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This report has been drafted on the basis of the forecasts that underpin the June 2020 quarter Business
Outlook and Investment Monitor  publications that rely on the March 2020 quarter Australian Bureau of
Statistics (ABS) National Accounts and WPI release

The Australian economy has been affected by the spread of COVID -19 from March 2020. The resulting
impacts on supply and demand across the economy make it more difficult than usual to forecast key

variables such as growth in wages. As such, forecasts inclu ded in this report  should be treated with

caution amid a backdrop of heightened uncertainty around the economic outlook.
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Executive Summary

The Wage Price Index (WPI) grew by 0.5% in the March quarter of 2020, to be 2.2% higher for

the year. This represents a slight moderation over the past year. In response to COVID -19,
businesses have sought to manage costs by drawing upon government assista nce programs,
reducing staff numbers, reducing staff hours, trimming wage gains, introducing temporary wage

cuts or freezes, decreasing wages on an ongoing basis, or withdrawing bonus payments. The
Commonwealth Government has also deferred pay increases fo r public servants by 6 months . This
combination of factors is expected to weigh heavily on the pace of wage gains through 2020.

Job losses in the Australian economy from March 2020 have been concentrated in industries most
affected by government restrictio ns, such as accommodation and food services and entertainment
and recreation ( which tend to be relatively lower paid industries). The impact of these

compositional changes will appear in Average Weekly Earnings (AWE) and the national accounts
measure of wa ges, but will have little to no impact on the WPI (which excludes changes in the

price of wages and salaries resulting from changes in the composition of the labour market). The

WPI also excludes changes in price -determining characteristics such as the num ber of hours
worked, which has fallen in recent months. Adding to this, the large decline in part -time
employment relative to full -time employment will affect AWE, but will not directly affect Average

Weekly Ordinary Time Earnings (AWOTE) or the WPI.

Wage gains are expected to slow in 2020 -21 and 2021 -22 as COVID -19 weighs on the Australian
economy. Wages gains are forecast to pick -up from 2021 -22, supported by a number of key
drivers:

I  Effective control of COVID -19 infections in Australia and other countrie s that facilitates an
easing of current restrictions

1 Spending from governments to support aggregate demand

I A sustained lift in consumer and business confidence

1 Anaccelerat ion in Consumer Price Index (CPI) inflation
1 Anincrease in award wages and the minimum wage.

However, there are a number of structural and cyclical factors that may limit the pace of wage
gains in the coming years:

1  The current recession, high levels of household debt and increased uncertainty around the
economic outlook may prompt em ployees to prioritise job security rather than wage
increases. Employees may have also lowered their growth expectations following an
extended phase of slow wage gains.

1 Many employers have responded to the current downturn in the economy by tightly
contro lling costs. Even as the economy begins to recover it is possible that employers
remain cautious about adding to their wage bill amid concerns over the economic outlook.

1 Analysis conducted by the Reserve Bank of Australia (RBA) found that workers are now
less likely to voluntarily change jobs compared to the mid -2000s. Wage growth is typically
lower for workers who do not change employer.

1 The minimum superannuation guarantee is legislated to increase from the current 9.5% to
10% on 1 July 2021, before incr easing by 0.5 percentage points each year to an eventual
12% from 1 July 2025. Unlike some other i broader i measures of labour costs, the WPI
does not directly include non -wage costs such as superannuation. Although the statutory
incidence of higher super  annuation contributions is borne by employers, over time a
proportion of the costs are expected to be passed from employers to employees via slower
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wage growth than would otherwise be the case. This is discussed further in Deloitte Access
Economics note on  the impact of changes to the superannuation guarantee on forecast

labour price growth. 1

1 Trends such as automation of work processes, an increase in contract work, and

competitive pressures from the internationalisation of services trade have all combined to
restrain workersé bargaining
feel less secure about their future employment and less likely to push for larger pay rises.

power .

1  The returns to technological developments, which are increasingly focu
capital goods such as software and IT, tend to be highly concentrated in a few firms across
a small number of industries. Firms that are unable to innovate and take advantage of new
ay of remaining competitive. This
to employees

technologies are often choosing to control costs as a w
cost -control approach can sit at odds with paying higher wages

Deloitte Access Economics forecasts nominal wage growth to slow to 0.9% in
-19. The pace of

2020 -21 and 0.8% in 2021

expected to gradually recover, growing by 1.0% in 2022
2.9%in 2025 -26.

The acceleration in the pace of wage gains will occur gradually from 2022
the Australian economy. The s

-22 amid the impact of COVID

-23,1.8% in 2023

It is possible

ssed on intangible

wage gains is then
-24, before reaching

-23 alongside growth in

tronger economy will see employment gains absorb spare capacity

in the labour market and add to broader prices in the economy, placing upwards pressure on

wages. In the long

-term , the increasing retirement among baby boomers will restrain growth in

the num ber of potential workers, handing employees back some bargaining power in wage
negotiations and contributing to higher wage outcomes.

Charti National WPI forecasts
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year earlier.

Australian u tilities industry wages grew by 0.3% in the March quarter of 2020 to be 2.7% higher

for the year. Wage ga ins in the utilities industry have accelerated from a low in mid

expected to slow amid the impact of COVID -19.

! Provided to the AER on 24 July 2020
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Chartii National utilities industry WPI forecasts
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Source: ABS, Deloitte Access Economics.

The relative strength of utilities wages over the past two years has not been driven by an
improvement in the pace of growth in utilities industry output, which has remained below the

growth in the wider economy since 2008 -09. Measures of the level of utilities labour productivity

(which make s workers more valuable to businesses) have fallen from 2015 -16 and remain more
than two fifths below the peak seen in 2000 -01. Conditions remain's  ubdued in a number of
industries that traditionally compete with the utilities industry for labour, with output falling in both

the manufacturing and construction industries in 2018  -19 and further falls expected in 2019 -20.

There are a number of potential explanations for the recent outperformance of utilities wages:

1  Utilities employment grew by 3.4% in 2018 -19 andis estimated to grow by 1.2% in 2019
20, above the 2.4% and 0.2% gains across all industries. This has helped to absorb spare
capacity in the u tilities industry and place upwards pressure on wage gains.

1 Record levels of infrastructure investment have seen activity shift away from housing
construction towards civil infrastructure construction. It is possible that there is a greater
degree of subs titutability between the skills required for civil construction and those used
in the utilities industry, compared with housing construction and the utilities industry. This
would add upwards pressure to wage gains in the utilities industry.

1 Conditionsin the mining industry have improved in recent years. Growth in output has
increased from a low of 1.3% in 2016 -17 to an estimated 3.8% in 2019 -20. The mining
industry traditionally competes with utilities for labour, meaning that strength in the
mining indus try is likely to add upwards pressure to utilities wages.

1  The outperformance of wage gains in the utilities industry relative to the wider economy
may reflect factors that are difficult to observe. For example, it is possible that wages have
increased bec ause requisite skills have lifted, but i ifso T then better skilled workers have
yet to boost industry output.

Utilities industry wages are expected to be negatively affected by COVID -19. However, the impact
will be more significant for industries that a re most affected by restrictions such as the arts,
tourism, retail and education. This will see utilities wages continue to outperform wages across the

wider economy through 2020 and much of 2021.

The utilities WPI is forecast to grow by 2.6% in 2019 -20 b efore slowing to 1.1% growth in
2020 -21, above the 0.9% gain in wages across the Australian economy. This slowdown is primarily
driven by the impact of COVID -19. Utilities wages are expected to reach a trough of 0.8% growth
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in 2021 -22 before beginningto recover . Utilities wages are forecast to grow at a slower rate than

wages across the wider Australian economy over the medium -term. This reflects the fact that

utilities output is forecast to grow at a slower rate than the all industry average, while condi tions
in competitor industries will place limited upwards pressure on utilities wages. This is expected to

outweigh the impact of unobserved changes in skills requirements in the long -term.

Wage growth for the utilities industry in Victoria was 3.3% in the year ending March 2020.

1  The Victorian utilities industr ~ y WPI has steadily increased relative to the national utilities
industry WPI over the past decade. This reflects the strength of the Victorian economy
relative to other Australian states and territories, faster growth in the Victorian utilities
industry co mpared to the national utilities industry, as well as robust conditions in the

Victorian construction industry i which competes with the utilities industry for workers
1  Victorian utilities industry wage growth is expected to slow to 0.5% in 2020 -21 as COVI D-
19 weighs heavily on output across the Victorian economy. Wage gains in the Victorian
utilities industry  are then expected to accelerate, reaching 2.7% growth in 2025 -26.
Deloitte Access Economics estimates that the South Australian utilities WPI grewby  2.2% in the

year to March 2020.

1  Utilities wage growth in South Australia has been lower than the national utilities industry
for the past five years. Conditions in the South Australian utilities industry have been
affected by the closure of automotive man ufacturing and more challenging conditions for
other manufacturers (which reduced industrial demand for electricity), the relatively rapid
uptake of rooftop  photovoltaics (PV)  (which reduced demand for grid -supplied electricity),
and low rates of populatio  n growth (which weighs on new electricity connections).

1  South Australia utilities wage growth is forecast to moderate from 2.3% in 2019 -20to
1.0% in 2020 -21 amid the impact of COVID -19. Wage growth is forecast to accelerate
from a trough in 2021  -22, reac hing 2.5% by 2025 -26.

Deloitte Access Economics estimates that the Northern Territory utilities WPI grew by 2.5% in
the year ending March 2020.

1  Northern Territory utilities industry WPI increased relative to the national utilities industry
WPI between 200 9 and 2017, coinciding with relatively stronger economic conditions in the
territory. Since 2017, weaker economic activity in the Northern Territory has placed
downward pressure on relative wages.

1  Northern Territory utilities wages are forecast to grow by 2.7%in 2019 -20 before falling to
1.4% in 2020 -21 alongside the slowdown in national utilities wage growth. Wage gains are
expected to reach a low of 0.7% in 2022 - 23 before accelerating as the utilities industry
recovers from the effects of COVID-19.

Deloitte Access Economics estimates that the Australian Capital Territory utilities WPI grew by
2.6% over the year to March 2020.

9  Utilities WPI in the Australian Capital Territory is expected to increase slightly relative to
national utilities WPI. This is driven primarily by the effectiveness of measures to contain
COVID -19 and the subsequent easing of earlier restrictions.

1 Australian Capital Territory utilities wages are forecast to grow by 2.7% in 2019 - 20 before
falling to 1.2% in 2020  -21 alongside the  slowdown in national utilities wage growth. Wage
gains are expected to reach a low of 0.9% in 2021 -22 before accelerating as the utilities

industry rebounds from COVID -19 related effects.
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The outbreak of COVI D-19 and measures to contain the spread of the virus have weighed heavily
on the Australian economy in 2020. The Australian economy contracted by 0.3% in the March
quarter of 2020 and a more significant contraction is expected in the June quarter.

Contain ment measures have slowed the spread of COVID -19 in Australia but have led to large falls
in employment. The number of Australians employed fell by around 872,000 in April and May,

followed by an increase of approximately 211,000 in June. Employment fell m ost sharply for
younger people and those in industries that were most affected by government restrictions such as

arts and recreation, and accommodation and food services. The labour force participation rate also

fell to the lowest level seen since 2001. Many people who remained employed saw significant
reductions in the number of hours worked, with a 6% fall in the number of hours worked in the

Australian economy over the year to June 2020.

As the Australian economy begins to reopen and recover fro m the impact of COVID  -19 restrictions,
reducing unemployment will be a key challenge. Some of the weakness in the labour market is

expected to be temporary, but unemployment tends to rise faster than it falls. As such, it may

take several years before labo ur market conditions return to pre COVID -19 levels.

The Commonwealth Government has announced $162 billion in additional spending in 2019 -20
and 2020 -21 since March 2020. The centrepiece of the government response has been the

JobKeeper and JobSeeker paym  ents. The Government has announced a tapering of these

payments from 28 September 2020 to 28 March 2021. Government stimulus measures have

successfully protected many jobs and businesses that would otherwise have been lost since March

2020. It is estimated that the unemployment rate is 5 percentage points lower than would have
otherwise been the case, preventing the loss of some 700,000 jobs.

The Governmentdés forecasts assume a significant scaling ba
participants froma  pproximately 3.5 million currently to between 1.1 - 1.4 million during the period

from September 2020 to March 2021. It is likely that much of this improvement is due to

businesses and employees no longer needing support, but there is also likely to be som e degree of

business failure and ongoing unemployment.

The pace of the recovery in Australiads economy wil/ owe mi
the confidence of consumers and businesses. According to the ANZ Roy -Morgan survey, consumer

confidence fe |l to almost half century lows in late March. And although confidence has improved in

recent months it remains well below its longer -term average. The NAB Business Survey shows that

business confidence remains around the levels seen during the 1990s recess ion.

Overall, real Gross Domestic Product (GDP) is expected to fall by 0.1% in 2019 -20 and a further

0.4% in 2020 -21 amid the impact of continued COVID -19 restrictions and subdued confidence

from consumers and businesses. The Australian economy is then exp ected to grow by 5.3% in

2021 -22 and 4.0% in 2022  -23 as the negative effects of COVID -19 on the labour market begin to
fade and government stimulus measures support economic activity.

Utilities industry output growth was weaker than growth in the broader Australian economy ahead
of the outbreak of COVID  -19. Utilities industry output decreased by 1.2% in the year to March

2020 compared to a 1.7% increase inoutput across a Il industries . This continues along -running
trend that has seen the utilities industry underperform growth in the wider economy from 2008 -09
to 2019 -20. This has largely been due to a 9% decline in National Electricity Market (NEM)

electricity consumption over the same period.
There have been three key drivers of this decline in grid consumption:

1 Anincreasing share of households and businesses have adopted rooftop PV, battery
storage, and other small scale technologies to generate their own electricity.

Xi
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1 Elevated retail electricity prices have contributed to households and businesses actively
modifying their behaviour to reduce electricity use where possible.

1 The trend towards more energy efficient appliances, machinery and buildings.

The NEM is current ly undergoing a transition from a centralised system of large fossil fuel

generators towards a system that includes increasing numbers of smaller scale and more widely
distributed renewable energy generators. According to the AER, fossil fuel generators pr  oduce
around three quarters of electricity in the NEM, but more than one quarter of coal generators are
scheduled to be retired within the next 15 years. And more than 93% of new generation

investment since 2012  -13 has been in wind and solar capacity. Hous eholds are also adopting
rooftop solar PV, batteries, electric vehicles and demand response. This transition creates a series

of challenges for the NEM in ensuring the stability and reliability of electricity supply.

The outbreak of COVID -19 has had a pro found effect on the utilities industry. As electricity, gas,
water and waste services are essential services, steps were taken to ensure their provision

through the COVID -19 lockdown. In March 2020 the AER instructed retailers to offer hardship
arrangement s to all residential and small business customers experiencing financial stress,

introduced a moratorium on disconnections, waived certain fees and charges, as well as deferred

the referral of customersto debt collect ors. Several state governments have al so announced
COVID -19 support packages that include support measures.

COVID -19 containment measures have resulted in an increase in residential electricity use and a

fall in industrial and commercial electricity use. Operational demand fell by 2% in the s econd
quarter of 2020 compared to the same period a year earlier, with the largest reductions occurring

in Queensland and New South Wales.

Average wholesale electricity prices in the NEM fell to five -year lows in the second quarter of 2020.
This was prima rily driven by lower  -priced offers, lower gas and coal prices, increased rainfall and
hydroelectric output, and new renewable energy supply. Electricity futures contract prices remain

at comparatively low levels, suggesting that prices will remain subdued for some time.

The electricity industry faces a number of negative risks over the medium term:

1 The transition from a centralised fossil fuel led generation mix to a more decentralised and
varied generation mix may produce costs for businesses and consumers in the NEM.

1 Continued uncertainty around energy policy settings means greater risk for private
investors.

1  An acceleration in the uptake of distributed energy resources such as rooftop PV and
battery storage systems will weigh on NEM electricity d emand.

1 Further pressure on the manufacturing industry may see additional industrial electricity
users choose to close local operations and move offshore.

There are also a number of upside risks, that may support growth:

1  An acceleration in the uptake of el ectric vehicles will increase NEM electricity demand.
According to  the Australian Energy Market Operator ( AEMO) this will depend on
government policies, electric vehicle costs relative to non - electric vehicles, other transport

alternatives (e.g. public tra nsport), commercial demand, access to charging infrastructure
and the availability of car models in Australia.

1 There is also the potential for higher demand from the business sector. This includes

demand from traditional manufacturing, mining (particularl y the gas and coal mining sub
industries), desalination plants and other services -based businesses (such as the transport
industry).

The eastern Australian gas market has changed markedly in recent years. The commencement of

liquefied natural gas ( LNG) production in Queensland in 2015 led to concerns about domestic gas
supply amid moratoriums on gas development and higher prices in Asian markets (incentivising
export). Australian production rose sharply in 2019 following the commencement of production i
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Western Australia and the Northern Territory. Demand for LNG in Asia was also weaker than

expected and uncontracted supply was made available to the Australian market. According to

AEMO, the supply of gas from existing and committed developments is expec ted to meet demand
from eastern and south  -eastern Australia until 2023.

