all rely upon access to affordable buildings and other constructed 
facilities. The possibility of deterioration in industrial relations in the construction 
industry could have profound and far-reaching consequences for economic 
performance. 

The NSW Government has also announced its commitment to a major 
infrastructure development program. Government infrastructure investment in New 
South Wales will total $61.8 billion over the four years to 2015-16. This investment 
could be placed at risk given deterioration in industrial relations in the construction 
industry. 

This report reviews the data that is available about industrial relations performance, 
and changes in costs and productivity. It assesses what may happen to the NSW 
Government’s infrastructure program given a regression in industrial relations and 
economic performance of the industry to levels seen in the 1980s and 1990s where 
there were significantly higher rates of industrial disputation and poor productivity 
in the construction industry. 

The report also reviews the overall economic implications to the construction 
industry, and the economy of NSW of adverse industrial relations outcomes. This 
can help illustrate the costs that may be avoided if deterioration in industrial 
relations in the construction industry is averted. 

Trends in industry performance 

The statistics about industrial relations performance and the economic performance 
of the construction industry in NSW are poor and generally insufficient to draw 
firm conclusions about recent trends and developments. Some general insights, 
however, can be discerned about longer-term developments in the industry data that 
is to hand. 

It is broadly clear that there has been a reduction in industrial disputes over the last 
several years. In fact, days lost to disputes have been particularly low since 2006 in 
the Australian construction industry at large and in statistics for the NSW 
construction industry.  While this improvement is often attributed by industry to the 
establishment and operation of the previous Australian Building and Construction 
Commission (ABCC), the introduction of a national code of practice and 
implementation guidelines, as well as specific building industry legislation, the 
strength of this linkage cannot be definitively established with the data. 

It is also clear that the economic performance of the construction industry has 
improved substantially in the period since 2001. While the Global Financial Crisis 
(GFC) seems to have halted growth in construction industry revenue and reduced 
profitability, it did not halt construction activity. 
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Labour productivity in the construction industry recovered from a dip in 2001. 
Multifactor productivity has recovered to catch up with the rest of the market sector 
in the period from 2006. 

Wages and compensation in general in the construction industry improved in the 
period following 2001. In fact, reflecting steady increases in Average Weekly 
Earnings (AWE) in the construction sector following 2001, the sector caught up and 
has overtaken the AWE of other labour intensive sectors such as transport and 
manufacturing. It would seem that the reduction in industrial disputes as well as the 
improvement in productivity in the construction industry did not occur at the 
expense of wages paid in the construction industry. 

Assessment of impacts on NSW Government infrastructure construction 

The forward work program for infrastructure construction in NSW is significant, 
with construction by private and public sources across a range of important 
construction classes projected to be between $20 billion and $25 billion per annum 
in real terms over the next decade. 

The NSW Government is involved in significant infrastructure expenditure. The 
sources of infrastructure funding in NSW are moving away from Commonwealth 
Government and the recent stimulus package funding towards NSW Government 
own budget funding. 

Previous reviews have found that there was a reduction in construction costs for 
major infrastructure projects associated with the introduction and operation of the 
(now closed) ABCC. They focused on comparing costs that prevailed in the late 
1990s and early 2000s to the performance of the construction costs in infrastructure 
up to around 2007. These studies found that the change helped the industry to avoid 
costs with a value of between 2 and 11 per cent of the overall project cost. 

As the introduction of the operation of the Fair Work Building Industry Inspectorate 
(known as Fair Work Building and Construction, FWBC) is so recent, there is no 
specific evidence about its impact on the cost of infrastructure provision in NSW. 
To estimate the possible costs of the change it is helpful to look again at the nature 
and magnitude of savings that were calculated to arise from the introduction of the 
ABCC and apply them to the projects that are in the NSW Government’s State 
Infrastructure plan. On this basis and in order to produce a conservative estimate of 
the impact, this analysis uses the lower end of the cost impact range — 2 per cent. 

The impacts of a 2 per cent annual increase in wages would have a cumulative 
impact on infrastructure spending by the NSW Government of over $130 million 
over the current budget forward estimates. 

The impacts of a return to higher costs would have a significant impact on the cost 
to deliver key projects for the state. For instance, for the North-West Rail Link, 
increased wages could increase costs in the scenario modelled by $14 million. For 
WestConnex a 2 per cent time overrun is calculated to amount to $60 million in 
user charge revenue lost. 

Assessment of economy wide impacts 

As noted earlier, construction plays a central role in the economy as a major 
economic activity it its own right and in supporting or housing many other services 
and industries. It is therefore important to assess what the impact of deterioration in 
industrial relations in the construction industry would be for the economy at large. 
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Direct and flow-on impacts of deterioration in industrial relations in the 
construction industry can be measured using a detailed CGE model of the state and 
Australian economies. Because there is no direct evidence of the impact of 
industrial relations events that are yet to happen the analysis examines scenarios 
that seek to show answers to ‘what if’ questions. 

One scenario looks at what happens if there is an adverse productivity shock in the 
NSW construction industry. The focus is upon events where there is a loss in 
productivity due to days lost in industrial disputation as well as delays and lost 
output. 

Where ‘the adverse productivity shock is set to a 2 per cent reduction in multi factor 
productivity it is expected that: 

• the output of the construction industry in NSW would be lower than otherwise 
by $620 million initially in 2012, with a gain in employment of 4 300 jobs 
(reflecting the need to employ more people in the industry to offset lower 
productivity); 

• other industries in NSW would shrink slightly and employ less workers to 
accommodate the changes in the construction industry; and 

• the NSW economy would shrink by around $500 million and overall 
employment in the state would grow by 2,400 jobs overall, inclusive of the 
4,300 extra jobs in the construction industry. This indicates that 1,900 jobs will 
be shed by the rest of the state’s industries. 

A second scenario examines what happens if there are unfunded labour cost 
increases. That is, where there is an increment to the total cost of labour without a 
corresponding increase in productivity. This represents an increase in the cost of 
hiring workers, and is not necessarily an increase in worker remuneration. Where 
the unfunded increase is set to 2 per cent it is expected that initially in 2012: 

• the construction industry in NSW would shrink by $450 million and reduce 
employment by around 8,200 jobs; 

• the impact on other industries would be mixed. Property and business services, 
wholesale and retail trade and other services, which are dependent on 
property/construction inputs would be adversely impacted by this change; and 

• the NSW economy would shrink slightly by $400 million overall and 
employment would be reduced compared to the base case throughout the state 
by 10,200 jobs.  

It is notable that the different scenarios produce broadly comparable results in terms 
of the adverse consequences for economic activity in NSW, but the flow on 
implications work their way through the economic system differently. The 
productivity shock draws labour away from other industries in the short run, before 
the loss of economic activity shrinks employment at large. On the other hand, 
unfunded labour cost increases reduced employment in the construction industry 
and other industries that leads to a reduction in overall household consumption and 
a general reduction in activity in NSW. 
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Increased industrial unrest in NSW may occur differently than in the scenarios 
modelled. For example it is possible that initially, delays due to increased 
disputation may result in lower productivity, but this could be followed by higher 
costs in the future when companies accede to unfunded labour cost demands, 
resulting in a combination of the factors modelled in the two scenarios. This may 
compound the effect of the scenarios. That is, rather than being alternatives, there is 
a possibility that the impacts may be additive. 

Sensitivity scenarios were also examined where there is a greater level of 
disputation, or if the impacts of disputation are greater than the 2 per cent modelled 
in the core scenarios. 

The sensitivity scenarios indicate that the adverse economic findings would 
increase in proportion to the size of the shocks. Thus, if it is the case that a loss of 
multi factor productivity of 10 per cent is realised due to the changes in the 
industrial relations arrangements for the construction industry the impacts would 
increase by around 5 times to those reported above. 

 



E C O N O M I C  I M P A C T  O F  C O N S T R U C T I O N  I N D U S T R I A L  R E L A T I O N S  A R R A N G E M E N T S  I N  N S W  

 

The Allen Consulting Group 1 
 
 

Chapter 1  

About this report 

The Business Council of Australia (BCA) has engaged the Allen Consulting Group 
to undertake an economic analysis of the potential impact of industrial relations 
developments in the construction industry in NSW. 

The terms of reference for this study are as follows: 

• assess the economic and financial impact of increased industrial demands that 
do not deliver productivity benefits (noting recent experiences in Victoria and 
other states where there has been evidence of increased union militancy and 
industrial demands); 

• assess the potential direct costs if industrial relations activity escalates, 
particularly on forthcoming NSW Government infrastructure projects; and  

• assess the avoided costs if increases in industrial relations activity do not 
materialise, in the context of the NSW building and construction industry and 
the state at large. 

Notably, a key factor in the scope of the report is that the analysis was conducted 
using data available as of November 2012. Furthermore, it is important to keep in 
mind that the new regulatory environment that is reviewed in the analysis has only 
been in operation since 1 June 2012.  

The rest of this report is organised as follows. 

• Chapter 2 outlines recent industrial relations developments. 

• Chapter 3 provides an overview of construction industry trends over the past 
twenty years and includes information on industry performance, productivity, 
employment and wages and industrial disputes. 

• Chapter 4 analyses the potential effects of escalation of industrial relations 
activity on the NSW infrastructure plans. 

• Chapter 5 outlines the potential state-wide impacts of escalation of industrial 
relations activity in NSW. 

• Appendix A provides detailed modelling results. 

• Appendix B provides details of the MMRF model. 
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Chapter 2  

Recent industrial relations developments 

This chapter provides an overview of recent industrial relations developments in 
Australia. In particular, it discusses industry concerns about recent developments in 
New South Wales and other states and outlines recent changes in the construction 
industry’s regulatory framework. 

2.1 Industry concerns 

The building and construction industry is concerned about an adverse industrial 
relations environment. A key factor in these concerns is the impact that recent 
regulatory changes (outlined in Section 2.2 below) are having on the behaviour of 
industry participants. In particular, industry is concerned that the disappearance of 
the Australian Building and Construction Commission (ABCC) and the removal of 
certain conditions of the industry code of practice are resulting in increases in 
industrial relations activity and labour costs.  

Industrial relations can form a variable that significantly influences whether a 
builder or subcontractor makes a profit or loss on a project.  This can occur in a 
number of ways including: 

• the disruptive effect of delays occasioned by strikes, other work stoppages and 
restrictive work practices; 

• demands for increases in fund contributions, site allowances, so called 
contractor and labour hire clauses and other items; and 

• contrived safety disputes. 

The surge in industrial activity is most apparent in other jurisdictions, especially in 
Victoria and Queensland where industrial relations activity has been significant 
(e.g. the incidents at Queensland’s Children Hospital’s and Grocon’s sites in 
Melbourne — see Box 2.1 and Box 2.2). This increased activity in industrial 
activity is seen by industry to be the result of: 

• the diminished capacity of FWBC to respond to industry lawlessness when 
compared to the ABCC; 

• the reduction in powers given to the FWBC — the ABCC's powers may have 
been viewed as a credible threat by building industry participants, who were 
concerned to follow the Code; 

• the reductions in penalties for breaches in workplace law; and 

• changes in the way the National Code Guidelines of Practice for the 
Construction Industry and the Implementation Guidelines are applied and 
compliance assessed. 

 



E C O N O M I C  I M P A C T  O F  C O N S T R U C T I O N  I N D U S T R I A L  R E L A T I O N S  A R R A N G E M E N T S  I N  N S W  

 

The Allen Consulting Group 3 
 
 

Box 2.1 

CASE STUDY: QUEENSLAND CHILDREN’S HOSPITAL 

Overview 
The Queensland Children’s Hospital (QCH), a major Queensland State Government 
infrastructure project scheduled to be open in late 2014, is under construction at South 
Brisbane. The QCH is a project valued at approximately $800 million and is being 
constructed for the Queensland Government, to be operated by the Queensland 
Department of Health. 
 
During the period August — October 2012, the Construction Forestry Mining Energy 
Union (CFMEU), Communications Electrical & Plumbing Union (CEPU), and the Builders 
Labourers Federation Queensland picketed outside the Brisbane Children’s Hospital 
construction site of contractor Abigroup Ltd. The cause for the dispute was the collapse 
of industrial negotiations between the unions and Abigroup over the status of 
sub-contractors. This picket saw no work being performed on the site, and was only lifted 
on 2 October 2012 after the disputing parties agreed to Fair Work Australia (FWA) 
mediation. 
 
Cost of industrial action 
The CFMEU and CEPU appealed the orders of FWA dated 5 September 2012. The 
Attorney-General for Queensland intervened in that proceedings and made submissions 
that included the estimates of the financial cost of the dispute. 
 
• The financial impact of the eight week loss of work on this project, together with time 

lost due to ramping up of the workforce on the site, has been estimated by the 
Queensland Department of Housing and Public Works to have caused direct costs 
which will be payable by the Queensland Government in the order of $7,400,000, 
comprising: 
– loss of shared bonus by reason of inability on the part of Abigroup to complete 

the project for less than the tendered guaranteed construction sum: $4,800,000; 
– additional contract payments: $400,000; 
– prolonged contract administration staffing costs: $1,750,000; and 
– additional payments to consultants: $450,000. 

  
• Abigroup estimates that their cost of the stoppage was $300,000 per day, excluding 

RDOs, and any contractual damages that might be levied by the Queensland State 
Government. 

Source: Queensland’s Attorney-General's submission to the Federal Magistrate's Court matter between 
Abigroup and Robert Carnegie (for contempt).  
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Box 2.2 
CASE STUDY: GROCON’S MYER EMPORIUM SITE 

Overview 
On 20 August 2012, CFMEU members picketed sites of construction firm Grocon in 
Melbourne, Brisbane and Sydney. The Grocon dispute went on for 16 days. The basis of 
these disputes was the CFMEU claim that Grocon refused to allow externally appointed 
safety representatives, nominated by the CFMEU, access to Grocon’s construction sites. 
 
In all, about $3 billion worth of Grocon projects were under threat from union action. 
Some of the affected Grocon sites in Victoria were: 
• Myer Emporium site at Lonsdale Street (contract price for the project: $1.16 billion); 
• the Victorian Comprehensive Cancer Centre in Parkville where the Grocon Group of 

companies is party to a contract for its development (contract price for the project: 
about $1 billion); 

• the McNab site in Footscray (contract price for the project: $80 million); and 
• the Westpac site at 150 Collins Street, Melbourne (contract price for the project: 

$114.8 million). 
 
Unlike the Abigroup dispute, this dispute was not characterised by any order being made 
by FWA against the Victorian CFMEU. Rather than accept FWA-sponsored mediation, 
Grocon was successful in the Victorian Supreme Court in having an injunction imposed 
against the CFMEU. This injunction ordered the CFMEU to cease the picket at Grocon’s 
Melbourne CBD worksite. The injunction was ignored by the union, and Grocon is now 
pursuing contempt action. 
 
The hearing of the contempt claim lodged by Grocon against the CFMEU is currently 
underway in the Victorian Supreme Court. In addition, Fair Work Building and 
Construction commenced on 8 October 2012 civil action in the Federal Court against the 
CFMEU and certain affiliated individuals, the charge being unlawful industrial action 
involving coercion. 
 
Cost of industrial action 
While there are no ‘official’ estimates of the costs of the dispute, the following figures 
published in the media give an indication of the possible costs. 
• This dispute is estimated to have cost Grocon more than $370,000 a day just in the 

site in Melbourne’s Lonsdale Street. Grocon seeking $10.5 million in lost revenue to 
be recovered from Victorian CFMEU. 

• The cost to the tax payer, incurred primarily by the hefty police presence, is 
estimated at $500,000 each day of the dispute.  

Source: FWBC, 2012b, Burgess, 2012 and Gardiner 2012. 

Over the last ten years the building and construction industry in NSW has 
experienced a decline in militant union industrial behaviour (attributed by industry 
to the establishment of the ABCC, the introduction of a national code of practice 
and implementation guidelines, as well as specific building industry legislation).  

While it is not clear that there has been an increase in industrial activity in the state, 
there are concerns that industrial unrest will eventually permeate to NSW with 
some signs of unrest already appearing, including: 

• attempts to unsettle sites with unfounded health and safety concerns; 

• a push for the re-introduction of project agreements; 

• claims for site allowances; 
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• continued claims for Enterprise Bargaining Agreements (EBAs) across the 
industry;  

• instances of harassment of subcontractors;  

• claims for contractor and labour hire clauses; and 

• recent incidents at the Barangaroo site (see Box 2.3) 

The magnitude of the potential increase in unlawful industrial action in NSW and 
its associated costs are unknown, although it is viewed by some industry 
stakeholders that it is unlikely that the unrest and its costs will be as significant as in 
the past (before the ABCC came into existence).  

Box 2.3 

CASE STUDY: BARANGAROO 

The Barangaroo waterfront precinct development along the western city foreshore of 
Sydney Harbour is Sydney’s largest redevelopment project this century. Valued at over 
$6 billion, Barangaroo is being designed to include six hectares of new headland park, 
busy public waterfront walks and parks, commercial office towers and apartments. The 
development will also be serviced by a new ferry terminal and a green transport plan 
linking the city’s west to the CBD’s western foreshore.  
 
According to the Barangaroo Delivery Authority’s Annual Report, during 2010-11: 

There were no industrial disputes lodged by the NSW Public Service Association with the 
Industrial Relations Commission of NSW. There was no working time lost due to industrial 
disputes during the year. There were no exceptional movements in wages, salaries or 
allowances, except for increases awarded across the public sector by the Industrial 
Relations Commission of NSW. 

NSW Government 2012, p. 76. 

However, the media has reported at least four incidents during 2012: 
• In April 2012 about 150 workers stopped work on the site after the Construction, 

Forestry, Mining and Energy Union (CFMEU) discovered that the area was 
contaminated by toxic chemicals including asbestos and high levels of lead.  

• In June 2012 about 40 construction workers refused to return to work at the southern 
end of the site due to the discovery of more asbestos. The developer Lend Lease 
had previously declared the site to be safe.   

• In July 2012 members of building unions went on strike at Lend Lease projects 
around Australia (including Barangaroo) to push for a new national EBA. The 
CFMEU voted to take action in response to a number of points of contention. These 
included pay increases and a refusal by Lend Lease to negotiate a job security 
clause that would prevent the company from using labour hire workers and include 
provisions for apprentices to work on Lend Lease sites. The CFMEU was seeking 
equal pay and conditions for employees of sub-contractors on Lend Lease sites, 
including the Barangaroo project. According to media reports, the Construction 
National secretary Dave Noonan said that ‘... [their] members are prepared for a 
long, hard battle with Lend Lease to secure a decent national EBA.’  (Mcllroy, J., 
2012). 

• The Barangaroo site also experienced two weeks of (lawful) industrial action in the 
process of negotiating an enterprise agreement. Industrial action affected 45 people 
on site. Delays had an approximate cost of $120,000 per day. This somewhat ‘low’ 
estimate was due to the fact that action was taking at the beginning of the project. 
Had this action occurred during a more advanced stage of the project, the 
developer’s costs would have been significantly higher. 

Source: NSW Government 2012, Patty 2012, SMH 2012, The Age 2012, Mcllroy 2012 and industry 
consultations undertaken by ACG. 



E C O N O M I C  I M P A C T  O F  C O N S T R U C T I O N  I N D U S T R I A L  R E L A T I O N S  A R R A N G E M E N T S  I N  N S W  

 

The Allen Consulting Group 6 
 
 

2.2 Changes in construction industry regulatory framework 

The Building and Construction Industry Improvement Amendment (Transition to 
Fair Work) Bill 2012 (the Bill) passed the Senate on 20 March 2012. The Bill 
received Royal Assent on 15 April 2012, with the substantive provisions of the new 
Act – the Fair Work (Building Industry) Act 2012 (FWBI Act) commencing on 1 
June 2012. 

The Bill represented the Australian Government’s response to the report provided 
by the Hon Murray Wilcox QC titled ‘Transition to Fair Work Australia for the 
Building and Construction Industry’.  

The FWBI Act replaces the Building and Construction Industry Improvement Act 
2005 (Cth) (BCII Act). The major amendments to the BCII Act are outlined in the 
sections below and Table 2.1 provides a summary of key changes.1  

Definition of building work 

The definition of ‘building work’ under the FWBI Act was amended to exclude 
off-site prefabrication of made to order components. This excludes from the 
coverage of the FWBI Act manufacturing that takes place in permanent off-site 
facilities and is separate to the building project. On‑site prefabrication of 
made‑to‑order components to form part of any building, structure or works remains 
covered by the definition of building work. 

