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WAGE INEQUALITY AND
UNDEREMPLOYMENT:
AUSTRALIA IN THE 1990s

Tan WATSON*

mer is the connection between wage inequality and underemployment? This
article explores the question in two ways. First it presents a theoretical account
based on Marx’s notion of the reserve army of labour, as developed in the work of Botwinick.
Second, it presents the findings of # distributional analysis of the 1990 and 1997 Income
Distribution Surveys. These findings show that wage inequality increased markedly
berween 1990 and 1997, particularly for men. Importantly, the bottom deciles experi-
enced not only declining bourly earnings, but also declining access to bours of work. The
result was a considerable decline in weekly earnings. The article concludes that Botwinick’s
thesis concerning the reserve army of labour provides a promising avenue for deepening
the analysis of wage inequality in the contemporary Australian labour market.

There have been dramatic changes in the Australian labour market during the
last two decades and they touch on the core industrial relations themes of earn-
ings, working time arrangements and job security. In terms of earnings, there
has been a growing polarisation in wages, something Australia has shared with
most other western countries. In terms of hours of work, another kind of polar-
isadon has taken place: growing under-employment at the bottom of the labour
market and lengthening in hours worked by those at the top. Finally, in terms
of job security there has been a growth in precarious employment throughout
the labour marker, evident in growing rates of casualisation and other forms of
non-standard employment, such as labour hire. How are these three issues linked?
In the view of ACIRRT (1999), they represent the success of a neo-liberal agenda
aimed at achieving increased flexibility in the deployment of labour and a
general restructuring of the world of work in the interests of capital. By contrast,
labour economists like Wooden (2000) downplay the extent of the changes in
each area as well as their negative implications.

The scope of this article is different from these earlier accounts. I do not attempt
w explore these three areas in the same systematic fashion which ACIRRT and
Wooden have done. Nor do I consider job security in any detail, or venture far
in terms of working time arrangements. Instead, this article aims to deepen the
analysis of the linkages between wages and hours, particularly low wages and
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underemployment. The core of my argument is that wages and hours of work
are not separate dimensions, but operate in a cumulative fashion, and that the
theoretical underpinnings for this insight already exist in Marx’s notion of the
reserve army of labour. In particular, I set out in this artcle to test whether a
classical Marxist analysis of wage inequality and underemployment—developed
by Howard Botwinick (1993) during the early 1990s—finds any empirical sup-
port from contemporary Australian labour markert data.

The structure of my analysts does not follow the logic of testing an hypothesis.
Nor do I consider rival interpretations for the same empirical results (though I
do comment, in passing, on whether the data supports human capital explan-
ations). Rather, my approach is one of exploring whether there is consistency
between parts of Botwinick’s theoretical framework and empirical developments.
I take this approach because I regard the Botwinick thesis as the most theoretic-
ally rigorous explanation for growing wage inequality and the most promising
avenue for deepening the analysis in this important area.

SECTION 1: DISCUSSION

Wage inequality has increased in most western countries since the 1970s. Australia
has not been immune from this, though the changes here have not been as
dramatic as those in the United States and the United Kingdom (Katz & Murphy
1992; Blau & Kahn 1996: 793 n. 5; Dinardo et 2l. 1996; Freeman 19%6; Burtless
1998: 7; Gosling et al. 2000; Waltman 2000: 37). Useful accounts of wage inequal-
ity in Australia exist for the 1970s (Normis 1977), for the 1970s to 1980s (King
et al. 1992; McGuire 1993}, and for the 1970s to mid-1990s (Borland 1999; Norris
& McLean 1999),

Most of the explanations for growing wage inequality within the field of labour
economics have been based on a neo-classical economics framework. They com-
monly employ human capital theory, or some other similar perspective concerning
differential ‘returns to skill’ amongst the workforce.! One of the most common
neo-classical explanations for the dramatic growth in inequality during the 1970s
and 1980s has been the impact of ‘skill-biased technological change’. In the words
of Danziger and Gortschalk:

Technological change which raises the productvity of older and more-educated
workers faster than that of younger and less-educated workers is consistent with
increases in both relative wages and relatve employment of more-skilled labor. If
workers with more education are more productive, then firms will hire more of them
in spite of their higher costs (quoted by Galbraith 1998: 26).

Galbraith provides a comprehensive critique of this position, which he labels ‘the

skills fallacy’. He notes succinctly that the timing for this argument is all wrong

and that ‘the actual diffusion of computers occurred after the rise in skill or

education premiums’ (1998: 35), and he then proceeds to list three other major

reasons why the computer revolution cannot explain rising inequality:

(1) it does not account for the ‘precise mechanism whereby tools and education
interact’ to produce higher marginal productivities;
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(2) it does not explain ‘the distribution of rising inequality across sectors, contrary to
relative productivity movements, that apparently occurred in the early 1980s’;
(3) finally, it does not explain the increase in earnings premiums to experience and
unobserved characteristics which began in the early 1970s. (Galbraich 1998: 35).
In rejecting the ‘skills fallacy’ Galbraith also rejects the model of the compet-
tive Jabour market which human capital theory embraces, In its place he argues
for the role of monopoly power:

The distribution of monopoly power matters little in 2 world of stable full employ-
ment. But outside that world, in the one where we actually live, the stronger and
more erratic the business cycle, the greater the swings of unemployment, the weaker
through time is the bargaining position of small and competitive businesses and of
unorganized production workers. Wage structures erode from the bottom. Low-wage
workers are the first to give ground in hard times... Unemployment and capital
turnover are the anvil and hammer between which a stable structure of relative wages
can be beaten apart (1998: 49).