The easing of supply concerns and the March 2020 collapse in the oil price have weighed heavily

on gas prices. Wholesale spot gas prices in the first quarter of 2020 reached their lowe stlevels in
four years. Gas consumption in the NEM is expected to remain relatively flat over the coming

years. This is primarily due to the outlook for LNG exports, which account more than 70% of total
consumption. The long -term outlook for gas  -powered g eneration has also softened amid lower
forecasts for electricity demand, the uptake of renewable energy generation and greater

connection between regions.

Utilities industry output is expected to fall by 1.6% in 2019 -20, comparedtoa 0.1% decline in the
Australian economy. However, the utilities industry is less exposed to the negative impacts of

COVID -19 than many other industries. As a result, the contraction in utilities industry output in
2020 -21 is expected to be relatively modest compared to the con traction in the Australian

economy. Utilities industry output is set to improve as the economy recovers from the impact of
COVID -19, growing by 2.3% in 2021 -22 before moderating thereafter

Table i State WPI forecasts, all industries

Financial year changes in nominal Wage Price Index forecasts

History Forecast

Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
National 2.3 2.1 0.9 0.8 1.0 1.8 2.3 29
Victoria 2.7 25 0.5 0.8 1.2 1.8 2.2 2.8
South Australia 2.2 2.3 0.9 0.6 0.8 1.6 2.1 2.7
Northem Territory 2.1 25 1.4 1.1 1.0 1.9 2.4 2.9
Australian Capital Territory 2.1 2.3 1.4 1.1 1.2 2.0 2.4 3.0

Financial year changes in real Wage Price Index forecasts

History Forecast

Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24  2024-25 2025-26
National 0.6 0.8 0.2 -0.5 -0.6 -0.3 0.1 0.7
Victoria 1.0 0.8 -0.4 -0.6 -0.5 -0.3 0.1 0.7
South Australia 0.6 0.7 0.2 -0.8 -0.9 -0.5 -0.1 0.5
Northemn Territory 11 21 1.2 0.0 -0.6 -0.2 0.2 0.7
Australian Capital Territory 0.0 1.0 0.7 -0.2 -0.4 -0.1 0.2 0.7
Note: annual % change refers to the year -average change.

Source: ABS, Deloitte Access Economics.

Table ii Key variables, Australia

History Forecast

Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
Output 2.0 -0.1 -0.4 5.3 4.0 2.6 2.3 2.3
Consumer price index 1.6 1.3 0.7 1.3 1.7 2.1 2.2 2.2
Wage Price index 2.3 2.1 0.9 0.8 1.0 1.8 2.3 29
Ave. weekly earings 2.7 2.7 1.5 0.5 0.7 1.8 2.1 2.4
Ave. weekly ordinary time eamings 2.7 3.1 1.2 1.2 1.3 2.2 29 3.1

Source: ABS, Deloitte Access Economics.
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Table iii Economic variables, Australia

History Forecast
Annual % change (unless noted) 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24  2024-25 2025-26

Consumption

Private sector 2.0 -0.9 -0.1 3.5 1.8 2.1 25 2.8

Public sector 4.5 6.0 6.5 2.4 -0.8 -0.9 1.2 1.7
Private sector investment

Non-business housing 0.0 -10.7 -14.0 16.5 21.8 35 -3.8 -3.7

Non-business real estate -15.4 -0.7 -18.5 15.4 20.9 3.8 -2.8 -2.5

Non-residential building -1.6 -5.3 -29.1 18.2 39.8 10.6 2.8 0.4

Engineering construction -10.2 -7.9 -5.0 9.7 9.2 6.1 2.3 -0.1

Machinery and equipment 4.6 -9.3 -1.1 20.1 17.6 9.5 4.3 2.0

IP and livestock 3.0 0.1 -0.3 1.1 20.6 14.8 10.4 7.7
Public investment

General Government 5.5 5.5 9.2 3.0 3.2 3.2 2.3 1.7

Public enterprises -0.6 -4.4 -3.0 4.2 5.0 4.1 2.4 1.0
Domestic final demand 1.8 -0.6 -0.3 5.0 4.6 2.7 2.1 2.0

Private sector 0.9 -2.5 -2.7 5.9 6.3 3.6 2.3 2.2

Public sector 4.4 5.4 6.4 2.6 0.1 0.0 1.4 1.7
Gross national expenditure 1.6 -0.6 -0.6 5.3 4.8 2.7 2.1 2.0
International trade

Exports 4.0 -3.1 0.5 12.2 5.0 5.4 4.5 4.6

Imports 0.3 -5.6 1.0 12.9 8.8 5.9 3.9 3.7

Net (% additon to growth) 1.3 -1.1 1.1 -0.2 -0.9 0.2 0.2 0.3
Total output (GDP) 2.0 -0.1 -0.4 5.3 4.0 2.6 2.3 2.3
Non farm output 2.3 0.1 -0.5 5.3 4.0 2.6 2.3 2.3
Employment 24 0.2 -1.3 25 2.6 2.4 1.8 1.3
Unemployment rate (%) 5.1 5.6 8.2 7.2 6.1 5.3 5.3 5.3

Source: ABS, Deloitte Access Economics. All variables (except for population, employm
inflation -adjusted terms.

Table iv Wages and prices, Australia

ent and unemployment) expressed in

History Forecast

Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24  2024-25 2025-26

Consumer price index (CPI) 1.6 1.3 0.7 1.3 1.7 2.1 2.2 2.2
Wage price index (WPI)

Nominal 2.3 2.1 0.9 0.8 1.0 1.8 2.3 2.9

Real 0.6 0.8 0.2 -0.5 -0.6 -0.3 0.1 0.7
Average weekly eamings (AWE)

Nominal 2.7 2.7 1.5 0.5 0.7 1.8 21 2.4

Real 1.0 1.4 0.9 -0.8 -1.0 -0.3 -0.1 0.2
Average weekly ordinary time earnings (AWOTE)

Nominal 2.7 3.1 1.2 1.2 13 2.2 29 3.1

Real 1.0 1.8 0.5 -0.1 -0.4 0.1 0.7 0.9
Unit labour costs

Nominal 1.8 25 0.7 -0.6 0.6 2.8 29 24

Real 0.2 11 0.1 -1.9 -1.1 0.7 0.7 0.2

Source: ABS, Deloitte Access Economics.
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Table v Industry wages, Australia

Financial year changes in nominal national industry sector WPI

History Forecast

Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
All industries 2.3 2.1 0.9 0.8 1.0 18 2.3 2.9
Utilities 2.8 2.6 11 0.8 0.9 1.6 2.1 2.7

Financial year changes in real national industry sector WPI

History Forecast

Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
All industries 0.6 0.8 0.2 -0.5 -0.6 -0.3 0.1 0.7
Utilities 11 12 0.4 -0.5 -0.8 -0.5 -0.1 0.5

Source: ABS, Deloitte Access Economics.

Table vi State utilities industry nominal wages

History Forecast

Annual % change 2018-19 2019-20 2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
National 2.8 2.6 1.1 0.8 0.9 1.6 21 2.7
Victoria 3.1 3.0 0.5 0.5 0.9 1.6 2.0 2.7
South Australia* 2.0 2.3 1.0 0.4 0.5 1.3 1.9 25
Northern Territory* 2.2 2.7 1.4 0.9 0.7 1.6 2.2 2.7
Australian Capital Territory* 2.3 2.7 1.2 0.9 1.1 1.8 2.2 2.8
*Hi storical data estimated using Deloitte Access Ec@édBSomi csd wage price mode
Note: Victorian WPI growth in 2021 -22 is equal to the forecast change in WPI from the average of the first six months of 2021
to the average WPI over th e twelve months of 2021 -22. This adjusted has been applied to account for the transition towards a
new regulatory period commencing 1 July 2021.
Source: ABS, Deloitte Access Economics.
Table vii State utilities industry real wages

History Forecast

Annual % change 2018-19 2019-20 2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
National 11 1.2 0.4 -0.5 -0.8 -0.5 -0.1 0.5
Victoria 13 1.4 -0.5 -0.3 -0.7 -0.6 -0.1 0.5
South Australia* 0.5 0.7 0.4 -0.9 -1.1 -0.8 -0.3 0.3
Northemn Territory* 13 2.3 12 -0.2 -0.9 -0.5 0.0 0.4
Australian Capital Territory* 0.2 1.3 0.5 -0.4 -0.6 -0.3 0.0 0.6
*Historical data estimated using Del oitte Access Economics6 wage priAB® model . Unavailable f
Note: Victorian WPI growth in 2021 -22 is equal to the forecast change in WPI from the average of the first six months of 2021
to the average WPI over the twelve months of 2021 -22. This adjusted has been applied to account for the transition towards a

new regulatory period commencing 1 July 2021.
Source: ABS, Deloitte Access Economics.
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1 Background

The Australian Energy Regulator (AER) commissioned Deloitte Access Economics to provide
forecasts for wage price growth for the electricity, gas, water and waste services (utilities) industry
to 2025 -26 for the following jurisdictions:

Australia
Victoria

Sout h Australia

= = =4 =4

Northern Territory
1 Australian Capital Territory.

Specifically, the AER has requested:

1  Annual Wage Price Index (WPI) forecasts for Australia and relevant states.
1 A brief analysis of the key influences on the forecast changes in the WPI, includin (o)

0 An overview of the national and state economic outlook, including a discussion of
the outlook for the utilities industry.

0 An analysis of the national and state outlook for wages for all industries and the
utilities industry.

o Adiscussion of the key driv  ers for wage growth including inflationary trends,
productivity trends, Enterprise Bargaining data, and relevant cyclical factors.

1  Adescription of the methodology and assumptions used to forecast WPI.

1 An analysis of how the legislated changes to the super annuation guarantee will affect
forecast labour price growth.

For the states and territories  covered in this report, the Australian Bureau of Statistics ( ABS) only
releases WPI estimates in the utilities industry for Victoria. For those states and territor ies where
the ABS does not release WPI estimates, Deloitte Access Economics uses a range of related data to

estimate the utilities industry WPI.

A detailed methodology description can be found in Appendix B .
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2 Australia

2.1.1 Overview

The outbreak of COVID -19 and measures to contain the spread of the virus have weighed heavily
on the Australian economy in 2020 . The Australian economy contracted by 0.3% in the March
quarter of 2020  and a more significant contraction is expected in the Ju ne quarter.

Chart 2.1 Australian production and national income growth
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Note: % change on year earlier refers to output growth between a quarter and the same quarter a year earlier.
Source: ABS, Deloitte Access Economics.

The acceleration in the number of COVID-19 cases in Australiain March led to a series of
containment measures imposed at all levels of government . These included travel restrictions,
business closures, restrictions on public gatherings, as well as encouraging people to stay at home
as mu ch as possible. Some jurisdictions have gradually ease d restrictions as COVID -19 case
numbers improve , butthe spikein Victorian cases in early July has led to the re -introduction of
many earlier containment measures. Some level of restriction on activity is likely to remain in
place until a vaccine or effective anti -viral treatments are available.

Containment measures have slowed the spread of COVID -19 in Australia but have led to large falls
in employment. The number of Australians employed fell by arou nd 872,000 in April and May,

followed by an increase of approximately 211,000 in June. Employment fell most sharply for

younger people and those in industries that were most affected by government restrictions such as

arts and recreation, and accommodation and food services. The labour force participation rate also
fell to the lowest level seen since 2001. Many people who remained employed saw significant
reductions in the number of hours worked, with a 6% fall in the number of hours worked in the
Australia n economy over the year to June 2020.

As the Australian economy begins to reopen and recover from the impact of COVID -19 restrictions,
reducing unemployment will be a key challenge. Some of the weakness in the labour market is

expected to be temporary, bu t unemployment tends to rise faster than it falls. As such, it may

take several years before labour market conditions return to pre COVID -19 levels.
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Some of the negative impacts on the Australian economy will also be long -lived, such as the
relative short falls on two key drivers of economic production: labour and capital. In terms of

labour, the closure of international borders means that Australia will receive fewer international

migrants (who are typically young adults with above -average skills) and the Australian population
will be smaller than it otherwise would have been. Adding to this, many of those who have lost

their jobs are unable to be immediately re -employed (due to COVID  -19 restrictions in their
industry). And the longer that people stay unemp loyed, the more likely they are to remain
unemployed.

In terms of capital, there has been less investment in the Australian economy during 2020 than

would otherwise have been expected. That means there are fewer inputs to production such as

computers, tru  cks, factories and other capital equipment. Some businesses will also have gone

bust, and some of their existing equi pment wondét be used o
relationships with suppliers have been severed. The introduction of physical dist ancing and other

health -related measures has also limited productivity in some industries. Private businesses

investment is forecast to fall by 15% in 2020, reaching its lowest point as a share of the economy

in almost two decades

The Commonwealth Governme  nt has announced $162 billion in additional spending in 2019 -20
and 2020 -21 since March 2020. The centrepiece of the government response has been the

JobKeeper and JobSeeker payments. The Government has announced a tapering of these

payments from 28 Septem ber 2020 to 28 March 2021. Government stimulus measures have
successfully protected many jobs and businesses that would otherwise have been lost since March

2020. It is estimated that the unemployment rate is 5 percentage points lower than would have

other wise been the case, preventing the loss of some 700,000 jobs.

The Governmentdés forecasts assume a significant scaling ba
participants from approximately 3.5 million currently to between 1.1 i 1.4 million during the

period from September 2020 to March 2021. It is likely that much of this improvement is due to

businesses and employees no longer needing support, but there is also likely to be some degree of

business failure and ongoing unemployment.

COVID-19isexpectedt o have a similar impact on both Australiads ecc¢
(see Chart 2.2 ). The eventual recovery in demand will underpin the improvement in the Australian

economy. However, the extent of the recovery in demand will depend on the degree of

improvement in the confidence of consumers and businesses.

Chart 2.2 Domestic demand and GDP
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Source: ABS, Deloitte Access Economics.
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According to the ANZ Roy

late March. And although confidence has improved in recent months it
longer -term average. Sentiment towards the future economic outlook is one third below the
pre - COVID peak among those surveyed.

-Morgan survey, consumer confidence fell to almost half century lows in

remains well below its

The NAB Business Survey shows that business confidence remains around the levels seen during
the 1990s recession.  Subdued business confidence  will have important implications for hiring and

investment decisions. This can be seen in

Chart 2.3 which shows the demand for labour (mirrored

in the unemployment rate) and the demand for capital (as seen in new business investment

spending). The halt in econo

time as business investment is falling sharply.

Chart 2.3 Business investment as a share of GDP and the unemployment rate

mic activity means that unemployment is rising sharply at the same
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Source: ABS, Deloitte Access Economics.
The Australian economy is not expe cted to return to the size it was in late 2019 until mid -2021.

That suggests that the COVID

economy since the Great Depression of the 1930s.

Overall, real GDP is expected to
impact of continued COVID
businesses. The Australian economy is then expected to grow by 5.3% in 2021

2022 -23 as the negative effects of C OVID -19 on the labour market
stimulus measures support economic activity.

2.1.2

The

industry, which is Division D of the Au

Utilities
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(ANZSIC). The industry covers activity in the provision of electricity
water , drainage and sewage services.

Utilities industry output fell by 0.3% in the March quarter of 2020, i
the broader Australian economy. Activity fell in the electricity supply (
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output. Elsewhere, output in the gas supply sub

2020.

-industry grew by
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-19 recession will be the largest experienced by the Australian

-21 amid the

-22 and 4.0% in
begin to fade and government

oad term applying
stralian and New Zealand Standard Industrial Classification

, gas through mains systems

n line with the contraction in
-0.3 %) and water supply
more than  95% of industry
2.2% inthe March quarter of

t

(0]

t

he



Wage Price Index forecasts

Utilities industry output growth was weaker than growth in the broader Australian economy ahead

of the outbreak of COVID  -19. Utilities ind ustry output decreased by 1.2% in the year to March

2020 compared to a 1.7% increase in output across all industries . This continues along  -running
trend that has seen the utilities industry underperform growth in the wider economy from 2008 -09
to 2019 -20. This has largely been due to a 9% decline in NEM electricity consumption over the

same period.

There have been three key drivers of this decline in grid consumption:

1 Anincreasing share of households and businesses have adopted rooftop PV, battery
storag e, and other small scale technologies to generate their own electricity.

1  Elevated retail electricity prices have contributed to households and businesses actively
modifying their behaviour to reduce electricity use where possible.

1 The trend towards more energy efficient appliances, machinery and buildings.

Chart 2.4 Electricity consumption in the NEM
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Source: AEMO annual electricity consumption

The NEM is currently undergoing a transition from a centralised system of large fossil fuel

generators towards a system that includes increasing numbers of smaller scale and more widely
distributed renewable energy generators. According to the AER , fossil fuel generators (mostly coal)
produce around three quarters of electricity in the NEM, but more than one quarter of coal
generators are scheduled to be retired within the next 15 years. And more than 93% of new

generation investment since 2012 -13 has been in wind and solar capacity. Households are also
adopting rooftop solar PV, batteries, electric vehicles and demand respo nse.

