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Abstract 

 
This thesis explores the labour market situation of low paid and unemployed adults in 
Australia during the mid-90s. The aim is to document evidence of the experiences of 
these individuals, with a view to understanding whether, in the Aus tralian labour market, 
some workers may be trapped in a cycle of low pay and no pay. In short, have some 
workers become part of a secondary labour market in jobs where they have limited 
opportunities for sustained employment and earnings progression?  
 
This empirical investigation is undertaken within a dynamic framework. It unfolds 
evidence about the experiences of the low paid and the unemployed in the Australian 
labour market with both descriptive and econometric techniques and using data from a 
longitudinal survey, The Survey of Employment and Unemployment Patterns. The major 
themes examined include the dimensions and characteristics of low paid employment, 
earnings mobility and patterns of labour market transition of the low paid and the 
unemployed, job durations and the role of casual and part-time work on future 
employment prospects for the unemployed. Finally, this study takes a policy perspective 
and undertakes a detailed evaluation of how a specific government initiative may assist 
individuals who have become entrenched and reliant on income support in the Australian 
labour market. 
 
The main findings of this thesis indicate a diversity of experiences of low paid workers 
and the unemployed in the Australian labour market. For many, low paid work is a 
temporary experience. However, the cumulative evidence of this thesis also substantiates 
a significant negative relationship between previous unemployment, low pay and the 
labour market transition patterns of workers in the Australian labour market. The 
conclusion is that some workers are trapped in a cycle of intermittent work, involuntary 
job separations and unemployment. 
 
Information gathered about what may contribute to this labour market situation suggests 
an important role for the increasing incidence of casual and part-time work in the 
Australian labour market. While it is found that these jobs provide valuable work 
opportunities for the unemployed particularly in low paid work, the evidence suggests 
that over time, they may not be associated with a pathway to more secure permanent jobs.  
 
The broad implication of the findings of this thesis is that some individuals are trapped in 
a repeating cycle of low pay and no pay. Once entrenched, the extent to which this cycle 
can be broken by government intervention may be limited according to the policy 
evaluation undertaken in this thesis. Therefore, understanding more about this cycle and 
the labour market experiences of the low paid and the unemployed over the longer term 
should remain an important concern for policy in this country. 



 v 

 
Table of Contents  

  
Acknowledgements……………………………………………………………. iii 
Abstract………………………………………………………………………… iv 
List of Tables…………………………………………………………………... viii 
List of Figures…………………………………………………………………. ix 
  
Chapter 1  Introduction and Overview  
  
1.1 Introduction……………………………………………………………......... 1 
1.2 Contribution of the Study…………………………………………………… 4 
1.3 Study Outline and Main Themes…………………………………………… 5 
1.4 Conclusions……………………………………………………………........ 15 
  
Chapter 2  Low Paid Employment – Theory and Evidence  
  
2.1 The Economics of Low Pay………………………………………………… 18 
       2.1.1 Neoclassical labour market theory…………………………………… 18 
       2.1.2 Segmented labour markets……..…………………………………….. 21 
       2.1.3 Comparison of theories……………………………………………..... 23 
2.2 Low Paid Employment – The Evidence……………………………………. 25 
       2.2.1 International literature………………………………………………... 25 
2.3 Australian Literature…………………………………………………........... 32 
  
Chapter 3  Data and Measurement Issues  
  
3.1 Introduction…………………………………………………………………. 34 
3.2 The Survey of Employment and Unemployment Patterns………………….. 34 
       3.2.1 The jobseeker group………………………………………………….. 35 
       3.2.2 The population reference group……………………………………… 36 
       3.2.3 Labour market program participants…………………………………. 36 
       3.2.4 The SEUP data……………………………………………………….. 36 
       3.2.5 Other data issues……………………………………………………... 38 
3.3 The Definition of Low Pay…………………………………………………. 41 
       3.3.1 Various approaches to defining low pay……………………………... 41 
       3.3.2 The definition of low pay…………………………………………….. 43 
       3.3.3 Pay rates for casual earners………………………………………….. 45 
  
Chapter 4 The Australian Low Paid Labour Market  
  
4.1 Introduction…………………………………………………………………. 47 
4.2 The Incidence of Low Pay, 1995 – 1997………………………………….... 48 
4.3 Characteristics of the Low Paid Labour Market……………………………. 50 
       4.3.1 Estimating low pay probabilities…………………………………….. 50 
       4.3.2 Demographic characteristics………………………………………… 52 



 vi 

       4.3.3 Human capital factors………………………………………………... 54 
       4.3.4 Job related factors……………………………………………………. 58 
       4.3.5 Parental characteristics………………………………………………. 60 
       4.3.6 Summary of results…………………………………………………... 61 
4.4 Conclusions………………………………………………………………… 62 
Appendix A4.1 Summary of Variables for Probit Regression Analysis………... 64 
  
Chapter 5 The Dynamics of Low Pay  
  
5.1 Introduction…………………………………………………………………. 69 
5.2 A Transitions Analysis……………………………………………………… 70 
       5.2.1 One year transitions………………………………………………….. 71 
       5.2.2 Two year transitions…………………………………………………. 76 
       5.2.3 Summary of transitions analysis……………………………………... 79 
5.3 Factors Affecting the Transitions of the Low Paid…………………………. 80 
       5.3.1 Average transition probabilities……………………………………… 80 
       5.3.2 Demographic characteristics…………………………………………. 80 
       5.3.3 Human capital factors………………………………………………... 81 
       5.3.4 Job related characteristics……………………………………………. 83 
5.4 Empirical Estimation of Transitions………………………………………... 86 
       5.4.1 Empirical model results……………………………………………… 88 
       5.4.2 PRG results………….……………………………………………….. 89 
       5.4.3 Jobseeker results…………………………………….……………….. 91 
       5.4.4 Comparison and summary of results………………………………… 96 
5.5 Conclusions………………………………………………………………… 97 
Appendix A5.1 Definition of Variables for Nested Logit Analysis……………. 100 
Appendix A5.2 Results of Nested Logit Models……………………………….. 102 
  
Chapter 6 Patterns of Turnover in Post-Unemployment Jobs   
  
6.1 Introduction…………………………………………………………………. 104 
6.2 Data Description……………………………………………………………. 106 
6.3 Patterns of Job Turnover - A Descriptive Analysis………………………… 109 
       6.3.1 Job separations……………………………………………………….. 109 
       6.3.2 Job characteristics……………………………………………………. 117 
       6.3.3 Summary of findings…………………………………………………. 122 
6.4 Job Tenure – An Econometric Investigation………………………………... 123 
       6.4.1 Estimation framework………………………………………………... 123 
       6.4.2 Included variables……………………………………………………. 126 
       6.4.3 Estimation results……………………………………………….……. 130 
6.5 Conclusions…………………………………………………………………. 139 
Appendix A6.1 Characteristics of the Sample………………………………….. 142 
Appendix A6.2 Summary of Variables in the Duration Analysis………………. 143 
Appendix A6.3 Determinants of Job Tenure by Next Labour Market Status and 
including Low Pay……………………………………………………………… 

 
148 

  



 vii 

  
Chapter 7 Future Employment, Casual and Part -Time Jobs and the 
Unemployed  

 

  
7.1 Introduction…………………………………………………………………. 150 
7.2 Background…………………………………………………………………. 153 
       7.2.1 The growth in casual and part-time employment………………….…. 153 
       7.2.2 Implications for the unemployed…………………………………….. 156 
       7.2.3 Empirical evidence…………………………………………………… 159 
7.3 Future Employment Prospects and the Unemployed…………………….…. 162 
       7.3.1 Methodology…………………………………………………………. 162 
       7.3.2 Data description……………………………………………………… 168 
7.4 Estimation Results…………………………………………………………... 170 
       7.4.1 The probability of employment………………………………………. 170 
       7.4.2 The probability of permanent work………………………………….. 179 
7.5 Conclusions…………………………………………………………………. 184 
Appendix A7.1 Variable Description for Logit Analysis………………………. 187 
  
Chapter 8 Helping the Very Long-Term Unemployed: The Impact of 
Targeted Assistance Measures 