Ultimately Galbraith settles on unemployment as the driving force behind the
growth of inequality during the last quarter century. His major argument is that
the onset of recessionary cycles since the 1970s has coincided with increasing
levels of wage inequality in the US labour market. This has been compounded
by poor monetary policy, an over-valued currency, and political resistance to
raising the minimum wage (1998: 8-9).

While Galbraith emphasises unemployment, other American researchers have
made the link between inequality and underemployment. McCall, for example,
analyses the operations of local labour markets in the United States and finds
that the growth of ‘flexible’ and insecure employment in local markets has been
a crucial factor in generatng labour market inequality:

High rates of joblessness, immigration, and casualization (part-time work, tempor-
ary work, and unincorporated self-employment) exert significant positive effects on
the level of residual wage inequality within labor markets (McCall 2000: 42 6).

While the work of researchers like Galbraith and McCall provide a useful depar-
ture from the assumptions of neo-classical economics, their analyses do not go
far enough. In particular, the generative mechanisms linking underemployment
and wage inequality are not revealed in a rigorous fashion. For example, Galbraith
relies on a ‘monopoly power’ argument to contradict the perfect competition
assumption of neo-classical labour economics, but as Botwinick (1993) shows,
the notion of ‘imperfect compettion’ favoured by insttutionalists (like Galbraith)
Is simply the other side of the coin to this neo-classical model. Both are unable
to grapple with ‘real capitalist competition” and the crucial part this plays in estab-
lishing persistent wage inequalities.?

An insight into this crucial difference between the neo-classical conception of
competition and the Marxist conception can be found in the debates on ‘con-
vergence’ within development studies. As Weeks argues, Marx viewed the excesses
of capitalism as systematic outcomes of the process of competition:
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Comperition, not the lack of it, is the source of instability, crises, and uneven
development. This analysis of competidon is the andthesis of the neoclassical

approach, in which competition s the source of equilibrium and even development
(Weeks 2001: 16).

Far from generating equilibrium and convergence, real capitalist competton
brings about the uneven development of productive forces within an industry
because the profit motve delays the adoption of new techniques until the capi-
tal value of existing techniques has been exhausted (Weeks 2001: 17). As we will
see below, this uneven development is also responsible for differential wage rates
within industries.-

Turning to the labour market, the neo-classical model again assumes equilib-
rium tendencies. It is premised on perfect competition, perfect mobility of labour
and self-adjusting wage rates. In the same way that unemployment should not
exist in this idealised model, so too should wage differentials diminish over time.
Where either of these persist, neo-classical theorists argue that imperfect mobil-
ity of labour must exist. By way of contrast, as far back as 1951, Reynolds argued
that the ‘chronic underemployment of labour’, and not its ‘imperfect mobility’
was responsible for continuing wage differentials (see Botwinick 1993: 112).

The most systematic development of this line of argument can be found in
Botwinick’s impressive study Persistent Inequalities: Wage Disparity under Capitalist
Competition (1993). The remainder of this section will draw on this analysis to
highlight the theoretical connection between underemployment and wage
inequality.

Botwinick’s starting point is Marx’s theory of the dynamics of capital accu-
mulation: the extracton of surplus value under conditdons of capitalist competition
and the relentless expulsion of living labour from production through processes
of mechanisadion. In particular, the ‘uneven development of technical change’
leads to differential wage rates across industries. Using the contrast between ‘real
capitalist competition’ and the idealised notion of competition within neoclassi-
cal economics, Botwinick argues:

... neoclassical economics conveniently assumes that capitalist competition and full
employment will create equitable wages and working conditions across all industries
as capitalist firms are forced to compete in order to hold onto 2 stable workforce.
Yet, within Marx’s more realisuc analysis of chronic underemployment, capitalists
are rarely forced to provide equitable wages. On the contrary, inhuman hours,
miserable wages, and extremely unhealthy working conditions become the basis for
capitalist competition within many of these low-wage sectors (1993: 118).

Similarly, the uneven development of technical change is also the core reason
for differental wages within industries. Again, the equilibrium assumptons of
neoclassical economics do not recognise the reality that new capitals, usually oper-
atng with the latest techniques and paying higher wages, can coexist indefinitely
alongside older capitals, whose efforts to wring as much profit from their aging
fixed capital keeps downward pressure on their wages (Botwinick 1993: 120).
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For workers the uneven spread of technical change produces conditions of
chronic unemployment and underemployment: the constant reproduction of a
reserve army of labour. This reserve army is not a cyclical phenomenon, a reflec-
tion of deficient demand in the economy, but is continually generated by three
dynamics:

(1} changes in the rate of accumulation (the rate of growth of capitalist investment);

(2) changes in the organic composition of capital (the capital-labour ratio in value terms);
and

(3) changes in the labour force participation of the potential working population
(Botwinick 1993: 74)

‘The reserve army is itself composed of several different segments whose condi-

tons of life reflect the profound changes which capital accurnulation imposes on

different sectors of the workforce. Botwinick’s summary of these segments (1993

96-99) is based on Marx’s nineteenth century examples, but a parallel to con-

temporary Australia-can also be drawn:

* the floating segment——those with interrupted spells of employment in the
‘centres of modern industry’.

* the lazent surplus population—those who are ‘constantly on the point of pass-
ing over into... the proleteriat’. In Marx’s day the agricultural population
filled this role; in the last half century women have regularly moved between
the latent and floating segments,

* the stagnant segment—composed of those who have become surplus through
modernisation of industry, particularly those in ‘decaying branches of indus-
try’. The fate of rural and regional areas of Australia, and Australia’s post-
war blue-collar migrants, come to mind.

* the pauper segment—those unable to work on a steady basis, through illness,
disability or demoralisation. Again, Australia’s poorest working class suburbs
come to mind, with sub-populations composed of the long-term employed,
ex-prisoners, the homeless, and those addicted to drugs and alcohol.

