	
	


	
	



5
Labour market modifications
This chapter outlines the labour market-related modifications made to the MMRF model for this study, namely:

· integration of the new cohort-based demographic module into the existing labour markets; and

· the introduction of occupational transformation — the ability for the supply of labour by occupation to adjust in response to changes in real wage differentials across occupations.
5.

 SEQ Heading2 1
Background
The new cohort-based demographic module added to MMRF (chapter 4) has been linked into the labour market in the core of MMRF. The supply of labour by state and occupation is now calculated within the model from changes in the working-age population by age, gender and state using exogenously specified participation rates by age, gender and state. As a result, the participation rates for each state are now calculated within the model from the changes in labour supply and working-age population rather than being exogenously specified as in previous versions of MMRF.
The percentage change in the supply of labour nationally is assumed to change in line with the percentage change in the national working-age population (those aged 15 years and over) in the new demographic module and any changes made to the age, gender and state-specific participation rates. Those not in the labour force implicitly change by a similar percentage.
Age, gender and state-specific participation rates are applied to the number of people in each cohort to determine the initial level of labour supply in each simulation year. The initial participation rates are read from the database (tables 5.1 and 5.2) and are sourced from the ABS. These participation rates can be updated during simulations through exogenous shocks.
Table 5.

 SEQ Table \* ARABIC 1
Labour force participation rates in the MMRF database, males, 2005‑06
Per cent
	Age
	NSW
	VIC
	QLD
	SA
	WA
	TAS
	NT
	ACT