Creation of the Building Inspectorate 

The FWBI Act abolishes the ABCC and establishes a new statutory agency, the Fair 
Work Building Industry Inspectorate (known as Fair Work Building and 
Construction, FWBC). FWBC is a stand-alone statutory agency headed by a 
Director (appointed by the Minister) who has similar functions and powers to the 
ABC Commissioner. FWBC’s responsibilities include, amongst others: 

• providing education, assistance and advice to building industry participants; 

• monitoring compliance with designated building laws and the Building Code; 

• taking legal action for contraventions of the FWBI Act, in particular in relation 
to: 

– coercion; 

– industrial action before the nominal expiry date of an enterprise agreement; 

– discrimination; 

– sham arrangements; 

– workplace rights; 

– strike pay; 

– right of entry; 

– terms and conditions of employment; and 

                                                        
1
  Information in this section has been sourced from: the FWBI Act, DEEWR website 2012, FWBC website 

2012, Holding Redlich 2012, Corrs Chambers 2012, Jackson McDonald 2012, MBA 2012 and MinterEllison 
2012. 
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– intervening in relevant court proceedings that involve a building industry 
participant or building work; and 

• where appropriate, referring matters to other Commonwealth or state and 
territory bodies. 

Power in relation to settled proceedings 

The BCII Act gave the ABC Commissioner the power to intervene in or commence 
proceedings even when a matter had been settled between the building industry 
participants. The Director of the FWBC does not have similar powers. 

The FWBI Act provides that if the Director is a joint applicant or has intervened in 
building proceedings and the matter is then settled between the other parties, or 
discontinued, the Director must not continue to participate in the proceedings. 
Similarly, if the Director was not involved in building proceedings, which are then 
settled or discontinued, the Director cannot institute fresh proceedings in relation to 
that matter. 

Industrial action and coercion provisions 

The BCII Act contained extensive unlawful industrial action and coercion 
provisions that were specific to the building industry. For instance, the ABCC had 
the power to make an application for an injunction to stop industrial action, which 
included a ban, limitation or restriction on the performance of a particular aspect of 
work to advance the industrial objectives of a union. 

The BCII Act contained specific maximum penalties for building industry 
participants breaching these provisions ($110,000 for a body corporate and $22,000 
for individuals). The FWBI Act removes these industry specific provisions making 
the regulation of industrial action and coercion in the building industry the same as 
every other industry and governed by the Fair Work Act 2009 (FW Act). Building 
industry participants are no longer subject to higher penalties. The maximum 
penalties for breaching the relevant provisions have been reduced to $33,000 for a 
body corporate and $6,600 for individuals. 

Power to obtain information 

The BCII Act allowed the ABC Commissioner, if the Commissioner believed on 
reasonable grounds that a person had information or documents relevant to an 
investigation, to issue a written Notice requiring that person to provide information, 
produce documents, or attend before the Commissioner to answer questions 
relevant to the Commissioner’s investigation (Notice). Failure to comply with a 
Notice carried a penalty of imprisonment for six months. 

Under the FWBI Act, whilst the FWBC retains the powers held by the ABCC to 
require a person to give information, produce documents and attend an interview to 
answer questions, application by FWBC for an examination notice must be made to 
a Presidential Member of the Administrative Appeals Tribunal (the Presidential 
Member) who must be satisfied that a case has been made out for its use.  

Before granting permission to issue a Notice, the Presidential Member must be 
satisfied that, among other things: 

• all other methods of obtaining the materials or evidence are either inappropriate 
or have been attempted and were unsuccessful; 

• the information or evidence would likely be of assistance to the investigation; 
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• it would be appropriate having regard to all the circumstances, to issue the 
Notice; and 

• any other matters prescribed by the Regulations. 

It remains an offence if a person who has been given an examination notice fails to: 

• give the required information or produce documents at the required time; 

• attend to answer questions as specified in the examination notice; take an oath 
or affirmation if required to do so; or 

• answer questions relevant to the investigation while attending the examination. 

In addition to imprisonment of up to six months for failure to comply with a Notice, 
the FWBI Act now includes a note that the Court may impose a monetary penalty 
instead of, or in addition to, a term of imprisonment (maximum penalty of $3,300 
for individuals or $16,500 for body corporate). 

Other safeguards imposed by the FWBI Act on the exercise of the FWBC coercive 
powers include:  

• an entitlement for a person attending an examination to: 

– be represented by a lawyer of their choice; 

– can refuse to disclose information on the grounds of legal profession 
privilege and public interest immunity will be recognised; and 

– be reimbursed for their reasonable expenses (including loss of wages or 
other income, reasonable legal expenses and reasonable travel and 
accommodation expenses); 

• provisions which prevent the Director from requiring a person attending an 
examination to enter into a confidentiality undertaking in relation to the 
examination; and 

• a requirement that all examinations be videotaped and for the Director of the 
Inspectorate to provide a report and the video tape to the Commonwealth 
Ombudsman for review, with the Commonwealth Ombudsman to report at least 
annually on the use of the coercive powers. 

Exemptions 

The FWBI Act also creates the office of the Independent Assessor — Special 
Building Industry Powers (the Independent Assessor). Certain stakeholders will be 
able to make an application to an Independent Assessor to have the FWBC’s 
Director’s power to issue a Notice to provide information, produce documents or 
answer questions be ‘switched off’ on particular building projects.  

The Independent Assessor must not switch off compulsory powers at a particular 
building project unless the Independent Assessor is satisfied that it would be 
appropriate to do so having regard to the objects of the FWBI Act and the public 
interest. 

Building industry inspectors 

FWBI Act provides for the appointment of Building Industry Inspectors to replace 
the ABCC’s Inspectors. 
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A Building Industry Inspector has the same functions and powers as a Fair Work 
Inspector, but the powers of a Building Industry Inspector may only be exercised in 
relation to a building matter (i.e. a matter that relates to a building industry 
participant). Inspectors are also to monitor compliance with the Building Code. 

Implementation Guidelines for the national Code of Practice 

The changes outlined above do not affect the National Code of Practice for the 
Construction Industry and Guidelines which continue to apply, however, new 
Implementation Guidelines have been introduced and apply to projects that are the 
subject of an expression of interest or tender for the first time on or after 1 May 
2012. 

The new guidelines apply to all projects funded directly and indirectly by 
Commonwealth funding entities, however, parties seeking to undertake Federal 
Government work are required to comply with the guidelines on all privately 
funded projects. 

The most significant changes are as follows. 

• Dispute resolution — the new guidelines include the requirement that enterprise 
agreements covering projects must contain genuine dispute resolution 
procedures, which enable a third party to settle the dispute with a binding 
decision and also allow for voluntary agreements to be made between a 
union(s) and employer(s) regarding certain community, welfare and other 
relevant matters. These dispute resolution procedures require: 

– employees to be able to appoint a representative in relation to a dispute; 

– procedures in place to deal with the dispute initially at the workplace level; 

– an ability to refer the dispute to an independent third party; and 

– the capacity for the dispute to be settled by a decision binding on the parties 
by an independent third party (i.e. arbitration). 

• Unregistered written agreements — the new guidelines have slightly relaxed 
the strict prohibition on the use of unregistered written agreements (i.e. 
agreements that have not been certified, lodged or otherwise approached under 
an industrial law but which provide for terms and conditions of employment). 
The guidelines will permit unregistered written agreements in certain 
circumstances where the agreement concerns participation in: 

– community, welfare or charitable activities; 

– initiatives to promote the employment of women, indigenous, mature age or 
other group of workers disadvantaged in the labour market; 

– workers’ health and wellbeing initiatives; 

– waste reduction, carbon pollution reduction and recycling initiatives; 

– programs to reduce bullying, sexual harassment or workplace 
discrimination; 

– initiatives to encourage fair, co-operative and productive workplace 
relations across the industry; and 



E C O N O M I C  I M P A C T  O F  C O N S T R U C T I O N  I N D U S T R I A L  R E L A T I O N S  A R R A N G E M E N T S  I N  N S W  

 

The Allen Consulting Group 10 
 
 

– initiatives to promote the take-up and completion of apprenticeships, such 
as mentoring programs. 

• Project agreements — some of the conditions on making project agreements 
(project wide agreements on the pay, conditions and other entitlements of 
employees engaged in a project) have been relaxed. In particular, although the 
National Code continues to provide that project agreements are only 
appropriate for major contracts, project agreements may now be permitted on 
projects worth less than $100 million and there is no longer a requirement that 
the project agreement provide a clear and demonstrable benefit to the 
Government prior its implementation. However, other key restrictions on 
project agreements remain, including that they must be approved under the FW 
Act and that they cannot override each contractors' workplace arrangements. 

• Adverse workplace decisions — the tender evaluation criteria now provides that 
Funding Entities2 are prevented from entering into contracts with tenderers who 
have had an adverse Court or Tribunal decision against them for a breach of 
workplace relations law, work health and safety law or workers’ compensation 
law if the tenderer has not fully complied with any relevant order.  

 

                                                        
2
  For the purposes of these Guidelines, ‘Funding Entities’ includes: all Departments of State, Departments of the 

Parliament and prescribed agencies named in the Financial Management and Accountability Regulations 1997 
and all the Commonwealth authorities and wholly owned Commonwealth companies required by a General 
Policy Order, issued under section 48A of the Commonwealth Authorities and Companies Act 1997 (CAC 
Act), to apply the Code and Guidelines. 
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Table 2.1 

COMPARISON OF KEY CHANGES TO BUILDING AND CONSTRUCTION WORKPLACE LAWS 

 Building and Construction Industry 
Improvement Act 2005 (Cth) (BCII Act) 

Fair Work (Building Industry) Act 2012 

Regulatory agency Australian Building and Construction 
Commission (ABCC) 

Fair Work Building and Construction (FWBC) 

Features and role of 
regulatory agency 

Like the ABCC, FWBC: 
• continues to be a standalone independent statutory agency that regulates workplace laws in 

the building and construction industry. It is not a part of Fair Work Australia or the Fair Work 
Ombusdsman; and 

• investigates (and if necessary prosecutes) breaches by building industry participants of 
federal workplace laws including: unlawful industrial action, freedom of association, 
coercion, right of entry, the Building Code, underpayments and sham contracting. 

Who is covered by the 
Bill and what type of 
work 

Like the BCII Act, the FWBI Act affects the rights and obligations of ‘building industry 
participants’.  This includes: building employers, building employees (those who perform building 
work), building contractors and building associations (including officers, delegates, 
representatives and employees of those associations). 
The definition of ‘building work’ as existed under the BCII Act is largely retained with one 
important difference. The FWBI Act now expressly excludes from the definition of ‘building work’ 
off site pre-fabrication made to order components. 
The provisions of the FW Act apply unchanged to workers in the building industry.  Provisions 
within the BCII Act which dealt with industry-specific laws (such as unlawful industrial action, 
discrimination, coercion and unfair contracts) have been repealed. 

Penalties for breaches 
of civil remedy 
provisions 

Maximum penalty for a breach of a 
workplace law by a building industry 
participant:  
• $110,000 for a body corporate; and 
• $22,000 for an individual. 

Maximum penalty for a breach of a workplace law by 
a building industry participant:  
• $33,000 for a body corporate; and 
• $6,600 for an individual.  

Restrictions on litigation 
involving settled matters 

The FWBI Act introduced restrictions on the ability of the Director of FWBC to pursue litigation. 
The FWBC cannot pursue litigation and seek penalties (for example, against a union) for 
breaches of workplace laws where the parties settle the matter and discontinue the proceedings 
(i.e. they prevent the FWBC from prosecuting building workers when the parties have settled or 
discontinued matters to ensure that all building industry participants are not subject to multiple 
proceeding). 

Coercive powers The BCII Act allowed the ABC 
Commissioner, if the Commissioner 
believed on reasonable grounds that a 
person had information or documents 
relevant to an investigation, to issue a 
written notice requiring that person to 
provide information, produce 
documents, or attend before the 
Commissioner to answer questions 
relevant to the Commissioner’s 
investigation. 
 

The FWBC retains the powers held by the ABCC to 
compel a person to give information, produce 
documents and attend an interview to answer 
questions. However, the FWBI Act imposes a 
number of safeguards on the exercise of these 
coercive powers by the FWBC. These include: 
• a requirement that the Director make application 

to a Presidential Member of the Administrative 
Appeals Tribunal prior to exercising the coercive 
powers who must be satisfied that a case has 
been made out for its use (i.e. the presidential 
member must be satisfied that the use of the 
coercive powers by the Director is warranted); 

• an entitlement for a person attending an 
examination to answer questions to be 
reimbursed their reasonable expenses;  

• an entitlement for a person attending an 
examination to be represented by the person’s 
choice of legal representative; 

• provisions which prevent the Director from 
requiring a person attending an examination to 
enter into a confidentiality undertaking in 
relation to the examination; 

• a requirement that all examinations be 
videotaped and for the Director of the 
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Inspectorate to provide a report and the video 
tape to the Commonwealth Ombudsman for 
review, with the Commonwealth Ombudsman to 
report at least annually on the use of the 
coercive powers; and 

• under the FWBI Act certain stakeholders will be 
able to make an application to an Independent 
Assessor to have such compulsory powers 
“switched off” on particular building projects. 

Implementation 
Guidelines for the 
National Code of 
Practice for the 
Construction Industry 

Revised Guidelines were issued on 3 March 2012. The amended Guidelines apply to all projects 
that are the subject of an expression of interest or tender for the first time on or after 1 May 
2012. 
The most significant changes are: 
• The removal of blanket prohibitions against project agreements. Project agreements are 

allowed if they are made and approved under the FW Act or in accordance with State 
industrial law. Project agreements may now be permitted on projects worth less than $100 
million and there is no longer a requirement that the project agreement provide a clear and 
demonstrable benefit to the Government prior to its implementation. 

• Whilst a general ban on unregistered agreements is retained, the Guidelines allow 
unregistered agreements to be made dealing with such things as community welfare 
activities, reduction of carbon pollution, initiatives to promote women, indigenous or mature 
aged workers, workers’ health and wellbeing initiatives (such as suicide prevention, health 
checks, dust diseases screening) and programs to reduce bullying, sexual harassment and 
workplace discrimination. 

• It is considered a fundamental breach of the Guidelines if an employer is found to have 
engaged in sham contracting and employers may be subject to sanctions. 

• Enterprise agreements made under the FW Act after 1 May 2012 must include a genuine 
dispute resolution process that provides, amongst other things, for an independent third 
party such as Fair Work Australia to conciliate or mediate a dispute. If the dispute is not 
resolved, an independent third party such as Fair Work Australia must have the capacity to 
settle the dispute via a binding decision. 

Source: the FWBI Act, DEEWR website 2012, FWBC website 2012, Holding Redlich 2012, Corrs Chambers 2012, Jackson McDonald 2012, 
MBA 2012 and MinterEllison 2012. 

2.3 Key points 

• There are concerns in the business community about a worsening industrial 
relations environment in the construction industry. 

• The surge in industrial activity is most apparent in other jurisdictions, 
especially in Victoria and Queensland where increases in industrial militancy 
and industrial demands have been significant. The apparent campaign is marked 
by disputes around Grocon’s Myer Emporium site and at the Queensland 
Children’s Hospital site. These have involved major delays and substantial 
increases in project costs. 

• A key factor in these concerns is the impact that recent regulatory changes are 
having on the behaviour of industry participants. In particular, industry is 
concerned that the disappearance of the ABCC and the removal of certain 
conditions of the industry code of practice are resulting in increases in 
industrial relations activity and labour costs.  

• The threat of increased industrial disputation is in contrast to the performance 
of the past several years in NSW where the building and construction industry 
experienced a major and sustained decline in days lost to disputes. Industry 
attributes much of the previous improvement in the industry to the 
establishment of the ABCC, the introduction of a national code of practice and 
implementation guidelines, as well as specific building industry legislation.  
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• While it is not clear that there has been an increase in industrial activity in the 
state, there are concerns that industrial unrest will eventually permeate to NSW 
with some signs of unrest already appearing. 

• Gathering specific information about the impacts and costs of industrial unrest 
is difficult and anecdotal evidence is problematic to validate. 

• The magnitude of this potential increase in unlawful industrial action and its 
associated costs are unknown, although it is acknowledged that is unlikely to be 
as bad as it was in the past (before the FWBC’s predecessor, the ABCC, came 
into existence). 
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Chapter 3  

Developments in the construction industry 

This chapter provides an overview the performance of the construction sector. It 
looks at the outcomes of the industrial relations environment in the construction 
industry in terms that can be measured and quantified in the data. 

The key areas that can be examined with published data relate to: 

• overall performance — the size and level of activity sustained in construction; 

• industry revenue and profitability — key aspects of the performance of capital 
invested in construction businesses; 

• labour market outcomes — wages, labour costs and employment; 

• industrial action — disputes; and 

• changes in productivity — changes in the economic performance of the sector. 

Each of these areas is reviewed in turn. 

3.1 A snapshot of the performance of the industry 

According to ABS statistics, in 2012 the construction industry in NSW comprised 
about 107,000 businesses and engaged about 300,000 persons as employees, 
contractors and owner operators. In direct terms, the industry accounted for around 
5 per cent of NSW Gross Domestic Product (GSP) in 2010-11. 

The construction sector plays a central role in the economy as it builds the buildings 
and facilities that are an essential part of many other activities. Retail needs shops. 
Schooling and education needs classrooms. Health requires hospitals and surgeries 
and so on. This suggests that the indirect value of the construction industry would 
be larger than the direct impact. 

Figure 3.1  

VALUE OF WORK DONE, NON-RESIDENTIAL CONSTRUCTION (SEASONALLY 
ADJUSTED, CHAIN VOLUME MEASURES), QUARTERLY, 1988-2012 

 
Source: Australian Bureau of Statistics 2012, Construction Work Done, Australia, Preliminary, Cat. No. 
8755.0, Tables 5 and 6. 
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While construction activity has traditionally been viewed as being highly cyclical, 
buffeted by the vagaries of interest rates and economic booms and busts, the 
statistics show that there may have been a break in these cycles. Looking at the 
value of work done in the sector, cyclical downturns are evident in the early 1990s 
and again in the early 2000s (Figure 3.1). From around 2002, however, the sector 
has enjoyed a relatively long growth period, with a strong underlying growth trend. 

The recent trend increase in the value of work done has not been derailed by other 
major economic shocks such as the GFC. Minor declines in the value of work done 
around the time of the GFC appear to have been overtaken by a return to growth. 

The rebound trend in construction activity after the trough in 2000 can be seen in 
most indicators about construction activity. The rebound is particularly apparent in 
Figure 3.2, which looks at private gross fixed capital formation in non-dwelling 
construction. This figure also shows the breakdown in activity by state.  

Figure 3.2  
PRIVATE GROSS FIXED CAPITAL FORMATION, NON-DWELLING CONSTRUCTION 
(CHAIN VOLUME MEASURE), TOTAL BY STATE, QUARTERLY, 1986-2012 

 
Source: Australian Bureau of Statistics 2012, Australian National Accounts: National Income, 
Expenditure and Product, Jun 2012, Cat. No. 5206.0 Tables 22 to 2-9. 

Figure 3.2 shows that much of the recent growth in construction has been in 
Western Australia and in Queensland. This is associated with investment in mining 
capacity. The data also points to some growth in NSW.  

Given the role of construction in servicing most other sectors of economic activity, 
it is to be expected that construction activity would grow in line with the economy 
at large. Figure 3.3 shows that the growth in construction activity in NSW relative 
to the growth in NSW has been mixed.  

The dip in construction activity in 2000 to 2001, with construction growth well 
below growth in GSP, is particularly notable. It would seem that following the 2000 
dip growth in construction has been slightly higher on average than growth in GSP. 
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Figure 3.3  

ANNUAL GROWTH IN NSW CONSTRUCTION VALUE ADDED AND GSP GROWTH 
(ORIGINAL ESTIMATES, CHAIN VOLUME MEASURES), 1991-2011 

 
Source: Australian Bureau of Statistics 2012, Australian National Accounts: State Accounts, 2010-11, 
Cat. No. 5220.0, Table 2. 