 

  
8.1 Introduction…………………………………………………………………. 190 
8.2 The VLTU Pilot Survey…………………………………………………….. 193 
       8.2.1 The intervention……………………………………………………… 194 
       8.2.2 The control group…………………………………………………….. 194 
       8.2.3 Follow up surveys……………………………………………………. 195 
       8.2.4 Response rates and attrition………………………………………….. 195 
       8.2.5 The data………………………………………………………………. 197 
8.3 The VLTU Group…………………………………………………………… 198 
8.4 Evaluating the Impact of Targeted Assistance……………………………… 204 
       8.4.1 The evaluation question……………………………………………… 204 
       8.4.2 The randomised experiment………………………………………….. 205 
       8.4.3 Dealing with dropouts………………………………………………... 205 
8.5 The Evaluation Strategy…………………………………………………….. 207 
       8.5.1 Randomised experimental estimator…………………………………. 208 
       8.5.2 Non-experimental matching estimator……………………………….. 221 
8.6 The Results…………………………………………………………………. 224 
8.7 Discussion and Conclusions………………………………………………… 236 
Appendix A8.1 The FaCS Randomised Experiment Letters…………………… 238 
Appendix A8.2 Variable Description for Participation Logit Estimations……... 245 
Appendix A8.3 Participation in Wave 3 – Age Restricted Group……………… 248 
  
Bibliography 249 
 
 
 



 viii

 
List of Tables 

  
Table 3.1 SEUP Attrition Rates………………………………………………… 39 
Table 3.2 The Defined Low Pay Threshold – 1995 to 1997……………………. 44 
  
Table 4.1 The Incidence of Low Pay 1995-1997………………………………. 49 
Table 4.2 Probit Estimates of the Probability of Low Pay, 1995 to 1997……… 57 
  
Table 5.1 One Year Transition Probability Matrix – PRG Sub-sample………... 72 
Table 5.2 One Year Transition Probability Matrix – Jobseeker Sub-sample…... 74 
Table 5.3 Two Year Transition Probability Matrix – PRG Sub-sample………... 77 
Table 5.4 Two Year Transition Probability Matrix – Jobseeker Sub-sample…... 78 
Table 5.5 Disaggregated Transition Probabilities – 1995 to 1996……………… 84 
Table 5.6 Estimated Marginal Effects from Nested Logit Results – PRG Sub-
sample…………………………………………………………………………... 

 
91 

Table 5.7 Estimated Marginal Effects from Nested Logit Results – Jobseeker 
Sub-sample……………………………………………………………………… 

 
93 

Table A5.1 Nested Logit Results – PRG Sub-sample………………………….. 102 
Table A5.2 Nested Logit Results – Jobseeker Sub-sample…………………….. 103 
  
Table 6.1 Duration to First Job of the Initially Unemployed…………………… 108 
Table 6.2 Duration of Post-Unemployment Jobs……………………………….. 110 
Table 6.3 Job Tenure by Reason for Job Separation……………………………. 113 
Table 6.4 Job Tenure by Next Labour Market State……………………………. 115 
Table 6.5 Reason for Job Separation by Next Labour Market State……………. 116 
Table 6.6 The Characteristics of Post-Unemployment Jobs……………………. 120 
Table 6.7 Determinants of Job Tenure by Next Labour Market Status………… 133 
Table 6.8 Determinants of Job Tenure including Low Pay…………………….. 139 
  
Table 7.1 Employment by Job Type - 1990 to 2000…………………………... 154 
Table 7.2 Change in Employment by Occupation and Job Type - 1990 to 2000. 155 
Table 7.3 Employment Experiences of the Unemployed………………………. 169 
Table 7.4 Logit Results – The Probability of Employment…………………….. 173 
Table 7.5 Wald Test Results – Difference on Estimated Coefficients………….. 177 
Table 7.6 Logit Results – Probability of Permanent Employment……………... 181 
Table A7.1 Summary of Variables in Logit Regression………………………... 189 
  
Table 8.1 VLTU Pilot Survey Response………………………………………... 196 
Table 8.2 Characteristics of Wave 1 Intervention Group Participants………….. 199 
Table 8.3 Economic and Social Participation – Wave 1 Participants…………... 202 
Table 8.4 Current Barriers to Work…………………………………………….. 203 
Table 8.5 Randomisation Tests – Assigned Sample……………………………. 211 
Table 8.6 Randomisation Tests – Age Restricted Group..………...……………. 213 
Table 8.7 Randomisation Tests – Age and Phone Restricted Group..………….. 214 
Table 8.8 Response Rates – Age Restricted and Phone Restricted Group.…….. 215 



 ix 

Table 8.9 Logit Results for Participation in Wave 3 – Age and Phone 
Restricted Group………………………………………………………………... 

 
220 

Table 8.10 Evaluation Results – Average Hours – Age and Phone Restricted 
Group…………………………………………………………………………… 

228 

Table 8.11 Evaluation Results – Proportion – Age and Phone Restricted Group 229 
Table 8.12 Evaluation Results – Average Hours – Age Restricted Group……... 233 
Table 8.13 Evaluation Results – Proportion – Age Restricted Group………….. 234 
 
 
 

List of Figures 
  
Figure 6.1 Survival Functions-Low Paid and Higher Paid Post-Unemployment 
Jobs……………………………………………………………………………… 

 
111 

  
Figure 7.1 Analytical Strategy………………………………………………….. 164 
Figure 7.2 Predicted Probability of Employment after Two Years by Initial 
Work Experience……………………………………………………………..…. 

 
175 

Figure 7.3 Predicted Probability of Permanent Employment after Two Years 
by Initial Work Experience…………………………………………..….…….... 

 
182 

  
Figure 8.1 Comparison of Propensity Scores – Age and Phone Restricted 
Group……………………………………………………………………………. 

 
231 

Figure 8.2 Comparison of Propensity Scores – Age Restricted Group………… 235 
  
 
 
 
 



 1

Chapter 1 

Introduction and Overview 

 

 

 

1.1 Introduction 

Fundamental global economic change over the past twenty years has impacted deeply on 

the structure and operation of labour markets worldwide. In the Australian labour market, 

Borland (1998) has documented a widening in the earnings distribution affecting both 

males and females, and across and within education groups. Australia has also had 

persistently high levels of unemployment, with the unemployment rate remaining over 8 

per cent throughout the period to 1998 and only reducing slightly since then. It has also 

been the case that the ways in which individuals are working has changed markedly over 

the past two decades. Simpson, Dawkins and Madden (1997) note that there has been a 

large increase in casual employment, which has occurred across all sectors of the 

Australian labour market, while Burgess (1997b) has reported that part-time employment 

for both men and women has increased markedly. Dawkins (1996) has pointed out that 

there is now a wider dispersion in the number of hours worked by persons in the labour 

market, with many working longer hours and more working fewer hours than the 

traditional standard working week. Coupled with these changes have been reductions in 

union memberships, and shifts towards negotiated work contracts between employers and 
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workers, encouraged by Government with an aim to improve productivity and continue the 

trend towards increased flexibility in the labour market.  

 

Such dramatic change, which has continued through periods of both recession and strong 

economic growth, has inevitably brought with it new experiences, both good and bad, for 

employers and employees alike. Employers have had to find new ways to meet the 

challenges of globalisation and technical change. The increasing labour market flexibility 

embodied in these changes has been regarded as a necessary part of the process to 

maintain efficiency in an increasingly competitive environment. For employees, however, 

with the ever widening gap in earnings and persistent ly high unemployment, there is 

concern that change may have only served to increase inequality within the labour market, 

leaving some with new and better employment opportunities, but with others being left 

behind and missing out on the benefits of growth and change.  

 

Those for which this concern is greatest are workers at the bottom of the earnings and 

income distributions – the low paid and the unemployed. In terms of labour market theory, 

the fear is that these workers may be forming part of a secondary or peripheral labour 

market sector, a position from which it may be difficult to escape. In this scenario, the 

experiences of workers are driven as much by the needs and demands of employers as they 

are by the preferences of the workers themselves (Weller and Webber 2001; Burgess and 

Campbell 1998a). Workers have jobs that are regarded as ‘dead end’, where they are at 

high risk of unemployment and only have limited opportunities for training, promotion 

and earnings growth (Rubery 1978). In short, the implication is that they may be caught in 

a self reinforcing cycle of low pay and no pay, with only limited avenues to climb the 

economic ladder and improve their labour market situation over time. This in turn may 

lead to long-term disadvantage impacting not only on their economic well being but also 

affecting the whole of their lives. 