This transition creates a series of challenges for the NEM. There is demand for greater firming

capacity (battery storage, fast -response generation, etc.) to reduce supply volatility, as well as

ways to manage periods of low inertia, weak system stre  ngth, erratic frequency shifts and voltage
instability that may occur. 2

The outbreak of COVID -19 has had a profound effect on the utilities industry . As electricity, gas,
water and waste services are essential services, steps were taken to ensure their provision
through the COVID -19 lockdown. In March 2020 the AER instructed retailers to offer hardship

2 Australian Energy Regulator, State of the Energy Market 2020 ,
<https://lwww.aer.gov.au/system/files/State%200f%20the%20energy%20market%202020%20 -
%20Full%20report%20A4.pdf>.
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arrangements to all residential and small business customers experiencing financial stress,
introduced a moratorium on disconnections, waived certain fees and charges, as well as deferred
the referral of customersto debt collect ors. Several state governments have also announced
COVID -19 support packagest hat include support measures

COVID -19 has led to an increase in the number of customers facing economic hardship and
difficulty paying utility bills. This increases the risk of financial stress among retailers. The risk has

been recognised by the  Australian Energy Market Commission (AEMC), wh ich is considering a

proposal for electricity retailers to be able to put some network charges on hold if they have a

large number of customers facing hardship due to COVID -19. This would help to avoid instance s

where smaller retailers fail and customers get rolled onto the Retailer of Last Resort (typically a

6big 36 retailer), which would weaken market competition.

COVID -19 containment measures have resulted in an increase in residential electricity use and a
fall in industrial and commercial electricity use. Operational demand fell by 2% in the second
quarter of 2020 compared to the same period a year earlier, with the largest reductions occurring
in Queensland and New South Wales.

Average wholesale electric ity prices in the NEM fell to five -year lows in the second quarter of 2020.
This was primarily driven by lower -priced offers, lower gas and coal prices, increased rainfall and
hydroelectric output, and new renewable energy supply. Electricity futures contr act prices remain
at comparatively low levels, suggesting that prices will remain subdued for some time.

The electricity industry faces a number of negative risks over the medium term:

1 The transition from a centralised fossil fuel led generation mix to a more decentralised and
varied generation mix may produce costs for businesses and consumers in the NEM.

1 Continued uncertainty around energy policy settings means greater risk for private
investors.

1  An acceleration in the uptake of distributed energy resour ces such as rooftop PV and
battery storage systems will weigh on NEM electricity demand.

1  Further pressure on the manufacturing industry may see additional industrial electricity
users choose to close local operations and move offshore.

There are also anu  mber of upside risks, that may support growth:

1 An acceleration in the uptake of electric vehicles will increase NEM electricity demand.
According to AEMO this will depend on government policies, electric vehicle costs relative
to non -electric vehicles, oth  er transport alternatives (e.g. public transport), commercial
demand, access to charging infrastructure and the availability of car models in Australia.

1 There is also the potential for higher demand from the business sector. This includes
demand from trad itional manufacturing, mining (particularly the gas and coal mining sub -

industries), desalination plants and other services -based businesses (such as the transport
industry).
The eastern Australian gas market has changed markedly in recent years. The comme  ncement of

LNG production in Queensland in 2015 led to concerns about domestic gas supply amid

moratoriums on gas development and higher prices in Asian markets (incentivising export).

Australian production rose sharply in 2019 following the commencement o f production in Western
Australia and the Northern Territory. Demand for LNG in Asia was also weaker than expected and
uncontracted supply was made available to the Australian market. According to the AEMO 2020
Gas Statement of Opportunities, the supply of gas from existing and committed developments is
expected to meet demand from eastern and south -eastern Australia until 2023.

The eas ing of supply concerns and the March 2020 collapse in the oil price have weighed heavily

on gas prices. Wholesale spot gas prices in the first quarter of 2020 reached their lowest levels in
four years. Gas consumption in the NEM is expected to remain relatively flat over the coming
years. This is primarily due to the outlook for LNG exports, which account more than 70% of tota
consumption. The long -term outlook for gas  -powered generation has also softened amid lower
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forecasts for electricity demand, the uptake of renewable energy generation and greater
connection between regions.

Utilities industry output is expected to fall by 1.6 % in 2019 -20, comparedtoa 0.1% decline in the
Australian economy.  However, the utilities industry is less exposed to the negative impacts of
COVID -19 than many other industries. As a result, the contraction in utilities industry output in

2020 -21 is expected to be relatively modest compared to the contraction in the Australian
economy. Utilities industry output is set to improve as the economy recovers from the impact of
COVID -19, growing by 2.3% in 2021 -22 before moderating thereafter.

Chart 2.5 Utilities industry output and GDP
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Note: % change on year earlier refers to output growth between a quarter and the same quarter a year earlier.
Source: ABS, Deloitte Access Economics.

The utilities industry is forecast to grow as a share of national out put and employment in 2020 -21
as other industries experience relatively large downturns in activity. From 20 22-23 to the end of

the forecast period (2025  -26), g rowth in utilities industry output is forecast to remain weaker than

growth in the Australian ec onomy (see Chart 2.5 ). As a result, the utilities industry is forecast to

fall as a share of national output and employment over time (see Chart 2.6 ).
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Chart 2.6 Utilities share of national output and employment
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2.2.1 All industries

The WPI grew by 0.5% in the March quarter of 2020 ,to be 2. 2% higher in the year. This
represents a slight moderation over the past year. In response to COVID -19, businesses have
sought to manage costs by drawing upon government assistance programs, reduci ng staff
numbers, reducing staff hours, trimming wage gains, introducing temporary wage cuts or freezes,
reducing wages on an ongoing basis, or withdrawing bonus payments. The Commonwealth
Government has deferred pay increases for public servants by 6 mont hs. There have also been
reports of wages cuts among senior staff, but these appear to be temporary and relatively

isolated. This combination of factors is expected to weigh heavily on the pace of wage gains

through 2020.

Job losses in the Australian econo my from March 2020 have been concentrated in industries most
affected by government restrictions such as accommodation and food services and entertainment

and recreation (that tend to be relatively lower paid industries). The impact of these compositional
changes will appear in Average Weekly Earnings (AWE) and the national accounts measure of
wages, but will have little to no impact on the WPI (which excludes changes in the price of wages
and salaries resulting from changes in the composition of the labour market ). The WPI also
excludes changes in price  -determining characteristics such as the number of hours worked, which

has fallen in recent months. Adding to this,t he large decline in part  -time employment relative to
full -time employment  will affect AWE, but will not directly affect Average Weekly Ordinary Time
Earnings (AWOTE) or the WPI.

The Fair Work Commission announced a 1.75% increase in the minimum wage from 1 July 2020

for those in frontline health care and social assistance positions, as well as t hose in teaching and
child care and other essential services. The construction, manufacturing and many other industries

will receive the increase from 1 November 2020, while those in the accommodation and food

services, arts and recreation, aviation, retai | and tourism industries (the industries hardest hit by
COVID -19) will receive the increase from 1 February 2021. Wage tribunals typically withhold wage
increases during recessions. Wages are both income to workers and a cost to business, and there

is ari sk that increasing wages too quickly during a recession leads to lower employment than

would otherwise be the case.
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Wage gains are expected to slow in 2020 -21 and 2021 -22 as COVID -19 weighs on the Australian
economy. Growth in wages is forecast to pick -up from 2021 -22 and will be supported by a number
of key drivers:

1 Effective control of COVID -19 infections in Australia and other countries that facilitates an
easing of current restrictions

Spending from governments to support aggregate demand

A sustained | ift in consumer and business confidence

= =_ =4

An acceleration in Consumer Price Index (CPI) inflation
1 Anincrease in award wages and the minimum wage.

However,t here are a number of  structural and cyclical factors that may limit the pace of wage
gains in the coming years:

1  The current recession, high levels of household debt and increased uncertainty around the
economic outlook may prompt employees to prioritise job security rather th an wage
increases. Employees may have also lowered their growth expectations following an
extended phase of slow wage gains.

1  Many employers have responded to the current downturn in the economy by tightly
controlling costs. Even as the economy begins to r ecover it is possible that employers
remain cautious about adding to their wage bill amid concerns over the economic outlook.

1 Analysis conducted by the Reserve Bank of Australia( RBA) found that workers are now
less likely to voluntarily change jobs compa red to the mid -2000s. Wage growth is typically
lower for workers who do not change employer.

1  The minimum superannuation guarantee is legislated to increase from the current 9.5% to
10% on 1 July 2021, before increasing by 0.5 percentage points each year to an eventual
12% from 1 July 2025. Unlike some other i broader T measures of labour costs, the WPI
does not directly include non -wage costs such as superannuation. Although the statutory
incidence of higher superannuation contributions is borne by employer s, over time a
proportion of the costs are expected to be passed from employers to employees via slower
wage growth than would otherwise be the case. This is discussed further in Deloitte Access
Economics note on the impact of changes to the superannuation guarantee on forecast
labour price growth. 3

1 Trends such as automation of work processes, an increase in contract work, and
competitive pressures from the internationalisation of services trade have all combined to
restrain wor ker sod b agpgssiblethatrthese prendseane makihgtworkers
feel less secure about their future employment and less likely to push for larger pay rises.

1 The returns to technological developments, which are increasingly focussed on intangible
capital goods such as software and IT, tend to be highly concentrated in a few firms across
a small number of  industries . Firms that are unable to innovate and take ad vantage of new
technologies are often choosing to control costs as a way of remaining competitive. This
cost - control approach can sit at odds with paying higher wages to employees

Looking ahead, Deloitte Access Economics forecasts nominal wage growth to slow to 0.9% in
2020 -21 and 0.8% in 2021  -22 amid the impact of COVID -19. The pace of wage gains is then
expected to gradually recover , growing by 1.0% in 2022 -23,1.8% in 2023  -24, before reaching
2.9%in 2025 -26.

The acceleration in the pace of wage gain s will occur gradually from 2022 -23 amid growth in the
Australian economy. The stronger Australian economy will see employment gains absorb spare

capacity in the labour market and add to broader prices in the economy, placing upwards pressure
onwages. In the long -term , the increasing retirement among baby boomers will restrain growth in

3 Provided to the AER on 24 July 2020
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the number of potential workers, handing employees back some bargaining power in wage
negotiations and contributing to higher wage outcomes.

Chart 2.7 National WPI forecasts
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Source: ABS, Deloitte Access Economics.

Table 2.1 National wage forecasts

Financial year nominal wages forecasts

History Forecast
Annual % change 2018-19 2019-20 2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
Wage price index 2.3 21 0.9 0.8 1.0 1.8 2.3 2.9
Average weekly eamings 2.7 2.7 15 0.5 0.7 1.8 21 2.4
Ordinary time eamings 2.7 3.1 1.2 12 1.3 2.2 2.9 3.1
Unit labour costs 1.8 2.5 0.7 -0.6 0.6 2.8 2.9 24
Financial year real wages forecasts
History Forecast
Annual % change 2018-19 2019-20 2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
Wage price index 0.6 0.8 0.2 -0.5 -0.6 -0.3 0.1 0.7
Average weekly eamings 1.0 1.4 0.9 -0.8 -1.0 -0.3 -0.1 0.2
Ordinary time eamings 1.0 1.8 0.5 -0.1 -0.4 0.1 0.7 0.9
Unit labour costs 0.2 11 0.1 -1.9 -1.1 0.7 0.7 0.2
Source: ABS, Deloitte Access Economics.
2.2.2 Utilities  industry  wages

Utilities industry wages grew by 0. 3% inthe March quarter of 20 20 to be 2. 7% higher for the
year. Wage gains have accelerated from a low in mid -2018 but are expected to slow amid the
impact of COVID -19.

The improvement in utilities wage gains has been strongestin  the private sector. Private sector
utilities wages grew by 3.0% in the year ending March 2020, up from alow of 1.9% in mid -2018.
Public sector wages grew by 2.5% in the year ending March 2020, up from a low of 2.1%. The

relative strength of private sect or wage gains likely reflects the fact that almost five times as many
utilities employees work in the private sector than the public sector, and that public sector wages

are more affected by trends in Enterprise Bargaining Agreements (EBAs) (where agreemen ts can
run for multiple years before being re -negotiated).
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Wage gains in the utilities industry have outperformed wages in the wider Australian economy for
much of the past decade (see Chart 2.8 ). Utilities industry wage gains fell below the national
average from late 2017 to mid -2018. Since then utilities wages have recovered to grow at rates
above the national average.

Chart 2.8 National utilities  industry Wage Price Index forecasts

% change onyearearlier
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Year-to change in utilities sector WP Year-to change in national WPI

Note: % change on year earlier refers to output growth between a quarter and the same quarter a year earlier.

Source: ABS, Deloitte Access Economics.

The acceleration in utilities industry wages has not been driven by an improvement in the pace of
growth in utilities industry output, which has remained below the growth in the wider economy

since 2008 -09. Measures of the level of utilities labour productivity (which make s workers more
valuable to businesses) ha  ve fallen from 2015 -16 and remain more than two fifths below the peak
seen in 2000 -01. Conditions remain subdued in a number of industries that traditionally compete

with the utilities industry for labour, with output falling in both the manufacturing and construction
industries in 2018 -19 and further falls expected in 2019 -20.
There are a number of potential explanations for the recent outperformance of  utilities wages:

i Utilities employment  grew by 3.4% in 2018 -19 andis estimated to grow by 1.2% in 2019
20, above the 2.4% and 0.2% gains across all industries. This has helped to absorb spare
capacity in the utilities industry and place upwards pressure on wage gains.

1 Record levels of infrastructure investment have seen activity sh ift away from housing
construction towards civil infrastructure construction. It is possible that there is a greater
degree of substitutability between the skills required for civil construction and those used
in the utilities industry, compared with housi ng construction and the utilities industry. This
would add upwards pressure to wage gains in the utilities industry.

1 Conditions in the mining industry have improved in recent years. Growth in output has
increased from a low of 1.3% in 2016 -17to anestimat ed 3.8% in 2019 -20. The mining
industry traditionally competes with utilities for labour, meaning that strength in the
mining industry is likely to add upwards pressure to utilities wages.

1 The outperformance of wage gains in the utilities industry relativ e to the wider economy
may reflect factors that are difficult to observe. For example, it is possible that wages have
increased because requisite skills have lifted, but i ifso T then better skilled workers have

yet to boost industry output.

Utilities in dustry wages are expected to be negatively affected by COVID  -19. However, the impact
will be more significant for industries that are most affected by restrictions such as the arts,

11
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tourism, retail and education. This will see utilities wages continue to o utperform wages across the
wider economy through 2020 and much of 2021.

The utilities WPI  is forecastto grow by 2. 6% in 2019 -20 before slowingto 1.1 % growth in

2020 -21, above the 0.9% gain in wages across the Australian economy. This slowdown i s primar ily
driven by the impact of COVID -19 on output. Utilities wages are expected to reach a trough of

0.8% growth in 2021  -22 before accelerating. Utilities wages are forecast to grow at a slower rate
than wages across the wider Australian economy over the medi um-term. This reflects the fact that

utilities output is forecast to grow at a slower rate than the all industry average, while conditions
in competitor industries will place limited upwards pressure on utilities wages. This is expected to
outweigh the imp  act of unobserved changes in skills requirements in the lon g-term .

Chart 2.9 Utilities Wage Price Index relative to National Wage Price Index
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Source: ABS, Deloitte Access Economics.
2222 Comparison with results from other wage growth measures

Chart 2.10 shows that, despite volatility in AWOTE, the downward trend in utilities WPI from 2006

to 2018 has been mirrored by several other wage gr owth measures that are produced on a regular
basis.
These include EBAs sourced from the Trends in Federal Enterprise Bargaining publication produced

by the Attorney -Gener al 6s Depart ment .
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Chart 2.10 Measures of utilities industry wage growth
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Source: ABS, Attorney -Gener al 6s Department

The AWOTE series fluctuates considerably and is consequently limited in its use in forecasting

wage growth. In the latest AWE publication released in November 2019, the ABS indicated that the
bi annual s u designgd tanpaoside @stimates of the level of average earnings at a point in
time and, while not designed for movements in earnings, the frequency of collection supports a

ti me series of 1t hes Batdorthesaveragedevdl aheatniags i8 useful for comparing
what an individual earnsr  elative to the average. It is therefore used in the Deloitte Access

Economics wage price model as an indicator only.

The utilities EBA data provides a good partial indicator of the future trend growth in the utilities
WPI measure. Deloitte Access Economics considers EBA data in forecasting WPI, but it is not the
primary driver.

As atthe December quarter of 2019, there were 3 78 EBAs active in the utilities industry, covering

some 5 2,100 employees. Wagesin 6 al | current EBAsO® gr ew adustrgintBe% f or t he
December quarter of 2018, below the 2.9% gain seen a year earlier. The average annualised wage

increase (AAWI) in the utilities industry was above the 2.6% gain seen across all industries.

A total of 35 new EBAs, covering 3,400 employees, w ere lodged in the December quarter of 2019.
The AAWI for new EBAs in December 2019 was 3.2%, the highest value observed since September
2018. The average duration was also 3.4 years, above the 2.8 years seen a year earlier. This will

place upwards pressure  on the AAWI for all current EBAs.

2.2.3 Labour productivity

Labour productivity measures the number of units of output an individual employee can produce in
a given time period. The more units of output each worker can produce, the fewer workers are
required t o create a given level of industry output.

In this report, Deloitte Access Economics provides estimates of labour productivity at the national,
state and industry level. The methodology used is presented in Appendix B.2.2 .

Australian labour productivity is expected to fall in 2019 -20 as businesses retain many employees
despite COVID -19 restrictions limiting output. There is also expected to a temporary loss in
productivity as employees adjust to work -from -home arrangements. Labour productivity growth is
projected to recover through 2020 -21 and 2021 -22 as the forecast growth in output outpaces the
forecast growth in employment.