The existence of the reserve army of labour creates conditions of constant
competition for the employed workforce, particularly the lowest paid. Efforts by
workers themselves to build shelters from competition play an important role in
segmentation (see, for example, Freedman 1976). While this contributes to
differential wage rates, it is primarily the conditions of capitalist competiion—
particularly differential rates of profit between firms and industries—which is
fundamental to the persistence of wage differentials. The full elaboration of this
argument is beyond the scope of this paper, though it is worth noting that
Botwinick develops the important conceptual notion that the conditions of
capitalist competidon between firms and industries sets the ultimate limits
within which wage differentials will range (captured in his phrase: ‘the system-
atic variation [of wages] within limits’, 1993: 258). Thus, although Botwinick
emphasises the importance of working class solidarity and trade union activity
in determining wage levels, his account does not suffer from the problems of
indeterminancy which are evident in much of the institutionalist literature.

Botwinick argues that the dynamics between leading sectors and backward
sectors of industry provide the theoretical basis of these limits. In the advanced
sectors, ‘regulating” capitals (the most efficient firms) set the upper limit for wage
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levels, whilst in the backward sectors the presence of the reserve army sets the
lower limit. The critical issue for this article is Botwinick’s argument about the
interconnections of low wages, underemployment and the reserve army:

... chronic underemployment is the normal condidon within the aggregate labor
market. .. labor mobility is no longer a sufficient condition for the equalization of
wage rates. .. low-wage firms. .. continue to find ample sources of cheap labour
within the reserve army. Consequently, there will tend to be little upward pressure
on wage rates at the low end of the labor market (Botwinick 1993).

Those workers who uldmarely exert a downward pressure on above-average wage
rates primarily come from various components of the reserve army. Thus these
workers not only come from the chronic low-wage (or stagnant) sectors of the
economy, but from the latent and floating sectors of the reserve army as well.
More important, the actual pressure on above-average wage rates does not arise
from the high-wage sector’s gradual extension of employment along the margin.
Rather, it comes from the actual or potential replacement of the high-wage
workers by these cheaper and generally more desperate workers within the reserve
army (Botwinick 1993: 111, 113).

Botwinick’s classical Marxist account provides a far more rigorous account of
the generative mechanisms connecting wage inequality and underemployment
than those accounts found within either neo-classical labour economics or the
insttutionalist tradition. His account (with some supplementation) provides a use-
ful model for wage determination in a capitalist economy, shown as Fig. I below.
(This model draws on the important critcal realist distinction between neces-
sary and contingent reladons. See Bhaskar 1989; Sayer 1992; Collier 1994).
Figure 1 shows how the uneven adoption of new techniques of production under
conditions of real capitalist competition set up necessary tendencies towards dif-
ferentiated wages. These can be offset to some extent by contingent aspects of
the labour market, such as labour market institutions like the award system which
produce tendencies towards greater uniformity in wage outcomes. The right hand
side of the model captures one aspect of the reserve army of labour, its tendency
to exert downward pressure on wages. At the same time, the strength of organ-
ised lzbour exerts upwards pressure on wages, as does the role of public sector
employment (either through setting ‘benchmark’ wages) or through job creation
schemes for the unemployed. The actual pattern of wage determination-—the
degree of differentiation in wages at any particular historical moment—will hinge
on how these various tendencies and pressures interact, and can only be assessed
by empirical investigation.

The task of pursuing such an investigation thoroughly is clearly a long-term
research agenda. Similarly, further elaboration of this model is beyond the scope
of this article. In what follows I content myself with the more manageable task
of asking whether there is empirical evidence for some aspects of this model, par-
ticularly the connections berween wage determination and underemployment?
In Fig. 1, I concentrate on the area inside the dotted circle. Exploring questions
of technical change and differential profits and wages, or even technical change
and labour shedding, is beyond the scope of this article. My main concern is to
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explore whether recent Australian labour market data supports Botwinick’s argu-
ments about the linkages between underemployment and low wages,

SECTION 2: EMPIRICAL FINDINGS

There is little doubt that the last two decades in Australia have been characterised
by increased capitalist competition, both amongst domestic producers and from
foreign competitors. Technological change has also been rapid and extensive over
this period. At the same time, structural unemployment and underemployment
have grown considerably, as has the spread of precarious employment. Clearly
the material conditions for exploring the Botwinick thesis are in place. What
remains to be done is to look more closely at the growth of underemployment,
at the operations of the reserve army of labour, and at the connection between
hours of work and growing wage inequality. In this section I undertake these tasks.
In the conclusion I examine whether these empirical findings are consistent with
the Botwinick thesis.

Figure 1. Model of wage determination (after Botwinick 1993)
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Underemployment

The Australian labour market in the 1990s has been characterised by continuing
high levels of unemployment and growing levels of both underemployment and
precarious employment (Campbell 1996; Burgess & Campbell 1998; Campbell
& Brosnan 1999). Some of this represents the continuation of trends which began
in the 1980s (for example, casualisation) whilst some of it is quite novel in its
emergence (such as the rapid growth in labour hire and its expansion into non-
traditional areas, Watson ez 2. 1999; Hall & Bretherton 2000). These trends partly
reflect longer term compositional change—particularly the growth in service
industries—but they also reflect substitution strategies by employers: deliberate
cost-saving measures which replace full-time staff with pare-time staff, or per-
manents with casuals or agency workers.

The result of these trends is evident in Table 1. In summary, this table
shows that by the year 2000, employment levels—captured in the employment-
populaton ratio—had recovered to 1990 levels, but most other measures reflect-
ing the availability of full-time, stable employment showed deterioration.
Full-time employment had not recovered to 1990 levels and underemployment
had grown considerably. Finally, casualisadon of the workforce, which had been
growing steadily during the 1980s, continued unabated.