 

This thesis undertakes, within a dynamic context, an empirical investigation into the 

experiences of the low paid and the unemployed in the Australian labour market during 

the mid-90s. A central aim is to discover the extent to which the low paid and the 
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unemployed in the Australian labour market could be forming a secondary or peripheral 

workforce, entrenched in a cycle of low pay and no pay from which it is difficult to 

escape. Such a cycle might have several different dimensions – a tendency for the 

unemployed to remain unemployed or to fall back into unemployment after a period of 

employment, a tendency for the low paid to be unable to obtain higher paid employment, 

and a tendency for a repeating cycle of low paid work and unemployment.  

 

This investigation unfolds the evidence about the experiences of the low paid and the 

unemployed in the Australian labour market in the following way: 

 

First, the incidence and characteristics of low paid employment in the Australian labour 

market during the period 1995 to 1997 are examined. This examination includes a 

dynamic analysis of the year to year patterns of labour market transition and earnings 

mobility for low paid workers. A specific focus, which provides important evidence for 

the possible existence of a cycle of low pay and no pay, is a comparison of the transition 

patterns of persons with recent unemployment experience with those of all workers.  

 

Second, given the finding of the initial analysis about the importance of a recent spell of 

unemployment in the dynamics of low paid workers, attention is concentrated on a sample 

of persons who initially became unemployed during the year ending September 1995. 

Patterns of job turnover and job stability for persons in this sample are investigated in 

various ways, to understand more about the intermittent nature of work for some 

individuals in the labour market. A particular focus is to examine the role of casual and 

part-time employment in the future labour market employment prospects for these initially 

unemployed workers. 

 

Third, this study takes a policy perspective to investigate how government intervention in 

the form of an intensive interview may be able to assist persons in a position of cumulative 

labour market disadvantage. This is undertaken through a detailed evaluation of one 

particular recent initiative of the Australian Government. 
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The main focus group for the analyses of this thesis is adults, aged 20 to 59 who were not 

in full- time study. Although low pay and unemployment is high among those aged under 

20, these are individuals who are most likely to be still making career choices which may 

have a significant bearing on their future labour market outcomes. 

 

1.2 Contribution of the study 

 
This thesis is intended as a contribution to filling an important gap in our understanding of 

the experiences of workers in the Australian labour market. To date, data limitations in 

Australia have precluded investigations of the dynamics of labour market experience by 

adult workers.1 This thesis uses a three year longitudinal study, the Survey of Employment 

and Unemployment Patterns (SEUP), conducted by the Australian Bureau of Statistics 

(ABS) during the mid-90s, to undertake such an analysis.  

 

In the Australian context, information about the experiences of workers over time is 

particularly relevant for the policy debate. For example, a major goal of wage 

determination policy in Australia is the protection of low paid workers through the setting 

of a minimum wage. The Australian Industrial Relations Commission in its consideration 

of safety net adjustments to the minimum wage is expressly interested in taking into 

account the needs of low paid workers (Plowman 1995; Australian Industrial Relations 

Commission 1999). Also, a great deal of debate has been concerned with finding solutions 

to Australia’s unemployment problem. Understanding the flows of the unemployed in and 

out of the labour market and their experiences in employment over time is an important 

issue in the current debate. Coupled with these issues is the new policy direction towards 

welfare reform in Australia, which is aimed at encouraging welfare recipients into the paid 

workforce through part-time and casual work. Assessment of the viability of this new 

direction will be assisted by a better understanding of the experiences of the low paid and 

the unemployed in the Australian labour market. 

                                                 
1 The Australian Youth Survey has been used in the past to examine issues of labour market transitions. The 
focus group of this survey however are young persons aged up to the age of 25. Until SEUP, there was no 
longitudinal study that covered the entire Australian labour market. 
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In short, the importance of the issues addressed in this research presented in this thesis has 

been summarised by Debelle (1998) who stated, 

 

“An important issue in this debate is whether the employment generated by the lower 

wage outcomes is the first point in a career path that leads to higher wages later in the 

working life, or whether those gaining employment predominately remain locked into low-

wage employment. The evidence on this is fairly scant.” page 6 

 

With respect to the international literature, the empirical work undertaken in this thesis 

will contribute in a number of ways. First, an understanding of the nature of low paid 

employment and unemployment in Australia will contribute to cross country comparisons 

of workers. International work in this area focuses specifically on the experience of low 

pay across different institutional settings and environment. Second, as recognised in the 

international literature, an important feature of low paid employment is the experience of 

joblessness. The available Australian data set will specifically allow an investigation of the 

labour market outcomes of low paid workers who have experienced joblessness, and a 

comparison of their experiences with the general population of low paid workers. This 

work will contribute to the international literature concerned with understanding the 

impact of joblessness on the subsequent labour market activity of low paid workers. Third, 

as data are available on both individual and employer related characteristics, the work 

undertaken in this thesis will add to a greater understanding of the relative importance of 

these factors on the experience of low pay and no pay.  

 

1.3 Study Outline and Main Themes 

 

This thesis consists of eight chapters. In Chapter 2, the background to the current research 

into low paid employment is presented. First, a discussion of the two contrasting views of 

the operation of the labour market, the traditional neoclassical theory and the segmented 

labour market theory, is presented. The main focus is to highlight the implications of each 

of the theories for workers in the labour market. Second, the empirical international 
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research into the extent to which workers may be trapped in a cycle of low pay and no pay 

is canvassed and summarised.  

 

Chapter 3 presents details about SEUP, the main data source used for this thesis. It also 

provides important details about how low pay is defined and measured for the purposes of 

this study. Other methodological aspects are also discussed. 

 

Chapters 4 and 5 commence the empirical investigation by examining workers in low pay. 

Using SEUP, Chapter 4 presents a static analysis of the dimensions of low paid 

employment in Australia during the period 1995 to 1997. Specifically, the aim is to 

examine the incidence and characteristics of low paid employment. An econometric probit 

analysis is undertaken to identify the relationship between various individual and job 

related characteristics and the probability of being low paid.  

 

This chapter discovers the following about low paid employees in Australia: 

 

• About one million workers, representing 19 per cent of all Australian wage and salary 

earners, were low paid during the period 1995 to 1997.  

 

• Consistent with results from other countries, low paid work is associated with 

particular demographic groups. Specifically, women, persons who lived in rural areas, 

individuals who had never been married and those with poor English skills had a 

greater propensity to be in low paid work.  

 

• The potential to be low paid was significantly lowered for those who had improved 

their job skills through training, for workers who had a tertiary education and as tenure 

in the current job increased. 

 

• A significant positive relationship was found between previous joblessness and low 

pay. Workers who had greater amounts of time without work since leaving full-time 

education were more likely to be found in low paid positions, when in employment. 
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• Various job characteristics were also predominant in low paid employment. In 

particular, public sector employment and workplace size were negatively related to 

low pay.  

 

• A significant relationship was also found between job type and low paid employment, 

with low paid workers being far more likely to be working under a casual employment 

contract. 

 

Chapter 5 examines year to year labour market transitions and earnings mobility patterns 

of the low paid in the Australian labour market over the period 1995 to 1997. A specific 

aim was to investigate and compare the labour market experiences of those who had taken 

up low paid employment for the population of wage and salary earners as a whole with the 

experiences of a particular sub-group. This sub-group, the jobseekers, comprised 

predominately those who had recently experienced a period of time without work.  

 

Two empirical approaches were adopted. First, a transitions probability analysis 

investigated the patterns of labour market and earnings transition. Second, an econometric 

approach – a nested logit model – was used to identify whether employment and earnings 

outcomes over a period of one year for those who took up low paid employment differed 

for particular groups of individuals or specific job related characteristics. 