3.2 Industry revenue and profitability 

Construction industry revenue saw steady growth from 2001 until the GFC in 2008. 
It dipped following the GFC and has returned to levels slightly below those 
prevailing before the GFC. (See Figure 3.4) 

Figure 3.4  

AUSTRALIAN CONSTRUCTION INDUSTRY REVENUE (TREND, CHAIN VOLUME 
MEASURE), QUARTERLY, 2001-2012 

 
Source: Australian Bureau of Statistics 2012, Business Indicators, Australia, Cat. No. 5676.0, Table 4 
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Construction industry profitability is reflected in Figure 3.5. This reflects the broad 
pattern of relatively strong and sustained growth in the industry following 2001 as 
seen in many indicators for the construction industry. In the case of industry 
profitability, however, the GFC halted the growth trend and industry wide 
profitability has been volatile, swinging around pre-GFC levels over recent years. 

Figure 3.5  
AUSTRALIAN CONSTRUCTION INDUSTRY PRE-INCOME TAX PROFIT, FOUR 
QUARTER MOVING AVERAGE (MARCH 2012 DOLLARS), 1985-2012 

 
Source: Australian Bureau of Statistics 2012, Business Indicators, Australia, Cat. No. 5676.0, Table 9; 
and Australian Bureau of Statistics 2012, Consumer Price Index, Australia, Cat. No. 6401.0 Tables 1 
and 2. 

While we do not have statistics regarding profitability for the construction industry 
in NSW, there is some information about its Gross Operating Surplus (GOS) — see 
Figure 3.6. This reveals that GOS in the industry in NSW recovered strongly after 
2001 and has experienced volatility around levels achieved before the GFC in 
recent years. 

Figure 3.6  

NSW CONSTRUCTION INDUSTRY GROSS OPERATING SURPLUS (2010 DOLLARS), 
1990-2011 

 
Source: Australian Bureau of Statistics 2011, Australian National Accounts: State Accounts, 2010-11, 
Cat. No. 5220.0, Table 2; and Australian Bureau of Statistics 2011, Australian System of National 
Employment trends 
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GOS in NSW seems to be declining in the most recent year in the series (2011), 
which is consistent with concerns voiced by the NSW construction industry about 
recent performance. 

3.3 Labour market 

The ABS estimates that more than 300,000 people were engaged in construction in 
NSW in 2012 including full time and part time employees, employers and workers 
in their own account. There has been a sustained increase in the number of people 
engaged or employed in the construction industry in NSW since 2001 although the 
rate of growth has flattened out in recent years. (See Figure 3.7) 

Figure 3.7  

NSW CONSTRUCTION INDUSTRY, EMPLOYMENT TRENDS, MAY QUARTER, 1995-
2012 

 
Source: Australian Bureau of Statistics 2012, Labour Force, Australia, Detailed, Quarterly, Aug 2012, 
Cat. No. 6291.0.55.003, Data Cube E06_aug94. 

As shown in Figure 3.8, the share of the workforce employed in the construction 
industry in NSW has been volatile over recent years. In contrast to the level of 
investment spending where construction hovers at or around 5.5 per cent, 
employment in construction in NSW has accounted for over 8.5 per cent of total 
employment in the state, up from below 7 per cent in the 1990s. The growth in the 
share of construction employment seems to have been halted over the period 
following 2004. 
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Figure 3.8  

PERCENTAGE OF TOTAL WORKFORCE EMPLOYED IN THE CONSTRUCTION 
INDUSTRY, NSW, FOUR QUARTER MOVING AVERAGE, 1994-2012 

 
Source: Australian Bureau of Statistics, Labour Force, Australia, Detailed, Quarterly, Aug 2012, Cat. No. 
6291.0.55.003, Data Cube E06_aug94. 

Average Weekly Earnings (AWE) in the construction industry (Australia wide) has 
grown strongly since 2001 (see Figure 3.9). The growth in AWE in construction has 
been higher than other labour intensive industries such as manufacturing and 
transport. Where AWE in construction was once lower than these other industries 
prior to 2001, reflecting higher growth in AWE in construction, this is now 
significantly higher than manufacturing and transport. 

Figure 3.9  

AVERAGE TOTAL WEEKLY EARNINGS, SELECTED AUSTRALIAN INDUSTRIES 
(MARCH 2012 DOLLARS), QUARTERLY, 1994-2012 

 
Source: Australian Bureau of Statistics 2012, Average Weekly Earnings, Australia, May 2012, Cat. No. 
Table 10i; and Australian Bureau of Statistics 2012, Consumer Price Index, Australia, Cat. No. 6401.0. 
Tables 1 and 2.  
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Total compensation may be a better indicator of employee returns than AWE. 
Compensation for the NSW construction workforce has overtaken compensation for 
transport, reflecting the relatively rapid growth in earnings in construction. Notably, 
the construction workforce in NSW obtains more compensation than the workforce 
in Victoria and Queensland. This would be the expected outcome given the relative 
size of construction in those state economies. It should be noted that growth in the 
compensation for construction employees in Queensland has been much faster than 
NSW, and that Queensland is now nearly as large as NSW. 

Figure 3.10  

INDUSTRY TOTAL COMPENSATION OF EMPLOYEES FOR NSW CONSTRUCTION 
INDUSTRY AND COMPARATOR INDUSTRIES (2010 DOLLARS), 1990-2011 

 
Source: Australian Bureau of Statistics 2011, Australian National Accounts: State Accounts, 2010-11, 
Cat. No. 5220.0, Table 2; and Australian Bureau of Statistics 2011, Australian System of National 
Accounts, 2010-11, Cat. No. 5204.0, Table 4. 
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Construction industry compensation per employee seems volatile but is generally 
higher in NSW than Victoria and broadly on par with Queensland. This data should 
be viewed with some caution as the calculations involve counting all employees 
(part time and full time). See Figure 3.11. 

Figure 3.11  

CONSTRUCTION INDUSTRY AVERAGE COMPENSATION PER EMPLOYEE, 
SELECTED STATES (2010 DOLLARS), 1994-2011 

 
Source: Australian Bureau of Statistics 2011, Australian National Accounts: State Accounts, 2010-11, 
Cat. No. 5220.0, Table 2; Australian Bureau of Statistics 2011, Australian System of National Accounts, 
2010-11, Cat. No. 5204.0, Table 4; and Australian Bureau of Statistics 2012, Labour Force, Australia, 
Detailed, Quarterly, Aug 2012, Cat. No. 6291.0.55.003, Data Cube E06_aug94. 
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3.4 Industrial activity 

The ABS compiles statistics on working days lost due to industrial disputes. These 
are counted where work stoppages amount to ten or more working days lost. 
Disputes that involve the equivalent of less than 10 working days lost are excluded. 

Excluded from the scope of the data collection are work-to-rules, go-slows and bans 
(for example, overtime bans). Also excluded are the effects of disputes on locations 
other than where the stoppages occurred, such as stand-downs because of lack of 
materials or disruption of transport services. 

The ABS data for disputes in the Australian construction industry are presented in 
Figure 3.12. 

Overall, the data shows that the construction industry has enjoyed a lengthy period 
of low levels of days lost due to industrial disputes over recent years. Industrial 
disputation seems to have begun to moderate from relatively high levels from the 
early 2000s. There was an additional ‘step down’ in disputation from the beginning 
of 2006 where days lost due to industrial disputes fell to around or below 
particularly low levels of 10-12 days lost per 1000 employees. There was a local 
spike of 45 days lost in 2011, but this is several times lower than the spikes of the 
1980s and 1990s. 

Figure 3.12  

WORKING DAYS LOST PER 1000 EMPLOYEES THROUGH INDUSTRIAL DISPUTES, 
CONSTRUCTION INDUSTRY AND ALL OTHER INDUSTRIES, AUSTRALIA, 1985-2012  

 
Source: Australian Bureau of Statistics 2012, Industrial Disputes, Australia, Jun 2012, Cat. No. 
6321.0.55.001, Table 2b; and Australian Bureau of Statistics 2008, Industrial Disputes, Australia, Mar 
2008, Cat. No. 6321.0.55.001, Table 2b. 

It is interesting to note that for most of the period of history charted in Figure 3.12, 
the number of working days lost per thousand employees in the construction 
industry was substantially greater than that for all other industries in Australia. 
While the gap between the two has been steadily closing since the mid-1990s, the 
gap had essentially closed completely since 2006.  
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That is, since early 2006, the number of working days lost per 1000 employees 
through industrial disputes in the construction industry has fallen to around the 
same levels as for the rest of the Australian economy. 

The data on construction industry working days lost per 1000 employees featured in 
Figure 3.12 is also reported in Table 3.1 to provide clarity about the size of the 
change in days lost. 

Table 3.1 

WORKING DAYS LOST PER 1000 EMPLOYEES IN THE AUSTRALIAN 
CONSTRUCTION INDUSTRY 

Year* Days lost 

1985 172.5 

1986 203.1 

1987 125.6 

1988 294.8 

1989 89.0 

1990 55.4 

1991 74.9 

1992 2.3 

1993 1.4 

1994 18.2 

1995 25.1 

1996 534.5 

1997 39.2 

1998 319.4 

1999 63.4 

2000 43.1 

2001 98.8 

2002 52.9 

2003 30.4 

2004 48.6 

2005 32.8 

2006 7.6 

2007 1.7 

2008 2.0 

2009 10.6 

2010 8.7 

2011 44.7 

2012 12.1 

Source: Australian Bureau of Statistics 2012, Industrial Disputes, Australia, Jun 2012, Cat. No. 
6321.0.55.001, Table 2b; and Australian Bureau of Statistics 2008, Industrial Disputes, Australia, Mar 
2008, Cat. No. 6321.0.55.001, Table 2b. * June Quarter 
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Days lost to industrial disputes in the NSW construction industry are reported in 
Table 3.2 below. Regretfully, observations for many time periods are not available 
reflecting constraints in the ABS data. 

Table 3.2 

WORKING DAYS LOST PER 1000 EMPLOYEES IN THE NSW CONSTRUCTION 
INDUSTRY 

Quarter Days lost 

Jun-2004 8.0 

Sep-2004 8.9 

Dec-2004 1.9 

Mar-2005 1.2 

Jun-2005 6.5 

Sep-2005 19.8 

Dec-2005 15.9 

Mar-2006 0.3 

Jun-2006 3.9 

Sep-2006 1.3 

Dec-2006 2.0 

Mar-2007 0.2 

Jun-2007 0.2 

Sep-2007 0.2 

Dec-2007 0.2 

Mar-2008 0.5 

Jun-2008 0.4 

Sep-2008 not available 

Dec-2008 0.1 

Mar-2009 not available 

Jun-2009 not available 

Sep-2009 4.5 

Dec-2009 not available 

Mar-2010 not available 

Jun-2010 0 

Sep-2010 2.1 

Dec-2010 2.7 

Mar-2011 not available 

Jun-2011 not available 

Sep-2011 not available 

Dec-2011 0 

Mar-2012 not available 

Jun-2012 16.2 

Source: Australian Bureau of Statistics 2012 Industrial Disputes, Australia, Jun 2012, Cat. No. 
6321.0.55.001, unpublished data supplied to NSW Industrial Relations. Not available denote data that 
the ABS has not made available due to sample size and confidentiality concerns. 
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The data for NSW shows that like the Australian construction industry at large, 
there have been a relative low number of days lost due to industrial disputes over 
recent years. There has been a recent spike with days lost rising to 16 per 1000 
employees in June 2012. This spike is not high by historical standards and it should 
be noted that there are many missing data points that prevent assessment of the 
trend or background level. (see Figure 3.13) 

Figure 3.13  

WORKING DAYS LOST PER 1000 EMPLOYEES IN THE NSW CONSTRUCTION 
INDUSTRY 

 
Source: Australian Bureau of Statistics 2012 Industrial Disputes, Australia, Jun 2012, Cat. No. 
6321.0.55.001, unpublished data supplied to NSW Industrial Relations. The ABS has not made 
available data for the Sep 2008, Mar 2009, Jun 2009, Dec 2009, Mar 2010, Mar 2011, Jun 2011, Sep 
2011, and Mar 2012 quarters due to sample size and confidentiality concerns. 
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3.5 Construction industry productivity 

Looking at the Australian construction industry’s labour productivity performance 
over the long run since 1995, it is hard to see strong underperformance, or 
outperformance compared to the rest of the economy. Labour productivity in 
construction dipped strongly in 2001, but the industry recovered ground to be 
broadly in line and possibly a little ahead of all other industries by 2012 (Figure 
3.14). 

Figure 3.14  

AUSTRALIAN CONSTRUCTION INDUSTRY LABOUR PRODUCTIVITY INDEX 

 
Source: Australian Bureau of Statistics 2012, Australian System of National Accounts, 2011-12, Cat. 
No. 5204.0, Table 15. 

Multifactor productivity provides a more comprehensive view of the productivity 
performance of an industry as it allows for changes in all factors of production 
including capital and labour. 
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Figure 3.15  

AUSTRALIAN CONSTRUCTION INDUSTRY MULTI-FACTOR PRODUCTIVITY INDEX 
(2010=100), 1995-2011 

 
Source: Australian Bureau of Statistics 2011, Experimental Estimates of Industry Multifactor 
Productivity, 2010-11, Cat. No. 5260.0.55.002. 

The multifactor productivity performance of the Australian construction industry 
compared to all industries based on recent ABS analysis of Australia’s performance 
is summarised in Figure 3.15. 

From Figure 3.15 it is apparent that the construction industry lagged behind other 
market sector industries over several years from 1995. The construction industry 
improved its productivity performance from the period from the dip in activity in 
2001 and has caught up to the multifactor productivity growth in the rest of the 
market sector. Other analysts such as the Productivity Commission and Econtech 
have noted the improvement in the multifactor productivity performance of the 
construction industry over this time. 
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3.6 Key points 

The key points that arise from the review conducted in this chapter are that: 

• The statistics about industrial relations performance and the economic 
performance of the construction industry in NSW are poor and generally 
insufficient to draw firm conclusions about recent trends and developments. 

• Broadly the economic performance of the construction industry has improved 
over the years following 2001 with a sustained period of growth. 

• The GFC seems to have halted growth in construction industry revenue and 
reduced profitability, but it did not halt activity in the construction industry. 

• The construction industry was a trouble spot for industrial disputes especially in 
the late 1990s with the days lost per 1,000 workers spiking in this industry to be 
several times larger than the average for all other industries. The industry then 
appears to have benefited from a period of relatively low levels of industrial 
disputation and days lost beginning from 2001 but reaching particularly low 
levels of disputation from 2006. While data for industrial disputes for the 
construction industry in NSW is limited, there appears to have been broadly 
similarly low levels of days lost in the NSW construction industry also. 

• Labour productivity in the construction industry recovered from a dip in 2001. 
Multifactor productivity has recovered to catch up with the rest of the market 
sector in the period from around 2008. 

• Wages and compensation in general in the construction industry improved in 
the period following 2001. In fact, reflecting steady increases in AWE in the 
construction sector following 2001 the sector caught up and has overtaken the 
AWE of other labour intensive sectors such as transport and manufacturing. It 
would seem that the reduction of industrial disputation in the construction 
industry as well as the improvement in the productivity performance in the 
construction industry did not occur at the expense of wages in the industry. 
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Chapter 4  

NSW infrastructure plans 

The NSW Government has a substantial infrastructure program, with significant 
investment foreshadowed over the next 20 years through the State Infrastructure 
Plan.  

The cost to deliver this plan could be impacted by the industrial relations climate. 
Increased costs of labour can induce cost overruns. Further, where projects are 
delayed by industrial action, there are risks to revenue.  

This chapter assesses the potential impact of adverse changes in the industrial 
relations environment on the cost of delivering infrastructure in NSW. 

4.1 Infrastructure investment in NSW 

Major construction in NSW  

Major construction of infrastructure projects is a significant source of activity in 
NSW. In real terms, the Australian Construction Industry Forum (ACIF) forecasts 
that construction of these large projects will range between 20 and 25 billion dollars 
per annum in real terms over the next decade.  

The strongest contributors to the 20 to 25 billion dollars worth of construction are 
forecast to be bridges, railways and harbours, roads and electricity and pipelines. 
Although some of this expenditure is likely to be engaged in maintenance rather 
than construction, this is still a significant level of activity. 

Figure 4.1  
LARGE PROJECTS IN NSW (REAL $ MILLIONS 2009-10)   

 
Source: ACIF, 2012. 
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NSW Government investment in infrastructure 

NSW public infrastructure investment in the five-year period to 2011 has been 
significantly higher than in the preceding five-year period, with investment of $70 
billion between 2006-11 up from investment of $35 billion from 2001-06. The 
significant increase has been driven primarily by increases in public transport and 
energy distribution (Infrastructure NSW, 2012).  

Capital investment in 2012-13 is projected to remain strong, with a state capital 
program of $15 billion forecast. This is broken down as shown in Figure 4.2. 

Figure 4.2  

NSW CAPITAL PROGRAM, 2012-13 

 
Source: Infrastructure NSW, 2012. 

The capital program is funded by a number of mechanisms, including:  

• user charges (i.e. tolls, public transport farebox, registration fees, utilities 
charging); 

• local government rates and operations;  

• state owned enterprises; and 

• budget allocations. 

NSW Government infrastructure investment is projected to remain high, as shown 
in Table 4.1 
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Table 4.1 

FORWARD ESTIMATES NSW GOVERNMENT INFRASTRUCTURE INVESTMENT          
($ MILLION) 

 2011-12 2012-13 2013-14 2014-15 2015-16 

 Revised Budget Forward estimates 

General Government, 
including public transport 

5,817 7,150 8,873 8,662 7,673 

PTE excluding public 
transport 

5,340 6,014 6,028 5,852 5,323 

Commonwealth economic 
stimulus 

169 64 0 0 0 

Commonwealth other 2,069 1,780 2,111 1,285 1,042 

TOTAL 13,416 15,000 17,004 15,792 14,030 

Source: NSW Treasury, 2012. 

While Table 4.1 demonstrates that infrastructure investment will peak in 2013-14 
following the completion of the North Shore hospital, the other clear message is 
that the sources of funding are undergoing a transformation. While the general 
government contribution to infrastructure — effectively state budget allocations and 
farebox revenue — accounted for 43 per cent of the infrastructure program in 2011-
12, it is forecast to grow to 55 per cent in 2015-16. This suggests that the funding 
pressures are falling more heavily on the state budget, and moreover, that any cost 
overruns on infrastructure projects will be more heavily felt by the NSW budget. 

In this context of heavy state investment in infrastructure, Infrastructure NSW has 
released a state plan that outlines key projects to 2032. The state plan outlines a 
range of priority projects. These are summarised in Figure 4.3. 

Figure 4.3  
STATE INFRASTRUCTURE PRIORITY LIST FUNDING COSTS, EXCLUSIVE OF USER 
CHARGES ($ BILLION) 

 
Source: Infrastructure NSW, 2012. 
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The state priority list summarised in Figure 4.3, is ambitious with significant 
investment in roads, public transport, and the regions. The list is highlighted by the 
WestConnex project — which requires government funding of $2.5 billion over the 
medium term (and three times this much in user charges). 

This is not an exhaustive list — the state infrastructure plan notes a range of other 
projects that will be scoped or considered over the period to 2032. Further, this list 
only includes a subsection of large infrastructure projects. Over this period, 
significant baseline investment in infrastructure can be expected and this plan can 
be seen as additional investment — that will place pressure on the NSW 
Government’s budget as it is rolled out.  

The NSW Infrastructure plan was released on 3 October 2012 and sets out the 
Government’s program of priority projects in NSW over the 20 years to 2032.  

4.2 Review of impacts 

The industrial relations climate can have a significant impact on the costs of 
delivering infrastructure projects. While the most recent changes to the industrial 
relations regime have been too recent to obtain any meaningful data to support a 
robust evaluation, the previous introduction of the ABCC regime in 2005 provides 
an interesting natural experiment that has been quantified in the literature.  

In the literature that attempts to quantify the impacts of the activities of the former 
ABCC, a number of sources of cost/productivity improvements have been 
identified, including reductions in the quantity of reported and unreported industrial 
action, reductions in the quantum of unproductive days/rostering restrictions, 
disruptions, sham disputes and reduced coercion of subcontractors (John Holland, 
2007, Phillips, 2006).  

In its review of the impact of moving to the ABCC, John Holland (2007) notes that 
the benefits to the construction industry have been driven largely by the reduction 
in unreported industrial action, and a reduction in coercion of subcontractors. The 
benefits arising to the sector from this analysis amount to a productivity 
improvement of around 10 per cent.  