The steady growth in part-time work over the last two decades has been viewed
by some labour economists as benign, as expressing the preferences of new labour
market entrants for part-time work. However, what this view overlooks is the
fact that part-time work has spread extensively into non-service areas such as
manufacturing, and has engulfed demographic groups who traditionally always
took up full-time work (such as male and fernale youths). The idea that the growth
of part-time work reflects people’s working-time preferences proves illusory on
closer examination. -

ABS statistics (1997a) which examine respondents’ reasons for part-time work
are split between work-related and non-work-related reasons (family reasons,
study and lifestyle considerations). Amongst women, about 18 per cent of part-
time workers gave family reasons as the modvation for working part-time.
Amongst men, the comparable figure was fairly insignificant. For men, studying

Table 1  Key labour market indicators for the availability of work, Australia 1990
and 2000

Indicator 1990(%) 2000(%)
Employment : population ratio {as a percentage) 60 60
full-time employment : population ratio (as a percentage) 47 45
Under-employment {percentage of part-time workers

wanting more hours} 19 - 25
Casuals (as a percentage of all employees) . 20 26

Source: ABS publications: 6203.0, 6265.0, 6310.0.



96 THE JOURNAL OF INDUSTRIAL RELATIONS March 2002

was much more important, and about 22 per cent of part-time workers gave that
reason. But, overwhelmingly, for both men and women, the reasons most
people worked part-time were work-related, either because there was not enough
work available, or the job was only offered as a part-time job. In the case of men,
these work-related reasons were given by 61 per cent of part-time workers. For
women, the comparable figure was 47 per cent. Looking at the sub-categories
more closely, amongst men the ‘not enough work available’ reason accounted
for 31 per cent, and ‘job is only part-time’ accounted for 26 per cent. The com-
parable figures for women were 16 per cent and 28 per cent (ABS 1997a). These
figures suggest that large amounts of part-time work exist because that is what
employers offer. As Table 1 shows, one-quarter of part-time workers wanted more
hours—a direct measure of underemployment—but a far larger proportion would
probably have taken up more work if it were on offer—an indirect measure of
underemployment.

The categories of the reserve army of labour are clearly more insightful than
are concepts which focus on working dme preferences. As mentioned earlier, a
more useful analysis would see the steady movement of women into part-time
work as a movement from the latent to the floating sectors. At the same time,
changes in the welfare state, and in labour market programs, have attempted to
move people from the stagnant and pauper sectors into the floating sector. As
Francis Castles recently argued, the dismantling of the post-war welfare system
has seen a major reversal in welfare ideology. As well as its designation as a ‘wage
earners welfare state’, Australia was unique in explicitly rejecting Britain’s Poor
Law tradition in favour of the notion that welfare was a citizen right rather than
an act of charity (Castles 2001: 54). However, from the mid 1980s onwards, access
to welfare on the basis of category entitlement has been steadily eroded in favour
of more administrative discretionary procedures, and ‘mutual obligation’ has
become the latest incarnation of the nineteenth century ideology of the ‘deserv-
ing poor’.

- These changes have been particularly targeted at the long-term unemployed.

Within the broader ideology of the OECD’ ‘active labour market’ philosophy,
attempts have been made to integrate the long-term unemployed into the
frictionally unemployed. By way of a carrot, the unemployed have been allowed
to retain benefits while working indefinitely in part-dime and casual work. By
way of a stick, the work test has become more onerous and ‘breaching’ the unem-
ployed (depriving them of benefits} for minor infractions has become routine.
These measures have attempted to revitalise the stagnant and pauper sectors of
the reserve army and facilitate movement into the floating sector.

During the 1980s, as the long-term vnemployed ceased to be part of the reserve
army, they were no longer able to play a role in depressing wage levels. The labour
market programs of the 1990s—both the practical assistance of the Keating
government, and the moral and financial pressures of the Howard government—
have aimed to make the long-term unemployed ‘job ready’, a enphemism for inte-
grating them into the floating segment of the reserve army of the unemployed.

When it comes to capitalist firms, the forces working towards continuing under-
employment arise from within capitalist competiion. From the mid-1980s
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onwards this competition has intensified, particularly in the trade-exposed sec-
tors of the economy, and cost cutting strategies aimed at labour intensification
have been prevalent. As Morehead er 2/, (1997) and ACIRRT (1999) show, the
first half of the 1990s saw major organisadonal restructuring and workplace
change aimed at lifting firm profitability. Many of these changes led to increased
work intensification—thereby weakening labour demand—as well as the dis-
mantling of tradidonal working dme arrangements which had protected full-time,
permanent employment.

Wage inequality and bours of work

Wage inequality can be analysed using summary measures of dispersion, such as
the Gini coefficient, the Theil index, or the coefficient of variation. However, in
the following analysis I take a different approach, namely, an examination of the
distribution of wages by deciles. This has the advantage that changes in wage
inequality are readily discernible by comparing the earnings between the top and
bottom deciles (as well as the middle deciles). This approach has the further advan-
tage of revealing other relevant characteristics of each decile: particularly the hours
worked, the proportion of part-time workers, and the industry composition. The
data for this exercise comes from confidentialised unit record files (CURFs) from
the Australian Bureau of Stadstics (ABS) income distribution surveys carried out
in 1990 and 1997 {abbreviated to IDS). This data allows vs to distinguish between
wage and salary income and income from other sources. Actual dollar amounts
are collected (rather than bracketed amounts), so the earnings data overall is quite
accurate. The populations analysed have been carefully chosen: adult employees
not working in agriculture. This eliminates some of the distortions emanating
from junior rates and from farmer ‘employees’ and farm-family ‘employees’. In
addition, the IDS populations are further restricted to those employees whose
main source of annual income was wages and salaries. Finally, the earnings mea-
sures have been indexed by the CPI to provide 1997 dollars (and the hourly wage
measures have excluded those earning below $2 per hour and over $100 per hour).