 

The major findings of this chapter are: 

 

• There is a diversity of labour market outcomes for low paid wage and salary earners in 

the Australian labour market. While many low paid workers do move on to higher paid 

jobs quickly, it is also the case that low paid workers are the most likely of all wage 

and salary earners to experience joblessness within a year. 

 

• Low paid workers in Australia can broadly be divided into two groups. In the first 

group, comprising about half the total number of all low paid workers, are many for 
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which low paid employment is likely to be a temporary experience because they move 

to higher paid work. These low paid workers experience upward earnings mobility. 

Younger adults, males and persons who live in urban areas make up a greater 

proportion of this group. Individuals who find work in larger workplaces are also more 

likely to achieve better employment outcomes.  

 

• There is a second group of workers, however, who were found to be more likely to 

remain low paid or exit employment within a short period of time. Workers more 

likely to be in the second group overall are women, those who find employment in a 

very small workplaces, older workers and those living in rural communities.  

 

• Within this second group are workers (especially those with a prior period of 

unemployment – the jobseekers) who appear to be in a cycle of low pay and no pay in 

the Australian labour market. In terms of persistence in low paid employment, the 

probability of moving out of low pay onto higher paying jobs is significantly less for 

low paid jobseekers than the population of low paid workers. Also, low paid 

jobseekers have double the chance of low paid workers in the population to exit to 

joblessness and are four times more likely than higher paid adult wage and salary 

earners in the population to move out of employment. This evidence suggests that 

workers with greater amounts of joblessness in the past were those most likely to 

experience joblessness again.  

 

• Individuals who had been previously jobless and were most at risk of low pay 

persistence included older persons (aged over 30), those living in rural areas, those 

with poor English skills and those in part-time employment.  

 

• The results also indicated an important association between job related factors and 

poor transition patterns, either in terms of the persistence of unemployment or the 

inability to move beyond low paid work. Persons who had found casual jobs and those 

working in small workplaces were most at risk. These findings are indicative that not 
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only supply related factors but also demand related factors may influence the labour 

market transition patterns of the low paid.   

 

Given the inter-relationship between low paid work and unemployment in Chapter 5, 

Chapter 6 examines labour market transition patterns from a different angle. Drawing a 

sample of persons who initially became unemployed during 1994 to 1995, it explores 

patterns of job duration and labour market transition in their first job after unemployment. 

This investigation opens up in more detail the transition path investigated in the previous 

chapter in an attempt to understand more about why some workers may be caught up in a 

cycle of low pay and no pay.  

 

The approach taken is firstly descriptive, followed by an econometric analysis which 

models job duration. Within a competing risks framework, the association between both 

individual and job related factors and their labour market status transition patterns are also 

empirically investigated and discussed. 

 

There are a number of important findings from this chapter which provide evidence about 

the nature of the cycle of low pay and no pay for individuals in the Australian labour 

market.  

 

• Post-unemployment jobs are significantly different to the jobs held by all Australian 

workers. Many unemployed adults are in a precarious labour market situation being 

caught up in a cycle of short-term work, involuntary job separations and more 

unemployment. This finding provides additional evidence of a cycle of low pay and no 

pay for a substantial number of individuals in the Australian labour market. 

 

• Confirming the results of Chapter 5, this pattern or cycle of insecure employment is 

most pronounced among those who take up the lowest paid jobs.  

 

• There is an important role for casual employment, both full-time and part-time in 

providing employment opportunities for the unemployed. The incidence of casual 
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work taken up by the unemployed is extremely high. Evidence from the econometric 

investigation highlighted the particularly short-term nature of casual jobs and also the 

diversity of transition patterns with many ending in anther spell of unemployment. 

Casual full- time jobs were found to be of shortest duration suggesting that these may 

be temporary jobs used to cover periods of high product demand. 

 

• The high rate of underemployment, the dissatification with work conditions and the 

inability to obtain work in their preferred occupations may indicate that job 

opportunities for the unemployed are limited. Together with the high incidence of 

casual and part-time employment, the implication is that many unemployed have been 

forced to accept jobs in non-standard employment in an attempt to remain in the labour 

market and to gain work experience. This suggests that the role played by employers in 

providing jobs for the unemployed is important. 

 

• The econometric investigation showed that those most likely to be caught up in a cycle 

of low pay and no pay were the youngest adult workers. In particular, those aged 

between 20 to 29 years were at greatest risk of leaving employment and of returning to 

another spell of unemployment. Women were found to have more diverse transition 

patterns being more likely than men to leave to a spell out of the labour market. 

 

• An important finding from the duration analysis was that there was a positive 

association between worker occupational preferences and job duration. These findings 

are suggestive of the fact that matching the unemployed with jobs that suit their skills 

and abilities may be important in improving employment stability among the 

unemployed. 

 

• There is a significant positive relationship between previous unemployment experience 

and the cycle of low pay and no pay. This suggests a situation of cumulative 

disadvantage for workers in the Australian labour market, a position from which it may 

be difficult to escape.  
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• Consistent with the findings of Chapter 5, workplace size was found to positively 

related to job tenure. Post-unemployment jobs in larger workplaces were less likely to 

end in another unemployment spell. This perhaps reflects differences in hiring and 

management strategies and types of jobs available in smaller and larger firms.  

 

Overall, this chapter supports and builds on the findings of Chapter 5 that there is a self-

reinforcing cycle of low pay and unemployment for many individuals in the Australian 

labour market. The major finding of Chapter 6 is that a substantial number of the 

unemployed appear to be in a precarious labour market position, caught up in a cyc le of 

intermittent employment, involuntary job separation and further unemployment. Those 

taking up the lowest paid positions appear to be in the most precarious labour market 

position. Alternative work arrangements, casual full-time and part-time jobs have an 

important role in understanding these transition patterns. These jobs appear to be 

particularly short-term and more generally associated with the return to unemployment. 

 

Chapter 7 seeks to explore the effects of this cycle of low pay and no pay by examining 

subsequent employment outcomes for the unemployed. What implications does the high 

incidence of intermittent casual and part-time work have on the future employment 

prospects for the unemployed? There are two opposing views. The increased availability 

of jobs will provide them with valuable work experience and a pathway to better 

employment opportunities in particular, more secure permanent work in the future. On the 

other hand, the precarious nature of casual jobs will entrench future employment 

insecurity, instead finding themselves trapped in spells of intermittent work and 

joblessness, reinforcing the cycle of low pay and no pay. The extent to which either of 

these views holds sway in the Australian labour market situation of the 90s is the aim of 

this chapter.  

 

Using an econometric approach, the analysis examines the relationship between the initial 

work experiences of the unemployed in various job types, permanent and casual, full-time 

and part-time, during their first year and their subsequent labour market position after two 

years. Two outcome measures are included - whether they were employed after two years 
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and, if employed, whether they were in a permanent job. The aim was specifically to 

compare outcomes for individuals who took up different types of work during the first 

year and also to compare their outcomes with those who had no initial employment 

experience.  

 

The main results of this chapter are: 

 

• Time spent in any type of work during the first year increased the likelihood that an 

individual would be employed after two years. Those who had no employment 

experience at all during their first year were the least likely to be employed after two 

years.  

  

• A comparison of future employment prospects by different types of initial work 

experience revealed some significant differences. Individuals who spent time in casual 

part-time jobs during the first year were less likely to be employed after two years. 

Although their future employment prospects were weaker their outcomes were still 

better than those who had no initial work experience and closer to those of others who 

had spent time in work during their first year. 

 

• Having an intervening unemployment spell during the first year for casual full-time 

and part-time workers was associated with a significant reduction in the probability of 

being employed after two years. This suggests that short-term spells of employment 

and unemployment may negatively influence future employment outcomes for the 

unemployed.  

 

• Individuals who started out in a low paid job did not appear to fare worse compared to 

higher paid workers in terms of their future employment prospects. 

 

• Conditioning on those who were in employment after two years, permanent 

employment experience in the past was a significant factor determining the likelihood 

of subsequent permanent work. The unemployed who took on permanent work were 
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far more likely than any others to be employed in a permanent job after two years. 