13
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Labour productivity in the

utilities industry has largely grown at a slower rate than productivity

across the wider economy over the last two decades. Growth in utilities industry labour

productivity fell by an average annual rate of 2.4% from 1998

Growth in utiliti

of the past two decades

-99to0 2018 -19.

es industry multifactor productivity (a measure of productivity that captures the
difference in the growth of outputs and inputs such as capital and labour) has been weak
. Analysis from the Productivity Commission found tha

for much
t falling multifactor

productivity growth was due to an increase in the ratio of peak to average electricity demand
(which lowered rates of capacity utilisation), investment in capital assets (which temporarily

increased inputs prior to growth in output),

undergrounding electricity cabling (which raised costs

and quality of service but not the volume of output) and a policy shift in favour of cleaner energy

generation (which were initially higher

Labour productivity in the utilities
0.3% fall across all industries.

grow by 1.0% in 2020

industry
Thisis primarily due to the relatively modest slowdown in utilities
employment relative to employment across all industries. Utilities labour
-21 and 2.8% in 2021

-cost forms of generation).

is forecast to fall by 0.4% in 2019 -20, compared to a

productivity is forecast to
-22 as the industry output recovers from the effects of

COVID -19. Utilities industry labour productivity is expected to closely track productivity in the

wider economy over the medium te rm.

Table 2.2 Australian labour productivity forecasts

History Forecast
Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24  2024-25 2025-26
All industries -0.4 -0.3 1.0 2.8 1.3 0.3 0.5 1.0
Utilities -0.5 -0.4 1.0 2.8 1.3 0.3 0.5 1.0
Source: ABS, Deloitte Access Economics
2.2.4 Summary results
Table 2.3 National industry wage forecasts
Financial year changes in nominal national industry sector WPI
History Forecast
Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24  2024-25 2025-26
All industries 2.3 21 0.9 0.8 1.0 1.8 2.3 2.9
Utilities 2.8 2.6 11 0.8 0.9 1.6 2.1 2.7
Financial year changes in real national industry sector WPI
History Forecast
Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24  2024-25 2025-26
All industries 0.6 0.8 0.2 -0.5 -0.6 -0.3 0.1 0.7
Utilities 1.1 1.2 0.4 -0.5 -0.8 -0.5 -0.1 0.5
Financial year changes in labour productivity forecasts
History Forecast
Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24  2024-25 2025-26
All industries -0.4 -0.3 1.0 2.8 1.3 0.3 0.5 1.0
Utilities -0.5 -0.4 1.0 2.8 1.3 0.3 0.5 1.0
Source: ABS, Deloitte Access Economics.
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3 Victoria

3.1.1 Overview

The Victorian economy  experienced strong growth momentum prior to the outbreak of COVID -19.

The stateds economy was supported by high rates of popul at |
strong public sector investment. The introduction of COVID -19 restrictions from March 2020 has

weighed heavily on migration , international student commencements , as well as overall economic

activity . The July 2020 spike in COVID  -19 infections has also led to the reintroduction of tight

containment measures  in Victoria.

Victoria currently has the strongest COVID -19 restrictions of any Australian jurisdiction, with the
prospect of further restrictions if case numbers continue to rise. Victoria is likely to see severe
downturn in hard hit industries including the arts, tourism | retail and education. Given that Victoria
accounts for one quarter of the national economy, this poses a risk for growth in the wider

Australian economy

The short -term outlook is particularly weak as Victorians reduce consumption amid a rapidly
changing and uncertain COVID  -19 outbreak. Households have stopped spending on a range of
goods and services including clothing and footwear, hospitality and accommodation. The large

increases in spending at supermarkets were not enough to offset these declines elsewhere

In line with the rapid decline in economic activity, the labour market has also suffered. The

number of people employed has fallen by almost 170,000 from March 2020 to June 2020 . And the

subsequent re -introduction of earlier cont ainment measures suggests that labour market

conditions will deteriorate further in coming months. The extension of the JobKeeper payment

from September 2020 to March 2020 (albeit at lower rates and with tighter eligibility criteria) will

supportthe state 6 s e c o n o mygempldyment is still likely to rise through 2020

There were some initial signs of wanddstryemisrtoitha oureakt or i ads c o
of COVID -19. Construction is likely to suffer a severe setback over the coming year amid

heightened levels of economic uncertainty and a forecast slowdown in population growth . This is

particularly notable for office buildings and apartments in the Melbourne CBD

Strong population growth has been a key driver of the Victorian economy over re cent years. The
Victorian population has grown at an average annual rate of 2.1% in the decade to 2019,

compared to 1.5% growth in the wider Australian population. More than three fifths of the increase

in the Victorian population over this period has been due to international and interstate migration.
With international borders closed to non -residents and the recentre  -imposition of state border
closures, Victorian population growth is expected to slow sharply in 2020. This will have wide -
rangingeffectso n t he st ateds e c onotablyyqgncomsumgidni @arg residential
construction.

On a more positive note, infrastructure investment is expected to remain strong as governments
increas e spending and fast -track developments to stimulate economic activit y. Developments will
generate jobs during the construction period, support suppliers and contractors, as well as deliver
improvements to productivity in the long term.

Deloitte Access Economics forecasts Victorian output to increase by 0.8% in 2019 -20 and fall by
1.6% in 2020 -21. Output growth is projected to recover strongly from COVID -19 in 2021 -22,
growing by 6.0%, with gains moderat ing to 2.4% by 2025 -26.
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Chart 3.1 Output and demand (change on year earlier), Victoria
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Source: ABS, Deloitte Access Economics.

Table 3.1 : Victoria economic forecasts

Jun-11

Jun-16

State demand

Jun-21 Jun-26

History Forecast
Annual % change (unless noted) 2018-19 2019-20 2020-21  2021-22  2022-23  2023-24  2024-25  2025-26

Consumption

Private sector 2.8 -1.0 -0.4 3.8 2.2 25 2.9 3.1

Public sector 5.5 6.8 6.4 2.2 -0.8 -0.9 1.2 1.8
Private sector investment

Dwelling investment 5.0 -4.4 -17.8 12.4 20.6 3.0 -4.4 -4.3

Non-residential building 15.1 -3.0 -21.8 13.7 26.0 10.1 3.3 0.5

Engineering construction 20.1 -5.8 -8.0 12.0 10.1 7.5 3.4 0.5

Machinery and equipment 6.0 -16.7 4.7 23.9 25.4 12.9 5.7 2.6

IP and livestock 6.0 1.3 -2.4 -1.2 19.8 16.1 11.4 8.1
Public investment

General Government 0.1 2.7 14.5 0.7 2.4 3.2 2.1 15

Public enterprises 3.0 -3.5 5.1 15 3.0 2.4 1.3 1.0
Real final demand 3.6 -0.4 -1.0 4.8 5.2 3.1 2.3 2.2

Private sector 3.4 -2.2 -3.6 5.8 6.9 4.1 2.6 2.4

Public sector 45 5.6 7.3 1.9 -0.1 -0.1 1.4 1.7
Gross State output 3.0 0.8 -1.6 6.0 4.7 2.7 2.4 2.4
Employment 3.4 0.9 -0.7 25 2.7 25 1.8 14
Unemployment rate (%) 4.7 5.4 8.1 7.1 5.9 5.2 5.1 5.1

Note: All variables (except for jobs and unemployment) expressed in inflation adjusted terms.

Source: ABS, Deloitte Access Economics.
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3.1.1 Utilities

The COVID -19 pandemic has also affected the utilities industry in Victoria. Measures to contain the
spread of the virus have led to weaker labour market conditions and placed many households

under financial pressure. In May 2020, The Victorian Essential Se rvices Commission reported a
43% monthly increase in calls to energy retailers from customers about payment assistance A

Overall Victorian operational demand in the NEM was relatively flat in the second quarter of 2020
from the previous quarter . There wa s afall in commercial load during this period due to restricted
business activity amid the impact of COVID  -19 restrictions , but this was largely offset by increased
residential load as more people stayed at home. The increase in people staying at home led to
some falls in demand due to increased usage of rooftop PV but this was mostly offset by increased
heating requirements.

Compared to other jurisdictions , COVID -19 had a relatively small effect on Victorian residential
electricity demand. AEMO estimated that compared to the pre -COVID - 19 control model, weekday
operational demand in April reduced by 1%, with the largest decrease during the morning. This is

partly due to Victoria having a high proportion of gas heating systems compared to electric heating
systems. ®

Looking ahead, the performance of the utilities industry depends largely on the effectiveness of
efforts to control the spread of COVID -19. Further spreading of the disease, lockdowns and

movement restrictions could mean more residential demand, a Ithough this will depend on the
weather and heating requirements over spring and summer. The economic hardship faced by

Victorians could also mean they struggle to make payments, potentially putting pressure on the
revenues of energy retailers . Inthe long er term there could be a shift to a lower level of

commercial demand (and permanently higher residential demand) if work -from -home
arrangements remain in place.

Recent gas supply forecasts for Victoria predict that committed supply is forecast to reduce b y
37% from 2022 to 2024 , With  several gas fields forecast to cease production between mid -2023
and mid -2024. ® This means that gas supply restrictions may be necessary from 2024 if there is no
investment in  additional supply, removal of pipeline constraints, or investmentinan  LNG import
terminal .

In March 2020, the Victorian Government announced that the ban on conventional gas exploration

and development of Victorian onshore gas fields will be lifted from July 2021. However, with the
time required for exploration and development of potential projects, the size and impact on supply
from these onshore fields remains uncertain.

AGL has recently proposed the development of a floating LNG import terminal at Crib Point in

Victoria. Should the project gain the required approval, AGL expects that the import terminal
should be operational by the beginning of 2022, potentially assisting in alleviating future supply
concerns.

4 Essential Services Commission, Victorian Energy Market Update: June 2020 (30 June 2020)

< https://www.esc.vic.gov.au/sites/default/files/documents/FINAL%20 -
%?20Victorian%20Energy%20Market%20Update%20 -%20June%202020_1.pdf >

5 AEMO, Quarterly Energy Dynamics Q2 2020 (27 July 2020) < https://aemo.com.au/ -/media/files/major -
publications/qed/2020/ged -(2-2020.pdf?la=en&hash=D1A82334D16E915FCB1B628640A05223 >

5 AEMO, Victorian Gas Planning Report Update March 2020 < https://www.aemo.com.au/ -
/media/files/gas/national_planning_and_forecasting/vgpr/2020/2020 -vgpr -update.pdf?la=en >
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3.2.1 All industries

The Victorian WPI grew by 2.7% in the year ending March 2020, in line with the 2.7% gain in
2019. There was little change in wages in the first quarter as social distancing and other
restrictions only came into effect in late March.

Victorian wages are forecast to decline relative to national wages (Chart 3.2 ). This reflects the fa
that Victoria is experiencing high COVID -19 case numbers and there  -introduction of strict
measures to control the spread of the virus. COVID -19 will also weigh particularly hard on key
drivers of the Victorian economy such as population growth and inte rnational education. Over the
medium term, Victorian wages will rise relative to the national average as international and state

border restrictions are eased and the state benefits from record levels of public infrastructure

investment

Chart 3.2 Victoria WPI rela tive to national WPI
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Source: ABS, Deloitte Access Economics.

The pace of w age growth is expected to decline sharply in 2020 amid the impactof = COVID-19.
Wages will fall slightly more in Victoria compared to the national average following the July 2020
Mel bourne out br eak expodure tbleards-hiténdustdes. Wage growth in Victoria is
forecast recover beginning in 2021, as economic growth rebounds and eventually lifts wages.

However, it will take until the end of the forecast period for the pace of wage gains to reach pre
COVID-19 levels.
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Chart 3.3 Victoria general WPI growth

% change on yearearlier
5.0

Forecast
45

4.0 '\h//
35

30
25
20 \
15

10

05 r

0.0
Jun-06  Jun-08 Jun-10 Jun-12 Jun-14 Jun-16  Jun-18 Jun-20  Jun-22  Jun-24  Jun-26

Year-to change in Victoria WPI Year-to change in national WPI
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3.2.2 Utilities industry wages

Victoria i s Australiabds second maaenprisgsa pubstaotial share of aatiomal a n d
utilities output. Therefore, Victorian and national utilities industry wages often follow similar

trends. However, at the state level there may be greater volatility in utilities output, particularly

over the short term.

Wages in the Victorian utilities industry grew by 3.3% in the year to March 2020 (see Chart 3.4 ).
This is above the national average for the utilities industry of 2.7% and remains above the
Victorian all industry average of 2.7%.

Chart 3.4 Comparative WPI annual growth rates in year to March 2020
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Source: ABS, Deloitte Acce ss Economics.
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Utilities prices increased substantially between 2008 and 2014 but have remained relatively flat

since 2018 (see Chart 3.5 ). Overthey earto March 2020, the utilities CPI fell by 0.7% compared
to a 1.9% increase across all groups. Utilities CPI remains well above the CPI for all groups

following an 80% increase over the past decade, compared to 24% growth in the broader

Melbourne CPI.

Chart 3.5 Melbourne utility prices
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The Victorian utilities industry WPI has steadily increased  relative to the national utilities industry
WPI over the past decade . This reflects the strength of the Victorian economy relative to other
Australian states and territories, faster growth in the Victorian utilities industry compared to the

national utilities industry, as well as robust conditions in the Victorian construc tion industry
which competes with the utilities industry for workers (Chart 3.6 ).

Chart 3.6 Victoria utilities WPI relative to national utilities WPI
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Wage growth in the Victorian utilities industry is expectedto slowto0.5%in 2020 -21 as

COVID -19 weighs heavily on output across the Victorian economy. From 2021 -22 onwards wage
gains are then expected to accelerate, r eaching 2. 7% growth in 2025 -26 for the Victorian utilities
industries . This is slightly below the 2.8% increase forecast for the Victorian economy in 2025 -26,
reflecting forecasts for more modest growth in the utilities industry compared to the all industr y
average.

Chart 3.7 Victoria utilities general WPI growth
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Source: ABS, Deloitte Access Economics.

3.2.2.2 Comparison with EBA outcomes

There were 99 current E BAs in the utilities industry in the December quarter of 2019, covering
around 8,000 employees, with an AAWI of 3.2%. Chart 3.8 shows the utilities industry WPI and
the outcomes in state E ~ BAs for the industry. The chart shows:

1  There has been a small decline over time in the AAWI for current E BAs, from 3.8% in
March 2015 to 3.2% in December 2019.

T  The AAWI for new utilities indust ry E BAs in Victoria has been rather volatile. In the latest
December quarter there were 13 agreements signed covering around 1,400 workers with
an AAWIlo f3.2% .
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Chart 3.8 Comparative measures of wage growth in the Victorian utilities industry
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3.2.3 Labour productivity
Victorian utilities and all industry | abour productivity ~ fell in 2018 -19 and further falls are forecast in
2019 -20. Productivity growth has been weak in recent years as growth in output was offset by

growth in employment.

COVID -19 has generated declines in both output and employment from the final two quarters of

2019 -20. Victoria is expected to see a larg er negative impact on productivity from COVID -19

compared to the national economy. This is due to the re -introduction  of earlier restrictions amid

the July 2020 outbreak ,aswellas t he st ateds exposur ehitindustrie®e | ati vely hard

Labour productivi ty for the Victorian utilities industry is forecast to return to moderate growth in

2020 -21 as weak employment growth offsets the impact of COVID -19 on output. Labour
productivity growth is forecast to accelerate in 2021 -22 as output recovers from COVID -19 before
eventually returning to longer run trends.

Table 3.2 : Victoria and national labour productivity forecasts

History Forecast
Annual % change 2018-19 2019-20 2020-21  2021-22  2022-23  2023-24  2024-25  2025-26

Victoria - All industries -0.3 -0.1 -0.9 35 1.9 0.3 0.6 1.0
Victoria - Utilities -0.5 -0.3 0.4 3.0 1.5 0.3 0.5 1.0
National - All industries -0.4 -0.3 1.0 2.8 1.3 0.3 0.5 1.0
National - Utilities -0.5 -0.4 1.0 2.8 1.3 0.3 0.5 1.0
Source: ABS, Deloitte Access Economics.

Note: Productivity forecasts at the state level should be interpreted with care. Quarterly State Final Dem and data is used to

estimate quarterly GSP, which may not fully capture the impact of interstate trade. This can lead to some volatile movements

in the first  forecast year for state productivity.

22



Wage Price Index forecasts

3.2.4 Summary results
Table 3.3 : Victoria and national wage forecasts

Financial year changes in Victoria and national nominal Wage Price aggregates

History Forecast

2025-26

Annual % change 2018-19 2019-20 2020-21
Victoria - All industries 2.7 25 0.5
Victoria - Utilities 3.1 3.0 0.5
National - All industries 2.3 2.1 0.9
National - Utilities 2.8 2.6 1.1

2.8
2.7
2.9
2.7

Financial year changes in Victoria and national real Wage Price aggregates

History Forecast

2025-26

0.7
0.5
0.7
0.5

Annual % change 2018-19 2019-20 2020-21
Victoria - All industries 1.0 0.8 -0.4
Victoria - Utilities 1.3 14 -0.5
National - All industries 0.6 0.8 0.2
National - Utilities 11 1.2 0.4
Note: Victorian utilities WPI growth in 2021 -22 is equal to the forecast change in WPI from the average of the first six months
of 2021 to the average WPI over the twelve months of 2021 -22. This adjusted has been applied to account for the transition

towar ds a new regulatory period commencing 1 July 2021.
Source: ABS, Deloitte Access Economics.
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4 South Australia

4.1.1 Overview

South Australian ~ State Final Demand  grew by 0.1% in the year to March 2020, below the 2.5%
seen ayear earlier . Growth in South Australia has been impacted by COVID -19, which has
weighed particularly hard on consumer spending, investment, exports and construction in the

state. Conditions in the state are not expected to improve until the virus is contained in
neighbouring Victoria, consumer confidence is restored, and international borders reopen.