For much of the analysis which follows, separate data for males and females
is presented. This reflects not only the importance of enduring gender segmen-
tation in the Australian labour market, but also the fact that changes in earnings
during the 1990s followed quite different trajectories for men and women and
it is important to map these closely. Overall, the earnings for low income men
deteriorated sharply, while the earnings for high income men increased markedly.
For women, the changes have been much less dramadc: those at the bottom have
not gone backwards to the same extent that low paid men have, but neither have
women at the top accelerated away as the men have.

It is important to keep in mind, however, that many of the changes discussed
in this paper refer to reletive changes, not to absolute levels. Much of the data
which follows emphasises greater rates of change among men, but it remains the
case that in terms of absolutes, women still fare much worse when it comes to
low pay. The relative improvements in women’s situation at the bottom of the
labour market which are discussed in this paper should not be misconstrued. It
is true that the fortunes of low paid men are increasingly resembling those
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of low paid women. But direct comparison along gender lines on almost any
criterion would still highlight the persistence of deep gender inequality. The
fundamental disadvantages which women face in the labour market have not evap-
orated simply because more men have joined them in the ranks of the low paid
workforce. '

Before examining the earnings data with gender breakdowns, it is worth briefly
looking at the aggregate picture. ‘Table 2 shows average hourly earnings for
persons, broken down by decile, as well as the gender composition of each decile.
Table 2 shows that the two bottom deciles of wage earners suffered losses in real
hourly earnings over this period, the next three deciles had either static or mod-
est increases in their real earnings, and the top five deciles had increases rang-
ing from just on 3 per cent to nearly 11 per cent. The bottom and the top deciles
stood out quite sharply: members of the bottom decile suffered an 8.4 per cent
decline in their real hourly earnings, whilst those in the top decile saw their real
hourly earnings increase by 10.5 per cent. Also noteworthy is a dramatic change
in the gender composition of the two bottom deciles. In 1990 men made up about
44 per cent of the bottom decile and 45 per cent of the second decile. By 1997
these figures had risen to 53 and 50 per cent respectively. For the bottom decile,
this was an increase of nearly 10 percentage points, or 22 per cent in relative
terms.

While the aggregate picture is useful for an overview (and for highlighting the
changing gender composition at the bottom of the earnings distribution), much

Table 2 Changes in real hourly earnings, persons, Australia 1990 and 1997

Real hourly
earnings {1997%) Changes 1990-1997 Percentage of males
Decile 1990 1997 Absolute % change 1990 1997 Change
change ($)
1 8.42 7.1 0.71 -84 43.6 53.2 9.7
2 10.80 10.60 -0.19 -1.8 45.0 50.3 5.3
3 11.94 11.99 0.05 0.4 49.3 452 -4.1
4 12.94 13.07 0.13 1.0 558 506 5.2
5 13.94 14.19 0.26 1.8 56.0 54.1 -1.9
6 15.14 15.57 0.43 2.8 61.1 52.7 -84
7 16.52 7.2 0.69 4.2 62.7 59.1 ~3.5
8 18.36  19.28 0.92 5.0 624 590 -3.4
9 21.28 22.58 1.29 6.1 69.4 63.2 -6.2
10 30.84 34.08 3.24 10.5 73.1 74.1 1.0
Total 16.00 16.55 0.55 3.4 57.8 56.0 -18

Seurce: Unpublished IDS 1990, 1997,
Population: Non-agriculwural, adult employees whose main annual source of income was wage and
salary income (n = 11 559 for 1990; 5752 for 1997).
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greater insights are possible when the results are disaggregated by gender. This
is done in the main analyses which follow.

In the period from 1990 to 1997 most of the dramatic changes in earnings
took place at'the bottom and top of the distribution and there were important
differences between what happened to hourly earnings and weekly earnings.
Table 3 shows that workers in the bottom decile saw their real hourly earnings
fall by 11 per cent, while their weekly earnings fell by 20 per cent. Part of the
reason for this outcome lies in the amount of work which the bottom decile under-
took. As Table 3 also shows, the bottom decile reduced its hours of work by
10 per cent between 1990 and 1997. Part of this was an actual drop in hours

Table 3 Changes in hourly and weekly earnings, bours of work and full-time
status, males, Australia 1990 and 1997

Decile Real hourly earnings (19975) Real weekly earnings ( 1997%)
1990 1997 Change % 1990 1997 Change %

1 8.98 8.02 -10.7 411.33 32745 -204

2 11.40 10.86 4.7 49493 456.95 -7.7

3 12.61 i2.22 -3.1 534.16 507.01 -5.1

4 13.58 13.51 0.5 580.67 549.17 -5.4

5 1474  14.87 0.8 65231 62646  —4.0

6 15.96 16.38 2.6 681.37 689.90 1.3

7 17.42 18.17 43 760.03 792.79 4.3

8 19.48 20.46 5.0 846.06 878.99 3.9

9 22.62 24.15 6.8 978.55 1043.27 6.6
10 31.83 36.36 14.2 1399.33 1587.46 134
Total 16.84 17.45 36 733.24 74381 1.4
Decile Weekly hours of work Percentage of full-time workers