	15
	25.6
	26.8
	44.1
	29.9
	43.3
	28.4
	32.8
	35.9

	16
	44.4
	42.8
	57.4
	44.1
	54.7
	43.9
	41.1
	47.7

	17
	51.7
	52.6
	68.1
	58.3
	67.0
	65.0
	64.6
	55.8

	18
	69.4
	70.0
	79.7
	78.8
	85.7
	77.2
	75.2
	70.4

	19
	74.4
	78.6
	87.5
	87.2
	86.9
	84.0
	75.0
	84.1

	20
	80.6
	79.7
	84.6
	84.4
	85.6
	79.8
	76.5
	84.0

	21
	83.5
	79.8
	89.9
	84.4
	85.8
	84.6
	80.3
	84.7

	22
	84.6
	81.5
	90.7
	83.5
	86.7
	87.4
	80.7
	90.9

	23
	86.6
	85.3
	90.1
	86.0
	85.9
	88.0
	77.8
	87.0

	24
	87.5
	88.3
	88.7
	87.2
	89.2
	90.2
	66.0
	93.8

	25
	90.6
	90.8
	91.8
	91.0
	90.7
	88.2
	81.7
	89.6

	26
	90.6
	90.8
	91.8
	91.0
	90.7
	88.2
	81.7
	89.6

	27
	90.6
	90.8
	91.8
	91.0
	90.7
	88.2
	81.7
	89.6

	28
	90.6
	90.8
	91.8
	91.0
	90.7
	88.2
	81.7
	89.6

	29
	90.6
	90.8
	91.8
	91.0
	90.7
	88.2
	81.7
	89.6

	30
	91.5
	92.8
	92.2
	91.3
	93.2
	85.8
	78.3
	93.2

	31
	91.5
	92.8
	92.2
	91.3
	93.2
	85.8
	78.3
	93.2

	32
	91.5
	92.8
	92.2
	91.3
	93.2
	85.8
	78.3
	93.2

	33
	91.5
	92.8
	92.2
	91.3
	93.2
	85.8
	78.3
	93.2

	34
	91.5
	92.8
	92.2
	91.3
	93.2
	85.8
	78.3
	93.2

	35
	90.7
	93.1
	91.7
	90.4
	93.6
	92.6
	83.8
	94.3

	36
	90.7
	93.1
	91.7
	90.4
	93.6
	92.6
	83.8
	94.3

	37
	90.7
	93.1
	91.7
	90.4
	93.6
	92.6
	83.8
	94.3

	38
	90.7
	93.1
	91.7
	90.4
	93.6
	92.6
	83.8
	94.3

	39
	90.7
	93.1
	91.7
	90.4
	93.6
	92.6
	83.8
	94.3

	40
	90.7
	91.8
	90.0
	90.8
	93.1
	87.1
	82.6
	95.9

	41
	90.7
	91.8
	90.0
	90.8
	93.1
	87.1
	82.6
	95.9

	42
	90.7
	91.8
	90.0
	90.8
	93.1
	87.1
	82.6
	95.9

	43
	90.7
	91.8
	90.0
	90.8
	93.1
	87.1
	82.6
	95.9

	44
	90.7
	91.8
	90.0
	90.8
	93.1
	87.1
	82.6
	95.9

	45
	88.8
	90.6
	89.8
	87.5
	92.2
	88.5
	77.4
	91.7

	46
	88.8
	90.6
	89.8
	87.5
	92.2
	88.5
	77.4
	91.7

	47
	88.8
	90.6
	89.8
	87.5
	92.2
	88.5
	77.4
	91.7

	48
	88.8
	90.6
	89.8
	87.5
	92.2
	88.5
	77.4
	91.7

	49
	88.8
	90.6
	89.8
	87.5
	92.2
	88.5
	77.4
	91.7

	50
	85.9
	85.2
	86.9
	84.9
	90.0
	80.0
	88.1
	92.0

	51
	85.9
	85.2
	86.9
	84.9
	90.0
	80.0
	88.1
	92.0

	52
	85.9
	85.2
	86.9
	84.9
	90.0
	80.0
	88.1
	92.0

	53
	85.9
	85.2
	86.9
	84.9
	90.0
	80.0
	88.1
	92.0

	54
	85.9
	85.2
	86.9
	84.9
	90.0
	80.0
	88.1
	92.0

	55
	72.9
	78.5
	75.7
	71.8
	81.8
	70.6
	78.9
	82.5

	56
	72.9
	78.5
	75.7
	71.8
	81.8
	70.6
	78.9
	82.5
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Table 5.

 SEQ Table \* ARABIC \c 1
(continued)
	Age
	NSW
	VIC
	QLD
	SA
	WA
	TAS
	NT
	ACT

	57
	72.9
	78.5
	75.7
	71.8
	81.8
	70.6
	78.9
	82.5

	58
	72.9
	78.5
	75.7
	71.8
	81.8
	70.6
	78.9
	82.5

	59
	72.9
	78.5
	75.7
	71.8
	81.8
	70.6
	78.9
	82.5

	60
	53.1
	58.5
	54.5
	50.8
	60.6
	49.0
	58.8
	60.9

	61
	53.1
	58.5
	54.5
	50.8
	60.6
	49.0
	58.8
	60.9

	62
	53.1
	58.5
	54.5
	50.8
	60.6
	49.0
	58.8
	60.9

	63
	53.1
	58.5
	54.5
	50.8
	60.6
	49.0
	58.8
	60.9

	64
	53.1
	58.5
	54.5
	50.8
	60.6
	49.0
	58.8
	60.9

	65
	22.4
	27.0
	24.9
	19.3
	29.8
	25.5
	36.2
	20.4

	66
	22.4
	27.0
	24.9
	19.3
	29.8
	25.5
	36.2
	20.4

	67
	22.4
	27.0
	24.9
	19.3
	29.8
	25.5
	36.2
	20.4

	68
	22.4
	27.0
	24.9
	19.3
	29.8
	25.5
	36.2
	20.4

	69
	22.4
	27.0
	24.9
	19.3
	29.8
	25.5
	36.2
	20.4

	70
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	71
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	72
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	73
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	74
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	75
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	76
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	77
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	78
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	79
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	80
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	81
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	82
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	83
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	84
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	85
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	86
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	87
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	88
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	89
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	90
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	91
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	92
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	93
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	94
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	95
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	96
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	97
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	98
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	99
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5

	100+
	6.3
	5.1
	4.9
	4.9
	8.3
	6.8
	9.9
	5.5


Source: MMRF database based on ABS (Labour Force, Australia, Detailed – Electronic Delivery, May 2010, Cat. no. 6291.0.55.001, Data cube LM8).
Table 5.