The number of people employed in South Australia has fallen by 37,000 from March 2020 to June
2020. The unemployment rate has increased from an early 2020 low of 5.7% to 8.8% in June
2020. Wage growth also remains low, with the WPI increasing 2.3% over the year to March 2020

Private consumption in South Australia is expected to fall by 4 .0% in 20 20, compared to the 3.2%
decline at the national level. COVID -19 has weighed heavily on consumer confidence, while the
negative impact on retail activity in South Australia is compounded by the relatively weak pace of

population growth. Private consumption growth is expected to remain subdued until effective
antivirals or a vaccine is developed, and people feel confident enough to move around the
economy and spend.

South Australian p  opulation growth has ~ remained below the national average over recent decad es.

The stateds population is estimated to have grown at an
thirty years, below the 1.4% growth in the wider Australian population. In large part this is due to

younger South Australians moving interstate for emplo yment. COVID -19 border restrictions are set

to limit this outflow of South Australians in the short term. Further, Melbourne and Sydney

(traditional destinations for Sou telperignges t highedr CQVIiDs-1% oung peopl

case numbers and tougher lockdown restrictions , which have reduced available employment
opportunities. Over the medium term, this could see more young people stay in South Australia

South Australian exports are expected to fall in 2020. COVID -19 has weighed on demand for
goods e xports such as food and wine, which have already faced challenges from drought and
bushfires in recent years. Adding to this, border restrictions have limited services export such as
international education and tourism.

Government infrastructure investmen t is likely to support growth in  the South Australian economy
in coming years. In March 2020, the  South Australian Government announced that $120 million
worth of new infrastructure projects will be fast tracked to support jobs growth and local

businesses. Further, $12.9 billion worth of road, school and hospital infrastructure projects will be

built over the next four years. The state government forecasts that the infrastructure spending will

support 80,000 jobs in the state

The South Australian economy is forecast to contract by 1.4% in 2019 - 20 before growing by 0.3%
in 2020 -21. The South Australian economy is expected to grow at a faster rate than the national
averagein2020 -21. This reflects the statebds relative success

COVID -19 and fewer South Australians migrating to other jurisdictions. Over the longer run, the
South Australian economy will continue to grow at rates below the national average.
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Chart 4.1 Output and demand (change on year earlier), South Australia
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Table 4.1 South Australian output and demand forecasts

Jun-21

Jun-26

on year earlier refers to output growth between a quarter and the same quarter a year earlier.

History Forecast
Annual % change (unless noted) 2018-19 2019-20 2020-21  2021-22  2022-23  2023-24  2024-25  2025-26

Consumption

Private sector 1.4 -1.6 -1.1 2.6 1.0 1.3 1.7 2.0

Public sector 35 3.1 5.7 1.6 -1.6 -1.7 0.4 0.9
Private sector investment

Dwelling investment 1.1 -4.9 -14.9 13.8 20.3 12 -5.9 -4.7

Non-residential building 8.5 -16.9 -19.9 14.1 20.7 8.5 2.4 -0.5

Engineering construction 6.0 -26.5 -6.2 14.0 9.5 6.9 2.4 -0.6

Machinery and equipment -3.6 -5.8 -1.7 27.7 20.0 11.5 45 1.2

IP and livestock 4.1 -0.4 -3.9 -3.2 21.7 14.9 10.7 7.4
Public investment

General Government -6.7 10.9 4.7 2.4 1.9 2.3 1.6 1.0

Public enterprises 7.4 -30.2 27.9 2.0 35 3.3 19 0.7
Real final demand 1.7 -1.7 -1.0 3.9 3.3 1.8 1.3 1.3

Private sector 1.6 -3.1 -3.7 4.7 4.9 2.8 1.6 1.5

Public sector 2.2 2.3 6.4 1.8 -0.9 -0.9 0.6 0.9
Gross State output 1.4 -1.4 0.3 4.4 3.0 1.8 1.5 1.5
Employment 11 -0.8 -1.3 1.4 1.5 15 0.9 0.4
Unemployment rate (%) 5.6 6.8 9.3 8.2 6.9 6.1 6.2 6.2

Note: All variables (except for jobs and unemployment) expressed in

Source: ABS, Deloitte Access Economics.
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4.1.2 Utilities

The South Australian utilities industry has been affected by COVID -19. Measures to contain the

spread of the virus have led to weaker labour market conditions and placed many households

under financial pressure. Adding tindusttyhissndergSirmat h Austral i ad:
relatively fast transition from a centralised system of large fossil fuel generators towards a system

that includes increasing numbers of smaller scale and more widely distributed renewable energy

generators.

Renewable energy gener  ation has been a significant focus of the South Australian Government in
recent years. This had led to substantial funding for the development of renewable energy

generation projects. According to AEMO, there are 10,700 megawatts (MW) of new generation

pro jects currently proposed or committed in South Australia T almost three quarters of which

relate to large -scale solar, wind or water projects.

The state continues to push ahead with its target of reaching 100% renewable energy generation
by 2030. In 2019, South Australia passed the 50% mark. In addition, South Australia is
developing its own hydrogen strategy to make use of the $370 million available for hydrogen
projects backed by the ~ Council of Australian Governments ( COAG) Energy Council.

South Austral ia recorded an increase in operational demand in the second quarter of 2020. This

was | argely due to the stateds relatively |l ow proportion o
electric heating (versus gas), and colder than average temperatures. Despite t his, the state

recorded its lowest quarterly average wholesale electricity prices in five years. This was partly due

to lower gas prices  and the continued increase in generation from rooftop PV and new, large -scale,

renewable projects.

Demand for grid -sup plied electricity is expected to remain modest over the medium term. Growth
in new connections will continue to be outweighed by the increased uptake of energy efficient
appliances and rooftop PV.

A severe storm on 31 January damaged transmission towers in Victoria, leading to loss of the
Heywood interconnector between South Australia and Victoria for 18 days. South Australia

currently has two interconnectors (to Victoria), the Heywood interconnector and Murraylink. The

loss of the Heywood interconnector im pacted the ability of the state to export or import electricity
and required it to provide its own frequency control ancillary services, which Murraylink cannot
provide. The South Australian Government has granted major project status to a new $1.5 billion
interconnector between South Australia and New South Wales.

AEMOG6s 2020 Gas Statement of Opportunities fibinceeasast s that |
in the medium to long term in all states except South Australia . This is due to expectations of
weak population growth, low commercial demand and low industrial demand.

4.2.1 All industries
Wage growth in South Australian was 2.3% in the year ending  March 2020. Wage growth in South
Australia is slightly above the national rate and reflects the st atebs effectiveness in con

spread of COVID -19 and subsequent easing of earlier restrictions.

Private sector wages are growing at a faster rate than public sector wages in South Australia.

Private sector wage gains have lifted from a low of 2 .0% in late 2018 to 2.5% in the year ending
March 2020, while public sector wages have fallen from a high of 2.4% to 1.7% over the same

period. This has occurred despite strong growth in public sector employment relative to private

sector employment in the year to May 2020. In part, this may be due to the S outh Australian
Go v e r n meongbirdgs efforts to reduce expenditure on public sector salaries and wages. The
2018 -19 state budget forecast a 5.1% decline in real employee expenses from 201 8-19to

2022 -23, despite an increase in employment of teachers and nurses.
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The South Australian WPI is expected to continue to moderate relative to the national WPI over

the forecast period (see Chart 4.2 ). South Australia has been relatively successful in containing the

spread of COVID -19, butt hi s means that the stateds reboumdh strojglyhas | ess
following COVID -19. States thatare ~ most exposed to international travel and strict lockdowns,

such as Victoria and New South Wales, will grow at faster rates than South Australia from 2021 -

22. As aresult, relative wage gains will fall in South Australia.

Chart 4.2 South Australia WPI relative to na tional WPI
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Source: ABS, Deloitte Access Economics.

Wages gains in South Australia are forecast to fall from 2.3% in 2019  -20t0 0.9% in 2020 -21 amid

the impactof COVID -19 on the stateds economy. Wage growth is forec
2022 -23, supported by the improvement in labour market conditions and government stimulus

efforts (including naval shipbuilding and infrastructure investment).

South Australia also has an older workforce compared to the national average. As retirements
increase over coming years, workers will be handed back greater power in wage negotiations with
employers. This is ex pected to occur gradually over the medium to long -term.

Chart 4.3 South Australia general WPI growth
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Note: % change on year earlier refers to output growth between a quarter and the same quarter a year earlier.
Source: ABS, Deloitte Access Economics.
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4.2.2 Utilities industry wages

The South Australian utilities WPI grew by 2. 2% in the year ending  March 2020. This is below the
2.7% growth seen in the national utilities WPI and reflects weaker  conditions in the wider South
Austral ian economy. South Australian wages across all industries grew by 2.3% over the same

period.

Chart 4.4 Comparative WPI annual growth rates in the year to March 2020
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Source: ABS, Deloitte Access Economics.

South Australian utilities prices have moderated since March 2017 (see Chart 4.5 ). Further falls
are expected in coming years, with the AEMC forecasting that annual residential electricity bills will
decrease in 1.5% between 2018 -19to 2021 -22. This decrease is driven by | arge decreases in
wholesale and environmental costs, which will more than offset a rise in transmission costs.

Chart 4.5 Adelaide utilities prices
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Utilities wage growth in the state has been lower than the national utilities industry for the past

fiv e years. Conditions in the South Australian utilities industry have been affected by the closure of
automotive manufacturing and more challenging conditions for other manufacturers (which
reduced industrial demand for electricity) , as well as the relativel 'y rapid uptake of rooftop PV
(which reduced demand for grid -supplied electricity)

The slow growth in the South Australian economy relative to the Australian economy has also

contributed to weaker wage outcomes i n t\Veeofcomparatieeys ut i | it
slow economic growth in South Australia has been low rates of population growth, which weighs on

residential electricity demand. This has been a long -running trend placing downward pressure on

South Australian utilities output and wage S.

Chart 4.6 Relative utilities WPI forecast for South Australia
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Growth in the renewable energy industry wi | | continue to drive Sawtivtyh Australi
Renewable energy projects require employees with differen t skills compared with the skills

required in traditional utilities industries. The demand for workers with specific skills is expected to

place upward pressure on wages in the utilities industry. However, this may be partly offset by

lower operational emp  loyment requirements at some renewable energy generators compared to

non -renewable generators.

The South Australian utilities WPI is forecastto moderate from 2.3% growth in 2019 -20t0 1.0% in
2020 -21 amid the impact of COVID -19. South Australian utilities wage growth is forecast to

accelerate from a trough in 2021 -22, reaching 2.5% by 2025 -26. Utilities wage growth is forecast

to grow at a slower  pace than wages in the wider South Australian economy from 2021 -22,

reflecting the outlook for slower growth in utilities output relative to output from all industries.
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Chart 4.7 South Australian utilities WPI forecast comparison
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Source: ABS, Deloitte Access Economics.

4222 Comparison with EBA outcomes

In December 2019, there were four new EBAs negotiated in the utilities industry in South
Australia, with an average annual wage increase of 2.9% and covering 700 people. Chart 4.8
shows that:

T The AAWI for current EBASs in the utilities industry has fa llen from a peak of 3.3% in June 2018

to 2.9% in December 2019.

1  South Australian utilities WPI growth has been below the AAWI for both new and current EBAs
since mid -2017.

Chart 4.8 Comparative measures of wage growth in the South Australian utilities industry
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4.2.3 Labour productivity

Labour productivity for South

forecastto decline by a further 0.5% in 2019

Aust

-20. This is partly due to

rali

abs 8ulDandist i

continued weak growth in

utilities output relative to employment, but is also partly due to the impact of COVID

Looking ahead, labour productivity is set to return to

positive growth from 2020

of COVID -19 fades and economic activity begins to recover. The improvement in labour

productivity will be

reflecting the larger gain s in output forecast in other industries.

-19.

-21 as the impact

relatively modest in the utilities industry compared to the wider state economy,
Labour productivity in

South

e s

Australiads utilities i ndulméwitlyAustralianptilitteg iedastryepdoduttioity gr o w
over the long -term .
Table 4.2 South Australia and national labour productivity forecas ts
History Forecast
Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
South Australia - All industries 0.3 -0.6 1.6 2.9 1.5 0.4 0.6 1.1
South Australia - Utilities -0.5 -0.5 1.0 2.8 1.3 0.3 0.5 1.0
National - All industries -0.4 -0.3 1.0 2.8 1.3 0.3 0.5 1.0
National - Utilities -0.5 -0.4 1.0 2.8 1.3 0.3 0.5 1.0
Note: Productivity forecasts at the state level should be interpreted with care. Quarterly State Final Demand data is used to
estimate quarterly GSP, which may not fully capture the impact of interstate trade. This can lead to some volatile movements
in the first forecast year for state productivity.
Source: ABS, Deloitte Access Economics.
4.2.4 Summary results
Table 4.3 South Australia and national wage forecasts
Financial year changes in South Australia and national nominal Wage Price aggregates
History Forecast
Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
South Australia - All industries 2.2 2.3 0.9 0.6 0.8 1.6 21 2.7
South Australia - Utilities* 2.0 2.3 1.0 0.4 0.5 1.3 1.9 2.5
National - All industries 2.3 2.1 0.9 0.8 1.0 1.8 2.3 2.9
National - Utilities 2.8 2.6 1.1 0.8 0.9 1.6 2.1 2.7
Financial year changes in South Australia and national real Wage Price aggregates
History Forecast
Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
South Australia - All industries 0.6 0.7 0.2 -0.8 -0.9 -0.5 -0.1 0.5
South Australia - Utilities* 0.5 0.7 0.4 -0.9 -1.1 -0.8 -0.3 0.3
National - All industries 0.6 0.8 0.2 -0.5 -0.6 -0.3 0.1 0.7
National - Utilities 1.1 1.2 0.4 -0.5 -0.8 -0.5 -0.1 0.5
*Hi storical data estimated using Deloitte Access Ec#édBSomi csd wage

Source: ABS, Deloitte Access Economics.
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5 Northern Territory

Growth in the  Northern Territory economy was weak priorto the outbreak of COVID -19. State final
demand contracted by 7% in the year ending March 2020, following a 15% contraction a year

earlier. Thiswas primarily due to the end of construction at the $45 billion Ichthys LNG

development. Engineering construction fell sharply, we ighing heavily on  employment and broader
economic activity in the Northern Territory.

COVID -19 restrictions have limited economic activity and resulted in the loss of jobs and income.

But the Northern Territory has limited the virus spread with relatively few cases recorded. As a
result, the territory experienced the smallest contraction in employment over April and May of any
state or territory.  The high proportion of government jobs in the territory has also assisted in

minimising job losses

LNG expo rts have emerged asa  key driver of economic activity for the Northern Territory. While
the completion of the Ichthys project had a major drag on domestic activity, it came with a
substantial boost to export growth as the project moved from construction to production. Northern

Territory goods exports are forecast to grow by almost two fifths in 2020.

The impact of COVID -19 on global industrial activity and the recent sharp falls in LNG prices may

weigh on future growth in the value of LNG exports. Global industrial production has fallen in

2020, which also weighs on demand for energy inputs such as LNG. Adding to this,t  he majority of
Au st r alING & 6okl on long -term contracts that are linked to the price of oil. The early 2020

collapse in the o il price has seen gas contract prices fall. A number of LNG projects remain in

planning in the Northern Territory and the weaker outlook for prices, as well as additions to global

supply, are likely to weigh on the prospects of new investment in Australian LNG capacity .

The spread of COVID -19 in Australia has acutely affected the tourism industry as well as

associated industries such as retail and hospitality. While international tourism has fallen sharply ,
there remains a potential upside from increased d omestic tourism.  Australians who would

otherwise have spent their holidays overseas may instead choose to travel to the Northern

Territory, particularly as it remains a relatively safe destination with respect to COVID -19 case
numbers .

Weak population gr owth has been a drag on economic activity over recent years. There has been
very little international migration to the Northern T erritory as well as net outflows of the local
population to other states. However, what has been a drag on growth in the past ¢ ould now mean
the Northern Territory is less affected than other jurisdictions amid interstate and international

border closures.

Deloitte Access Economics forecasts the Northern Territory  economy will grow by 4.6% in 2019 -20
amid the impact of rising LNG exports before  growth moderate s to 0.8% in 2020 -21 as a result of
the consequences of COVID-19. This is above the 0.4% forecast for the national economy.