1990 1997 Change % 1990 1997 Change %

1 459 413 -10.1 93.0 829 -10.8

2 43.5 42.1 -3.1 94.7 93.1 -1.6

3 42.4 4.4 -2.2 97.6 91.4 -5.4

4 42.8 40.6 -5.1 95.1 91.8 =35

5 442 421 -4.7 96.1 94.4 -1.8

6 42.7 421 -1.3 97.1 92.8 -4.4

7 43.6 436 0.0 96.4 97.0 0.7

8 43.5 429 -1.2 96.9 96.6 0.3

9 433 43.2 ~0.2 94.5 95.9 1.4
10 443 44.5 0.5 91.5 93.5 2.2
Total 436 42.4 -2.8 95.3 92.8 -2.6

Seterce: Unpublished IS 1990, 1997.
Population: Non-agricultural, adult male employees whose main annual source of income was wage
and salary income. (# = 6543 for 1990; 3226 for 1997}
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worked (for full-timers, the reduction was about 2 hours per week) but most of
the change came from a greater spread of part-ime work in the bottom decile.
'The proportion of full-time workers in this decile dropped from 93 per cent to
83 per cent in the period between 1990 and 1997, a relative decline of nearly
11 per cent. In other words, the lowest decile not only experienced a large drop
in their hourly earnings, but their weekly earnings declined even more sharply,
largely because their access to work was considerably reduced.

Nowhere else in the earnings distribution are the changes in working time as
dramatic as for those in the bottom decile. There is, nevertheless, a distinctive
pattern amongst the four bottom deciles: real hourly earnings decline, weekly
earnings decline to a greater extent, and access to work shrinks. By way of con-
trast, the story is reversed at the top of the distribution. Workers in the top decile
saw their hourly earnings increase in real terms by 14 per cent, whilst those in
the 7th to 9th deciles averaged increases of over 5 per cent. Unlike those in the
bottom deciles, their hours of work remained largely unchanged, so the outcomes
for weekly earnings closely matched the outcomes for hourly earnings.

In the case of women, the results are strikingly different at the very top and
bottom (Table 4). While there is some decline in hourly earnings for the bottom
decile, it is small (just over 1 per cent) compared to the situation for men in the
bottom decile (at 11 per cent) and for every other decile above, there are small
increases. Moreover, there is no dramatic expansion in hourly earnings at the
very top of the hourly distribution. The highest decile experienced only a 3 per
cent increase (compared to the male figure of 14 per cent). There is, however, a
parallel between men and women in deciles 7, 8 and 9, where the female
average increase of about 6 per cent broadly matched the male increases in the
same deciles.

Turning to weekly earnings, the situation for women changes considerably.
There is much more volatility in earnings, with declines in real earnings for the
bottom half of the distribution (with decile 3 taking the largest drop of 7 per
cent). Moreover, there is much more expansion in earnings at the top of the dis-
ribution: weekly earnings in the top decile expand by a very large 31 per cent,
and deciles 7, 8 and 9 experience increases averaging about 8 per cent. Again, as
with the men, changing working time patterns are partly responsible for these
changes. The very large increase in the weekly earnings of the top decile—whose
increase in hourly earnings was quite modest—was matched by a 23 per cent
jump in hours of work and a 51 per cent increase in the proportdon of full-time
workers. —

In deciles 2 and 3, amongst women there are declines in hours worked and in
the proportion of full-time workers. These changes explain much of the decline
in weekly earnings in the bottom half of the distribution. The bottom decile does,
however, emerge as an anomaly: hours of work increased by a modest amount
and the proportion of full-time workers increased by over one-sixth. The
reason hours of work did not increase more dramatcally was that both full-timers
and part-timers averaged fewer hours of work. Full-timers, in particular,
dropped two hours per week between 1990 and 1997. In other words, as with
the men, average hours of work for women in the lowest deciles declined over
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this period. In the case of the bottom decile, a greater proportion of full-timers
made up for some of this loss, but in the next two deciles the losses in hours
worked was not offset by a change in the mix of part-time and full-time work.

The reserve army at ‘work’

While the emphasis in this section has been on the employed wage and salary
workforce, it is also possible to examine part of the reserve army of labour by using
the income distribution data. By focusing on those people whose main source of
annual income was government social security benefits, a snapshot of the labour
market activity of the floating segment of the reserve army can be taken. It remains

Table 4  Changes in real bourly and weekly earnings, hours of work and full-time
status, females, Australia 1990 and 1997

Decile Real hourly earnings (19975) Real weekly earnings ( 19973)
1990 1997 Change % 1990 1997 Change %

1 7.7 7.68 -1.2 273.45 271.76 -0.6

2 10.24 10.42 1.8 362.60 356.23 -1.8

3 11.30 11.59 2.6 405.23 378.73 -6.5

4 12.19 12.51 2.6 418.92 408.94 -2.4

5 13.07 13.52 34 464.64  448.50 -3.5

6 14.01 14.68 4.8 4%90.07 491.40 0.3

7 15.27 16.04 5.1 532.29 576.31 8.3

8 16.84 17.83 5.9 590.54 638.44 8.1

9 19.20 20.37 6.1 659.66  702.35 6.5
10 28.78 29.55 2.7 662.05 866.12 30.8
Total 14.85 15.41 37 485.67 513.41 5.7
Decile Weekly hours of work Percentage of full-time workers

1990 1997 Change % 1990 1997 Change %

1 35.0 35.5 1.7 53.6 62.8 17.3

2 354 341 -3.7 66.5 65.1 -2.0

3 35.9 327 -8.8 67.1 62.3 -7.1

4 34.4 32.7 -5.0 59.9 61.8 3.2

5 35.6 33.2 -6.7 68.5 65.1 -5.0

6 35.0 335 ~4.4 65.6 66.1 0.7

7 349 359 29 67.8 68.3 0.8

g 351 358 2.1 70.9 69.5 -1.9

=] 34.5 344 ~0.1 67.4 66.2 -1.8
10 253 31.0 22.6 38.7 58.4 511
Total 34.1 339 -0.6 62.6 64.6 341