Phillips (2006) notes that there are a range of ways in which the differences 
between the pre-ABCC industrial relations climate impacted upon costs. Under 
Phillips modelling of the CityLink project in Melbourne — a project that preceded 
the ABCC reforms — industrial relations costs were estimated to add around 
$295 million to the costs of this project, or 11.8 per cent of the total construction 
costs. These costs were driven by: 

• the cost of non-working union delegates — $58.5 million; 

• unproductive days — $184 million;  

• VBIA Agreement disruption — $9.2 million; 

• sham OHS disputes — $31 million; and  

• sham weather disputes — $12.3 million. 

In a submission to the Wilcox Review, Woodside Petroleum noted that there was a 
significant benefit to productivity and costs from the move to the ABCC regime. 
The differences in the costs of workplace disputes between two similar LNG trains 
are summarised in Table 4.2. 
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Table 4.2 

THE DIFFERENT CONSTRUCTION PERFORMANCE OF LNG TRAINS 4 & 5 

 Comparator projects 

 LNG Train 4 LNG Train 5 

Construction period 2001-2005 2005-2008 

Total capital cost ($, billion) 2.7  2.6  

Peak workforce 2,800 2,000 

On-site man hours 11,000,000 7,500,000 

Man hours lost due to 
industrial action 

254,460 27,424 

Percentage of man hours 
lost to industrial action 

2.3 per cent 0.4 per cent 

Source: Australian Government, 2009. 

Table 4.2 summarises two largely similar projects, however: 

• LNG train 4 was largely constructed in the pre-ABCC regime; and  

• LNG train 5 was largely constructed under the ABCC regime.  

The difference in the time lost due to industrial action is striking — while LNG 
train 4 lost 2.3 per cent of man hours to industrial action, LNG train 5 lost only 
0.4 per cent of man hours. 

The three case studies examined suggest that the benefits of the move to the ABCC 
regime are significant and range from a: 

• two per cent increase in labour days taking a more conservative view; to 

• eleven per cent increase in costs in the less conservative view. 

In either case, these costs are significant.  

4.3 Potential direct effects of escalation 

The direct impacts of industrial action escalation are potentially significant. 
However, as the new industrial relations regime is such a recent development, there 
is no evidence of: 

• whether there is likely to be any impact of the new regime on costs and delays 
for new work; and 

• the magnitude of any cost of delay overruns. 

As such, the only evidence that this study can point to is the decreases in costs and 
delays that the move to the ABCC regime brought about. These impacts range from 
a 2 per cent increase in project time (Woodside) to an 11 per cent increase in costs 
(EastLink). In the absence of more recent evidence, the hypothetical scenarios that 
follow use the lower end estimate of 2 per cent. 
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The first hypothetical scenario to consider is the impact on the costs to deliver the 
annual NSW budget spend on infrastructure in the presence of a 2 per cent 
additional increase in wages above and beyond that budgeted for in the forward 
estimates. The impacts are considered in Table 4.3. 

Table 4.3 

IMPACT OF A 2 PER CENT ADDITIONAL ANNUAL WAGE INCREASE ON THE NSW 
INFRASTRUCTURE SPEND STARTING 1 JANUARY 2013 

 2011-12 2012-13 2013-14 2014-15 2015-16 

 Revised Budget Forward estimates 

Budget: General 
Government, including 
public transport 

5,817 7,150 8,873 8,662 7,673 

Wage component
3
 582 715 887 866 767 

New wage component N/A 722 913 910 822 

Increase in 
expenditure 

 7 26 44 55 

Cumulative cost N/A 7 33 77 132 

Source: ACG, 2012 

Over the forward estimates, the impact of an additional 2 per cent per annum 
increase in wages is considerable, amounting to around $130 million in cumulative 
terms. The impact on a major project for the NSW government, the North West Rail 
link is considered in Table 4.4. 

Table 4.4 

POTENTIAL COST OF A 2 PER CENT ANNUAL INCREASE IN WAGES ON THE COST 
OF THE NORTH WEST RAIL LINK STARTING 1 JANUARY 2013 ($ MILLION) 

 2012-13 2013-14 2014-15 2015-16 

Budget cost 
4
 360 980 980 980 

Wage 
component 

36 98 98 98 

New Wage 
component  

36 100 103 105 

Increase in 
expenditure 

0 2 5 7 

Cumulative 
cost 

0 2 7 14 

Source: ACG, 2012, NSW Treasury, 2012. 

                                                        
3
  The costs of labour as a proportion of project costs have been estimated at 10 per cent based on Phillips (2006) 

and QWC (2012). 
4
  Published budget estimates only indicate the 2012-13 estimate of $360 million and $3.3 billion over the 

forward estimates. The 2013-14  to 2015-16 numbers are inferred. 
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The costs to the North West Rail link of a hypothetical wage escalation are a 
cumulative $14 million over the forward estimates. Again, it is important to restate 
that this is not an estimate of the total potential overrun on this project. Large 
infrastructure projects are subject to significant overruns from a range of sources, 
and this $14 million just isolates the impact of a potential increase in wages due to 
the changing industrial relations regime. 

Beyond costs, what also needs to be considered is the impacts of delays, 
particularly when a project is funded by user charges. Where user charges are 
collected, any overrun in construction time has a financial cost in terms of user 
charges foregone. The impact of a 2 per cent time overrun on the time to construct 
WestConnex is considered in Table 4.5. 

Table 4.5 

HYPOTHETICAL IMPACT OF A TWO PER CENT DELAY ON THE WESTCONNEX 
PROJECT ON STATE GOVERNMENT REVENUE 

WestConnex – impact of 2 per cent time overrun 

Daily vehicle traffic  400,000 

Toll $5.50 

Daily revenue $2,200,000 

Days lost to industrial unrest 30 

Foregone Revenue $66,000,000 

Foregone revenue as a percentage of 2015-16 state 
budget infrastructure spend 

0.9 per cent 

Source: Australian Government, 2009.  

The simple example in Table 4.5 calculates the impact of losing two per cent of the 
days for the WestConnex project to industrial action. Assuming a four-year 
construction phase, that amounts to an extra 30 days. Using fairly conservative 
assumptions regarding traffic volumes and the level of a toll we get an estimate of 
around $2.2 million per day — and total foregone revenues of $66 million. That 
equates to around 0.9 per cent of the annual NSW Government funded 
infrastructure budget. 

4.4 Key points 

• The forward work program for infrastructure construction in NSW is 
significant, with construction by private and public sources estimated to be 
between $20 billion and $25 billion per annum in real terms over the next 
decade. 

• The NSW Government is involved in significant infrastructure expenditure. 
The sources of this expenditure are changing away from Commonwealth and 
stimulus funding towards state government budget funding. 
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• Previous reviews have found that there was a reduction in construction costs for 
major infrastructure projects associated with the introduction and operation of 
the (now closed) ABCC. They focused on comparing costs that prevailed in the 
late 1990s and early 2000s to the performance of the construction costs in 
infrastructure up to around 2007. These studies found that the avoided costs had 
a value of between 2 and 11 per cent of the overall project cost. 

• As the changes to the operation of the FWBC are so recent, there is no specific 
evidence about its impact on the cost of infrastructure provision in NSW. To 
estimate the possible costs of the change it is helpful to look again at the nature 
and magnitude of savings that were calculated to arise from the introduction of 
the ABCC and apply them to the projects that are in the NSW Government’s 
State Infrastructure plan. On this basis and in order to produce a conservative 
estimate of the impact the analysis uses the lower end of the cost impact range, 
2 per cent. 

• The impacts of a 2 per cent annual increase in wages would have a cumulative 
impact on infrastructure spending by the NSW Government of over 
$130 million over the forward estimates. 

• The impacts of a return to higher disputes would have a significant impact on 
the cost to deliver the State Infrastructure plan. For the North West Rail Link, 
these costs in the scenario modelled amount to $14 million. For WestConnex, 
the impact is modelled at $60 million in user charges foregone. 
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Chapter 5  

Industry and economy wide impacts 

This chapter reports an analysis of the economic impacts if increases in industrial 
relations activity do materialise. It looks at the wider economic implications for the 
NSW building and construction industry and the state at large. 

5.1 Industrial unrest and economic impacts 

Studies into industrial unrest in the Australian building and construction industry 
propose a number of possible channels through which these events can result in 
economic impacts, such as: 

• a reduction in industry productivity through restrictive work practices that 
hamper the effective management of resources (Independent Economics 2012, 
p.iv); and 

• a loss of wages, a wastage of capital input in the form of idle equipment, and a 
fall in the output of the industry through protracted industrial action (Dixon and 
Wittwer, pp. 41-42). 

The two possibilities raised above both link industrial unrest to adverse economic 
impacts through reduced productivity, requiring the use of more resources 
(including labour, machinery, and equipment) than is necessary in order to 
complete building and construction activity. This posses a multifactor factor 
productivity loss in the construction industry that then flows through to the rest of 
the economy. 

The multifactor productivity ‘shock’ approach to analysis of workplace practices 
has been criticised, notably by Mitchell (2007), on the basis that there is weak 
evidence about a direct causal link between changes in industrial relations rules and 
disputation and the productivity performance of the construction industry. Mitchell 
criticises Econtech’s analysis (now Independent Economics) that links changes in 
industrial relations to cost differentials between residential and commercial 
construction, as Econtech attribute cost differences to differences in industrial 
relations settings without clearly articulating their proof of this link. The debate 
about the evidentiary basis of a productivity loss from poor industrial relations is 
inconclusive, but the danger of a productivity shock is sufficiently material that it 
should be assessed as a precaution. 

However, there is also a more direct route to industrial relations activity and 
broader economic impacts. The most direct cause of concern is where the threat of 
industrial unrest leads to wage rises that are not paid for through higher 
productivity. Employers may as a matter of practicality choose to accede to wage 
demands that exceed increases in the productivity of their work force in order to 
avoid the significant cost of disruptions to operations that would otherwise result 
from restrictive practices and/or industrial action. 

Ultimately, all of the possible avenues by which state-wide economic impacts flow 
from industrial unrest discussed result in making building and construction in NSW 
more expensive, with more money having to be spent on labour and/or capital. 
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5.2 Measuring impacts 

Measurement of the economic impact of industrial relations changes in the 
construction sector involves tracing the complex interactions of a number of factors 
through the various industries and layers of the economy. This includes issues such 
as the following. 

• The ability of the construction industry to change its mix of capital and labour 
and raise productivity in response to changes in wages and other costs. 

• The net effect on the economy where increases in industry labour costs may be 
offset by higher household incomes and increased spending for the products 
and services of other industries. 

• Testing how changes in the use of labour or capital in the construction sector 
can be offset by changes in other sectors. 

• The response of industries in other states that may or may not alter the structure 
of the own industries in response. 

• Seeing if higher or lower costs to government, as the builder and owner of 
buildings and other infrastructure, are passed on in terms of higher or lower 
taxes and changes or reductions in public services. 

The interaction of these and other factors can be assessed using a computable 
general equilibrium model of the NSW and Australian economy. This is the 
Monash Multi-Regional Forecasting (MMRF) model, which has the capability to 
distinguish 58 industry sectors including the construction industry, and the 8 states 
and territories including NSW.  

There is a static and a dynamic version of the MMRF model. 

• The static version of the model can be thought of taking two snapshots of the 
economy, one before, and after a change has been implemented. The impact of 
the change is interpreted as the difference between the two snapshots.  

• In contrast, the dynamic version can be thought of as a video of the changes in 
the economy, capturing the transition path on an annual basis as the economy 
adjusts to the simulated changes. 

The dynamic version of the MMRF model, with a year-to-year closure, was applied 
to the analysis of the NSW construction industry scenarios for this report in order to 
enable the generation of results on an annual basis from the present (2012) to the 
future (2025). See Appendix B for a more detailed description of the MMRF model. 

The point in using the MMRF is that it already maps out the many complex 
relationships between industries, their use of labour and capital, the price of their 
products and the role of government spending and taxes. With the MMRF model 
the changes or shocks can be superimposed into this multidimensional map of the 
economy and the overall impact assessed over time after all of the impacts have 
flowed through the economy. 

In order to measure the economic impacts of industrial unrest two scenarios 
simulating possible impacts of increased industrial unrest are modelled and 
compared to a base case scenario where there is no change from present levels of 
industrial activity. The changes that are reported are deviations from the base case. 
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5.3 Scenario 1: Adverse productivity shock 

The Multi-Factor Productivity (MFP) shock scenario portrays a world where 
increased industrial unrest in the NSW construction industry occurs with the end 
result of less effective use being made of both labour and capital resources.  

Productivity shocks are often used to simulate the economic impacts of changes in 
the industrial environment, such as: 

• ‘Economic Analysis of Building and Construction Industry Productivity’ 
reports regularly commissioned by Master Builders Australia from Independent 
Economics and KPMG Econtech; 

• ‘Forecasting the Economic Impact of an Industrial Stoppage Using a Dynamic, 
Computable General Equilibrium Model’ by Dixon and Wittwer (2004). 

The effects of increased industrial unrest in the NSW construction industry on MFP 
was simulated in the MMRF model by introducing a shock to reduce the MFP of 
NSW construction by 2 per cent in the year 2012. 

It is not feasible to link the size of the productivity shock to definitive evidence of 
recent performance. Events that have given rise to concerns about industrial 
relations unrest are too recent to appear in economic statistics. As mentioned 
before, previous studies on the relationship between the industrial environment and 
the Australian construction industry such as the work done by Independent 
Economics (2012) for Master Builders Australia have indicated that previous 
improvements in construction industry work practices may have delivered 
productivity gains of around 10 per cent over the past decade. However, there is 
some doubt about the plausibility of the size of this gain (Mitchel 2007). 

Anecdotal evidence suggests that some industry participants view that future 
industrial activity is unlikely to be as disruptive as in the 1990s and that some 
others are making provision for additional costs of around 1 per cent. The analysis 
of direct cost impacts for the NSW Government’s infrastructure program in the 
previous chapter indicated that the cost increase may be 2 per cent or up to 10 per 
cent, but draw on the 2 per cent figure to frame a conservative estimate. 

On the basis of our previous analysis, and industry consultation, a productivity 
shock of 2 per cent was determined to be an appropriate test of the potential impacts 
of increased industrial unrest in the NSW construction industry. 

5.3.1 NSW construction industry effects 

This section presents the economic impacts of an adverse productivity shock on the 
NSW construction industry simulating a possible effect of an increase in industrial 
unrest.  

Table 5.1 presents the estimated immediate (2012) and long-term (2025) effects on 
construction. It can be seen that the adverse productivity shock has an immediate 
impact on the labour demand of the industry, with employment increasing by 
1.1 per cent (4,300 jobs) in 2012 relative to the base case. This is reflected in the 
1.4 per cent higher cost of production. The investment price of construction 
increases slightly by 0.1 per cent, demonstrating a small pass through of the higher 
costs in the construction industry to its customers, such as other industries and the 
government. 



E C O N O M I C  I M P A C T  O F  C O N S T R U C T I O N  I N D U S T R I A L  R E L A T I O N S  A R R A N G E M E N T S  I N  N S W  

 

The Allen Consulting Group 40 
 
 

Table 5.1 

EFFECT OF ADVERSE PRODUCTIVITY SHOCK ON NSW CONSTRUCTION 
(DEVIATION FROM BASE CASE) 

 2012 2025 
 (%) (level)^ (%) (level)^ 
Real industry gross output  -1.4 -621 -0.8 -527 
Employment  1.1 4 300 1.2 6 200 
Cost of production  1.4 not reported 0.9 not reported 
Price of investment  0.1 not reported 0.0 not reported 

^ levels change reported in terms of $ million (2005-06 prices) for industry gross output, and in terms of 
jobs for employment.                
Source: MMRF modelling results. 

Overall, construction industry output is lower than the base case by 1.4 per cent 
($621 million), reflecting the impact of the higher cost burdens imposed on the 
industry as it requires more labour and capital inputs to produce less output than 
before. 

The picture is not much better by 2025, after the economy has had 13 years to 
adjust to the new environment. Industry employment and production costs remain 
around 1 per cent higher than it would have been without the shock, although the 
investment price of construction is largely unchanged from base case levels. 
Overall, output of the NSW construction industry is around 1 per cent 
($527 million) below base case levels by 2025. 

5.3.2 Wider effects on NSW industry 

The NSW construction industry is both a customer of and supplier to other 
industries in the state. As such, the adverse productivity shock in the industry has 
flow on impacts on other industries in NSW, as illustrated in Table 5.2. 

In the short run (2012), there is an immediate impact of the three industries that 
have the most direct linkages to the construction industry: 

• manufacturing (0.09 per cent or $98 million lower than base case); 

• transport and storage (0.09 per cent or $22 million below base); and 

• property and business services (0.10 per cent or $87 million below base). 

The first two industries are suppliers of goods and services to the construction 
industry, such as building material manufacturers, and transport companies that 
move equipment, building material, and building waste to and from construction 
sites. These industries would be directly affected by the contraction in construction 
industry activity. 

Property and business services is a downstream industry in that they are involved in 
managing construction projects, the trading of constructions, and the provision of 
services that rely on construction as an input, such as the provision of dwelling 
services. 

In the longer run (by 2025), three different industries top the list of those suffering 
the largest negative impacts from the shock in percentage terms: 

• communication services (0.54 per cent or $69 million below base);  
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• mining (0.51 per cent or $28 million lower than base); and 

• electricity, gas and water supply (0.42 per cent or $25 million below base). 

Table 5.2 

EFFECT OF ADVERSE PRODUCTIVITY SHOCK IN THE NSW CONSTRUCTION 
INDUSTRY ON GROSS OUTPUT IN OTHER INDUSTRIES (DEVIATION FROM BASE 
CASE) 

 2012 2025 
 (%) ($million) (%) ($million) 
Agriculture, Forestry and Fishing -0.02 -1 -0.03 -3 
Mining -0.02 -1 -0.51 -28 
Manufacturing -0.09 -98 -0.18 -279 
Electricity, Gas and Water Supply -0.06 -3 -0.42 -25 
Wholesale and Retail Trade 0.00 0 -0.12 -74 
Accommodation, Cafes and 
Restaurants 0.00 0 -0.13 -25 

Transport and Storage -0.09 -22 -0.21 -72 
Communication Services -0.03 -3 -0.54 -69 
Finance and Insurance -0.03 -6 -0.19 -53 
Property and Business Services -0.10 -87 -0.27 -349 
Public Services 0.01 3 -0.11 -44 
Other Services 0.02 4 -0.09 -27 

Source: MMRF modelling results. 

These three industries all rely on the construction industry for major capacity 
expansions. For example, the mining industry is dependent on the construction 
sector for the expansion of existing mines, the construction of new mines, and 
mining infrastructure such as roads, rail lines, accommodation, and port facilities.  

The negative impacts on the outputs of these industries suggest that higher 
construction costs may reduce the viability of certain mining projects, as well as 
communications, energy, and water infrastructure projects. 

Table 5.3 reports the impacts of the adverse shock to NSW construction industry 
productivity on employment in other industries in the state. As expected, the 
impacts on employment are broadly in line with those on industry output. Industries 
that produce at lower levels than the base case will generally also require fewer 
workers than they otherwise would, all else being equal. 

In addition to raising the cost of construction industry output, the adverse 
productivity shock also has the effect of increasing the competition for workers 
amongst NSW industries. As the NSW construction industry draws in more 
workers, it reduces the supply available for other industries in the state, putting 
upward pressures on their labour costs.  

These factors also contribute to the negative impacts on real output volumes and 
employment outcomes for other industries in the state flowing from the adverse 
shock to NSW construction industry productivity. 
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Table 5.3 

EFFECT OF ADVERSE PRODUCTIVITY SHOCK IN THE NSW CONSTRUCTION 
INDUSTRY ON EMPLOYMENT IN OTHER INDUSTRIES (DEVIATION FROM BASE 
CASE) 

 2012 2025 
 (%) (jobs) (%) (jobs) 
Agriculture, Forestry and Fishing -0.06 -71 -0.05 -72 
Mining -0.08 -18 -0.43 -168 
Manufacturing -0.18 -712 -0.18 -1,004 
Electricity, Gas and Water Supply -0.18 -52 -0.29 -116 
Wholesale and Retail Trade 0.00 -2 -0.10 -1,040 
Accommodation, Cafes and 
Restaurants 0.00 -10 -0.06 -170 

Transport and Storage -0.06 -234 -0.07 -404 
Communication Services -0.08 -58 -0.47 -451 
Finance and Insurance -0.06 -122 -0.17 -496 
Property and Business Services -0.16 -819 -0.22 -1,531 
Public Services 0.01 90 -0.09 -993 
Other Services 0.02 86 -0.06 -327 

Source: MMRF modelling results. 