Having any casual employment early on did not increase the likelihood of future 

permanent work compared to those who had no employment experience at all.  

 

Despite there being some limitations to the analysis, these results have important 

implications for the debate about the two views of the role of casual employment.  

 

All forms of employment, permanent and casual, full- time and part-time can provide 

valuable work experience opportunities for the unemployed and this is associated with a 

higher likelihood of being employed in the future.  

 

However, the evidence from the analysis of this chapter also supports the negative view.  

Differences in the future employment prospects for the unemployed relating to their 

different initial experiences of work are apparent. Casual part-time jobs, and casual jobs of 

short duration which are associated with recurrent unemployment do significantly reduce 

the chances of future employment for the unemployed.  

 

Most importantly, both casual part-time and full-time work is not found to be associated 

with a transition to permanent work for the unemployed. This result lends support to the 

view that experience in casual jobs, particularly part-time jobs which are available to the 

unemployed, may not provide a pathway to more secure permanent employment.  

 

These findings implicate the need for an analysis over a longer time period to determine 

the long-run extent of these trends. If they persist, then this raises a concern that the 

unemployed may be found in a situation of cumulative disadvantage in the labour market. 

Such a situation would have important policy implications and may generate social and 

economic problems likely to influence the Australian economic environment.  

 

Chapter 8 has a direct policy focus, looking in detail at the outcomes of one policy 

initiative in Australia to address the position of the long-term unemployed. It assesses the 

impact of targeted assistance measures to improve the labour market situation for persons 



 14

who had been unemployed and in receipt of income support for over five years. 

Specifically, this chapter reports the results of a randomised experiment. Using evaluation 

techniques, including experimental methods and the non-experimental method of 

propensity score matching, it examines whether an intensive interview process could 

increase their economic and social participation, as measured by their hours of work, job 

search, study or training and voluntary work. Also, information collected in the survey 

provided evidence of the personal situation in terms of barriers to employment faced by 

the long-term unemployed. 

 

• The main finding of the evaluation was that a modest increase in economic 

participation levels could be attributed to the intensive interview process. Specifically, 

the amount of study and training and the proportion of individuals undertaking study 

and training both increased. These results were generally not surprising given the 

minimal size of the intervention. The extent to which the increase in hours of study 

and training may translate into a broader range of outcomes, particularly an increase in 

employment is a longer-term question beyond the scope of this chapter. 

 

• The evidence indicates that this long term unemployed group face significant and 

multiple barriers to employment including psychological problems, health issues, 

difficult family circumstances and demand related barriers that are likely to hinder 

their ability to find work. The idiosyncratic nature of these barriers, together with the 

interviewer perceptions about their lack of basic skills, highlights that assistance for 

these individuals may need to be substantial, highly specialised and occur over a long 

period of time. Further, their barriers to employment are likely to overshadow any 

options open to them to participate in the labour market and would need to be tackled 

as a first step in assisting individuals back into employment.  

 

• Overall, this study draws attention to the position of disadvantage for the long-term 

unemployed in the Australian labour market. In particular, the results suggest that 

moving individuals away from the position of reliance on welfare support is a difficult 
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process. This highlights an important policy consideration. Improving the labour 

market situation of individuals before they become reliant on income support must be 

a priority for government in the labour market environment for the new decade ahead.  

 

1.4  Conclusions 

This study has undertaken an empirical investigation into the labour market situation of 

the low paid and the unemployed in the Australian labour market during the mid-90s. 

The aim has been to document evidence of the experiences of these individuals, with a 

view to understanding whether, in the Australian labour market, some workers may be 

trapped in a cycle of low pay and no pay. In short, have some workers become part of a 

secondary labour market in jobs where they have limited opportunities for sustained 

employment and earnings progression? The danger of this situation is that it is likely to 

lead to cumulative labour market disadvantage, not only affecting their economic well 

being but spilling over to every aspect of their lives.  

 

The major finding of this investigation is that there is a diversity of experiences for low 

paid workers in the Australian labour market. For many, low paid work is a temporary 

phenomenon, an opportunity to gain valuable work experience and move on to better 

paying jobs within a relatively short period of time. However, the cumulative evidence 

from the analyses of this thesis has also substantiated a significant negative relationship 

between previous unemployment experience and labour market outcomes. These findings 

lead to the conclusion that others experience a different labour market situation, remaining 

in low pay or cycling between spells of employment and unemployment over time.  

 

This thesis has gathered some important information about the factors that may contribute 

to the labour market situation of the low paid and the unemployed and their experiences 

over time.  

 

• Evidence about the dimensions and characteristics of low paid employment and the 

significant proportions who leave low pay for higher paying jobs draw attention to an 

important role for the accumulation of human capital in the Australian labour market. 
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Workers who had received training and those with higher skills were less likely to be 

low paid, while younger workers and males were more likely to leave low pay for 

higher paying jobs over time. 

 

• On the other hand, persons at greater risk of the persistence of low pay and a cycle of 

low pay and no pay include women, those with poor English skills and persons living 

in rural or low socioeconomic areas. Also, persons employed in small workplaces 

appear to be particularly at risk of poor labour market outcomes. 

 

• Employment instability coupled with the increasing trend towards casual and part-time 

employment in the Australian labour market has played an important role in 

understanding the poor labour market experiences of some low paid and the 

unemployed adults. Although casual and part-time jobs have provided valuable job 

opportunities, particularly in low paid work, evidence indicates that many of these jobs 

are relatively short-term leaving individuals caught up in a cycle of intermittent work, 

involuntary job separations and unemployment. Over time, experience in these jobs are 

not found to be associated with a pathway to more secure permanent employment.  

 

• The high rate of underemployment, dissatisfaction with work conditions and the high 

level of involuntary job separations lead to the conclusion that job opportunities for 

some in the Australian labour market may be limited. This, together with the 

increasing incidence of casual and part-time employment suggests that the actions of 

employers may play an important role in understanding the experiences of low paid 

workers and the unemployed in the Australian labour market.  

 

Overall, the implication of these findings is that in the Australian labour market some may 

be trapped in a repeating cycle of low pay and no pay. Once entrenched, the extent to 

which such a cycle can be broken by government intervention may be limited, according 

to the policy evaluation undertaken in this thesis. The evidence pointed to multiple and 

idiosyncratic barriers to work for persons who have been reliant on income support for a 

long period of time. Intervention for these people in the form of intensive interviews and a 
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participation plan did little to improve their labour market situation over time. The 

implication is that assistance would need to be highly specialised and occur over a long 

period of time. This finding suggests that an important policy focus is to assist individuals 

before their labour market situation leads them to heavy reliance on income support, a 

position from which it becomes difficult to escape. 

 

Returning to the main aim of the thesis - has the labour market become segmented where 

some workers are trapped in a cycle of low pay and no pay in the Australian labour 

market? The evidence accumulated in this thesis lends some support for both labour 

market theories. The upwards movement of workers in the labour market through low paid 

employment highlights the role of traditional human capital theories. The accumulation of 

time and experience in the labour market enables them to reap the rewards with higher pay 

and better jobs. However, the poorer labour market outcomes of those who experience low 

pay and unemployment are indicative that this situation may carry with it a degree of 

cumulative risk and a negative effect on future employment prospects. Overall, workers 

may be scarred from their experiences in low paid jobs and unemployment implicating 

that to some degree, labour market segmentation may exist in the Australian labour 

market. Workers in this situation should be of great concern for policy in this country.  
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Chapter 2 

Low Paid Employment - Theory and 

Evidence 

 

 

 

2.1 The Economics of Low Pay 

 

Labour market theories are concerned with its organisation and operation, the decisions 

and outcomes for participants and the mechanisms by which participants interact. The 

processes of wage determination, job allocation and reasons for unequal returns to work 

between individuals are some of the important aspects which the theories consider (Tamm 

1997). In this section, two major theories which reflect disparate views about these 

processes and their impact on low paid employment – the neoclassical labour market 

theory and the theory of segmented labour markets - are discussed. They each suggest that 

different mechanisms are important in the determination of pay and the allocation of jobs. 

The implications relating to outcomes and rewards for low paid workers from these 

theories are diverse and can lead to differing prescriptions for policy relating to the low 

paid. 