Source: Unpublished IDS 1990, 1997.
Poptudation; Non-agricultural, adult male employees whose main annual source of income was wage
and salary income. (n = 5016 for 1990; 2526 for 1997).
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a snapshot because the data is cross-sectional, so the picture is an under-estimate
of the real movement between the employed labour force and the reserve army
(though longitudinal data, discussed later, partly address this shortcoming).
Table 5 shows that a consistent proportion of people whose main source of
annual income was welfare benefits were actually employed at the time of the
income distribution surveys in 1990 and in 1997. The figures were 9 per cent
and 11 per cent respectively. The industries in which they predominantly worked
were retail, community services and recreation/hospitality. The most important
changes for these people during the period 1990 to 1997 involved both earnings
and hours of work. Between these two years, their hours of work dropped
dramatically: for men average hours of work fell from 31 hours per week to just
23 hours, while for women they fell from 21 to 16 hours. In terms of grouped
hours of work, the percentage of men working 10 hours or less jumped from 21
per cent to 39 per cent, while the proportion working more than 31 hours fell
from 59 to 44 per cent. A similar pattern occurred amongst the women: those
working 10 hours or less grew from 30 to 46 per cent; and those working 31
hours or more fell from 31 to 21 per cent. Earnings also deteriorated in this period

Table 5 Selected work chavacteristics among social security beneficiaries, Australia 1990
and 1997

1990 1997
Persons (%) Persons (%)

Currently working but dependent on welfare 8.9 10.6
payments (% of all welfare beneficiaries)
For those working:

Main industries where working:

Wholesale and retail 25.2 23.2

Community services 27.0 21.8

Recreation, personal and other services 18.2 . 20.2

Male Female Male Female

Average hours worked 305 211 226 16.2
Grouped hours of work (%)
10 hrs or less 214 29.8 38.8 45.5
11 to 30 hrs 19.9 389 175 337
31 hrs or more 387 3.3 437 208
Total 100.0  100.0 100.0 100.0
Average real hourly earnings (1997%) 12.35  12.81 11.84 11.65
Low-paid ($11 or less per hr) (%) 308 344 344 373

Seurce: Unpublished IDS 1990, 1997.
Population: Persons whose main source of annual income was government pensions and benefits.
{n = 7 408 for 1990; 3 927 for 1997. For those working, # = 657 for 1990; 415 for 1997).
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but the changes were much weaker. For men, average real hourly earnings
dropped from $12.35 to §11.84, while for women the drop was from $12.81 to
$11.65. The proportion of low paid workers also rose slightly between 1990 and
1997. In summary, the presence of the floating segment of the reserve army in
the Australian workforce grew slightly during the 1990s. Their earnings from
work also deteriorated slightly. More significantly, however, underemployment
for this group of workers grew dramatically during this period.

Something of the fluidity between the low paid workforce and the reserve army
of labour is evident in an important longitudinal study of the unemployed, the
ABS Survey of Employment and Unemployment Patterns (ABS 1997b). In their
preliminary analysis covering the first 18 months of the study, the ABS found
that considerable labour market ‘churning’—where people cycle in and out of
work without finding a long-term secure job—was very strong during the mid
1990s. About 70 per cent of the job seekers found work in this 18 month period,
but two-thirds of these jobs were casual and 90 per cent were temporary (1997b:
4-5). In more recent analysis of the survey, covering the full 3-year period, Dunlop
drew the connections between this churning and the low paid workforce. She
found that the transition to joblessness for the low paid was twice as great as for
higher paid workers (2000: 24). At the same time, people who were not already
employed also had a higher than average chance of taking up a low paid job, rather
than a higher paid job (2000: 25). Dunlop reported similar findings from over-
seas and cited work by Stewart and Swaffield who found strong evidence that
among the low paid worforce there is a ‘cycle of low pay and no pay’ (2000: 29).
Clearly, movement between the ranks of the reserve army and the low paid work-
force was a characteristic feature of the 1990s.

CONCLUSIONS

Explaining the changes
The empirical findings show that workers in the lowest deciles, particularly men,
had reduced real earnings during the 1990s. Explaining this result in human
capital terms does not lead very far. For example, educational qualifications had
no impact on these changes. The most that can be said is that there was a small
drop in the proportion of workers with no post-school qualifications in the
hottom decile, something which is unlikely to reduce earnings there. The age com-
position of the earnings distribution for men and women remained remarkably
stable over this period. The one exception to this—a large increase in the pro-
portion of women in their 20s in the bottom decile—is interesting, but explains
very little since this decile saw very little change in earnings over the period.
Industry change, on the other hand, appeared much more influendal for
explaining both the drop in hourly earnings and the reduced availability of work.
The data showed a pronounced decline in manufacturing jobs among workers
in the bottom decile, both for men and women. While this reflects a long term
trend, there is little doubt that a major consequence of the 1991 recession was a
major shakeout in manufacturing, and the export of the lowest paid jobs to Asia
and the Pacific. For example, in 1990, male manufacturing workers consttuted
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about 23 per cent of the bottom decile. By 1997, this figure had dropped to just
15 per cent, whereas the decline across all deciles was only 2 percentage points.
The pattern amongst women was equally pronounced. In 1990, female manu-
facturing workers made up 16 per cent of the bottom decile; by 1997 this had
dropped to just 8 per cent.?

What filled the gap in the bottom decile left by the decline in manufactaring
jobs? For men it was largely hospitality, recreation and personal services, while
among women the increase was in wholesale and retail trade. While this pattern
is consistent with overall industry restructuring—the decline of manufacturing
and the growth of the service sector—the extent of the changes among the
lowest decile was much greater than it was across the distribution as a whole.