Northern Territory output is projected to accelerate to 5.7% in 2021 -22, before moderating  over
the remainder of the forecast period to 2025 -26.
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Chart 5.1 Output and demand (change on year earlier), Northern Territory
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Table 5.1 : Northern Territory economic forecasts

Jun-21

Jun-26

History Forecast
Annual % change (unless noted) 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

Consumption

Private sector -2.5 -2.6 0.0 2.8 1.8 2.3 3.0 3.2

Public sector -0.3 3.8 7.0 4.9 0.7 0.2 2.0 2.3
Private sector investment

Dwelling investment -3.1 -14.1 -13.5 20.0 16.7 0.6 -6.4 -6.1

Non-residential building -72.4 -43.8 45.3 42.6 30.1 15.6 7.8 4.0

Engineering construction -78.0 -43.7 69.6 41.2 24.9 15.5 8.0 4.1

Machinery and equipment -0.9 5.7 -4.8 23.4 17.5 10.0 7.1 5.2

IP and livestock 6.3 -0.6 -14.5 13.4 30.6 17.5 12.8 9.9
Public investment

General Government 7.0 -7.9 21.8 8.3 4.9 4.2 2.0 0.8

Public enterprises -2.4 -19.2 -6.1 11.6 9.4 6.4 4.5 2.3
Real final demand -16.5 -4.0 4.5 7.6 55 3.7 3.4 2.9

Private sector -25.0 -7.5 1.6 9.1 8.4 5.7 4.2 3.5

Public sector 0.6 1.3 8.6 5.6 1.6 1.0 2.1 2.0
Gross State output -1.5 4.6 0.8 5.7 3.7 3.3 2.9 2.7
Employment -3.7 -0.5 1.0 0.2 0.5 2.6 2.1 1.6
Unemployment rate (%) 4.7 5.7 8.0 7.3 6.3 5.5 5.4 5.4

Note: % change on year earlier refers to output growth between a quarter and the same quarter a year earlier.

Source: ABS, Deloitte Access Economics.
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5.1.2 Utilities
The Northern Territory electricity system has three separate networks d the Darwin 1 Katherine,
Alice Springs and Tennant Creek systems o that are all owned by the Northern Territory

Government. The networks are classified as a single distribution network for regulatory purposes,
but do not connect to each other or the NEM. Therefore, the electricity market can have different
dynamics than the other jurisdictions  in the NEM.

While the overall effects from COVID -19 are still highly uncertain, the immediate effect is likely to

be a reduction in consumption and demand. Like other jurisdictions there is expected to be a shift
in demand away from commercial demand and towards residential demand . The magnitude of this
shift is likely to depend on the spread of COIVD -19. Currently the  spread of the virus is relatively
contained in the Northern Territory, raising the prospect of the resumption of work -from -work
arrangements and previously suspended commercial activity.

The electricity generation, distribution and retail markets are undergo ing a significant
transformation in the Northern Territory. This is largely due to growth in distributed solar PV

systems in both residential and commercial premises. The territory has a  target to achieve 50%
renewable energy by 2030, although AEMO recentl y found that it would be extremely challenging
to source 50% of electricity consumption from renewable energy sources relying on solar PV and

battery storage alone. 7 Compared to other jurisdictions that benefit from a range of renewable

energy sources (su ch as hydro and wind), the Northern Territory has a limited window during the

day to capture and store solar energy and cannot rely on interconnectors to other jurisdictions.

AEMO noted that to achieve the 50% targetystemwdllikdpr t hern Ter
require a mix of other technologies. This potentially include s synchronous condensers, solar
forecasting, or new fast - start thermal generation.

In April 2020 the Northern Territory Government announced a $30 million investment in a large -
scale battery for the Darwin -Katherine system. The battery is expected to become operational in

the second half of 2022. 8 The battery system is designed to increase the security and reliability of

the power supply by managing the fluctuations from the increased uptake of solar energy by

households and businesses.

The gas industry in the Northern Territory is largely export -oriented. Production is concentrated in
offshore LNG plants and is historically separate from the eastern gas market. However, the
commissioning of the Northern Gas Pipeline in January 2019 linked the Northern Territory gas

fields (the Bonaparte Basin and the Amadeus Basin) with Queensland. This new gas supply from

the Northern Territory has improved Australian domestic supply and put downward pressure on
domestic spot prices.

5.2.1 All industries

The Northern Territory WPI grew by 2.3% inthey ear ending March 2020. The outbreak of COVID -
19 had a negligible impact on wages in the first quarter as social distancing and other restrictions
only came into effect in late March

The Northern Territory saw an increase in relative wages from around 200 8 through to 2017. This
largely corresponded to a period of relative strength as construction on large resource projects

boosted economic activity and wages (Chart 5.2 ). More recently, the end of construction at the
Ichthys project  has led to a fall in relative wages amid weaker economic growth in the territory.

7 Utilities Commission of the Northern Territory 2020, Northern Territory Electricity Outlook Report 2018 -19

< https://utilicom.nt.gov.au/__data/assets/pdf_file/0010/895357/2018 -19-NT-Electricity -Outlook -Report.pdf >.
8 Northern Territory Government 2020, More batteries, more renewables , more jobs

< https://business.nt.gov.au/news/2020/more -batteries, -more -renewables, -more -local -jobs >.
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Looking ahead, wages are forecast to rise relative to the national level as the Northern Territory is
expected to see a smaller negative impact from COVID  -19 compared to other Australian

jurisdictions. In part this is due to the effectiveness of measures to contain the spread of

COVID -19 in the Northern Territory, as well as the reliance of othe r states and territories on hard -
hit parts of the economy such as international education.

Chart 5.2 Northern Territory WPI relative to national WPI
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The pace of w age growth in the Northern Territory has historically tracked closely to the pace of
wage growth in the national economy. This is expected to continue, with Northern Territory wage

growth forecast to fall in 2020 -21. Wages will fall slightly less in the No rthern Territory compared

to the national average as the outbreak of COVID -19 remains relatively contained in the territory.
As the territory rebounds from the economic impact of COVID-19, wages will largely recover in line
with the recovery in national wages. Itis expected to take until the end the forecast period in
2025 -26 for wage gains to return to pre -COVID-19 levels.

Chart 5.3 Northern Territory general WPI growth
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5.2.2 Utilities industry wages
The Northern Territory comprises a relatively small  share of national utilities output. Northern
Territory and national utilities industry wages often follow similar trends. However, at the state

level there may be greater volatility in utilities output, particularly over the short term.

Wages in the Northern Territory utilities industry grew by 2.5% in the year to March 2020 (see
Chart 5.4 ). This is below the national average for the utilities industry of 2.7% but remains above
the Northern Territory all industry average of 2. 3%.

Chart 5.4 Comparative WPI annual growth in year to March 2020
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Note: % change on year earlier refers to output growth between a quarter and the same quarter a year earlier.

Source: ABS, Deloitte Access Economics.

Utilities prices in Darwin increased substantially between 2008 and 2014 , but have remained
relatively flat since then (see Chart 5.5 ). Over the year to March 2020, the utilities CPI increased
by 0.7% in line with a 0.7% i ncrease across all groups. Utilities CPI remains above the CPI for all

groups following a 57% increase over the past decade, compared to 18% growth in the broader
Darwin CPI.
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Chart 5.5 Darwin utility prices
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Northern Territory utilities industry WPI increased relative to the national utilities industry WPI
between 2009 and 2017, coinciding with relatively stronger economic conditions in the territory

(see Chart5.6 ). Since 2017, weaker economic activity in the Northern Territory has placed
downward pressure on relative wages. Output from the utilities industry in the Northern Territory

has also overperformed relative to the national level until 2017 -18, contributing to increasing
relative wages in the industry.

Chart 5.6 Northern Territory utilities WPI relative to national utilities WPI
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Looking ahead, wages in the Northern Territory utilities industry are expected to maintain a similar

growth rate to the  territory all-industries average across the forecast period to 2025 -26. This
matches the historical trend where utilities industry and overall wages tend to show a high degree
of co rrelation .
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Northern Territory utilities wages are forecast to grow by 2.7% in 2019 -20 before fallingto  1.4%
in 2020 -21 alongside the slowdown in national utilities wage growth. Wage gains are expected to
reach a low of 0.7% in 20 22 -23 before accelerating as the utilities industry rebounds from the

effects of COVID-19.

Chart 5.7 Northern Territory utilities general WPI growth
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Source: ABS, Deloitte Access Economics.

5.2.2.2 Comparison with EBA outcomes
There were three current E BAs in the utilities industry in the December quar ter of 2019, covering
less than 100 employees, with an AAWI of 2.0%. Chart 5.8 shows the utilities industry WPI and

the outcomes in state E ~ BAs for th e industry. The chart shows:

1 The AAWI for current E  BAs has declined from 4.2% in March 2015 to 2.0% in December 2019.
There were no new EBAs lodged in the December quarter of 2019.

1 The AAWI for new utilities industry E BAs in the Northern Territory has historically been below
the AAWI for current E BAs. While in recent quarters they have converged, the small number of
new agreements and employees covered makes it difficult to discern trends
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Chart 5.8 Comparative measures of wage growth in the Northern Territory uti lities industry
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Source: ABS, Attorney -Gener al 6s Department

5.2.3 Labour productivity

Labour productivity is forecast to increase by 5.1% in the North ern Territory in 2019  -20, driven by
the ramp -up of LNG exports (which requires relatively few labour inputs). Labour productivity is
expected to decline  in 2020 -21 as COVID -19 weighs on output , before recovering in 2021 -22.
Labour productivity will then gradually return to longer term growth over the rest of the forecast
period.

Labour productivity for the Northern Territory utilities industry is forecast to fall in 2019 -20 as
weakness in the territory economy weighs on util  ities output growth. 2020 -21 is expected to see a
return to growth as subdued employment growth offsets weakness in the broader economy.

2021 -22 is forecast to see a large increase as output recovers from COVID -19 before eventually
returning to longer run trends.

Table 5.2 : Northern Territory and national labour productivity forecasts

History Forecast

Annual % change 2018-19 2019-20 2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
Northemn Territory - All industries 2.4 5.1 -0.2 5.5 3.1 0.7 0.7 11
Northemn Territory - Utilities -0.5 -0.2 0.9 2.9 14 0.3 0.5 1.0
National - All industries -0.4 -0.3 1.0 2.8 13 0.3 0.5 1.0
National - Utilities -0.5 -0.4 1.0 2.8 1.3 0.3 0.5 1.0

Source: ABS, Deloitte Access Economics.
Note: Productivity forecasts at the state level should be interpreted with care. Quarterly State Final Demand data is used to
estimate quarterly GSP, which may not fully capture the impact of interstate trade. This can lead to some volatile movements

in the first  forecast year for state productivity.
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5.2.4 Summary results
Table 5.3 : Northern Territory and national wage forecasts

Financial year changes in Northern Territory and national nominal Wage Price aggregates

History Forecast

Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
Northemn Teritory - All industries 21 25 14 11 1.0 1.9 2.4 2.9
Northemn Teritory - Utilities* 2.2 2.7 14 0.9 0.7 1.6 2.2 2.7
National - All industries 2.3 2.1 0.9 0.8 1.0 1.8 2.3 2.9
National - Utilities 2.8 2.6 1.1 0.8 0.9 1.6 2.1 2.7

Financial year changes in Northern Territory and national real Wage Price aggregates

History Forecast

Annual % change 2018-19 2019-20 2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
Northern Teritory - All industries 11 2.1 1.2 0.0 -0.6 -0.2 0.2 0.7
Northern Territory - Utilities* 1.3 2.3 1.2 -0.2 -0.9 -0.5 0.0 0.4
National - All industries 0.6 0.8 0.2 -0.5 -0.6 -0.3 0.1 0.7
National - Utilities 11 1.2 0.4 -0.5 -0.8 -0.5 -0.1 0.5

Source: AB S, Deloitte Access Economics.
Note: Historical data estimates using Deloitte Access Economics Wage Price Index forecasting model. Unavailable from the
ABS.
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6 Australian Capital Territory

6.1.1 Overview

Prior to the outbreak of COVID -19,the Austr al i an Capital Territoryds economy ha

growth moment um. Tfina demand r grewdy 2y8% s in the year ending March 2020,
above the 1.1% gain seen in the national economy. Economic growth was supported by robust

gains in population,  growth in services exports such as education and tourism, as well as a

resilient housing industry . A number of these drivers have been affected by COVID -19, but the
territory has recorded relatively few infections and remains supported by a high share of public
service employment.

Cafes, restaurants, pubs and other retail outlets were completely shut down during the first stage

of lockdowns in the Australian Capital Territory . This disproportionally impacted women and young
people in terms of hours worked and employment. However, the territory  has suffered relatively
few job losses and wage cuts compared to o ther states.

Approximately 40% of Australiads federal public servants ||
employment is traditionally stable and tends to fall by less than private sector employment during

a downturn. Employment in the Australian Capital Territory has fallen by only 6,000 persons from

March 2020 to June 2020. The unemployment rate is 5.1%, below the  7.4% national rate . The

strength of the territoryds | abour market will support act.
be further gains to public sector employment in coming mon:
administer large economic support payments, as well as devis e stimulus measures.

COVID -19 is expected to weigh on population growth in the territory. The territorydéss popul at
estimated to have  grown at an average annual rate of 1.7% in the five years to 2019 -20, above

the 1.5% gain seen at the national level. This is expected to slow in coming months amid

restrictions on international arrivals and migrants from interstate.

Services exports have grown in recent years and education |
largest export. Despite the effectivene ss of efforts to control COVID -19 in the territory, the July
2020 outbreak in Victoria has ended plans to bring small numbers of international  students to

Australia. This will weigh on employment, housing demand as well as consumption in the
territonoyps ec

Private consumption is expected to fall in the Australian Capital Territory in 2019 -20 amid the
impact of COVID -19. But falls will be modest compared to those seen in the wider Australian
economy. This is largely driven by the strength of employmen tin the state as well as the presence

of few COVID -19 cases that has allowed the easing of earlier restrictions

Housing construction activity is expected to moderate from earlier highs in 2019 -20 and 2020 -21
as work wraps -up on a series of new suburbs developments . Engineering construction has also

fallen following the end of construction of the $675 million ACT light rail, but may be supported in

coming years by work on the $1.3 billion second stage. Commercial construction continues to be

underpinned by a series of mixed -use developments, while work is expected to commence on the

$500 million Australian War Memorial redevelopment in 2020.

Overall, the Australian Capital Territory economy is forecast to grow by 1.9% in 2019 -20 before
slowing to 1.0% in 2020 -21, above the 0.1% and 0.4% contractions expected for the Australian
economy overall . Growth will be underpinned by public sector employment and the relative

success in containing the spread of COVID -19, which has allowed an easing of restrictions in
recent months. Growth in the territoryébés econong

before slowing to 2.5% by 2025 -26.
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Chart 6.1 Output and demand (change on year earlier), Australian Capital Territory
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Note: % change on year earlier refers to output growth between a quarter and the same quarter a year earlier.

Source: ABS, Deloitte Access Economics.
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Table 6.1 : Australian Capital Territory economic forecasts

Jun-21

State demand

Jun-26

History Forecast
Annual % change (unless noted) 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26

Consumption

Private sector 2.3 -0.4 0.3 3.8 1.9 2.1 2.6 2.9

Public sector 4.8 45 9.0 3.8 0.0 -0.4 15 1.9
Private sector investment

Dwelling investment 17.9 -1.2 -1.3 10.9 11.5 -2.4 -6.7 -4.5

Non-residential building 6.7 9.1 -26.7 12.7 34.3 12.6 3.7 0.6

Engineering construction 7.4 -2.3 -11.1 4.8 16.5 13.3 5.2 1.2

Machinery and equipment 4.0 -1.6 -15.0 25.7 25.2 14.7 7.0 3.1

IP and livestock 6.3 2.3 0.5 -7.2 15.5 15.5 11.2 7.9
Public investment

General Government -12.5 7.7 22.7 6.3 4.6 3.9 2.5 1.7

Public enterprises -3.9 -4.8 -0.5 4.9 57 51 3.0 1.3
Real final demand 3.0 25 4.4 4.6 3.0 1.6 19 2.0

Private sector 3.7 0.1 -2.3 5.2 5.8 3.2 2.1 2.1

Public sector 2.4 4.8 10.6 4.1 0.6 0.2 1.7 1.9
Gross State output 3.0 1.9 1.0 5.7 4.1 2.9 25 2.5
Employment -0.4 24 1.0 1.0 1.3 2.3 19 14
Unemployment rate (%) 3.6 3.3 5.7 5.3 4.7 4.1 4.2 4.2

Note: % change on year earlier refers to output grow

Source: ABS, Deloitte Access Economics.
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6.1.2 Utilities

The Australian Capi t aindusire risrinfluercedpybsth indegendént pricing
tribunals and market forces. The supply of electricity and water and waste services are determined
by the Independent Competition and Regulatory Commission (ICRC) for small customers in the
territory. Natural gas prices are not regulated.

Output in the t erinddsttyohaydiosin stirdnglylin réeceneysars. Output grew by 5.6%
in 2018 -19, following a 5.1% gain a year earlier. There are few large industrial users of electricity
in the Australian Capital T erritory, with much of the gain driven by household and commercial

demand.
The Australian Capital Territory has sourced 100% of its electricity from renewable sources since
late 2019. Renewable energy is generated by states in the NEM and supplied to the t erritory.

Recently, the ACT government announced a renewable energy battery and storage facility to
further strengthen reliability and stability of electricity supply in the territory.

6.2.1 All industries

The Australian Capital Territory WPI grew by 2.3% inthe year ending  March 2020, slightly above

the national figure of 2.2%. The pace of wage gains is expected to slow amid the impact of

COVID-19.