 

2.1.1 Neoclassical labour market theory 

The basic building blocks for the neoclassical view of the labour market are the concepts 

of perfect competition, full information and rational employers and employees. Within this 
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environment, the employer’s goal is to maximise profits and in so doing, finds workers 

who can provide productive labour for lowest cost. On the other hand, workers seek to 

maximize their utility or job satisfaction from real wages. Both employers and employees 

have fairly accurate knowledge about available job opportunities and wages, and there is 

nothing that hinders job mobility (Loveridge and Mok 1979). Hence, the labour market is 

in equilibrium where both supply and demand interact to determine both the level of 

wages and employment. Workers find employment in jobs that best suit their individual 

skills. By suitably rewarding workers, employers find the most productive workers to 

maintain efficient production and maximise profits. 

 

The determination of pay describes the ways individuals take up different types of jobs 

and the different rewards they obtain. Within the neoclassical theory, pay determination is 

explained predominately through the concept of human capital. Workers invest in formal 

education and/or in training on-the-job and other specific industry training so long as the 

expected returns to the investments outweigh the cost. The higher the human capital 

investment, the greater is a worker’s productivity and hence the reward or wage that can 

be obtained through work (Preston 1997). Differences in wages paid to individuals are 

because of variations in individual worker characteristics and human capital investments 

which give rise to differences in productivity levels (Mincer 1974). The theory does not 

explain how workers are allocated to jobs or differences in the work requirements of 

employers. 

 

Job characteristics too can influence pay determination and this is recognised in the theory 

of compensating differentials (McConnell and Brue 1992). This theory postulates that 

additional pay might be provided to workers of the same productivity level, for example, 

to compensate for some undesirable characteristic of a job such as the high risk of injury, 

remote location, poor job security or job status. The important assumption is that the 

compensating differential is an equilibrating factor explaining sustained disparities in 

wages between workers with similar productivity levels (McConnell and Brue 1992). The 

main theme is that workers make tradeoffs between their own preferences and the 
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characteristics of the job and this helps explain differences in rates of pay to similar 

workers. 

 

Within the neoclassical framework, other reasons to explain persistent pay discrepancies 

have also been put forward (Tamm 1997). For example, individual pay differences may 

result from short-term market imperfections relating to the quality of information the 

employers and employees have about each other. These however, in the long-run will 

disappear as more accurate information unfolds and employers reward workers according 

to their levels of productivity. Alternatively, differences in the level of pay may be caused 

by discrimination by employers or irrational behaviour by employees. For example, sex, 

age or racial discrimination by employers have been considered as inherent in the 

operation of the labour market (Becker 1975). Such discriminations and behaviours are 

regarded as distortions caused by irrational behaviour which leads to imperfections in the 

allocation of jobs in the labour market. In the neoclassical view however, these are 

regarded as exogenous and not generated by the operation of the labour market itself. 

 

In summary, pay determination in the neoclassical view is described predominately by the 

theory of human capital which suggests that worker heterogeneity, particularly in terms of 

human capital investments and preferences are the primary cause of wage differences. 

Other reasons for pay disparities are created by distortions or market imperfections which 

disappear in the long-run. 

 

The implication for low paid workers in the neoclassical labour market is that they are low 

paid mainly because of the low level of human capital and productivity they possess. 

In terms of earnings dynamics, a person who remains low paid does so because they are 

unable or unwilling to obtain the necessary skills to move to higher paid work (Leontaridi 

1998). A low paid worker can increase his or her wage by investing in human capital and 

hence productivity by acquiring labour market skills through training, education and work 

experience. In fact, with on-the-job training, it could be the case that entry level low paid 

workers investing in human capital may experience large pay increases over time as they 

have foregone current earnings for higher rewards in the future (Schiller 1977). 
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2.1.2  Segmented labour markets 

Proponents of segmented labour market theories argue that the traditional neoclassical 

view fails to address major policy issues (Leontaridi 1998). The theory suggests an 

important role for the demand side in the functioning of the labour market. Actions of 

employers and employees in response to social and institutional factors inhibit the 

operation of the labour market, creating segments which give rise to problems of 

unemployment, income distribution and discrimination (Taubman and Wachter 1986).1 

The segments operate in very different ways and so the basic economic processes of wage 

determination, job allocation, education and training cannot be captured by one single 

model of human behaviour (Tamm 1997). As a result, workers are affected in diverse 

ways especially with respect to their experiences and rewards for work. 

 

As Ryan (1984) suggests, the fundamental theme of segmentation theory is that: 

 

“it results in the failure of the labour market to treat its participants even-handedly, in 

that it accords significantly different opportunities to otherwise comparable people” (page 

4). 

 

While there have been many variants of labour market segmentation, the basic theory 

assumes that the labour market is divided into two segments between which there is only 

limited scope for mobility – the primary and secondary sector.2 Labour usage between the 

two segments is very different. 

 

Primary sector jobs are regarded as essential to the production process. They are ‘good’ 

jobs being well paid, secure positions with opportunity for on-the-job training and 

advancement so as to reduce labour turnover and enhance the skill base within the 

                                                 
1 There have been many reasons put forward to explain the reasons and sources for segmentation. Some of 
these include industrial organisation, product market and technological conditions, managerial control 
strategies and labour market regulation. See Leontaridi (1998) for a discussion of these.  
2 Leontaridi (1998) and Taubman and Wachter (1986) both have excellent reviews of the segmentation 
literature. 
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organisation. 3 In early work relating to this theory much of the discussion centred on the 

existence of internal labour markets (Tamm 1997). The terms of employment within them 

are governed by formal administrative rules that ensure positive returns to investment in 

human capital. An important feature of the internal labour market is job ladders which 

provide important pathways for improvement of skills, earnings and status within the 

organisation. Recruitment for primary sector workers is generally undertaken within the 

ranks of the primary sector workers themselves. Only limited low paid entry levels for 

individuals exist. These provide ports-of-entry from which workers can gain skills and be 

promoted to higher ranks in the primary sector. 

 

Jobs in the secondary labour market have characteristics that are exactly the opposite. 

Requiring few skills, they offer low wages and are generally associated with limited 

prospects for advancement. Employers are indifferent between secondary labour market 

workers and recruit freely from the open market. Hence, employment instability and the 

risk of unemployment for workers are high. Secondary sector workers are offered little in 

the way of rewards for human capital through promotion or earnings increases. Generally 

there is no collective voice in a union presence and hence workers have limited bargaining 

power raising the potential for discrimination and exploitation. 

 

Another important feature of the segmented labour market theory is the existence of a 

negative feedback effect (Taubman and Wachter 1986). Although workers may have 

similar characteristics to those in the primary sector at first, their experience in secondary 

sector jobs will influence their own ability and skill set. Over time they are at risk of 

becoming ‘acclimatised’ to that type of work, develop bad work habits and thus become 

unsuitable for work in a primary sector job (Beck 1998). Thus secondary sector 

employment can lead to a scarring effect on workers generating a higher chance of future 

‘bad job’ employment. 

 

                                                 
3 Some have further divided the primary sector into two tiers – one in which workers enjoy substantial 
earnings mobility. Workers are generally highly educated and in professional positions. The lower tier 
workers have stable employment, acquiring skills on the job. See Tamm (1997) for a discussion. The main 
differences between the primary and secondary sectors however remain the same. 
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A contemporary variant of segmented labour market literature is the flexible firm 

hypothesis. Developed by Atkinson (1987), the theory suggests that duality exists within 

firms or enterprises where the workforce is divided into two groups – a core and a 

periphery. Core workers have full-time stable jobs that are important to the continual 

operation of the firm. Periphery workers are used by the firm to cover periods of high 

product demand. They undertake routine tasks and have skills that are easily found on the 

open market. A third group of workers are the external workers or self employed 

subcontractors who undertake specific essential and routine tasks. This duality is mainly 

the result of deliberate managerial practices acting in response to changes in product 

markets, technological advances and increased competition. Once again, the hypothesis 

divides labour into groups of workers with different rewards for work and different 

opportunities in the labour market. 