Changes in the compositon of the lowest decile explain part of the decline in
hourly earnings. Amongst men, manufacturing jobs were worth about 8 per cent
more than jobs in recreation and personal services. Among women, they were
worth 12 per cent more. Thus, while it is true that manufacturing jobs for women
are low paid jobs (compared to the situation for men), they are, nevertheless,
better paying jobs for the bottom decile than service sector jobs. From an hours
perspective, these changes represent a loss of jobs in those industries which have
traditonally provided full-time employment, alongside growth in the classic
‘underemployment industries’—retail, recreation and personal services. As long
ago as 1993, Gregory highlighted this trend as one of the factors behind the ‘dis-
appearing middle’ (Gregory 1993; see also Belchamber 1996).

Overall, the 1990s saw the bottom decile lose its better paying jobs, and it ost
them to a far greater degree than occurred elsewhere in the earnings distribu-
tion. Clearly, industry restructuring hit the low paid workforce more severely
than the better paid sectors of the workforce. Meanwhile, at the top of the wages
distribution, similar economic restructuring was at work. The big industry
winner of the 1980s—the finance, property and business services sector—was
largely responsible for driving wages inequality at the top. In 1990, among the
top three deciles for men, this industry sector accounted for just over 40 per cent
of all industries. By 1997, this figure had grown to nearly 60 per cent. Unpublished
research by Watson (2000} on inter-industry inequality during the 1990s also
showed that finance, property and business services was responsible for the largest
amount of inequality amongst men.

Botwinick’s thesis

How much of this story is consistent with Botwinick’s thesis? The growth of the
reserve armny of labour, and of growing levels of precarious employment and
underemployment is certainly evident in the data. Botwinick’s argument that the
capitalist Jabour market is characterised by the ‘ongoing reproduction of chronic
pools of low-wage workers’ (1993: 255) is confirmed by the empirical data. The
spread of underemployment among this pool is one of the key findings in the
analysis of the IDS data. However, the impact of these developments on wage
rates is assumed, rather than demonstrated. Certainly, increased underemploy-
ment among the lowest paid workers is strong evidence for this connection,
but as the discussion above has just shown, this can also be explained by
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‘deindustrialisation’. Drawing this connecton—across the economy—between
wage rates and the reserve army in a more precise fashion remains an incom-
plete task.

The ‘deindustrialisation” explanation for the loss of better paid jobs is consis-
tent with Botwinick’s analysis. As we saw earlier, he argued that industries are
characterised by uneven levels of technical change and, contrary to the equilib-
rium assumptions of neo-classical economics, Botwinick argues that less efficient
producers continue to produce because of the pressure to prolong the life of their
large fixed capital investments. As a result, wages and conditions in these indus-
tries will be highly differentiated, with the least efficient producers paying the
lowest wages. Eventually, however, conditions arise (such as the recession of the
early 1990s and the intensification of internatonal competidon) in which the life
of that ageing capital finally comes to an end. In Australia during the 1990s, manu-
facturing firms with ageing capital have either exited from fabrication (in favour
of importing and distributing); have relocated production to ‘greenfields’ sites
overseas (such as China); or have closed down altogether. The result, within the
labour market, has been increased unemployment among the manufacturing
workforce. At the same time, many manufacturing firms have reconfigured their
supply chains to reduce their core workforces and make greater use of smaller
sub-contracting firms. The result, within the labour market, has been an increase
in precarious employment and underemployment.

However, when we turn to the growth in service sector work and the way in
which this development has led to high levels of underemployment alongside low
wages, the Botwinick thesis is far less informative. While this article clearly did
not explore the left side of Fig. 1, there is still a question mark over the extent
to which contemporary developments in the service sector correspond with
Botwinick’s analysis. For example, in what sense do processes of ‘technical change’
influence profits and wage levels outside manufacturing industries? On the one
hand, the introduction of ATMs and phone banking within the banking sector,
or of scanning machines within supermarkets, both parallel technical change within
manufacturing. But what about the hospitality sector and retail more generally?
Is there really a close connection between technical change and efficiency in
production? Does the existence of differentiated profits and wages within these
service industries derive from uneven conditions of technical development? Is
the Botwinick thesis (and the classical Marxist account more generally) based too
much on a manufacturing view of the world, and indebted too much to a reliance
on technical change for its explanatory power? There is no denying that there
is considerable variation in the efficiency of service sector firms, but the role of
technical change, and the part played by large scale fixed capital investment, appear
more indeterminate than is the case with manufacturing. These concerns are
particularly relevant when we consider that the main driver for inequality at the
top of the labour market comes from the service sector, particularly financial
Services.

Despite these concerns, it does appear that Botwinick’s account of the con-
nections between low pay and underemployment provides a promising avenue
for explaining persistent wage inequality at the bottom of the Australian labour
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market. His insights into the processes of capital accumulation and the opera-
tion of the reserve army of labour correspond closely with the empirical data for
the 1990s. Integrating an analysis of the service sector into this framework remains
a challenging task for future work.

NoTES

1. Other common neo-classical explanations for growing wage inequality include the growth of
international trade; declines in wade union memEle;rshjp and organisational strength; and changes
in the wage fixing system {especially the spread of enterprise bargaining).

2. In his discussion of ‘real capitalist competiion’ Botwinick argues that even apparently ‘mono-

olistic’ industries are, in fact, highly competitive. This derives from problems of exiting with
arge masses of fixed capital; the E.:gi; degree of uncerainty which they face; and the vigorous
struggles over market share in which they must engage (1993: 257).

3. Noris it the case that manufacturing workers simply improved their earnings, vis-a-vis other
industry groups. There are also declines in the manufacturing proportion within afl of the lower
deciles for both men and women.
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