The Australian Capital Territoryds | abour market includes

sector employees. And while there have been fewer job losses in the public sector compared to the
private sector during COVID  -19, many public servants have seen wage increases temporarily

delayed for six months.  This suggests that despite the relatively moderate falls in employment in
the Australian Capital Territory, the pace of wage gains will slow in 2019 -20 and 2020 -21.
Wage gains in the Australian Capital Territory moderated relative to national wage gains from late

2013 to mid -2019. This was largel y due to the tightening of labour markets in other jurisdictions

as well as delays and weak outcomes for EBAs covering employees in the Australian Capital

Territory. Relative wage gains have begun to improve in the territory and this is expected to

conthnue in coming years, driven by the strength of the territ
that public sector wage gains will recover sooner, and increase faster, than private sector wage

gains in the near future

Chart 6.2 Australian Capital Territory WPI relat ive to national WPI
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The Australian Capital Territory WPI is forecast to grow by 2.3% in 2019 - 20 before slowing to
1.4%in 2020 -21and 1.1%in 2021 -22 amid the impact of COVID -19. Wage gains are expected to
accelerate thereafter, reaching 3.0% by 2025 -26.

Chart 6.3 Australian Capital T  erritory general WPI growth
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Source: ABS, Deloitte Access Economics.

6.2.2 Utilities industry wages
Deloitte Access Economics estimates that the Austral i an Capi t a Ultliti€se mdusty oWPy 6 s

grew by 2.6% in the year ending  March 2020 , slightly below the national utilities WPI growth of
2.7% .

Chart 6.4 Comparative WPI annual growth in year to March 2020
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Utilities prices in the Australian Capital Territory moderated between 2012 and 2018, but have

since increased 1 driven by rising electricity and g  as prices (see Chart 6.5 ). The AEMC forecast
that prices will fall by 7% from 2018 -291t0 2021 -22, as large falls in wholesale and environmental
costs more than offset a rise in network costs.

Chart 6.5 Canberra utility prices
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Utilities WPI in the territory is expected to grow relative to national utilities WPI over the coming
years . This is driven primarily by higher utilities sector output amid e asing COVID -19 restriction s,
continued population gains and stronger commercial demand.

Chart 6.6 Australian Capital Territory utilities WPI relative to national utilities WPI
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Australian Capital Territory utilities wages are forecast to grow by 2.7% in 2019 - 20 before falling
to 1.2% in 2020 -21 alongside the slowdown in national utilities wage growth. Wage gains are
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expected to reach a low of 0.9% in 202 1-22 before accelerating a s the utilities industry rebounds
from the effects of COVID-19.

Chart 6.7 Australian Capital Territory utilities general WPI growth
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6.2.2.2 Comparison with EBA outcomes

There were eight current EBAs in the utilities industry in the December quarter of 2019, covering
1,200 employees, with an AAWI of 3.0%. Chart 6.8 shows the utilities industry WPI and the
outcomes in territory EBAs for the industry. The chart shows:

1 The AAWI for current utilities industry EBAs has remained relatively flat at around 3.0%
since late 2014

1 The AAWI for new utilities industry EBAs has fallen from a high of 5.5% in June 2019 to
2.4% in December 2019. There was only one EBA lodged in the December quarter of
2019, covering less than 100 employees.

1  The AAWI for current utilities industry EBAs remains above the growth in utilities industry

WPI.
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Chart 6.8 Comparative measures of wage growth in the Australian Capital Territory utilities industry

Utilities sector growth ratesin Australian Capital Territory - % changeon ayear earlier
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Source: ABS, Attorney -Gener al 6s Department

6.2.3 Labour productivity

Labour productivity — grew by 3.5% in the Australian Capital Territory economy in 2018 -19, but fell

in the territoryds utilities industry amid ®hedbyng gai ns
increases in output.

Utilities industry labour productivity is forecast to decline by 0.4% in 2019 -20, in -line with the

decline in national utilities productivity. This is largely caused by reduced work hours and social

distancing restrictions im  plemented during COVID  -19 to reduce the spread of the virus. Labour
productivity in the territoryés wutilities industry is expe:

2020 -21, increasing in  -line with the national utilities industry.

Table 6.2 : Australian Capital Te  rritory and national labour productivity forecasts

History Forecast
Annual % change 2018-19 2019-20 2020-21  2021-22  2022-23  2023-24  2024-25  2025-26
Australian Capital Teritory - All industries 35 -0.5 0.0 4.7 2.8 0.5 0.6 11
Australian Capital Territory - Utilities -0.2 -0.4 0.8 3.0 15 0.3 0.5 1.0
National - All industries -0.4 -0.3 1.0 2.8 13 0.3 0.5 1.0
National - Utilities -0.5 -0.4 1.0 2.8 13 0.3 0.5 1.0

Source: ABS, Deloitte Access Economics.

Note: Productivity forecasts at the state level should be interpreted with care. Quarterly State Final Demand data is used to
estimate quarterly GSP, which may not fully capture the impact of interstate trade. This can lead to some volatile movements
in the first  forecast year for state productivity.
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6.2.4 Summary results
Table 6.3 : Australian Capital Territory and national wage forecasts

Financial year changes in Australian Capital T erritory and national nominal Wage Price aggregates

History Forecast

Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24  2024-25 2025-26
Australian Capital Teritory - All industries 21 2.3 14 1.1 1.2 2.0 24 3.0
Australian Capital Territory - Utilities* 2.3 2.7 1.2 0.9 1.1 1.8 2.2 2.8
National - All industries 2.3 21 0.9 0.8 1.0 1.8 2.3 2.9
National - Utilities 2.8 2.6 1.1 0.8 0.9 1.6 2.1 2.7

Financial year changes in Australian Capital T erritory and national real Wage Price aggregates

History Forecast
Annual % change 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26
Australian Capital Territory - All industries 0.0 1.0 0.7 -0.2 -0.4 -0.1 0.2 0.7
Australian Capital Territory - Utilities* 0.2 1.3 0.5 -0.4 -0.6 -0.3 0.0 0.6
National - All industries 0.6 0.8 0.2 -0.5 -0.6 -0.3 0.1 0.7
National - Utilities 1.1 1.2 0.4 -0.5 -0.8 -0.5 -0.1 0.5

Source: ABS, Deloitte Access E  conomics.

Note: Historical data estimates using Deloitte Access Economics Wage Price Index forecasting model. Unavailable from the
ABS.
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Appendix A 1 Technical notes
on WPI data

The Australian Bureau of Statistics ( ABS) publish es the Wage Price Index ( WPI) nationally and for
all state and territory jurisdictions . Atthe 1 -digit industry level, WPI data are available for all
industries nationally.

However, the WPI is not released for each industry by state . Thisis due to small sample sizes and
reasons of confidentiality . This is particularly the case for smaller jurisdictions such as Tasmania,
the Northern Territory and the Australian Capital Territory.

Table A.1 shows which data is available in time series for the WPI . These series are provided on
the ANZSICO6 basis and have been provided from the September quarter 2008.

In some cases, where a specific WPI series is not a vailable, a comparative series for Average
Weekly Ordinary Time Earnings ( AWOQOTE) can be obtained . However, all industry AWOTE
estimates , by state, were discontinued at the end of 2011. Where AWOTE data is shown as being
available, only estimates from May 2 009 to November 2011 have been calculated by the ABS. 9

Table A.1 ABS WPI data availability by industry

State Utilities

New South Wales Available*
Victoria Available*
Queensland Available*
South Australia Not available*
Western Australia Not available*
Tasmania Not available
Northern Territory Not available
Australian Capital Territory Not available

*denotes AWOTE data available to November 2011.
Source: ABS

Where utilities  industry WHPI is not published, Deloitte Access Economics imputes the value based
on a combination of:

1  WHPI for the national utilities industry , and for the relevant states, as well as relative
movements in those industries with the states that do have an official e stimated WPI
1  Where previously published, AWOTE for the industry in question , and

 Dataon EBAs.

There is no longer any officially released time series estimate for utilities industry WPI outside of
New South Wales , Victoria and Queensland . Therefore, extreme care needs to be taken in

analysing these series over time . For states other than New South Wales , Victoria and Queensland
the modelling used for this report implicitly assumes that overall state WPI growth, overall utilities

9 AWE/AWOTE measures are defined for the mid -month of quarter, so the initial AWE/AWOTE data here is from
the May 2009 publication . The WPI data is referre d to by the entire quarter.
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industry wage movements, data for EBAs, as well as the data published for other states, can be
used to create a reasonable estimate of the specific WPI serie s in history . However, there is no
guarantee that the data used matches what the ABS data would show were it to be released . The
ABS does estimate these values, but does not release them externally due to the small number of

businesses that are included in the sample, and the possibility that individual results could be

estimated from the data if it were to be released.

Overall AWOTE data itself is not consistent with the WPI data for Australia . As aresult, where

AWOTE data is used, rather than using raw A WOTE data to obtaina  state by industry WPI, the

model uses the deviations in the AWOTE growth from state AWOTE averages and applied a

consistent ratio to the known state WPIs . For example, ifthe  South Australia utilities industry

AWOTE measure rose faste rthan the overall state AWOTE measure, then the estimated South
Australia utilities industry WPl measure will rise faster than South Australia 6 s o0 v er aBecdaus&/P I
the AWOTE data was far more volatile than WPI in later years, the deviations that this m ight imply

are limited in the model . This is done by comparing the variations in published AWOTE and WPI

measures within each  state and adjusting the unknown deviations accordingly.

In addition to the AWOTE methodology (and in the most recent quarters, in place of it) we have
also considered that trends from EBAs drive deviations in WPI growth rates.

In all cases where WPI data is not published, the estimated results are normalised t 0 ensure that
the totals for the  states are consistent with the levels of the industry components
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Appendix B | Macroeconomic and
wage forecasting methodology

This section presents a description of the methodology used to forecast the WPI.

The model used by Deloitte Access Economics to forecast the WPI by state and by industry has
been created as a subsidiary component of the Deloitte Access Economics Macroeconomic (DAEM)
model . Key aggregates, including overall wage movements, and projections for output and

employme nt by state and for Australia, are used to drive WPl measures at more detailed levels.

The DAEM is a macro -econometric model of the Australian economy . Itis made up of numerous
accounting identities and behavioural equations whic h describe the aggregate actions of
households, businesses, government and international entities . The formulation of these
behavioural equations is based on mainstream economic theory . The model is best described as a
small open economy model in which all foreign (world) prices and interest rates are taken as given
(that is, they are exogenous to the model).

In the model, business sector factors of production (capital and labour) produce non -farm business
sector output, which is non -farm Gross Domestic Pro duct (GDP) less the service flow from housing
and the value of government services . The level of business sector output is the sum of potential

output and the output gap . Fluctuations in the output gap are driven by a number of cyclical

factors, including  fluctuations in interest rates, foreign output  and the terms of trade.

Potential business sector output is the level of output that would exist if there were no temporary

or cyclical influences . In constructing potential business sector output, considerabl e attention is
paid to the population characteristics which influence labour participation, the growth rate of

residual total factor productivity and the expected rate of capital deepening . The output gap is the
gap between actual and potential business se ctor output . Negative output gaps imply the economy
is operating below its potential, while positive gaps imply the economy is operating above its

potential.

Model parameters are estimated using quarterly data extending from September 1974 to the most
rece nt quarter for which data are available.

The DAEM forecasts all components of aggregate demand . To ensure consistency between
aggregate expenditure and aggregate output, the model uses adjustment factors which trim
individual expenditure components so that aggregate expenditure equals aggregate output.

B.1.1. Domestic production

Domestic production is divided into farm and non -farm . Non -farm production is further divided into
household, general government and business sector production . Farm output is an exogenous
input to the model.

The household sector produces housing rental services .This is the househol d. sector 6s
The service flow is modelled as a fixed proportion of the housing capital stock.

Public sector production is limited to general government output, which comprises general
government services (equal to the wage cost of the general government employees) and general
government gross operating surplus (equal to the depreciation of general government capital).

All other non -farm product ion takes place in the business sector, which incorporates private and

public enterprises . Business sector output is produced using capital and labour via a standard

constant returns production technology . Business sector production is also influenced by t he level
of total factor productivity.
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Imports are effectively intermediate goods in the DAEM . They are combined with domestically
produced traded goods to produce gross national expenditure on traded goods . Higher domestic
demand raises the demand for imp orts . The level of exports is determined by foreign demand
conditions rather than domestic supply conditions . Just as stronger domestic demand raises the
demand for imports, stronger foreign demand raises the demand for exports.

B.1.2. Labour market

The size of t he labour force is forecast using exogenous assumptions about age specific population

growth and labour force participation . There are two measures of employment in the model . There
is the potential employment that underlies the estimate of potential outpu t and actual

employment . The output gap to a large extent reflects the gap between the actual and potential

employment.

Potential employment is the actual labour force less the level of unemployed workers implied by

the natural rate of unemployment, where the natural rate of unemployment is the level of
unemployment that would exist in the absence of cyclical fluctuations . Actual employment is the
actual labour force less the level of unemployed workers implied by the actual rate of

unemployment.

Business s ector employment is driven by a standard labour demand function that relies on labour
productivity, real wages and business sector output growth

B.1.3. Prices and wages

The model also includes a number of measures of prices, wages and price deflators . Price and
wage inflation in DAEM are governed by the behavioural equations of the:

business sector output gap
real exchange rate
import prices

monetary policy reaction function , and

= =4 a4 - -

average quarterly wages.
The way these equations interact is best observed through some examples.

A positive shift in domestic demand that raises the gap between actual and potential output (a

positive output gap) will have a direct impact on price inflation by raising the underlying CPI .
Wages respond with a lag to changes in underlying CPI inflation, with the long -term real wage tied
to CPl inflation and labour productivity growth.

A positive output gap also has a direct and indirect effect on real interest rates via the monetary

policy reaction function, with the typical reaction to a widening output gap and higher price

inflation being higher nominal interest rates . Higher interest rates dampen domestic demand which
narrows the output gap and relieves upward pressure on price and wage inflation . Over time this
mechanism forces the outp  ut gap back to zero, interest rates to a neutral position and inflation to

return to the  Reserve Bank of Australia ( RBA) target level.

A change in real wages that exceeded the change in labour productivity raises price inflation in the

short term . Since wa ges increase by more than labour productivity this raises nominal unit labour

costs, which in turn raises underlying CPI inflation . Wages in turn respond to changes in underlying
CPlinflation . Over time wage inflation will equal price inflation (plus chan ges in productivity
growth) . Inthe lon g-term , price inflation is governed by the same mechanism at work in the

output gap example above, which forces the CPI inflation rate to return to the RBA target level.

While the real exchange rate and import prices do not have an import role in the output gap and

real wage scenarios, they are key players in the next foreign price shock example . Holding other
things constant, higher world prices raise domestic import prices . Higher import prices have a
direct impact o n price inflation by raising the underlying CPI . Higher price inflation causes nominal
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interest rates to rise via the monetary policy reaction function . Higher domestic interest rates and
incomplete pass -through of world price changes to domestic prices ca uses the differential between
domestic and world real interest rates to rise.

Ordinarily this would imply an appreciation of the real exchange rate but in the Australian case this

is more than offset by a deterioration of the terms of trade due to higher i mport prices which
causes a depreciation of the real exchange rate . Combined with incomplete price pass -through the
nominal exchange rate appreciates in the short term , which partly offsets the rise in domestic

import prices due to rising world price . Over time there is full pass  -through of world prices to
domestic prices, which eliminates the gap between domestic and foreign real interest rates and

returns the terms of trade to its pre -price shock level . Just as in the domestic inflation example,
wages res pond with a lag to changes in underlying CPI inflation, with the long -term real wage tied
to CPI and labour productivity growth.

B.1.4. Industry forecasts

Industry output and employment are forecast following the top down methodology set out above
Industry output is determined through the forecasts of industry final demand . Industry final
demand can be thought of as the total value of goods and services that are produced by a specific
industry .

For example, if commodity exports increase in response to international demand this will generate
an increase in mining output, measured in real gross value added terms . Similarly, if construction
investment increases in response to low interest rates, this will generate an increase in

construction output

I ndustry employment is linked to output through exogenously determined levels of productivity
Considering the mining example from above, if the increase in commodity exports generates a 2%
increase in output for the next quarter with no changes to a produc tivity assumption of 100%
mining employment will increase by 2% . Afinal adjustment is made for both output and
employment so that their respective sums equal the national totals

B.1.5. State forecasts
Gross State Product (GSP) is determined by distributing Gro ss Domestic Product based on state
GSP and population relativities . GSP relativities are influenced by the gross value add of industry

within each state . As with other demographic variables, population relativities are exogenously
determined . Continuing wi th the mining example above, the increase in mining output will result in
a more than proportionate increase in GSP for the mining intense states such as Western Australia,
Queensland and the Northern Territory.

Industry output by state is driven by a comb ination of industry output at the national level, and a

combination of  state variables, including GSP, consumption and investment . Industry relativities
between the states are also utilised . For example, Victoria has a relatively higher share of
manufactur ing output when compared to the national manufacturing share of total output . This

means that if manufacturing output is forecast to decline nationally, a larger portion of that decline
will be felt in Victoria.

The industry output forecasts are then norma lised over several iterations, to ensure that state
industry output adds to national, and each industry within a state adds to total ~ state GSP.