 

In summary, the situation for low paid workers in the segmented labour market view is 

bleak. Basically, the theory suggests that workers are not necessarily low paid because of 

their poor skills but they can be constrained by the practices of employers and even other 

workers who have an impact on the functioning of the labour market. This constraint can 

confine workers to a labour market experience in poor jobs which are characterised by low 

pay, high instability, a high risk of unemployment, poor working conditions and few 

opportunities for training.  

 

2.1.3  Comparison of theories 

In comparison, the neoclassical and segmentation theories discussed above suggest 

contrasting predictions for workers in the low paid labour market. The most significant 

and important distinction involves what happens to low paid workers over time in the 

labour market. The neoclassical view suggests that personal characteristics determine 

individual differences in earnings. As low paid workers undertake training and gain work 

experience, therefore, their pay level should increase being rewarded for their 

corresponding increase in productivity (Leontaridi 1998). In contrast, a segmented labour 

market view of the world suggests that low paid workers have a high potential to be 
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trapped in poor quality jobs associated with a high risk of unemployment, low earnings, 

limited earnings progression and opportunities for advancement.  

 

Whereas demand and supply combine in the determination of pay and employment in the 

neoclassical view, it is investment in human capital that is seen as a dominant influence on 

pay determination. Demand side factors which influence the actions of employers and 

institutional forces play the dominant role in the operation of a segmented labour market 

and influence the determination of pay among workers.  

 

Poor job characteristics are compensated for by higher pay in the neoclassical theory 

whereas ‘bad’ jobs which have many low quality characteristics including low pay are the 

norm for workers in the secondary sector of the labour market.  

 

Finally, unemployment in the neoclassical view is voluntary and short-term. Once aga in, 

because of the poor job characteristics, the risk of unemployment is high among the 

secondary sector workers relative to those in primary sector jobs. 

 

The extent to which either of these labour market theories describes the actual experiences 

of workers is also important for policy (Taubman and Wachter 1986; Leontaridi 1998). As 

low pay in the neoclassical view is predominately related to the characteristics of the 

worker, then the emphasis of policy would be with enhancing individuals’ skills, 

experience and employability. Armed with new human capital, low paid workers should 

be able to improve their market situation (Contini, Filippi and Villosio 1998).  

 

Although the neoclassical view does recognise that some discrimination may exist, 

segmented labour market theory goes further and places more emphasis on the demand 

side factors (Taubman and Wachter 1986). Policies targeted at the protection of low paid 

workers in the workplace and from an institutional setting such as minimum wages would 

be important in the segmented labour market world. Further, the social consequences of 

low paid employment such as poverty and social exclusion caused through the persistence 
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in low paid work are also important policy issues raised by the segmentation literature 

(Lucifora and Salverda 1998). 

 

2.2 Low Paid Employment – The Evidence 

 

The two contrasting labour market theories and their different predictions about low 

workers in the labour market highlight the need to undertake empirical studies of workers 

in low paid employment. Over the most recent decade, there has been a wealth of literature 

that has investigated this issue. Much of this work has been undertaken in countries of the 

European Union, especially the United Kingdom (UK) where equity issues relating to low 

paid workers have been a major policy concern (Sloane and Theodossiou 1994).  

 

Based on the theoretical considerations, empirical work has focused on investigating the 

experiences of low paid workers in the labour market. Three areas have been of particular 

interest  

 

• the dimensions and characteristics of low pay – in particular, the prevalence of 

low pay among particular groups of workers;  

• the dynamics of low paid employment - that is, the capacity of workers to 

escape low pay by moving onto higher paying jobs; and  

• labour market transitions – that is, the extent to which low paid workers move 

in and out of employment.  

 

In the next section, the empirical work that has been undertaken in these three areas in the 

international literature is canvassed and summarised. A brief discussion about the 

Australian literature follows in Section 2.3. 

 

2.2.1 International literature  

 
The characteristics of low pay 
Investigating the likelihood of low paid employment for various groups of workers using 

descriptive and econometric methods has been an important starting point for many 
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empirical studies of low pay. Studies have been undertaken both within specific countries 

but also across countries. Although the actual numbers of low paid workers have been 

found to vary both across and within countries, most studies find that there are specific 

groups of workers for whom the likelihood of low pay is greatest.4 Younger persons and 

those with low education are, at any point in time, consistently most likely to be found 

among the low paid. This finding holds true with what would be expected from the human 

capital theory where it is those with low levels of experience in the labour market that are 

most likely to be low paid. 

 

Studies also consistently find that the likelihood of low pay does vary for other groups of 

individuals. For example, women are more likely to be low paid than men. This reflects in 

part, the fact that they have less labour market experience and poorer educational 

qualifications (Fernie and Metcalf 1996; Asplund and Persson 2000) but also their 

preferences for combining work with domestic duties. Therefore, they may be willing to 

trade off convenience for pay. In a UK study by Fernie and Metcalf (1996), the link 

between marital status and low pay was found to differ between men and women. 

Marriage had a negative impact on the incidence of low pay for men though the same 

effect was not evident for women. This partly reflected that unmarried men are younger. 

However, it could also reflect differences in family responsibilities causing married men to 

work harder, be more ambitious or even that married men are higher quality workers than 

single men (Koreman and Neumark 1991). 

 

Other groups that have been found to have a higher likelihood of low paid employment 

include minority racial groups, industry sector groups, and particular occupations. For 

example, studies undertaken in the UK have indicated that race has a major impact on the 

incidence of low pay with black men and women being more likely to be found in a low 

paid job (Fernie and Metcalf 1996). A major study by the Organisation for Economic 

Cooperation and Development (OECD) (1996) also found that the incidence of low pay 

was higher among workers in the sales and personal service areas which are growth 

                                                 
4 This variation has been due to differences in definition and measurement as well as differences in 
institutional factors across countries. 
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sectors in many OECD countries. Keese, Puymoyen and Swaim (1998) reported that 

clerical workers as well as sales workers faced a higher risk of low pay in some OECD 

countries. Individuals in unskilled labourering occupations were also found to have a 

higher likelihood of low pay.  

 

Some studies examined whether particular job and workplace characteristics are 

associated with the likelihood of low pay. Fernie and Metcalf (1996), for example, find 

that the risk of being low paid is greater for workers who are employed part-time. Stewart 

and Swaffield (1997) found that for UK workers, employees in larger establishments and 

union members were less likely to be low paid. Firm size was also found to be negatively 

related to low pay for Italy by Lucifora (1998). This partly reflects the fact that smaller 

firms do tend to pay lower earnings but is also likely to reflect other differences between 

small and larger firms such as the ability of firms to offer training and promotions. 

 

Cross country studies have noted that these findings of the incidence of low paid 

employment and the characteristics of low paid workers are fairly common across many 

countries. Although the incidence can vary with institutional factors, the same types of 

persons are likely to be low paid in many countries. Keese, Puymoyen and Swaim (1998) 

who compare some 19 OECD countries, report that younger persons, females and low 

skilled workers are the most likely workers to be employed in low paid jobs. Also, 

similarities across countries exist in the higher incidence of low pay for those in the 

wholesale, retail and catering services. Another consis tent finding across countries is the 

higher incidence of low paid employment in smaller firms.  

 

In summary, the studies of the dimensions of low paid employment indicate that the 

burden of low pay is greater among particular groups of workers and is also more 

prevalent among certain types of jobs. However, it is recognized that these studies can 

only provide the snap shot or static analysis of low paid employment. If studies of low 

paid employment are to be important in formulating policy response then questions of the 

dynamics of low paid employment need to be addressed. Is there a persistence in low pay? 
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Do the same workers experience low pay over a period of time or do workers enjoy 

upwards earnings progression?  

 

The dynamics of low pay 

A great deal of research has been undertaken in addressing these questions. Focusing on 

workers who are continuously employed or those who work in full-time employment, a 

number of studies have undertaken transition probability analyses and econometric 

modeling approaches to investigate what factors have been associated with upwards 

earning mobility among low paid workers. Some studies have focused on the short run 

while others have undertaken longer run studies for countries for which longitudinal data 

over a long period have been available.  