5.3.3 NSW state-wide macroeconomic effects 

The upward cost pressures generated by lower construction productivity flows 
through to the rest of the state economy, reducing the output of industries across 
NSW, in addition to the construction industry, resulting in the state’s overall output 
as measured by real Gross State Product (GSP) being lower than the base case. In 
2012, GSP is 0.13 per cent ($501 million) lower than it would otherwise be, but this 
figure grows to 0.25 per cent ($1.3 billion) lower by 2025, indicating the long-term 
damage done to the state economy by lower construction industry productivity. 

Table 5.4 

NSW STATE MACROECONOMIC EFFECTS OF ADVERSE PRODUCTIVITY SHOCK IN 
NSW CONSTRUCTION INDUSTRY (DEVIATION FROM BASE CASE) 

 2012 2025 
 (%) (level)^ (%) (level)^ 
Real GSP -0.13 -501 -0.25 -1 349 
Real Private Consumption 0.02 51 -0.15 -448 
Consumer Real Wage Rate 0.01 not reported -0.16 not reported 
Employment 0.06 2 400 -0.01 -600 

^ levels change reported in terms of $ million (2005-06 prices) except employment is reported in terms 
of jobs.                  
Source: MMRF modelling results. 

Real private consumption is a key measure of household welfare as it represents the 
amount of goods and services that NSW households can afford to consume. There 
is an initial boost to private consumption in 2012, linked to a boost in the real wage 
rate and employment levels in the state resulting from the construction industry’s 
need for a larger work force to make up for lower productivity.  
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In the longer run, as the economy adjusts to the new environment, these gains to the 
welfare of NSW households rapidly evaporate, as lower output in the state 
translates into fewer jobs and lower wages.  

Relative to the base case, by 2025, real private consumption is 0.15 per cent 
($448 million) lower, and the real wage rate is 0.16 per cent lower in NSW as a 
result of the decline in the productivity of the state’s construction industry. 
Employment is also 0.01 per cent lower, which amounts to 600 fewer jobs in NSW. 

5.3.4 Impacts on the NSW Government budget balance 

Under the adverse productivity shock scenario, the NSW public sector budget 
balance actually improves relative to the base case in the short run (2012), and also 
in the long run (2025). The budget balance is higher by $58 million in 2012 and 
$62 million by 2025 (Table 5.5).  

Table 5.5 

NSW STATE BUDGET EFFECTS OF ADVERSE PRODUCTIVITY SHOCK IN NSW 
CONSTRUCTION INDUSTRY (2005-06 $MILLION DEVIATION FROM BASE CASE) 

 2012 2025 
Recurrent Expenditure 40 -123 
Capital Expenditure -79 -10 
Revenue 19 -71 
Budget Balance 58 62 

Source: MMRF modelling results. 

Note that the NSW public sector is defined in the MMRF model as a combined 
entity that includes the NSW State Government, local governments in the state, and 
NSW state owned corporations.  

The initial impact of the shock in 2012 is to raise revenues and recurrent 
expenditures, but lower capital expenditures relative to the base case. Relative to 
the base case: 

• revenues are higher by $19 million, due largely to higher payroll tax revenues 
from higher real wage rates and employment, and greater property tax revenues 
flowing from higher construction costs; 

• capital expenditures are lower by $79 million, as the increase in construction 
costs cause the state public sector to defer or abandon construction projects that 
would have otherwise proceeded; and 

• recurrent expenditures are $40 million higher, as the provision of public 
services rise, funded by the revenue boost and resources that are redirected 
from abandoned construction projects.  

In the long run, as the economy adjusts to the new environment, all aspects of the 
public sector contract relative to the base case by 2025. Relative to the base case: 

• revenues are $71 million lower, due to the fall in real wages and employment in 
the state, and the consequent impacts on payroll tax revenues; 

• capital expenditures are $10 million lower due to the higher construction costs; 
and 
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• recurrent expenditures are $123 million lower.  

The fall in recurrent expenditures is due to a contraction in the size of public sector 
activity, which reduces labour and maintenance expenses relative to base case 
levels. As the industry level results indicate, the electricity, gas, and water supply 
industry, which retain substantial public sector involvement in NSW, report levels 
of output and employment relative to the base case, due to the high cost of 
construction. This also flows through to lower wage and other operations expenses. 

5.3.5 National macroeconomic impacts 

The aggregate impact of the productivity shock at the national level is to reduce 
national output, as measured by real Gross Domestic Product (GDP) by 
0.04 per cent ($462 million) in 2012, relative to the base case. This impact grows to 
0.07 per cent ($1.2 billion) below base levels by 2025. 

Table 5.6 

NATIONAL MACROECONOMIC EFFECTS OF ADVERSE PRODUCTIVITY SHOCK IN 
NSW CONSTRUCTION INDUSTRY (DEVIATION FROM BASE CASE) 

 2012 2025 
 (%) ($million) (%) ($million) 
Real GDP -0.04 -462 -0.07 -1 239 

Source: MMRF modelling results. 

Overall, it is apparent that the effect of an adverse productivity shock on the NSW 
construction industry has a negative impact on the industry itself, other industries in 
the state, the state economy, and the national economy as whole. 
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5.4 Scenario 2: Unfunded labour cost increase 

The unfunded labour cost increase scenario portrays a world where increased 
industrial unrest in the NSW construction industry results in employers deciding to 
accede to labour cost raising demands that are unfunded by a matching increase in 
productivity.  

Specifically, this scenario aims to assess the impacts of a rise in NSW construction 
industry labour costs by 2 per cent in 2012 that is not matched by a corresponding 
increase in productivity.  

A 2 per cent shock was selected for the labour cost simulation as its impact on 
construction industry labour costs should be broadly in line with that of the 
2 per cent multi-factor productivity shock. The choice of shocks that are broadly 
similar in magnitude enables comparisons between the two scenarios by removing 
the influence of different sized shocks on any variations in the results of the two 
scenarios. This means that any differences between the results of the two scenarios 
can be attributed to the design of the scenario rather than simply because the 
disruption modelled in one scenario is larger than the other. 

The strength of this scenario of industrial unrest is that it aims to evaluate the 
outcomes from a situation where increased industrial unrest successfully achieves 
higher payments for labour in the construction industry. It does not automatically 
assume negative consequences from increased unrest. 

5.4.1 NSW construction industry effects 

The increase in construction labour costs in NSW without a corresponding rise in 
productivity has the impact of raising production costs by 0.9 per cent in 2012, 
relative to base case levels (Table 5.7).  

Employment levels are lower as employers offset the higher labour cost by hiring 
fewer workers. The investment price of construction is largely unchanged, 
suggesting little pass through of the higher cost to customers. These factors result in 
a level of industry output that is 1 per cent ($454 million) lower than it would 
otherwise be. 

There is little change by 2025, with the cost of production remaining 0.9 per cent 
higher, employment levels 1.9 per cent lower (amounting to 9,929 fewer jobs), and 
industry output lower by 0.9 per cent ($562 million) relative to the base case. 

Table 5.7 

EFFECT OF UNFUNDED LABOUR COST INCREASE ON NSW CONSTRUCTION 
(DEVIATION FROM BASE CASE) 

 2012 2025 
 (%) (level)^ (%) (level)^ 
Real industry gross output  -1.0 -454 -0.9 -562 
Employment  -2.1 -8 200 -1.9 -9 929 
Cost of production  0.9 not reported 0.9 not reported 
Price of investment  0.1 not reported 0.0 not reported 

^ levels change reported in terms of $ million (2005-06 prices) for industry gross output, and in terms of 
jobs for employment.                
Source: MMRF modelling results. 
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5.4.2 Wider effects on NSW industry 

Under Scenario 2, the wider impacts of higher construction industry labour costs do 
not have a uniformly negative impact on other industries in the state (Table 5.8). 
This can be explained by the fact that employment in the construction industry is 
reduced, freeing up skilled workers to work in other industries.  

In 2012, the agriculture, forestry, and fishing industry and the mining industry are 
performing better than in the base case as they benefit from increased access to 
labour. However, the majority of NSW industries are modelled to have output 
levels that are below that of the base case, due to the lower output of the 
construction industry, reduced employment, and the higher cost of construction.  

The three industries most adversely affected in 2012 are: 

• wholesale and retail trade (0.07 per cent or $33million below base case levels); 

• property and business services (0.06 per cent or $54 million below base case 
levels); and 

• other services (0.05 per cent or $10 million below base case). 

Wholesale and retail trade is a supplier of goods and services to construction, but 
the negative impact it suffers is also linked to the lower levels of employment under 
this scenario, reducing the ability to consumers to purchase goods and services from 
the sector as well.  

Table 5.8 

EFFECT OF UNFUNDED LABOUR COST INCREASE IN THE NSW CONSTRUCTION 
INDUSTRY ON GROSS OUTPUT IN OTHER INDUSTRIES (DEVIATION FROM BASE 
CASE) 

 2012 2025 
 (%) ($million) (%) ($million) 
Agriculture, Forestry and Fishing 0.03 2 0.01 1 
Mining 0.02 1 -0.29 -16 
Manufacturing -0.01 -6 -0.10 -148 
Electricity, Gas and Water Supply -0.03 -1 -0.34 -20 
Wholesale and Retail Trade -0.07 -33 -0.14 -89 
Accommodation, Cafes and 
Restaurants -0.03 -4 -0.12 -24 

Transport and Storage 0.00 -1 -0.13 -46 
Communication Services -0.02 -2 -0.45 -57 
Finance and Insurance -0.01 -2 -0.14 -38 
Property and Business Services -0.06 -54 -0.23 -297 
Public Services -0.03 -9 -0.12 -46 
Other Services -0.05 -10 -0.10 -31 

Source: MMRF modelling results. 

The property and business services sector is closely linked to the construction 
industry, as explained in Scenario 1, which is a reason for their output to decline 
together with construction.  
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Other services is dominated by providers of services to households, such as 
recreational and cultural services, which can be expected to contract along with 
employment as households have less income to spend on goods and services. 

The situation is worse by 2025, with the output of all sectors except for agriculture, 
forestry and fishing, lower than base case levels. As with Scenario 2, the worst 
affected industries in 2025 in percentage terms are those that are dependent on the 
construction industry for capacity expansion: 

• communication services (0.45 per cent or $57 million below base levels); 

• electricity, gas and water supply (0.34 per cent or $20 million lower); and 

• mining (0.29 per cent or $16 million lower). 

As the cost of construction rise, it becomes more expensive to construct the 
necessary infrastructure to support a mining project, or to construct major 
communications, energy, and water infrastructure projects, reducing the output of 
these sectors. 

Industry employment largely tracks output levels, with industries that have lower 
output levels than the base case also requiring fewer workers (Table 5.9).  

Table 5.9 

EFFECT OF UNFUNDED LABOUR COST INCREASE IN THE NSW CONSTRUCTION 
INDUSTRY ON EMPLOYMENT IN OTHER INDUSTRIES (DEVIATION FROM BASE 
CASE) 

 2012 2025 
 (%) (jobs) (%) (jobs) 
Agriculture, Forestry and Fishing 0.11 126 0.06 87 
Mining 0.09 20 -0.19 -73 
Manufacturing -0.04 -146 -0.1 -553 
Electricity, Gas and Water Supply -0.08 -23 -0.19 -75 
Wholesale and Retail Trade -0.10 -785 -0.11 -1185 
Accommodation, Cafes and 
Restaurants -0.04 -94 -0.05 -138 

Transport and Storage -0.01 -24 -0.08 -200 
Communication Services -0.06 -42 -0.36 -351 
Finance and Insurance -0.03 -51 -0.18 -309 
Property and Business Services -0.12 -503 -0.28 -1168 
Public Services -0.04 -247 -0.17 -1041 
Other Services -0.07 -232 -0.12 -387 

Source: MMRF modelling results.  

The increase in agriculture and mining employment in 2012 reflect the initial boost 
these industries receive from the labour freed up from the construction industry. 
However, by 2025, the mining industry requires fewer workers than in the base case 
as its output is lower due to the higher cost of construction in the state. 
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5.4.3 NSW state-wide macroeconomic effects 

The upward cost pressures generated by higher construction sector labour costs 
flow through to the rest of the state economy, resulting in the state’s GSP being 
0.10 per cent lower than the base case in 2012, and 0.23 per cent lower by 2025 
(Table 5.10). This indicates that the damage to the state economy caused by higher 
labour costs increases over time. 

Table 5.10 

NSW STATE MACROECONOMIC EFFECTS OF UNFUNDED LABOUR COST INCREASE 
IN NSW CONSTRUCTION INDUSTRY (DEVIATION FROM BASE CASE) 

 2012 2025 
 (%) (level)^ (%) (level)^ 
Real GSP -0.10 -396 -0.23 -1 251 
Real Private Consumption -0.04 -83 -0.18 -541 
Consumer Real Wage Rate 0.00 not reported -0.20 not reported 
Employment -0.25 -10 200 -0.27 -15 300 

^ levels change reported in terms of $ million (2005-06 prices) except employment is reported in terms 
of jobs.                 
Source: MMRF modelling results. 

Despite the boost to construction industry wages, the resulting fall in employment 
in the industry and across the state results in a level of real household consumption 
that is 0.04 per cent ($83 million) lower than the base case by 2012, reaching 
0.18 per cent ($541 million) lower by 2025. 

The real wage rate is initially steady, with any rise in the construction industry real 
wage offset by the fall in real wages in other industries in the state as 
unemployment increased. However, by 2025, the real wage rate is 0.2 per cent 
lower than it would otherwise have been. 

As discussed above, the rise in construction industry labour costs results in a rise in 
unemployment in the industry and across the state relative to the base case, as the 
state economy is smaller than it otherwise would have been. In 2012, employment 
levels are 0.25 per cent lower than base, equivalent to 10 200 fewer jobs. This 
increases to 0.27 per cent, or 15,300 fewer jobs by 2025. 

5.4.4 Impacts on the NSW Government budget balance 

Impacts on the NSW public sector budget balance are not reported for the unfunded 
labour cost increase scenario. For analytical convenience, the increase in the NSW 
construction industry’s labour cost was analysed as a charge on labour cost in the 
industry. This change is intermediated by the public sector before being passed on 
to households. While this treatment of increases in labour costs in an industry in a 
state provides a reasonable approximation of the industry and macroeconomic 
impacts of an unfunded labour cost increase, it by definition, results in a large 
improvement in the budget balance of the NSW public sector. The changes in 
budget balances that result have no economic meaning as they reflect what was put 
into the model by assumption and so they are not reported. 
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5.4.5 National macroeconomic impacts 

The aggregate impact of the unfunded labour cost increase scenario at the national 
level is to reduce real GDP by 0.02 per cent ($248 million) in 2012, relative to the 
base case. This impact declines slightly to 0.01 per cent ($220 million) by 2025, as 
the national economy adjusts to the new industrial environment.  

Table 5.11 

NATIONAL MACROECONOMIC EFFECTS OF UNFUNDED LABOUR COST INCREASE 
IN NSW CONSTRUCTION INDUSTRY (DEVIATION FROM BASE CASE) 

 2012 2025 
 (%) ($million) (%) ($million) 
Real GDP -0.02 -248 -0.01 -220 

Source: MMRF modelling results. 

5.5 Interpreting the simulation results 

Overall, the modelled impacts on the NSW state economy as measured by real GSP 
are broadly similar, but slightly larger under the adverse productivity shock. 
However, there are very different implications for the welfare of NSW households 
as measured by their capacity to purchase consumer goods and services. 

The unfunded labour cost increase simulation has a larger negative effect on 
employment levels and the real wage rate in NSW than the adverse productivity 
shock scenario, resulting in even greater negative impacts on household welfare.  

As scenario 1 negatively impacts the productivity of both labour and capital, while 
scenario 2 is targeted at the cost of labour, scenario 1 produces a slightly more 
negative outcome for the state economy than scenario 2. However, scenario 2 has 
more negative consequences concentrated on labour and households, which are 
suppliers of labour. 

It should be noted that it is possible that the actual consequences of increased 
industrial unrest in the NSW construction industry may reflect a combination of the 
impacts modelled under both scenarios.  

NSW construction industry productivity may be reduced during a period of 
industrial disputation, followed by a spike in labour costs when employers decide to 
accede to wage increases in excess of productivity improvements in order to avoid a 
continuation of disputes. 

Alternatively, some firms may decide to agree to wage demands that are unfunded 
by productivity increases, while others do not and become involved in industrial 
disputes, resulting in an industrial environment that reflects a combination of the 
two scenarios occurring simultaneously. 

5.6 Sensitivity analysis 

As discussed in section 5.3, the two scenarios examined above are designed to 
provide an answer to a “what-if” question about the possibility of future increases 
in levels of industrial unrest in the NSW construction industry. The scenarios are 
based on 2 per cent shocks that have no evidentiary basis and rely on guidance 
based on past experience and analysis informed by industry consultation.  
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Additional sensitivity scenarios, featuring a 5 per cent and a 10 per cent shock for 
both the adverse productivity shock and unfunded wage increase scenarios, were 
modelled in order to explore the possibility that future increases in industrial unrest 
may have impacts exceeding 2 per cent.  

5.6.6 Adverse productivity shock sensitivity scenarios 

The impacts of an adverse productivity shock on the NSW construction industry in 
2025 under the sensitivity scenarios and the core 2 per cent scenario are reported in 
Table 5.12.  

The results indicate that the impacts of an adverse shock to the productivity of the 
NSW construction industry on industry output across the state increases in 
proportion with the size of the shock. The impact on industry output of the 
10 per cent shock is roughly double that of the 5 per cent, which is in turn around 
double of the core 2 per cent shock. 

Table 5.12 

EFFECT OF ADVERSE PRODUCTIVITY SHOCK IN THE NSW CONSTRUCTION 
INDUSTRY ON GROSS OUTPUT OF NSW INDUSTRIES IN 2025, SENSITIVITY 
SCENARIOS (% DEVIATION FROM BASE CASE) 

 2 per cent 
scenario 

5 per cent 
scenario 

10 per cent 
scenario 

Agriculture, Forestry and 
Fishing -0.03 -0.08 -0.16 

Mining -0.51 -1.27 -2.48 
Manufacturing -0.18 -0.45 -0.89 
Electricity, Gas and Water 
Supply -0.42 -1.04 -2.03 

Construction -0.84 -2.09 -4.17 
Wholesale and Retail Trade -0.12 -0.29 -0.58 
Accommodation, Cafes and 
Restaurants -0.13 -0.32 -0.62 

Transport and Storage -0.21 -0.51 -1.02 
Communication Services -0.54 -1.33 -2.61 
Finance and Insurance -0.19 -0.48 -0.95 
Property and Business 
Services -0.27 -0.67 -1.32 

Public Services -0.11 -0.28 -0.54 
Other Services -0.09 -0.22 -0.42 

Source: MMRF modelling results. 

Table 5.13 reports the industry employment impact results for the adverse 
productivity shock scenarios in 2025. As with the industry output results, the 
impacts on NSW employment increases approximately in proportion to the size of 
the shock on construction industry productivity. 
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Table 5.13 

EFFECT OF ADVERSE PRODUCTIVITY SHOCK IN THE NSW CONSTRUCTION 
INDUSTRY ON EMPLOYMENT IN NSW INDUSTRIES IN 2025, SENSITIVITY 
SCENARIOS (% DEVIATION FROM BASE CASE) 

 2 per cent 
scenario 

5 per cent 
scenario 

10 per cent 
scenario 

Agriculture, Forestry and 
Fishing -0.05 -0.12 -0.23 

Mining -0.43 -1.06 -2.07 
Manufacturing -0.18 -0.44 -0.86 
Electricity, Gas and Water 
Supply -0.29 -0.71 -1.39 

Construction 1.17 2.91 5.80 
Wholesale and Retail Trade -0.10 -0.25 -0.48 
Accommodation, Cafes and 
Restaurants -0.06 -0.14 -0.28 

Transport and Storage -0.07 -0.18 -0.35 
Communication Services -0.47 -1.15 -2.26 
Finance and Insurance -0.17 -0.43 -0.85 
Property and Business 
Services -0.22 -0.55 -1.08 

Public Services -0.09 -0.23 -0.45 
Other Services -0.06 -0.14 -0.28 

Source: MMRF modelling results. 