 SEQ Table \* ARABIC 2
Labour force participation rates in the MMRF database, females, 2005‑06

Per cent

	Age
	NSW
	VIC
	QLD
	SA
	WA
	TAS
	NT
	ACT

	15
	36.1
	36.4
	45.4
	35.1
	46.8
	36.6
	36.6
	40.5

	16
	48.4
	54.1
	57.8
	59.1
	54.8
	48.9
	42.0
	48.5

	17
	54.7
	53.8
	73.7
	68.7
	74.1
	60.5
	62.1
	65.9

	18
	66.1
	70.8
	78.6
	76.9
	82.2
	73.3
	61.2
	73.1

	19
	76.3
	76.6
	81.4
	79.1
	84.9
	71.9
	64.7
	81.7

	20
	72.3
	75.0
	76.0
	77.6
	78.1
	71.4
	80.7
	83.7

	21
	78.6
	77.4
	77.8
	78.1
	81.1
	72.2
	64.7
	84.9

	22
	76.8
	75.9
	81.7
	77.6
	74.0
	69.5
	65.4
	79.9

	23
	76.2
	81.5
	77.9
	79.5
	80.6
	76.5
	65.3
	90.3

	24
	77.0
	80.7
	80.4
	80.8
	77.5
	77.1
	66.0
	82.3

	25
	74.7
	77.0
	75.9
	72.9
	73.5
	67.4
	63.0
	82.4

	26
	74.7
	77.0
	75.9
	72.9
	73.5
	67.4
	63.0
	82.4

	27
	74.7
	77.0
	75.9
	72.9
	73.5
	67.4
	63.0
	82.4

	28
	74.7
	77.0
	75.9
	72.9
	73.5
	67.4
	63.0
	82.4

	29
	74.7
	77.0
	75.9
	72.9
	73.5
	67.4
	63.0
	82.4

	30
	71.0
	70.4
	71.5
	69.1
	66.3
	69.3
	64.8
	79.6

	31
	71.0
	70.4
	71.5
	69.1
	66.3
	69.3
	64.8
	79.6

	32
	71.0
	70.4
	71.5
	69.1
	66.3
	69.3
	64.8
	79.6

	33
	71.0
	70.4
	71.5
	69.1
	66.3
	69.3
	64.8
	79.6

	34
	71.0
	70.4
	71.5
	69.1
	66.3
	69.3
	64.8
	79.6

	35
	68.8
	68.6
	72.9
	71.1
	70.2
	71.4
	76.3
	82.1

	36
	68.8
	68.6
	72.9
	71.1
	70.2
	71.4
	76.3
	82.1

	37
	68.8
	68.6
	72.9
	71.1
	70.2
	71.4
	76.3
	82.1

	38
	68.8
	68.6
	72.9
	71.1
	70.2
	71.4
	76.3
	82.1

	39
	68.8
	68.6
	72.9
	71.1
	70.2
	71.4
	76.3
	82.1

	40
	74.8
	76.2
	78.9
	78.0
	75.9
	79.8
	81.7
	83.1

	41
	74.8
	76.2
	78.9
	78.0
	75.9
	79.8
	81.7
	83.1

	42
	74.8
	76.2
	78.9
	78.0
	75.9
	79.8
	81.7
	83.1

	43
	74.8
	76.2
	78.9
	78.0
	75.9
	79.8
	81.7
	83.1

	44
	74.8
	76.2
	78.9
	78.0
	75.9
	79.8
	81.7
	83.1

	45
	77.1
	77.3
	79.0
	80.0
	80.0
	79.7
	82.3
	86.7

	46
	77.1
	77.3
	79.0
	80.0
	80.0
	79.7
	82.3
	86.7

	47
	77.1
	77.3
	79.0
	80.0
	80.0
	79.7
	82.3
	86.7

	48
	77.1
	77.3
	79.0
	80.0
	80.0
	79.7
	82.3
	86.7

	49
	77.1
	77.3
	79.0
	80.0
	80.0
	79.7
	82.3
	86.7

	50
	72.8
	73.3
	71.1
	73.6
	74.9
	72.1
	74.6
	81.0

	51
	72.8
	73.3
	71.1
	73.6
	74.9
	72.1
	74.6
	81.0

	52
	72.8
	73.3
	71.1
	73.6
	74.9
	72.1
	74.6
	81.0

	53
	72.8
	73.3
	71.1
	73.6
	74.9
	72.1
	74.6
	81.0

	54
	72.8
	73.3
	71.1
	73.6
	74.9
	72.1
	74.6
	81.0

	55
	54.5
	56.5
	56.5
	55.8
	59.7
	56.6
	65.2
	64.9

	56
	54.5
	56.5
	56.5
	55.8
	59.7
	56.6
	65.2
	64.9
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Table 5.