The WPI measures quarterly changes over time in the price employers pay for labour due to

marketf act ors. The ABS notes that fAto ensure that the quantit
held constant, changes in the composition of the labour force, hours worked, or changes in

characteristics of employees (e.g. work performance) are all excluded from the infex. o

10" Australian Bureau of Statistics, Labour Price Index: Concepts, Sources and Methods, 2012 , cat. no.

6351.0.55.001 (28 November 2012).
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There are a number of factors to consider when forecasting WPI:
1  WPI captures changes in underlying inflation
1  WPI captures the bargaining power of workers

1  WPI does not capture increases in workforce productivity that are due to changes in th e
skill composition of the workforce (6composition produ

1  WPI does not capture increases in workforce productivity that are due to increases in the
productivity of individual workers (6worker producti vi:

1 Due to the challenges of measuring productivity effects, a portion of productivity may
creep into WPI

1 Observed movements in WPI are related to movements in labour underutilisation (the sum
of the unemployment rate and the underemployment rate).

B.2.1. State industry WPI forecasts

Deloit e Access Economi cofdatef indusaycWaPss involwveg estimation of the deviations
between industry and  state - specific wage measures and the broadest measures of wages in the

Australian economy . The DAEM model sets the outlook for national and state WPIs. The remainder
of the modelling determines how industry WPIs and state -industry WPIs are expectedto move
relative to the all  -industry national and  state WPI measures.

Modelling of specific  state industry WPIs begins with the movements in the Australian WPI . This
measure serves as an anchor to overall wage rates in every part of the economy, in part because

it provides a measure of the wage rises that other employees are receiving, making it a comm on

starting point for negotiations.

From the national index, the model adds in deviations from the average . Two key factors will drive
these wage differentials:

1 Business cycle factors : Deviations in industry (or state) performance from the national
average . Faster growing industries and states will tend to see faster growth in wages and
vice versa. In this model, the key factor is how fast the industry (or state) is growing

relative both to the national average, as well as to historical averages. For exampl e, while
manufacturing growth in the future may be below the national average, if the gap is

relatively less that has been seen in recent years, this is view as an out -performance by
the sector and would see some upward pressure on wages. In this model the methodology

is forward -looking, with forecast growth across the next six months (as well as the past
twelve) used to determine the current performance of an industry.

1 Competition (relative wage) factors : Depending on the nature of the industry,
workers will have skills that are relatively more or less transferable to other industries
where wages may be rising faster than in their own . Indeed, many workers will be
performing effectively the same task (or same occupation 1 effectively their job
description) across different industries (as their industry classification is determined by
what their employer produces, rather than what they do) . This will tend to limit the ability
of wage rates to diverge . For example, if wage rates in mining rise higher, companies in
the construction  industry will be forced to pay higher wages to keep their staff . Similar
factors operate across  states i although they are likely to be less significant and react only
to relativel y larger discrepancies in wages . The modelling here will see wages in competitor
industries tend to move more closely together T with industries that are benefiting from
the two previous factors tending to be drawn back towards the average, and wages in
ot herwise slow growing industries boosted.

In addition to these two O6mechanical é factors, there is of/
determine movements in wages i particularly when other data is volatile and when factors not
relevant to wage determination are having effects on broader output and employment measures.
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Deloitte Access Economics also looks at developments in EBAs in the Attorney Ghaenasinal 0s
Federal Enterprise Bargaining reports, and takes account of these in its short term forecasting i f
they appear likely to have a material impact.

It is important to remember that the WPI for an industry is a composite measure and can, in

certain situations, behave in the perverse manner . When there is a significant change in the
occupational structure  of an industry, movements in the WPI may not be reflective of movements
in the wages of individual employees

B.2.2. Labour productivity

In previous reports, Deloitte Access Economics has presented a productivity adjusted WPI forecast

This series has not  been used in past determinations by the AER . Based on information provided

by the ABS, Deloitte Access Economics no longer incorporates a productivity adjusted WPI forecast

into reports prepared for the AER . The ABS has advised that the WPI does not incorp orate labour
productivity or compositional changes in the workforce

The WPI is a measure of the price employers pay for labour due to market factors . In constructing
the WPI, the ABS aims to ensure that the quantity and quality of labour services measure d are

held constant . The index excludes changes in the composition of the labour force and hours

worked . The index also excludes characteristics of employees and as a result, is not intended to

capture changes in labour productivity . Movements in these fac  tors will result in changes to overall
wages, but are not strictly measured by the WPI . However, due to the challenges of measuring or
excluding productivity effects, a n insubstantial  portion of productivity may creep into WPI.

Labour productivity measures the number of units of output an individual employee can produce in
a given time period . The more units of output each worker can produce, the fewer workers are
required to create a given level of output.

The method used to estimate labour productivity di ffers across the four different levels, but there
are three different values that are utilised to create these measures:

1. 6National 6 productivity = Gross Domestic Product [/ emp!

2. 6Stated productivity = Gr os sperhsanttmtSRteoduct / empl oyed

3. 6l ndustry6d6 productivity = Gross Value Added / employed
Australia

These measures are combined as follows to give the four measures presented in the report and

below.
National 1 All industries labour produc tivity is calculated as:
Productivity = 6National 0
New South Wales T All industries labour productivity is calculated as:
Productivity = 6Statebd
National 1 Ultilities labour productivity is calculated as:
Productivity = (6National® + k x 6l ndustrydé) [/ (1 +
New South Wales i Utilities labour productivity is calculated as:
Productivity = (6Nationald + p x 6Stated + k x o6l ndust

where p and k denote the relative weights.

Productivity measures for all states and industries are estimated using the same method as
outlined above.
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This method is adopted for the following reasons:

1 This method relies on data that are available on a quarterly basis. This is not the case for
industry -specific output at the state level, which is only av ailable on an annual basis.

o0 There is an exception in the case of GSP, with quarterly estimates of only State
Final Demand (SFD) available. However, Deloitte Access Economics creates
quarterly GSP estimates based on available SFD data, other published infor mation
on international trade and our own estimates of the remaining components of GSP.

1  The method minimises the volatility in the underlying data by creating a composite
productivity measure based on national, industry and (where appropriate) state -specif ic
productivity movements.

o0 The weights adopted reflect the volatility observed in the data, which is usually
reflective of the size of the state or industry in question. Larger states have a
|l arger value of 6pd in the equation above.

1 The national measure i s considered important given that trends in national labour

productivity will be seen in industry -specific results. Forecasting productivity at the
national level can also be more informative and reliable given volatility in industry level
information.
T There is an additional ri sk associated with calculating
state by industry level (i.e. state by industry Gross Value Added (GVA) and annual average
industry employment in a state). In the case of some industries the change i n the simple

measure of labour productivity may be driven by changes in the composition of the

industry itself,  rather than changes in underlying productivity. Within utilities there are
significant differences in the labour productivity measures from the electricity, gas and
waste components.

The employment measures for labour productivity used in the report are not adjusted for quality

since they do not take into account the quality of the workforce based on experience and skills.

Nor do these measures ad  just for hours worked, either by distinguishing between full -time and
part time employment, or by using an explicit hours worked measure of employment.
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Appendix C 1 Different measures of
wage growth

The ABS published an article in the October 2005 issue of Australia n Labour Market Statistics
(catalogue 6105.0) which discussed the comparative features and relative merits of the measures
they produce. ! The following reproduces part of that article, and then adds some observations.

Statistics on employee  remuneration are in demand from a wide range of users, including

economic analysts, social researchers, policymakers, and employer and employee associations

The ABS publishes a number of measures relating to the remuneration of employees to meet the

diffe rent needs of users . These measures include average weekly earnings, changes in the price of
labour, and compensation of employees.

The variety of measures available can sometimes lead to misunderstanding and misapplication
The choice of measure will depe  nd on what type of analysis is being undertaken . This section
explores the differences between the various measures of employee remuneration.

Three distinct measures of employee remuneration are discussed below: earnings; wage price
index; and compensation of employees.

c.2.1. Earnings

Estimates of the level of earnings are produced from a number of surveys: the Survey of Average
Weekly Earnings (AWE); the Survey of Employee Earnings and Hours (EEH); and the Survey of
Employee Earnings, Benefits and Trade Union Membership (EEBTUM).

The AWE survey is one of the major sources of data on earnings, and is designed to provide a

quarterly measure of the level of earnings . Three earnings series are produced from AWE:
1 average weekly ordinary time earnings for full -time adults;
1 average weekly total earnings for full -time adults; and

1 average weekly total earnings for all employees.

While the AWE survey provides a frequent time series, data are only available for full -time adult
employees and all employees, and can only be cross -classified by a small number of variables,

such as sex, state, sector, and industry . The EEH and EEBTUM surveys provide additional detail,
although on a less frequent basis . The EEH survey is run ev  ery two years and provides a large
number of variables important in the analysis of weekly earnings, including: managerial/non -
managerial status; state; sector; level of government; industry; occupation; employer size; sex;

full -time/part -time status; adu It/junior status; and type of employee (e.g . permanent/fixed -term
contract or casual) . The EEH survey therefore supplements AWE survey data by providing detailed
information on the composition and distribution of employee earnings and hours.

The annual EEB TUM survey is a household survey, in contrast to the AWE and EEH surveys which
are business surveys . The EEBTUM survey, which is conducted as a supplement to the monthly
Labour Force Survey, collects weekly earnings data cross -classified by a range of soci  o-
demographic information, including: sex; age; marital status; relationship in household;

1 ABS 2005.
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geographic region; school attendance; birthplace and year of arrival in Australia . The EEBTUM
survey also collects details about the type of employment, including: occupation; industry; hours
worked; full -time or part -time status; sector; size of workplace and leave entitlements.

While the EEH and EEBTUM surveys are run less frequently than the AWE survey, they are a
valuable source of information as they enable det ailed analysis of earnings levels.

Cc.2.2. Wage Price Index

Information collected on wages is used to produce a quarterly WPI, formerly the labour price index
(LPI) . The WPI is compiled from information collected from businesses on changes in wage and
non -wage cos ts.

The WPI was first compiled for the September quarter 1997 and is the main ABS measure of

changes in wages . The WPI measures quarterly changes over time in the cost to an employer of

employing labour, and is unaffected by changes in the quality or quant ity of work performed . The
WPI does not include the superannuation guarantee levee.

The ABS publishes four WPIs each quarter . The headline WPI series is the index of total hourly

rates of pay excluding bonuses . This series excludes bonus payments (which ge nerally relate to
the individual performance of the employee or to the organisation's performance), and so

represents a pure price measure for combined ordinary time and overtime hourly rates of pay.

In the WPI, index numbers are compiled using information collected from a representative sample
of employee jobs within a sample of employing organisations . Price -determining characteristics of
the jobs are fixed to ensure that changes in these characteristics do not contribute toward index

movements . The follo wing are examples of changes in price -determining characteristics which are

not reflected in index movements:

1 changes in the nature of work performed (e.g . different tasks or responsibilities)

1 changes in the quantity of work performed (e.g . the number of h  ours worked)

1 changes in the characteristics of the job occupant (e.g . age, apprenticeship year,
successful completion of training or a qualification, grade or level, experience, length of
service, etc.)

1 changes in the location where the work is performed.

Changes in the price of wages and salaries resulting from changes in the composition of the labour
market are also excluded from index movements . To achieve this, a longitudinal survey
methodology is used to measure a similar sample of jobs over time.

C.2.3. Comp ensation of employees

Compensation of employees (CoE) is a quarterly measure of the total remuneration paid to

employees in return for work done and is published as part of the national accounts . CoEisa
broader measure than earnings as it includes irregu lar payments (e.g . annual bonuses) and social
contributions paid by the employer (e.g . severance, termination and redundancy payments;

employer superannuation contributions; and workers compensation premiums) . These payments
are excluded from measures of e arnings, which have a narrower focus.

A quarterly measure of the average CoE per employee, known as Average Earnings National

Accounts (AENA), is produced by dividing the total CoE for the quarter by the total number of

employees . The total number of emplo  yees is estimated using Labour Force Survey data,

calculated as an average of the three months in each quarter . Some adjustments are made to this
estimate of employment . Two measures of AENA are produced: average non -farm compensation
per employee; and av  erage compensation per employee . The average non -farm compensation per
employee estimate is the key series, as it is a more stable estimate . This is because employee
earnings in the agricultural industry can fluctuate due to seasonal effects.
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Table C.1 (found at the end of this chapter) provides a comparison of each of the surveys
discussed . It outlines the key series produced, what each survey is designed to measure, the
frequency and type  of data source, the benefits and limitations of each survey, and the related

publication.

C.3.1. Using the WPI measure

While Deloitte Access Economics views the WPI as the best measure for use in the context of this

report, 6best measured6 fschometabarsadameaasd 6phpere are also d
the WPI.

The WPI is published by  state and by industry separately, but not by state and by industry . That
is, the WPI for New South Wales is published, and the mining industry WPI is also published,

howe ver the New South Wales mining industry WPl is not . The latter data is only available by

special request and, in the case of small sample sizes, the ABS does not release their estimates.

More series were pr evbstataasdby iadusay & afAW@TE &dmythe ABS 6302.0
release. The ABS ceased produci ngstdtehanddy iimddiswyrdmavw h iocnh éeblyi mi nat ed
one of the remaining arguments in favour of using AWOTE or AWE over the WPI measures.

A key reason was the high standard errors for the se series . In the case of the AWE/AWOTE
publication, sample selection is stratified across states and across industries, but not both . That
means that as the businesses in the sample change from quarter to quarter (and about 8% of the

5,000 do eachtime)t  here is no guarantee that the state by industry samples can be readily
compared . This led to questionable comparability of detailed AWE/AWOTE results from quarter to

quarter as the changes may be driven by changes in the sample, rather than changes in wage S.

The WPI, by contrast, suffers as little as possible from this problem because its sample follows
specific 6jobsd over an ext en d.€lslimitsthe rotation(phblemstbah st fi ve yeal
the AWE/AWOTE series suffered from.

Itispossibleto 6back outd6 reasonabl e est istatmanckby iodustyM® 1 | avelt he Oby
Appendix A and Appendix B discuss how Deloitte Access Economics does that . The resultant series
are rather less volatile than the matching ABS AWOTE series.

One drawback to using the WPI, is that it is sometimes relevant that the composition of the

workforce is changing . That is particularly true in analysing the implications of wage developments

for the Australian economy as a whole . For example, promotions are easier to get during a

sust ained expansion, reflecting the strength of cyclical demand rather than pure productivity .

Ot her things equal, that adds to total incomes in the econ
(which does not o6recognised that pee,plaweragd differentter t ai n seni o1
those who were at that level some years past).

C.3.2. EBAs and contract rates

Del oitte Access Economicsdé forecasts are developed using a
than a more -diarsetdidot wtpipormach.

The latter focuses  on:
1 increasesinthe Federal Minimum Wage / Fair Pay Commission decisions ,
1 increasesin collective agreements under enterprise bargaining,

1 increasesin individual agreements

That said, close attention to such institutional factors can assist in short ter m forecasting (as
opposed to longer term forecasts), given that such decisions have lingering effects on wage
outcomes.
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Wage Price Index forecasts

Accordingly, Deloitte Access Economics notes developments in the Attorney GHeanasina l

Federal Enterprise Bargaining reports, and takes account of these in its short term forecasting if
they appear likely to have a material impact.

Table C.1 National wage surveys

6s

AWE Survey EEH Survey EEE/Z;JM WPI CoE
Key series Average weekly
produced total earnings
(AWTE) for full -  Average weekly
time adult earnings for all Median and mean  Wage Price index
employees and employees. . Non-farm
weekly earnings of total hourly .
all employees. Average weekly : Average Earnings
. of full -time, part - rates of pay .
Average weekly earnings for full - time and all excludin National
ordinary time time adult non - emolovees bonusesg Accounts (AENA).
earnings ma nagerial ployees. ’
(AWOTE) for full - employees.
time adult
employees.
Designed to . Level estimates
Level estimates . .
measure of week ly of weekly and Level estimates Level estimates
earninas and the hourly earnings of earnings and Changes in the of average
distribgtion of and the the distribution of price of labour. compensat ion of
) distribution of earnings. employees.
earnings. )
earnings.
Frequency Quarterly
and basis of N national accounts
surve Quarterly survey Biennial survey Annual survey of Quarterly survey series based on
y of businesses. of businesses. households. of businesses. quarterly survey
of businesses.
Benefits of Provides detailed
the . job m_formauon . Provides detailed
methodology Quarterly time allowing analysis :
. . . demographic and .
series. Original, by industry, ob information Provides
seasonally occupation, JSource of ' estimates of Broad measure of
adjusted and hourly rates etc. distributional wage and non - remuneration.
trend estimates Source of data (e wage inflation.
available. distributional ot dian'sg)'
data (e.g. ’
quartiles).
Limitations Only provides
of the AWE. Includes No level
methodology Survey run payments not . .
Fe cross - infrequently related to the estimates of in - Few cross -
classificatory . depth cross - classificatory
. (every two period of work o .
items classificatory items.
years) performed (e.g. .
items
back -pay and '
pay in advance).
Publication Employee Australian
description Earnings, National
and AgS é\;?;ﬁ]giWeekly Eer:]rﬁli(r)]yzean d Benefitgs and Wage Price Accounts:
catalogue 9s. 9 . Trade Union Index, Australia National Income
number Australia (cat. Hours, Australia Membership, (cat. no. 6345.0) Expenditure and
no. 6302.0) (cat. no. 6310.0) Australia (cat. Product (cat. no.
no. 6310.0) 5206.0)
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