The state-wide effects of the adverse productivity shock in the NSW construction 
industry under each of the three scenarios in 2025 are reported in Table 5.14. 
Again, there is a roughly proportionate relationship between the magnitude of 
state-wide macroeconomic impacts and the size of the shock.  

The impacts on NSW real GSP and employment under the 10 per cent scenario are 
nearly double that of the 5 per cent scenario, which is in turn just over double the 
impacts reported for the 2 per cent scenario. 

Table 5.14 

NSW STATE MACROECONOMIC EFFECTS OF ADVERSE PRODUCTIVITY SHOCK IN 
NSW CONSTRUCTION INDUSTRY IN 2025, SENSITIVITY SCENARIOS (% DEVIATION 
FROM BASE CASE) 

 2 per cent 
scenario 

5 per cent 
scenario 

10 per cent 
scenario 

GSP -0.25 -0.62 -1.22 
Employment -0.01 -0.02 -0.04 

Source: MMRF modelling results. 



E C O N O M I C  I M P A C T  O F  C O N S T R U C T I O N  I N D U S T R I A L  R E L A T I O N S  A R R A N G E M E N T S  I N  N S W  

 

The Allen Consulting Group 52 
 
 

5.6.7 Unfunded labour cost increase sensitivity scenarios 

The impacts of an increase in NSW construction industry labour costs that are 
unfunded by matching productivity growth in 2025 under the sensitivity scenarios 
and the core 2 per cent scenario are reported in Table 5.15. The results indicate that 
the impacts of an unfunded labour cost increase in the NSW construction industry 
on industry output across the state increases in proportion with the size of the 
shock. The impact on industry output of the 10 per cent increase is roughly double 
that of the 5 per cent, which is in turn around double of the core 2 per cent increase. 

Table 5.15 

EFFECT OF UNFUNDED LABOUR COST INCREASES IN THE NSW CONSTRUCTION 
INDUSTRY ON GROSS OUTPUT OF NSW INDUSTRIES IN 2025, SENSITIVITY 
SCENARIOS (% DEVIATION FROM BASE CASE) 

 2 per cent 
scenario 

5 per cent 
scenario 

10 per cent 
scenario 

Agriculture, Forestry and 
Fishing 0.01 0.03 0.07 

Mining -0.29 -0.75 -1.46 
Manufacturing -0.10 -0.25 -0.48 
Electricity, Gas and Water 
Supply -0.34 -0.85 -1.66 

Construction -0.89 -2.29 -4.49 
Wholesale and Retail Trade -0.14 -0.36 -0.71 
Accommodation, Cafes and 
Restaurants -0.12 -0.32 -0.62 

Transport and Storage -0.13 -0.33 -0.65 
Communication Services -0.45 -1.14 -2.22 
Finance and Insurance -0.14 -0.36 -0.70 
Property and Business 
Services -0.23 -0.59 -1.15 

Public Services -0.12 -0.30 -0.59 
Other Services -0.10 -0.26 -0.51 

Source: MMRF modelling results. 

Table 5.16 reports the industry employment impact results for the unfunded labour 
cost increase scenarios in 2025. As with the industry output results, the impacts on 
NSW employment increases approximately in proportion to the size of the 
unfunded labour cost increase. 
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Table 5.16 

EFFECT OF UNFUNDED LABOUR COST INCREASE IN THE NSW CONSTRUCTION 
INDUSTRY ON EMPLOYMENT IN NSW INDUSTRIES IN 2025, SENSITIVITY 
SCENARIOS (% DEVIATION FROM BASE CASE) 

 2 per cent 
scenario 

5 per cent 
scenario 

10 per cent 
scenario 

Agriculture, Forestry and 
Fishing 0.06 0.14 0.28 

Mining -0.19 -0.47 -0.93 
Manufacturing -0.10 -0.25 -0.49 
Electricity, Gas and Water 
Supply -0.19 -0.47 -0.93 

Construction -1.87 -4.73 -9.17 
Wholesale and Retail Trade -0.11 -0.29 -0.57 
Accommodation, Cafes and 
Restaurants -0.05 -0.12 -0.23 

Transport and Storage -0.08 -0.09 -0.18 
Communication Services -0.36 -0.92 -1.81 
Finance and Insurance -0.18 -0.28 -0.54 
Property and Business 
Services -0.28 -0.43 -0.84 

Public Services -0.17 -0.25 -0.48 
Other Services -0.12 -0.17 -0.33 

Source: MMRF modelling results. 

The state-wide macroeconomic impacts of an unfunded labour cost increase in the 
NSW construction industry is reported in Table 5.17. Again, there is a roughly 
proportionate relationship between the magnitude of state-wide macroeconomic 
impacts and the size of the shock. The impacts on NSW real GSP and employment 
under the 10 per cent scenario are nearly double that of the 5 per cent scenario, 
which is in turn just over double the impacts reported for the 2 per cent scenario. 

Table 5.17 

NSW STATE MACROECONOMIC EFFECTS OF UNFUNDED LABOUR COST 
INCREASES IN NSW CONSTRUCTION INDUSTRY IN 2025, SENSITIVITY SCENARIOS 
(% DEVIATION FROM BASE CASE) 

 2 per cent 
scenario 

5 per cent 
scenario 

10 per cent 
scenario 

GSP -0.23 -0.60 -1.16 
Employment -0.27 -0.69 -1.33 

Source: MMRF modelling results. 

5.6.8 Interpreting results from the sensitivity scenarios 

At this point in time, we do not have any concrete information about the size of the 
shock to productivity or labour costs that would result from an increase in the levels 
of industrial unrest in the NSW construction industry.  

As discussed earlier in this report, the existing evidence suggests impacts of around 
1 to 2 per cent, while economic studies of the Australian construction industry at a 
national level suggest productivity impacts of around 10 per cent. 
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Sensitivity scenarios provide an indication of the potential economic consequences 
for the state if the link between the level of industrial unrest and productivity 
(and/or labour costs) in the NSW construction industry is larger than the 2 per cent 
assumed in the core scenarios. These sensitivity scenarios are necessary given the 
degree of uncertainty that currently surrounds the link between industrial unrest and 
productivity in the NSW construction industry. 

5.7 Key points 

• This chapter reviews analytical scenarios that explore what the consequences 
could be of deterioration in the level of industrial unrest in the NSW 
construction industry. 

• The examined scenarios have no evidentiary basis as they are about 
hypothetical future developments, but rely on guidance from past experience. 
This chapter examines ‘what-if’ questions about the future of the construction 
industry in NSW. 

• The avoided costs if increases in industrial relations activity do not materialise 
are likely to be substantive, although their magnitude and nature depends on the 
way that the costs become apparent. 

• Where the increase in industrial relations activity results in a 2 per cent 
reduction in multi factor productivity, it is expected that: 

– the output of the construction industry in NSW would be lower than 
otherwise by 1.4 per cent ($621 million) initially in 2012, with a gain in 
employment of 1.1 per cent or 4,300 jobs (reflecting the need to employ 
more people in the industry to offset lower productivity); 

– other industries in NSW would shrink slightly and employ less workers to 
accommodate the changes in the construction industry; and 

– the NSW economy would shrink by 0.13 per cent ($501 million) and 
employment in the state would grow by 0.06 per cent (2,400 jobs) in total. 

• Where the main effect results in labour costs growing beyond productivity by 2 
per cent, it is expected that initially in 2012: 

– the construction industry in NSW would shrink by 1 per cent ($454 million) 
and reduce employment by around 2.1 per cent (8 200 jobs); 

– the impact on other industries would be mixed. Property and business 
services, wholesale and retail trade and other services, which are dependent 
on property/construction inputs would be adversely impacted by this 
change; and 

– the NSW economy would shrink slightly by 0.1 per cent ($396 million) and 
employment would be reduced compared to the base case throughout the 
state by 0.25 precent (10,200 jobs). 

• The two shocks under the two different scenarios have broadly comparable 
implications for aggregate economic growth, but work their way through the 
system differently.  
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• Increased industrial unrest in NSW may occur differently than in the scenarios 
modelled. For example it is possible that initially, delays due to increased 
disputation may result in lower productivity, but this could be followed by 
higher costs in the future when companies accede to unfunded labour cost 
raising demands, resulting in a combination of the factors modelled in the two 
scenarios. This may compound the effects of those scenarios.  

• Sensitivity scenarios were also examined where there are greater levels of 
disputations, or if the impacts of disputations are greater than the 2 per cent 
modelled in the core scenarios.  

• The sensitivity scenarios indicate that the adverse economic findings would 
increase in proportion to the size of the shocks. Thus if it is the case that a loss 
of multi factor productivity of 10 precent is realised due to the changes in the 
industrial relations arrangements for the construction industry the impacts 
would increase by around 5 times to those reported above. 
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Appendix A  

Detailed modelling results 
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Table A.1 
MACROECONOMIC VARIABLES - DEVIATION FROM BASE CASE VALUES, AUSTRALIA – 2 PER CENT PRIMARY FACTOR PRODUCTIVITY DECLINE SCENARIO 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

Percentage deviation from base case values 
Real private consumption 
(%) 0.028 0.012 -0.001 -0.011 -0.019 -0.026 -0.031 -0.035 -0.039 -0.042 -0.044 -0.046 -0.048 -0.049 

Real investment (%) -0.143 -0.135 -0.127 -0.119 -0.111 -0.104 -0.098 -0.093 -0.088 -0.085 -0.081 -0.079 -0.076 -0.075 

Real exports (%) -0.063 -0.082 -0.090 -0.093 -0.092 -0.090 -0.087 -0.084 -0.082 -0.079 -0.077 -0.075 -0.073 -0.071 

Real imports (%) -0.004 -0.015 -0.021 -0.026 -0.028 -0.030 -0.030 -0.031 -0.031 -0.031 -0.031 -0.031 -0.031 -0.030 

Real GDP (%) -0.038 -0.048 -0.055 -0.059 -0.062 -0.064 -0.065 -0.066 -0.067 -0.067 -0.068 -0.068 -0.068 -0.068 

Employment (%) 0.034 0.020 0.013 0.011 0.010 0.011 0.012 0.013 0.014 0.016 0.017 0.017 0.018 0.019 

Real wages (%) 0.009 0.006 -0.002 -0.012 -0.022 -0.032 -0.040 -0.047 -0.053 -0.058 -0.062 -0.065 -0.068 -0.070 

Terms of trade (%) 0.014 0.018 0.020 0.020 0.020 0.020 0.019 0.018 0.018 0.017 0.017 0.016 0.016 0.015 

Devaluation of the real 
exchange rate (%) -0.116 -0.112 -0.105 -0.097 -0.090 -0.084 -0.080 -0.076 -0.073 -0.071 -0.069 -0.068 -0.067 -0.066 

Deviation from base case values 
Real private consumption 
($m) 179 78 -6 -77 -137 -189 -234 -272 -307 -339 -367 -393 -418 -441 

Real investment ($m) -580 -562 -545 -525 -504 -487 -472 -457 -447 -444 -438 -434 -433 -434 

Real exports ($m) -133 -183 -212 -229 -239 -246 -250 -253 -256 -260 -263 -267 -270 -275 

Real imports ($m) -11 -37 -56 -69 -78 -84 -88 -91 -93 -95 -97 -99 -101 -103 

Real GDP ($m) -462 -606 -715 -797 -862 -918 -966 -1,006 -1,047 -1,090 -1,126 -1,163 -1,201 -1,239 

Employment (‘000 people) 4.3 2.6 1.8 1.5 1.4 1.6 1.8 2.0 2.3 2.5 2.7 3.0 3.2 3.3 

Source: MMRF Modelling Results. 
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Table A.2 

MACROECONOMIC VARIABLES - DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT PRIMARY FACTOR PRODUCTIVITY DECLINE SCENARIO 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

Percentage deviation from base case values 

Real private 
consumption (%) 0.024 -0.009 -0.035 -0.057 -0.076 -0.091 -0.103 -0.114 -0.123 -0.131 -0.137 -0.143 -0.148 -0.153 

Real investment (%) -0.480 -0.442 -0.411 -0.386 -0.364 -0.346 -0.331 -0.319 -0.310 -0.303 -0.297 -0.292 -0.289 -0.286 

Real exports (%) -0.061 -0.118 -0.152 -0.174 -0.190 -0.202 -0.212 -0.220 -0.227 -0.233 -0.239 -0.244 -0.249 -0.254 

Real imports (%) -0.079 -0.092 -0.103 -0.112 -0.119 -0.124 -0.129 -0.133 -0.137 -0.141 -0.144 -0.147 -0.150 -0.153 

Real GSP (%) -0.131 -0.153 -0.170 -0.184 -0.195 -0.204 -0.213 -0.220 -0.226 -0.232 -0.238 -0.243 -0.248 -0.252 

Employment (%) 0.058 0.039 0.027 0.020 0.015 0.011 0.007 0.005 0.002 -0.001 -0.003 -0.005 -0.008 -0.010 

Real wages (%) 0.011 -0.009 -0.031 -0.053 -0.073 -0.091 -0.106 -0.119 -0.130 -0.139 -0.146 -0.152 -0.157 -0.162 

Deviation from base case values 

Real private 
consumption ($m) 51 -19 -79 -132 -178 -218 -255 -288 -318 -347 -374 -399 -424 -448 

Real investment ($m) -591 -553 -527 -506 -487 -473 -462 -454 -450 -451 -452 -456 -461 -468 

Real exports ($m) -29 -58 -78 -94 -107 -118 -128 -138 -148 -157 -168 -179 -190 -201 

Real imports ($m) -60 -72 -82 -91 -98 -105 -111 -116 -122 -128 -134 -139 -145 -151 

Real GSP ($m) -501 -598 -683 -759 -825 -887 -945 -1,001 -1,058 -1,116 -1,173 -1,231 -1,290 -1,349 

Employment (‘000 
people) 2.4 1.7 1.2 0.9 0.7 0.5 0.4 0.2 0.1 -0.0 -0.2 -0.3 -0.4 -0.6 

Source: MMRF Modelling Results. 
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Table A.3 

INDUSTRY REAL OUTPUT – PERCENTAGE DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT PRIMARY FACTOR PRODUCTIVITY DECLINE 
SCENARIO 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing -0.02 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 

Mining -0.02 -0.10 -0.16 -0.22 -0.27 -0.31 -0.34 -0.38 -0.41 -0.43 -0.46 -0.48 -0.50 -0.51 

Manufacturing -0.09 -0.12 -0.14 -0.15 -0.16 -0.16 -0.17 -0.17 -0.17 -0.18 -0.18 -0.18 -0.18 -0.18 

Electricity, Gas and 
Water Supply -0.06 -0.14 -0.19 -0.23 -0.26 -0.29 -0.31 -0.33 -0.35 -0.37 -0.38 -0.40 -0.41 -0.42 

Construction -1.38 -1.26 -1.17 -1.10 -1.05 -1.00 -0.97 -0.93 -0.91 -0.89 -0.87 -0.86 -0.85 -0.84 

Wholesale and Retail 
Trade 0.00 -0.03 -0.05 -0.06 -0.07 -0.08 -0.09 -0.09 -0.10 -0.10 -0.11 -0.11 -0.12 -0.12 

Accommodation, Cafes 
and Restaurants 0.00 -0.04 -0.06 -0.08 -0.09 -0.10 -0.10 -0.11 -0.11 -0.12 -0.12 -0.12 -0.13 -0.13 

Transport and Storage -0.09 -0.12 -0.14 -0.16 -0.17 -0.18 -0.18 -0.19 -0.19 -0.20 -0.20 -0.20 -0.20 -0.21 

Communication 
Services -0.03 -0.10 -0.16 -0.21 -0.25 -0.29 -0.33 -0.37 -0.40 -0.43 -0.46 -0.49 -0.51 -0.54 

Finance and Insurance -0.03 -0.05 -0.08 -0.09 -0.11 -0.12 -0.13 -0.14 -0.15 -0.16 -0.17 -0.18 -0.19 -0.19 

Property and Business 
Services -0.10 -0.13 -0.15 -0.17 -0.19 -0.20 -0.21 -0.23 -0.23 -0.24 -0.25 -0.26 -0.27 -0.27 

Public Services 0.01 -0.02 -0.04 -0.05 -0.06 -0.07 -0.08 -0.09 -0.09 -0.10 -0.10 -0.11 -0.11 -0.11 

Other Services 0.02 -0.01 -0.03 -0.04 -0.05 -0.06 -0.06 -0.07 -0.07 -0.08 -0.08 -0.08 -0.09 -0.09 

Source: MMRF Modelling Results. 
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Table A.4 

INDUSTRY REAL OUTPUT – LEVEL DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT PRIMARY FACTOR PRODUCTIVITY DECLINE SCENARIO 
($MILLION CONSTANT 2005-06 PRICES) 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing -1 -2 -2 -2 -2 -3 -3 -3 -3 -3 -3 -3 -3 -3 

Mining -1 -3 -6 -8 -10 -12 -14 -16 -18 -20 -22 -24 -26 -28 

Manufacturing -98 -130 -154 -173 -187 -199 -210 -220 -229 -239 -249 -259 -269 -279 

Electricity, Gas and 
Water Supply -3 -6 -8 -11 -12 -14 -15 -17 -18 -20 -21 -22 -24 -25 

Construction -621 -584 -560 -541 -525 -515 -508 -503 -502 -506 -509 -513 -519 -527 

Wholesale and Retail 
Trade 0 -13 -23 -31 -37 -42 -47 -51 -55 -59 -63 -67 -71 -74 

Accommodation, Cafes 
and Restaurants 0 -5 -8 -11 -13 -15 -17 -18 -19 -20 -22 -23 -24 -25 

Transport and Storage -22 -30 -37 -42 -46 -49 -52 -55 -58 -61 -64 -67 -70 -72 

Communication 
Services -3 -10 -16 -22 -27 -32 -37 -41 -46 -51 -55 -60 -64 -69 

Finance and Insurance -6 -11 -15 -19 -23 -26 -30 -33 -36 -39 -43 -46 -49 -53 

Property and Business 
Services -87 -120 -147 -171 -192 -211 -229 -246 -263 -280 -297 -314 -332 -349 

Public Services 3 -5 -10 -15 -19 -23 -26 -29 -32 -34 -37 -39 -42 -44 

Other Services 4 -2 -6 -9 -12 -14 -16 -18 -20 -21 -23 -24 -25 -27 

Source: MMRF Modelling Results. 
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Table A.5  

INDUSTRY REAL INVESTMENT – PERCENTAGE DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT PRIMARY FACTOR PRODUCTIVITY DECLINE 
SCENARIO 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 

Mining -0.8 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.8 -0.8 

Manufacturing -0.5 -0.4 -0.4 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.2 -0.2 -0.2 -0.2 

Electricity, Gas and 
Water Supply -1.1 -0.8 -0.7 -0.6 -0.6 -0.6 -0.6 -0.6 -0.6 -0.6 -0.6 -0.6 -0.6 -0.6 

Construction 1.9 1.8 1.6 1.5 1.5 1.4 1.3 1.3 1.3 1.2 1.2 1.2 1.2 1.2 

Wholesale and Retail 
Trade -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 

Accommodation, Cafes 
and Restaurants -0.7 -0.6 -0.6 -0.5 -0.5 -0.4 -0.4 -0.4 -0.4 -0.3 -0.3 -0.3 -0.3 -0.3 

Transport and Storage -0.8 -0.7 -0.6 -0.6 -0.5 -0.5 -0.5 -0.4 -0.4 -0.4 -0.4 -0.4 -0.4 -0.4 

Communication 
Services -1.0 -0.9 -0.8 -0.8 -0.8 -0.8 -0.8 -0.8 -0.8 -0.8 -0.9 -0.9 -0.9 -0.9 

Finance and Insurance -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 

Property and Business 
Services -1.3 -1.2 -1.1 -1.0 -0.9 -0.9 -0.8 -0.8 -0.7 -0.7 -0.7 -0.7 -0.7 -0.6 

Public Services -0.5 -0.5 -0.5 -0.5 -0.4 -0.4 -0.4 -0.4 -0.4 -0.4 -0.4 -0.4 -0.4 -0.4 

Other Services -0.4 -0.4 -0.4 -0.4 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 

Source: MMRF Modelling Results. 
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Table A.6 