 SEQ Table \* ARABIC \c 2
(Continued)
	Age
	NSW
	VIC
	QLD
	SA
	WA
	TAS
	NT
	ACT

	57
	54.5
	56.5
	56.5
	55.8
	59.7
	56.6
	65.2
	64.9

	58
	54.5
	56.5
	56.5
	55.8
	59.7
	56.6
	65.2
	64.9

	59
	54.5
	56.5
	56.5
	55.8
	59.7
	56.6
	65.2
	64.9

	60
	32.1
	31.5
	32.1
	29.2
	36.1
	25.0
	53.6
	39.7

	61
	32.1
	31.5
	32.1
	29.2
	36.1
	25.0
	53.6
	39.7

	62
	32.1
	31.5
	32.1
	29.2
	36.1
	25.0
	53.6
	39.7

	63
	32.1
	31.5
	32.1
	29.2
	36.1
	25.0
	53.6
	39.7

	64
	32.1
	31.5
	32.1
	29.2
	36.1
	25.0
	53.6
	39.7

	65
	10.7
	10.1
	13.2
	9.2
	14.2
	12.2
	33.9
	12.3

	66
	10.7
	10.1
	13.2
	9.2
	14.2
	12.2
	33.9
	12.3

	67
	10.7
	10.1
	13.2
	9.2
	14.2
	12.2
	33.9
	12.3

	68
	10.7
	10.1
	13.2
	9.2
	14.2
	12.2
	33.9
	12.3

	69
	10.7
	10.1
	13.2
	9.2
	14.2
	12.2
	33.9
	12.3

	70
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	71
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	72
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	73
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	74
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	75
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	76
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	77
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	78
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	79
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	80
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	81
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	82
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	83
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	84
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	85
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	86
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	87
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	88
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	89
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	90
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	91
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	92
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	93
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	94
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	95
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	96
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	97
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	98
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	99
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1

	100+
	1.8
	1.3
	1.6
	1.3
	2.2
	1.4
	3.9
	3.1


Source: MMRF database based on ABS (Labour Force, Australia, Detailed – Electronic Delivery, May 2010, Cat. no. 6291.0.55.001, Data cube LM8).

As noted in chapter 4, endogenous interstate migration was added to the previous version of MMRF. Interstate migration of labour supply continues to operate in response to changes in real wage differentials by occupation. Interstate migration in the demographic module is linked to interstate migration of labour supply in the core of the model. This endogenous modelling of interstate migration means that the labour supply, the working-age population and the population in each state can vary and is not known a priori. This means that:

· the change in the ratio of working-age population to population in each state, which was previously exogenous, is now calculated from changes in both the working-age population and population in the demographic module; and

· the change in the ratio of labour supply to working-age population (the state participation rate) is similarly calculated from the changes in state labour supply in the model core and from the change in the working-age population in each state from the demographic module.

The integration of the new demographic module into the labour market in MMRF is shown schematically in figure 4.2 in chapter 4.

5.

 SEQ Heading2 2
Explicit modelling of occupational transformation

Changes in wage relativities provide existing workers with an incentive to reskill and may influence the career choices of those leaving school or entering the labour market. Over time, changes in these differentials may give rise to ‘occupational transformations’ in which the occupational composition of the labour force changes (for example, reducing the supply of labourers and increasing the supply of professionals).

Occupational transformation has been added to MMRF to enable changes in the supply of labour by occupation through time. The supply of labour in each occupation responds positively to changes in wage relativities between occupations. This adjustment is based on a constant elasticity of transformation with the transformation parameter set to 0.1 (implying that the occupational structure is assumed to change gradually, in the absence of an exogenous ‘shock’ to the labour market or economy). The resource costs associated with this transformation are assumed to be embodied in the cost structure of the economy and are not explicitly modelled.
Changes in the supply of labour by state and occupation in the updated model used in the final report are shown schematically in figure 5.1.

Figure 5.

 SEQ Figure \* ARABIC 1
Schematic representation of labour market arrangements
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a Change in the national working-age population arising through demographic change (mortality, overseas migration and ageing of the population).
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