INDUSTRY REAL INVESTMENT – LEVEL DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT PRIMARY FACTOR PRODUCTIVITY DECLINE SCENARIO 
($MILLION CONSTANT 2005-06 PRICES) 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing -1 -2 -2 -2 -2 -2 -2 -2 -2 -1 -1 -1 -1 -1 

Mining -33 -34 -35 -36 -37 -39 -40 -42 -44 -46 -48 -50 -53 -55 

Manufacturing -45 -41 -38 -36 -34 -32 -32 -31 -31 -31 -31 -32 -32 -33 

Electricity, Gas and 
Water Supply -28 -21 -19 -17 -17 -17 -17 -17 -18 -18 -19 -19 -20 -21 

Construction 220 205 194 186 179 174 170 168 167 167 167 169 171 173 

Wholesale and Retail 
Trade -16 -19 -21 -22 -22 -22 -22 -22 -22 -22 -23 -23 -23 -24 

Accommodation, Cafes 
and Restaurants -16 -14 -13 -12 -11 -11 -10 -10 -10 -9 -9 -9 -9 -9 

Transport and Storage -37 -34 -31 -29 -27 -26 -25 -24 -24 -24 -24 -24 -25 -25 

Communication 
Services -41 -39 -38 -38 -38 -38 -39 -39 -40 -42 -43 -45 -46 -48 

Finance and Insurance -49 -51 -52 -53 -53 -54 -55 -55 -56 -58 -59 -61 -63 -65 

Property and Business 
Services -504 -463 -433 -409 -387 -371 -358 -347 -340 -337 -334 -333 -333 -335 

Public Services -30 -29 -28 -27 -27 -27 -27 -27 -27 -27 -27 -27 -27 -27 

Other Services -1 -2 -2 -2 -2 -2 -2 -2 -2 -1 -1 -1 -1 -1 

Source: MMRF Modelling Results. 
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Table A.7 

INDUSTRY EMPLOYMENT – PERSONS – PERCENTAGE DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT PRIMARY FACTOR PRODUCTIVITY 
DECLINE SCENARIO 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing -0.06 -0.08 -0.08 -0.08 -0.07 -0.07 -0.06 -0.06 -0.06 -0.05 -0.05 -0.05 -0.05 -0.05 

Mining -0.08 -0.13 -0.18 -0.22 -0.25 -0.27 -0.30 -0.32 -0.34 -0.36 -0.38 -0.40 -0.41 -0.43 

Manufacturing -0.18 -0.19 -0.19 -0.19 -0.19 -0.18 -0.18 -0.18 -0.18 -0.18 -0.17 -0.17 -0.17 -0.18 

Electricity, Gas and 
Water Supply -0.18 -0.14 -0.13 -0.14 -0.16 -0.18 -0.19 -0.21 -0.22 -0.24 -0.25 -0.26 -0.28 -0.29 

Construction 1.09 1.10 1.11 1.12 1.13 1.13 1.14 1.15 1.15 1.15 1.16 1.16 1.16 1.17 

Wholesale and Retail 
Trade 0.00 -0.03 -0.05 -0.06 -0.07 -0.08 -0.08 -0.08 -0.09 -0.09 -0.09 -0.09 -0.10 -0.10 

Accommodation, Cafes 
and Restaurants 0.00 -0.02 -0.03 -0.04 -0.04 -0.04 -0.05 -0.05 -0.05 -0.05 -0.05 -0.05 -0.05 -0.06 

Transport and Storage -0.06 -0.06 -0.07 -0.07 -0.07 -0.07 -0.07 -0.07 -0.07 -0.07 -0.07 -0.07 -0.07 -0.07 

Communication 
Services -0.08 -0.12 -0.16 -0.19 -0.22 -0.26 -0.29 -0.32 -0.34 -0.37 -0.40 -0.42 -0.44 -0.47 

Finance and Insurance -0.06 -0.08 -0.10 -0.11 -0.12 -0.13 -0.13 -0.14 -0.14 -0.15 -0.16 -0.16 -0.17 -0.17 

Property and Business 
Services -0.16 -0.17 -0.18 -0.19 -0.19 -0.20 -0.20 -0.20 -0.20 -0.21 -0.21 -0.21 -0.22 -0.22 

Public Services 0.01 -0.01 -0.03 -0.04 -0.05 -0.06 -0.07 -0.07 -0.08 -0.08 -0.08 -0.09 -0.09 -0.09 

Other Services 0.02 0.00 -0.02 -0.03 -0.03 -0.04 -0.04 -0.05 -0.05 -0.05 -0.05 -0.05 -0.06 -0.06 

Source: MMRF Modelling Results. 
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Table A.8 

INDUSTRY EMPLOYMENT – PERSONS – LEVEL DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT PRIMARY FACTOR PRODUCTIVITY DECLINE 
SCENARIO (‘000 PERSONS EMPLOYED) 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 

Mining 0.0 0.0 0.0 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 

Manufacturing -0.7 -0.8 -0.8 -0.8 -0.8 -0.8 -0.9 -0.9 -0.9 -0.9 -0.9 -0.9 -1.0 -1.0 

Electricity, Gas and 
Water Supply -0.1 0.0 0.0 0.0 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 

Construction 4.3 4.4 4.6 4.7 4.9 5.0 5.2 5.3 5.4 5.6 5.7 5.9 6.0 6.2 

Wholesale and Retail 
Trade 0.0 -0.3 -0.4 -0.5 -0.6 -0.7 -0.7 -0.8 -0.8 -0.9 -0.9 -0.9 -1.0 -1.0 

Accommodation, Cafes 
and Restaurants 0.0 0.0 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 

Transport and Storage -0.2 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.4 -0.4 -0.4 -0.4 

Communication 
Services -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 -0.2 -0.3 -0.3 -0.3 -0.4 -0.4 -0.4 -0.5 

Finance and Insurance -0.1 -0.2 -0.2 -0.2 -0.3 -0.3 -0.3 -0.3 -0.4 -0.4 -0.4 -0.4 -0.5 -0.5 

Property and Business 
Services -0.8 -0.9 -1.0 -1.0 -1.1 -1.1 -1.2 -1.2 -1.3 -1.3 -1.4 -1.4 -1.5 -1.5 

Public Services 0.1 -0.1 -0.2 -0.4 -0.5 -0.5 -0.6 -0.7 -0.7 -0.8 -0.8 -0.9 -0.9 -1.0 

Other Services 0.1 0.0 -0.1 -0.1 -0.2 -0.2 -0.2 -0.2 -0.2 -0.3 -0.3 -0.3 -0.3 -0.3 

Source: MMRF Modelling Results. 
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Table A.9 

MACROECONOMIC VARIABLES - DEVIATION FROM BASE CASE VALUES, AUSTRALIA – 2 PER CENT LABOUR COST INCREASE SCENARIO 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

Percentage deviation from base case values 
Real private consumption 
(%) -0.01 -0.02 -0.02 -0.03 -0.03 -0.03 -0.04 -0.04 -0.04 -0.04 -0.04 -0.04 -0.04 -0.04 

Real investment (%) -0.15 -0.13 -0.11 -0.10 -0.09 -0.08 -0.07 -0.06 -0.06 -0.05 -0.05 -0.05 -0.04 -0.04 

Real exports (%) 0.17 0.16 0.16 0.15 0.15 0.15 0.15 0.14 0.14 0.14 0.14 0.14 0.14 0.14 

Real imports (%) -0.05 -0.04 -0.04 -0.03 -0.02 -0.02 -0.02 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 0.00 

Real GDP (%) -0.02 -0.02 -0.02 -0.02 -0.02 -0.02 -0.02 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 

Employment (%) -0.05 -0.04 -0.03 -0.03 -0.02 -0.02 -0.02 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 

Real wages (%) -0.03 -0.05 -0.07 -0.08 -0.09 -0.10 -0.11 -0.11 -0.12 -0.12 -0.12 -0.12 -0.12 -0.12 

Terms of trade (%) -0.04 -0.04 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 -0.03 

Devaluation of the real 
exchange rate (%) 0.06 0.05 0.04 0.03 0.02 0.02 0.01 0.01 0.01 0.00 0.00 0.00 0.00 0.00 

Deviation from base case values 
Real private consumption 
($m) -93 -127 -159 -190 -218 -244 -268 -288 -307 -326 -342 -357 -371 -385 

Real investment ($m) -611 -536 -479 -433 -394 -363 -337 -313 -293 -278 -264 -251 -241 -232 

Real exports ($m) 364 365 372 382 393 406 420 433 448 466 481 496 512 528 

Real imports ($m) -134 -110 -92 -79 -68 -59 -50 -43 -37 -32 -26 -22 -18 -14 

Real GDP ($m) -248 -238 -233 -231 -230 -230 -228 -227 -225 -223 -222 -221 -220 -220 

Employment (‘000 people) -6.3 -5.1 -4.2 -3.5 -3.0 -2.6 -2.3 -2.0 -1.8 -1.7 -1.5 -1.4 -1.3 -1.2 

Source: MMRF Modelling Results. 
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Table A.10 

MACROECONOMIC VARIABLES - DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT LABOUR COST INCREASE SCENARIO 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

Percentage deviation from base case values 

Real private 
consumption (%) -0.04 -0.06 -0.08 -0.09 -0.11 -0.12 -0.13 -0.14 -0.15 -0.16 -0.17 -0.17 -0.18 -0.18 

Real investment (%) -0.52 -0.50 -0.48 -0.46 -0.45 -0.44 -0.43 -0.42 -0.41 -0.41 -0.40 -0.40 -0.39 -0.39 

Real exports (%) 0.31 0.27 0.23 0.20 0.18 0.15 0.13 0.11 0.09 0.07 0.06 0.04 0.03 0.01 

Real imports (%) -0.17 -0.17 -0.17 -0.17 -0.17 -0.17 -0.17 -0.18 -0.18 -0.18 -0.19 -0.19 -0.19 -0.19 

Real GSP (%) -0.10 -0.12 -0.13 -0.14 -0.16 -0.17 -0.18 -0.19 -0.20 -0.21 -0.21 -0.22 -0.23 -0.23 

Employment (%) -0.25 -0.24 -0.24 -0.24 -0.24 -0.24 -0.25 -0.25 -0.25 -0.26 -0.26 -0.26 -0.27 -0.27 

Real wages (%) 0.00 -0.04 -0.07 -0.10 -0.12 -0.13 -0.15 -0.16 -0.17 -0.18 -0.18 -0.19 -0.20 -0.20 

Deviation from base case values 

Real private 
consumption ($m) -83 -128 -171 -213 -252 -289 -324 -358 -390 -423 -453 -483 -512 -541 

Real investment ($m) -644 -624 -612 -604 -598 -595 -594 -594 -598 -605 -612 -620 -630 -640 

Real exports ($m) 146 132 121 110 99 89 78 68 59 49 40 30 20 11 

Real imports ($m) -131 -130 -132 -135 -139 -144 -149 -154 -160 -166 -172 -179 -185 -192 

Real GSP ($m) -396 -463 -530 -598 -664 -730 -794 -857 -922 -987 -1,052 -1,118 -1,184 -1,251 

Employment (‘000 
people) -10.2 -10.2 -10.4 -10.7 -11.0 -11.4 -11.9 -12.3 -12.8 -13.3 -13.8 -14.3 -14.8 -15.3 

Source: MMRF Modelling Results. 
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Table A.11 

INDUSTRY REAL OUTPUT – PERCENTAGE DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT LABOUR COST INCREASE SCENARIO 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing 0.03 0.03 0.03 0.03 0.03 0.03 0.03 0.03 0.02 0.02 0.02 0.02 0.02 0.01 

Mining 0.02 -0.01 -0.03 -0.06 -0.09 -0.12 -0.14 -0.17 -0.19 -0.21 -0.24 -0.26 -0.28 -0.29 

Manufacturing -0.01 -0.02 -0.03 -0.04 -0.04 -0.05 -0.06 -0.07 -0.07 -0.08 -0.08 -0.09 -0.09 -0.10 

Electricity, Gas and 
Water Supply -0.03 -0.07 -0.11 -0.14 -0.16 -0.19 -0.21 -0.23 -0.25 -0.27 -0.29 -0.31 -0.32 -0.34 

Construction -1.01 -1.00 -0.99 -0.98 -0.97 -0.96 -0.95 -0.94 -0.93 -0.92 -0.92 -0.91 -0.90 -0.89 

Wholesale and Retail 
Trade -0.07 -0.08 -0.08 -0.09 -0.10 -0.10 -0.11 -0.11 -0.12 -0.12 -0.13 -0.13 -0.14 -0.14 

Accommodation, Cafes 
and Restaurants -0.03 -0.05 -0.06 -0.07 -0.08 -0.09 -0.09 -0.10 -0.11 -0.11 -0.11 -0.12 -0.12 -0.12 

Transport and Storage 0.00 -0.02 -0.03 -0.05 -0.06 -0.07 -0.08 -0.09 -0.10 -0.10 -0.11 -0.12 -0.12 -0.13 

Communication 
Services -0.02 -0.06 -0.10 -0.13 -0.17 -0.20 -0.23 -0.27 -0.30 -0.33 -0.36 -0.39 -0.42 -0.45 

Finance and Insurance -0.01 -0.02 -0.03 -0.04 -0.06 -0.07 -0.08 -0.09 -0.10 -0.11 -0.11 -0.12 -0.13 -0.14 

Property and Business 
Services -0.06 -0.08 -0.09 -0.11 -0.12 -0.14 -0.15 -0.17 -0.18 -0.19 -0.20 -0.21 -0.22 -0.23 

Public Services -0.03 -0.04 -0.05 -0.06 -0.07 -0.08 -0.09 -0.09 -0.10 -0.10 -0.11 -0.11 -0.12 -0.12 

Other Services -0.05 -0.06 -0.06 -0.07 -0.07 -0.08 -0.08 -0.09 -0.09 -0.09 -0.10 -0.10 -0.10 -0.10 

Source: MMRF Modelling Results. 
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Table A.12 

INDUSTRY REAL OUTPUT – LEVEL DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT LABOUR COST INCREASE SCENARIO ($MILLION CONSTANT 
2005-06 PRICES) 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing 2 3 3 2 2 2 2 2 2 2 2 1 1 1 

Mining 1 0 -1 -2 -3 -5 -6 -7 -8 -10 -11 -13 -14 -16 

Manufacturing -6 -18 -30 -42 -53 -64 -75 -85 -95 -106 -116 -127 -137 -148 

Electricity, Gas and 
Water Supply -1 -3 -5 -6 -8 -9 -10 -12 -13 -14 -16 -17 -19 -20 

Construction -454 -462 -471 -479 -485 -492 -499 -506 -514 -523 -532 -542 -551 -562 

Wholesale and Retail 
Trade -33 -36 -40 -44 -48 -53 -57 -61 -66 -71 -75 -80 -84 -89 

Accommodation, Cafes 
and Restaurants -4 -6 -8 -10 -12 -13 -15 -16 -18 -19 -20 -22 -23 -24 

Transport and Storage -1 -5 -9 -12 -16 -19 -23 -26 -29 -33 -36 -39 -42 -46 

Communication 
Services -2 -6 -10 -14 -18 -22 -26 -30 -34 -39 -43 -48 -53 -57 

Finance and Insurance -2 -4 -7 -9 -12 -14 -17 -20 -23 -26 -29 -32 -35 -38 

Property and Business 
Services -54 -71 -89 -107 -126 -144 -163 -181 -200 -219 -238 -258 -277 -297 

Public Services -9 -12 -16 -19 -22 -25 -28 -31 -34 -36 -39 -41 -44 -46 

Other Services -10 -12 -14 -16 -18 -19 -21 -23 -24 -26 -27 -29 -30 -31 

Source: MMRF Modelling Results. 
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Table A.13 

INDUSTRY REAL INVESTMENT – PERCENTAGE DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT LABOUR COST INCREASE SCENARIO 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing 0.16 0.12 0.09 0.06 0.05 0.03 0.02 0.01 0.01 0.00 0.00 -0.01 -0.01 -0.01 

Mining -0.28 -0.32 -0.35 -0.37 -0.40 -0.42 -0.44 -0.46 -0.48 -0.49 -0.51 -0.52 -0.54 -0.55 

Manufacturing -0.19 -0.20 -0.20 -0.19 -0.19 -0.19 -0.19 -0.19 -0.19 -0.19 -0.19 -0.19 -0.19 -0.20 

Electricity, Gas and 
Water Supply -0.69 -0.54 -0.48 -0.46 -0.46 -0.46 -0.47 -0.48 -0.49 -0.50 -0.51 -0.52 -0.53 -0.53 

Construction -0.16 -0.08 -0.03 0.02 0.05 0.07 0.08 0.10 0.10 0.10 0.11 0.12 0.13 0.13 

Wholesale and Retail 
Trade -0.41 -0.36 -0.33 -0.31 -0.29 -0.28 -0.27 -0.27 -0.26 -0.26 -0.26 -0.26 -0.26 -0.26 

Accommodation, Cafes 
and Restaurants -0.60 -0.56 -0.52 -0.49 -0.46 -0.43 -0.41 -0.40 -0.39 -0.37 -0.37 -0.36 -0.36 -0.35 

Transport and Storage -0.45 -0.43 -0.42 -0.40 -0.39 -0.38 -0.37 -0.36 -0.36 -0.36 -0.36 -0.35 -0.35 -0.35 

Communication 
Services -0.68 -0.64 -0.62 -0.63 -0.64 -0.66 -0.68 -0.71 -0.73 -0.76 -0.78 -0.80 -0.82 -0.85 

Finance and Insurance -0.23 -0.24 -0.24 -0.24 -0.25 -0.25 -0.25 -0.26 -0.26 -0.27 -0.27 -0.28 -0.28 -0.29 

Property and Business 
Services -1.00 -0.98 -0.94 -0.91 -0.89 -0.86 -0.84 -0.81 -0.79 -0.77 -0.76 -0.74 -0.73 -0.72 

Public Services -0.47 -0.48 -0.48 -0.48 -0.47 -0.47 -0.46 -0.45 -0.44 -0.44 -0.43 -0.42 -0.42 -0.41 

Other Services -0.46 -0.45 -0.43 -0.42 -0.40 -0.39 -0.38 -0.37 -0.36 -0.35 -0.34 -0.33 -0.33 -0.32 

Source: MMRF Modelling Results. 
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Table A.14 

INDUSTRY REAL INVESTMENT – LEVEL DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT LABOUR COST INCREASE SCENARIO ($MILLION 
CONSTANT 2005-06 PRICES) 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing 2 2 1 1 1 1 0 0 0 0 0 0 0 0 

Mining -12 -14 -17 -19 -21 -23 -24 -27 -29 -31 -33 -35 -38 -40 

Manufacturing -19 -20 -20 -21 -21 -22 -22 -22 -23 -24 -24 -25 -26 -27 

Electricity, Gas and 
Water Supply -18 -14 -13 -13 -13 -14 -14 -15 -15 -16 -17 -17 -18 -19 

Construction -19 -9 -3 2 6 8 10 12 14 14 16 17 18 19 

Wholesale and Retail 
Trade -36 -32 -30 -28 -27 -26 -26 -26 -26 -27 -27 -27 -28 -29 

Accommodation, Cafes 
and Restaurants -14 -13 -12 -12 -11 -11 -11 -11 -10 -10 -10 -10 -10 -11 

Transport and Storage -21 -21 -21 -20 -20 -20 -20 -20 -21 -21 -21 -22 -22 -23 

Communication 
Services -30 -28 -28 -29 -30 -31 -32 -34 -36 -37 -39 -41 -43 -45 

Finance and Insurance -35 -36 -38 -39 -40 -42 -43 -45 -46 -48 -51 -53 -55 -57 

Property and Business 
Services -380 -378 -376 -374 -371 -368 -366 -364 -363 -364 -366 -368 -370 -373 

Public Services -26 -27 -28 -28 -29 -29 -29 -29 -30 -30 -30 -30 -30 -31 

Other Services 2 2 1 1 1 1 0 0 0 0 0 0 0 0 

Source: MMRF Modelling Results. 
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Table A.15 

INDUSTRY EMPLOYMENT – PERSONS – PERCENTAGE DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT LABOUR COST INCREASE SCENARIO 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing 0.11 0.11 0.10 0.09 0.09 0.08 0.08 0.07 0.07 0.07 0.06 0.06 0.06 0.06 

Mining 0.09 0.07 0.04 0.02 0.00 -0.02 -0.05 -0.07 -0.09 -0.11 -0.13 -0.15 -0.17 -0.19 

Manufacturing -0.04 -0.04 -0.05 -0.05 -0.06 -0.06 -0.07 -0.07 -0.08 -0.08 -0.09 -0.09 -0.09 -0.10 

Electricity, Gas and 
Water Supply -0.08 -0.04 -0.03 -0.03 -0.05 -0.06 -0.08 -0.09 -0.11 -0.13 -0.14 -0.16 -0.17 -0.19 

Construction -2.08 -2.04 -2.00 -1.97 -1.95 -1.94 -1.92 -1.91 -1.90 -1.90 -1.89 -1.88 -1.87 -1.87 

Wholesale and Retail 
Trade -0.10 -0.09 -0.09 -0.08 -0.08 -0.09 -0.09 -0.09 -0.09 -0.10 -0.10 -0.11 -0.11 -0.11 

Accommodation, Cafes 
and Restaurants -0.04 -0.04 -0.04 -0.03 -0.03 -0.03 -0.03 -0.04 -0.04 -0.04 -0.04 -0.04 -0.04 -0.05 

Transport and Storage -0.01 -0.02 -0.02 -0.02 -0.03 -0.03 -0.04 -0.04 -0.05 -0.06 -0.06 -0.07 -0.07 -0.08 

Communication 
Services -0.06 -0.05 -0.06 -0.08 -0.11 -0.13 -0.16 -0.19 -0.22 -0.25 -0.28 -0.31 -0.34 -0.36 

Finance and Insurance -0.03 -0.03 -0.04 -0.04 -0.05 -0.06 -0.08 -0.09 -0.10 -0.12 -0.13 -0.15 -0.17 -0.18 

Property and Business 
Services -0.12 -0.12 -0.12 -0.13 -0.14 -0.15 -0.17 -0.18 -0.20 -0.21 -0.23 -0.24 -0.26 -0.28 

Public Services -0.04 -0.05 -0.06 -0.08 -0.09 -0.10 -0.11 -0.12 -0.13 -0.13 -0.14 -0.15 -0.16 -0.17 

Other Services -0.07 -0.08 -0.08 -0.08 -0.09 -0.09 -0.09 -0.10 -0.10 -0.11 -0.11 -0.11 -0.12 -0.12 

Source: MMRF Modelling Results. 
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Table A.16 

INDUSTRY EMPLOYMENT – PERSONS – LEVEL DEVIATION FROM BASE CASE VALUES, NEW SOUTH WALES – 2 PER CENT LABOUR COST INCREASE SCENARIO (‘000 
PERSONS EMPLOYED) 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
Agriculture, Forestry 
and Fishing 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Mining 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -0.1 -0.1 -0.1 

Manufacturing -0.1 -0.2 -0.2 -0.2 -0.3 -0.3 -0.3 -0.4 -0.4 -0.4 -0.5 -0.5 -0.5 -0.6 

Electricity, Gas and 
Water Supply 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -0.1 -0.1 -0.1 -0.1 

Construction -8.2 -8.2 -8.3 -8.4 -8.4 -8.6 -8.7 -8.8 -9.0 -9.2 -9.4 -9.6 -9.7 -9.9 

Wholesale and Retail 
Trade -0.8 -0.7 -0.7 -0.7 -0.7 -0.8 -0.8 -0.8 -0.9 -1.0 -1.0 -1.1 -1.1 -1.2 

Accommodation, Cafes 
and Restaurants -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 

Transport and Storage 0.0 0.0 0.0 0.0 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 

Communication 
Services 0.0 0.0 0.0 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 -0.3 -0.3 -0.3 -0.4 

Finance and Insurance -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 -0.2 -0.3 -0.3 -0.3 

Property and Business 
Services -0.5 -0.5 -0.5 -0.6 -0.6 -0.7 -0.7 -0.8 -0.8 -0.9 -1.0 -1.0 -1.1 -1.2 

Public Services -0.2 -0.3 -0.4 -0.5 -0.5 -0.6 -0.7 -0.7 -0.8 -0.8 -0.9 -0.9 -1.0 -1.0 

Other Services -0.2 -0.2 -0.2 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.4 -0.4 -0.4 

Source: MMRF Modelling Results. 
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Appendix B  

The MMRF Model 

B.1 The MMRF model 

The Monash Multi-Regional Forecasting (MMRF) model is a Computable General 
Equilibrium (CGE) model of Australia’s regional economies developed by the 
Centre of Policy Studies (CoPS) at Monash University (CoPS, 2008). It is a model 
of the entire Australian economy where interactions between different regions and 
sectors are captured. For a detailed description of the theoretical structure of the 
model see Peter et. al., 1996. 

The MMRF model has been used for a wide range of policy studies, including the 
analysis of tax reforms and the potential benefits of the National Reform Agenda. 
More recently, the Department of the Treasury and the Garnaut Climate Change 
Review have applied MMRF in climate change modelling to assess the impacts of 
climate change mitigation policies on the Australian economy.  

This appendix provides an overview of the MMRF model, detailing its modelling 
capabilities, core structure and economic principles. 

B.2 Introduction to the MMRF model 

The MMRF is a dynamic model of the Australian economy, which models the 
behaviour of economic agents within each of Australia’s eight states and territories. 
Each region is modelled as an economy in its own right, with region-specific 
commodities, prices and industries. The model contains explicit representations of 
intra-regional, inter-regional and international trade flows.  

Each sector produces capital that is specific to the region in which the sector is 
located. In each region, there is a single representative household and a regional 
government. At the national level, a federal government is also represented. Finally, 
the rest of the world is represented as a single agent, whose behaviour is driven by 
regional international exports and imports. The regions are linked through 
inter-regional trade, labour and capital mobility, and the taxing and spending of the 
federal government. 

B.3 The database  

There are many versions of the MMRF model. The version of MMRF used for this 
project provides a representation of the Australian economy as it was in 2004-05.  

The model allows for joint production — where one industry can produce a number 
of different commodities. Specifically, the model contains 58 industrial sectors, 
which produce 63 commodities. The industries and their related commodities are 
detailed in Table B.1 and Table B.2 respectively. 
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Table B.1  

MMRF: INDUSTRIES 

Industry 

Agriculture, Forestry and fishing 30. Motor vehicles and parts 

1. Sheep and beef cattle (high emissions) 31. Other manufacturing 

2. Dairy cattle Utilities 

3. Other livestock (low emissions) 32. Electricity generation: Coal 

4. Broadacre agriculture except for animal 33. Electricity generation: Gas 

5. Other agriculture 34. Electricity generation: Oil products 

6. Agricultural services and fishing 35. Electricity generation: Nuclear 

7. Forestry 36. Electricity generation: Hydro 

Mining 37. Electricity generation: Other 

8. Coal mining 38. Electricity supply 

9. Oil mining 39. Gas supply 

10. Gas mining 40. Water supply 

11. Iron ore mining Services 

12. Non-ferrous ore mining 41. Construction services 

13. Other mining 42. Trade services 

Manufacturing 51. Financial services 

14. Meat and meat products 52. Business services 

15. Other food, beverages and tobacco 53. Dwelling services 

16. Textiles, clothing and footwear 54. Public services 

17. Wood products 50. Communication services 

18. Paper products 43. Accommodation, hotels and cafes 

19. Printing and publishing 55. Other services 

20. Petroleum and coal products 56. Private transport services 

21. Chemicals 57. Private electricity equipment services 

22. Rubber and plastic products 58. Private heating services 

23. Non-metal construction products Transport 

24. Cement 44. Road passenger transport 

25. Iron and steel 45. Road freight transport 

26. Alumina 46. Rail passenger transport 

27. Aluminium 47. Rail freight transport 

28. Other non-ferrous metals 48. Water, pipeline and transport services 

29. Metal products 49. Air transport 

Source: CoPS, MMRF database. 
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Table B.2  

MMRF: COMMODITIES  

Commodities 

1. Sheep and beef cattle (high emissions) 33. Other non-ferrous metals 

2. Dairy cattle 34. Metal products 

3. Other livestock (low emissions) 35. Motor vehicles and parts 

4. Broadacre agriculture except for animal 36. Other manufacturing 

5. Bio fuel 37. Electricity generation: Coal 

6. Other agriculture 38. Electricity generation: Gas 

7. Agricultural services and fishing 39. Electricity generation: Oil products 

8. Forestry 40. Electricity generation: Nuclear 

9. Coal mining 41. Electricity generation: Hydro 

10. Oil mining 42. Electricity generation: Other 

11. Gas mining 43. Electricity supply 

12. Iron ore mining 44. Gas supply 

13. Non-ferrous ore mining 45. Water supply 

14. Other mining 46. Construction services 

15. Meat and meat products 47. Trade services 

16. Other food, beverages and tobacco 48. Accommodation, hotels and cafes 

17. Textiles, clothing and footwear 49. Road passenger transport 

18. Wood products 50. Road freight transport 

19. Paper products 51. Rail passenger transport 

20. Printing and publishing 52. Rail freight transport 

21. Petrol 53. Water, pipeline and transport services 

22. Diesel 54. Air transport 

23. LPG 55. Communication services 

24. Aviation fuel 56. Financial services 

25. Petroleum and coal products nec 57. Business services 

26. Chemicals 58. Dwelling services 

27. Rubber and plastic products 59. Public services 

28. Non-metal construction products 60. Other services 

29. Cement 61. Private transport services 

30. Iron and steel 62. Private electricity equipment services 

31. Alumina 63. Private heating services 

32. Aluminium — 

Source: CoPS, MMRF database. 
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The MMRF database is comprised of detailed input-output tables for each state and 
territory as well as a set of government fiscal accounts. Each of the eight input-
output tables details the core cost structure of each region specific industry and how 
each industry in each state economy is linked to other industries within that state 
and other states. Further, they show the flow of goods through the economy and the 
final demands of the principal economic agents.  

B.4 Structure of the model  

The core structure of MMRF is detailed in Figure B.1. Producers use primary 
factors (labour, land and capital), region specific intermediate goods and imports to 
produce domestic commodities. Domestic commodities and imported commodities 
flow to households, investors, and governments. In addition a proportion of 
domestic commodities flow to foreigners as exports. As well as demand schedules, 
MMRF has a detailed government budget and a set of regional labour markets.  

Figure B.1  

STRUCTURE OF THE MMRF MODEL 

 

Source: Allen Consulting Group, 2010, adapted from Monash. 
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The MMRF model is built on the core assumptions of neoclassical economics. 
Consumers aim to maximise utility within a fixed budget constraint, while firms 
select the mix of inputs that minimises costs for their level of output. This 
optimising behaviour determines the regional supplies and demands of commodities 
and the demand for primary factors within the model. Labour supply at the national 
level is governed by demographic factors and national capital supply is determined 
by rates of return. Both labour and capital can cross regional borders such that each 
region’s stock of productive resources reflects relative employment opportunities 
and relative rates of return.  

Assumptions regarding the economic behaviour of agents together with detailed 
input-output tables for each of the eight regions are linked by mathematical 
equations. This allows for second round impacts or feedback responses to be 
accounted for in the modelling framework. For instance, it allows for price response 
adjustments across all industries and factors. In this way, the results detail the actual 
effect of a change on the entire economy, not just within the region or industry that 
is directly affected. This allows a more sophisticated insight into policy analysis 
than is possible from partial equilibrium analysis or input-output analysis. 

The model is driven by the assumption of competitive markets. That is, all markets 
clear and there exists equality between the producer’s price and marginal cost for 
each sector in each region (all markets clear with the exception of the labour 
market). The purchaser’s price and producer’s price differs by the size of any 
government taxes and associated margins. All government taxes are levied as ad 
valorem sales taxes on commodities. Margins are additional costs associated with 
transport or retail trade required for market transactions.  

Aggregate demand 

Demand for goods from households, investors, governments and foreigners together 
comprise aggregate demand as represented in the equation below. 

! 

Y = C + I +G + (X "M)  

Where: 

• 

! 

Y  is aggregate demand; 

• 

! 

C  is household consumption; 

• 

! 

I  is investment; 

• 

! 

G  is government spending;  

• 

! 

X is exports; and 

• 

! 

M  is imports.  

The components of aggregated demand and how they are represented within the 
model are discussed below.  

Household demand 

There exists a utility maximising representative household in each of the eight 
regions. Households consume bundles of goods from either domestically produced 
or imported commodities. Domestically consumed goods are a combination of 
goods from the eight regions. Total household demand is disaggregated into 
essential goods and luxury goods, as represented in the equation below. 
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! 

Xi = Xi
Sub + Xi

Lux  

Where: 

• 

! 

Xi  is total household demand; 

• 

! 

Xi
Sub  is essential consumption; and 

• 

! 

Xi
Lux is luxury consumption.  

In MMRF it is assumed that a household will first purchase all essential goods 
before purchasing any luxury goods such that disposable income for luxury goods is 
a function of total income and the summed value of essential consumption.  

! 

Y Lux =Y " Pi# Xi
Sub  

Where: 

• 

! 

Y Lux  is income for luxury goods; 

• 

! 

Y  is total disposable income; 

• 

! 

Pi  is price of good i; and 

• 

! 

Xi
Sub  is quantity of essential good X. 

MMRF assumes a non-homothetic utility function (MMRF applies a Klein-Rubin 
utility function), which allows both income and relative prices to affect 
consumption.  

Capital creation 

Investors in each regional sector combine inputs to generate capital. Investors are 
limited to the technology set that is available for production in that regional sector. 
Rates of return are used as a signal for capital investment or disinvestment.  

Government demands 

There are nine governments represented in MMRF — the eight regional 
governments and a federal government — each demanding commodities. 
Government demands are either imposed on the model or determined endogenously 
by setting government expenditure rules. For example, government expenditure 
could be linked to aggregate consumption.  

Foreign demand 

Most exports can be categorised as either traditional exports, non-traditional exports 
or tourism exports. Demand for traditional exports is characterised by a downward 
sloping demand curve and associated assumptions regarding foreigners’ preferences 
for Australian goods. Each regional sector has an associated export market, which 
faces a downward sloping foreign demand curve. It is assumed that the foreign 
demand schedules are specific to the regional sector; as such movement in world 
prices can differ across different regions.  

The demand for non-traditional export goods is driven by the average price of the 
collective non-traditional export bundle. In the MMRF database, non-traditional 
exports account for two per cent of total national exports and include: electricity 
generation, gas and water, construction, trade services, rail transport and dwellings.  
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Within MMRF, it is assumed that the tourism sectors — hotels and cafes, road 
transport, air transport and other services — do not face their own individual 
demand schedules. Rather, foreigners purchase a holiday bundle, the quantity of 
which is determined by the average price of the tourism goods.  

Demands for inputs used in production 

Producers in each region utilise primary factors — land, labour and capital — 
intermediate goods and imported goods to produce domestic commodities. 
Producers are assumed to choose the mix of inputs that minimises costs for a given 
level of production. The MMRF model assumes a multi-stage nested structure of 
production. At the first stage the optimal combination of region specific 
intermediate goods and the optimal combination of occupational specific labour is 
selected. At the second stage, producers make decisions regarding the optimal 
combination of the three primary factors and the combination of imported and 
domestically sourced goods. Finally, producers combine primary inputs and 
intermediate goods to produce a level of output at minimum cost.  

B.5 Government finances 

MMRF contains a set of equations detailing government revenues and government 
expenditures for each government. Government revenues are comprised of income 
taxes, sales taxes, excise taxes, taxes on interregional trade and receipts from 
government assets. Government expenditures include — as detailed above — 
expenditure on commodities as well as transfer payments to households. In 
addition, for the federal government there is a set of equations describing fiscal 
transfers to the states.  

B.6 MMRF dynamics 

There are two main types of inter-temporal links incorporated into MMRF: physical 
capital accumulation and lagged adjustment processes. 

Physical capital accumulation 

It is assumed that investment undertaken in year t becomes operational at the start 
of year t+1. Thus, given a starting point value for capital in t=0, and with a 
mechanism for explaining investment through time, the model can be used to trace 
out the time paths of industry capital stocks. 

Capital stock in industry i in state/territory s in year t+1 is determined by the 
equation below. 

)()(*)1()1( ,,,, tINVtKDEPtK sisisisi +!=+  

Where: 

• )(, tK si  is the quantity of capital available in industry i located in state/territory 
s at the start of year t; 

• )(, tINV si  is the quantity of new capital created through investment for industry 
i in state/territory s during year t; and 

• 

! 

DEPi,s  is the rate of capital depreciation in industry i, treated as a fixed 
parameter. 
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Investment in industry i in state/territory s in year t is explained via a mechanism 
that relates investment to expected rates of return. The expected rate of return in 
year t can be specified in a variety of ways. In MMRF two possibilities are allowed: 
static expectations and forward-looking model-consistent expectations. Under static 
expectations, it is assumed that investors take account only of current rentals and 
asset prices when forming current expectations about rates of return. Under rational 
expectations the expected rate of return is set equal to the present value in year t of 
investing $1 in industry i in state/territory s, taking account of both the rental 
earnings and depreciated asset value of this investment in year t+1 as calculated in 
the model. 

Lagged adjustment processes 

One lagged adjustment process is included in MMRF. This relates to the operation 
of the labour market in year-to-year simulations. 

In comparative static analysis, one of the following two assumptions is made about 
the national real wage rate and national employment: 

• the national real wage rate adjusts so that any policy shock has no effect on 
aggregate employment; or 

• the national real wage rate is unaffected by the shock and employment adjusts. 

MMRF’s treatment of the labour market allows for a third, intermediate position, in 
which real wages can be sticky in the short-run but flexible in the long-run and 
employment can be flexible in the short-run but sticky in the long-run. For 
year-to-year simulations, it is assumed that the deviation in the national real wage 
rate increases through time in proportion to the deviation in aggregate employment 
from its baseline-forecast level. The coefficient of adjustment is chosen so that the 
employment effects of a shock are largely eliminated after about ten years. This is 
consistent with macroeconomic modelling in which the Non Accelerating Inflation 
Rate of Unemployment (NAIRU) is exogenous. 

B.7 Closure assumptions of MMRF 

In MMRF, there are more endogenous variables than the number of equations. For 
the model to generate a solution, the number of endogenous variables must match 
the number of equations. Hence, some endogenous variables are set to be 
exogenous to ensure the number of endogenous variables matches the number of 
equations.  

The desired economic environment/assumption for the policy scenario determines 
the choice of exogenous variables. These choices are also known as the closure 
assumptions. The most common closure assumptions are the long-run, short-run 
economic closure and fiscal closure. 

Short-run closure 

In the short-run, the economy is less able to respond to policy changes, as prices 
and wages are sticky (or fixed). Labour market (in terms of employment) is flexible 
and unemployment rate can be above or under its natural rate. Capital stock is fixed 
in the short-run, and investment responds to changes in rates of return.  
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Long-run closure 

The key elements of a typical long-run economic environment are described below. 

• At the national level, long-run employment is determined by demographic 
factors (birth and death rates, the level of international migration, etc.). 
Additionally, the unemployment rate reverts to its natural rate or NAIRU in the 
long-run. Therefore, the national employment figure is fixed. However, labour 
is perfectly mobile across industry and states, thus there can be changes in 
industry and state employment. 

• Labour market adjusts via changes in real wages.  

• Capital stock in each industry adjusts to equilibrate its expected and actual rates 
of return on capital. The baseline expected rates of return are determined by 
values in the MMRF database. Industries’ demands for investment goods are 
linked by an exogenous investment/capital ratio to changes in their capital 
stock. 

• Nominal household consumption in each region is a constant share of post-tax 
household disposable income. 

Fiscal closure 

The role of government also plays a part in determining the impacts of a simulation. 
A typical fiscal closure will have the following assumptions: 

• real government consumption (Commonwealth and states) is fixed; and 

• government budget balances (Commonwealth and states) are fixed, via changes 
in the fiscal item ‘government transfers to households’.  

B.8 Interpretation of MMRF simulations 

The MMRF can be solved in comparative static or recursive dynamic modes. 
Comparative static modelling shows the effect of a policy shock only. That is, it 
answers ‘what happens when this happens?’ without stating the adjustment process.  

A dynamic CGE model would provide answers on the forecast structure of the 
economy under the baseline and the alternative case. It provides an explicit baseline 
over time against which the impact of a policy change can be compared. The model 
could incorporate more up to date data and the timing and policy paths are clear. 
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Figure B.2  

COMPARATIVE STATIC INTERPRETATION OF RESULTS 

 
Source: Allen Consulting Group, 2011. 
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