 

The general consensus of the results is that even in the short run, there is quite a deal of 

movement by workers out of low pay. Some consistent results about exactly who out of 

the group is more likely to experience an upwards earnings movement have also been 

found. As suggested by the human capital theory, for example, higher levels of education 

and the receipt of training significantly reduces the probability of remaining low paid over 

time (Sloane and Theodossiou 1996; Stewart and Swaffield 1999).  

 

Consistently studies have shown that young men rather than older men have a greater 

chance of leaving low pay for better paid work (Gregory and Elias 1994; Sloane and 

Theodossiou 1996; Contini, Filippi and Villosio 1998). They are also the ones who are 

most likely to be gaining work experience and education which enable them over time to 

move to better paid work. Also, they may be more likely to engage in job shopping finding 

jobs that better suit their capabilities over time.  

 

These findings suggest that there is a persistence in low pay for particular groups. Women, 

as well as older workers and the less educated are all more likely to experience longer 

periods of time in low paid work (Organisation for Economic Cooperation and  

Development 1997). Research undertaken by the OECD covering the period 1986 to 1991 

with information from 5 countries indicated that indeed the situation can become chronic 
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for some, where the ability to escape diminishes the longer a worker remains low paid. 

The analysis indicated that there is a small group of low paid workers in any one year who 

account for the greatest share in low paid employment over a number of years. Their study 

points to the finding that, for some, low pay can become a chronic condition, a self 

perpetuating phenomenon where the ability to escape diminishes with time.  

 

Studies that have examined the persistence of low paid work have also found that demand 

side factors have a part to play in the nature of low paid employment and the experiences 

of low paid workers in the labour market (Sloane and Theodossiou 1998). Employer-

related characteristics, such as those describing the job and the work situation faced by 

employees, are associated with the incidence and persistence of low pay. 

 

A consistent result, found in many studies of earnings mobility is that there is a significant 

negative relationship between firm size and the persistence of low pay (Stewart and 

Swaffield 1999; Contini, Filippi and Villosio 1998). Another important result is that low 

pay is associated with sector of employment and a non-unionised workplace. Contini, 

Filippi and Villosio (1998) for Italy, Arai, Asplund and Barth (1998) for Nordic countries, 

and Asplund and Persson (2000) for women in many European countries find that workers 

in the services sector are less likely to escape low pay. Also, Stewart and Swaffield (1997) 

and Fernie and Metcalf (1996) find a negative relationship between union membership and 

the persistence of low pay in the UK. 

 

Other studies have found that employment conditions may have an impact on the length of 

time being spent in low pay. Gregory and Elias (1994) and Fernie and Metcalf (1996) find, 

for example, that part-time employment is the most significant factor in the persistence of 

low pay among men and women in the UK. Further, Buch and Ruhmann (1998) have 

undertaken a study on the use of atypical employment, such as temporary work and fixed 

contract employment by employers in Germany. Their study found an increase in atypical 

employment encouraged by the efforts by employers to reduce labour costs and gain 

competitive labour market advantage. They conclude that low paid employment of this 

type in Germany is of special concern leading to poor labour market outcomes. 
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Labour market transitions and low pay 

Due to data limitations many of the earnings mobility studies have based their findings on 

samples of continuously employed workers. Stewart and Swaffield (1999) suggest that 

emphasis on this group alone can overstate and misrepresent the experiences of all low 

paid workers. Their findings for UK low paid workers during 1991-95 suggest that, 

although there was a great deal of upwards movement out of low pay, low paid workers 

were also more likely than other workers to exit low pay for joblessness. They report that 

failure to take account of transitions to joblessness overstates upwards earnings mobility. 

Also, those coming into employment from unemployment have a greater chance of being 

low paid. They conclude from this evidence that some individuals in the UK labour market 

are caught in a cycle of low pay and no pay. In a more recent study, McKnight (2000) 

investigates trends in earnings mobility for the UK over the longer period 1977 to 1999. 

Her results confirm those found by Stewart and Swaffield (1999) reporting that workers in 

the lowest quartile are the most likely to leave the wage distribution and report zero 

earnings in any one year. She also finds that individuals joining employment from 

unemployment move into the lowest quartile of the earnings distribution. She draws the 

conclusion that there is a significant amount of persistence in low pay. While earnings 

progression has improved, particularly for women during the 90s, she also indicates that 

this is short term and, over the long-term, low paid men and women are not likely to 

progress far up the earnings scale. 

 

Other research has been undertaken to determine the impact of unemployment on 

subsequent earnings and labour market experience for low paid workers. Gregory and 

Jukes (1997) for example, find that for low paid men in the UK, long spells of 

unemployment have an adverse effect on subsequent earnings. Their work suggests that 

policy measures aimed at preventing long-term unemployment among low paid men 

would reduce the negative effects of low pay. Contini, Filippi and Villosio (1998) also 

find that unemployment among the low paid in Italy can influence their labour market 

outcomes. In particular, they conclude that the length of unemployment between jobs has a 

negative impact on the earnings profile. 
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Summary 

In summary, the international literature has investigated the incidence and persistence of 

low pay to understand the experiences of low paid workers in the labour market. The 

findings indicate that there is considerable movement out of low pay to higher paid 

employment suggesting that it is not always the same group of persons who are low paid 

over time. This finding is supportive of the human capital theories of wage determination. 

Results suggest that indeed education and training and those who are younger are more 

likely to leave low paid employment for better pay over time.  

 

However, the empirical evidence of low paid employment does also indicate a 

considerable diversity of labour market experience among low paid workers. In particular, 

trends to unemployment have been found to be most prevalent among low paid workers. 

These findings suggest that while, for some, low pay appears to be temporary experience, 

for others, low pay is a more persistent state and in fact, likely to be a cycle of low pay and 

no pay.  

 

These broad findings have lead to the following conclusion about the experiences of low 

paid workers in the labour markets of many countries by the OECD (1997): 

 

“low paid employment cannot be simply characterised either as a stepping-stone into a 

more stable and higher-paid career or as a permanent trap” (page 27). 

 

A similar conclusion was also drawn by Gregory and Elias (1994) for the UK labour 

market. They report that there is empirical evidence to indicate that there is both a 

substantial amount of earnings mobility but also a lack of earnings progression among 

particular groups of low paid workers. The weight of this evidence indicates that the 

persistence of low pay and the consequences for workers in the labour market are 

important issues that deserve investigation. The results of such studies can have important 

implications in the formulation of policy for low paid employment. 
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2.3 Australian Literature 

 

The study of low paid employment in Australia has been an important and growing area of 

research. Unlike the international literature, however, data limitations have precluded 

empirical studies that have been able to investigate the labour market experiences of low 

paid workers over time.5 Rather, empirical studies have been limited to a static 

investigation of low paid employment.  

 

Many cross-section studies have focused particularly on the relationship between poverty, 

income and low pay (Harding and Richardson 1998; Eardley 1998; Mitchell 1999), and 

the impact of wage deregulation on low paid employees (Richardson and Harding 1999; 

Borland and Woodbridge 1999; Gill 1990; Plowman 1995). In related research, Le and 

Miller (2001b) have reported on the persistence of the wage gap between males and 

females in the Australian labour market indicating a higher likelihood that women may be 

low paid. Also, Miller (1989) and Bell et al. (1992) investigate low wage employment and 

poverty among teenagers and young adults in Australia. 

 

The characteristics of low paid workers reported by Eardley (1998) and Richardson and 

Harding (1999) suggest similarities between low paid workers in Australia and those in 

other countries. Their descriptive information indicates that the incidence of low pay is 

highest among particular groups of workers. Adult women, those with no post secondary 

education, the young and those who have never been married are disproportionately found 

among the ranks of the low paid in Australia. Using data for 1998, Mitchell (1999) finds 

evidence of a new type of low wage earner emerging in the Australian labour market - 

workers who are in their prime working years and have limited access to promotions, 

superannuation and other work entitlements. Although her data is not longitudinal, she 

suggests that limited access to such work benefits is indicative of an increased risk of 

future labour market disadvantage especially persistence in low pay for workers. 

                                                 
5 Only two studies have examined this issue: Mitchell (1999) indicates its importance but has no longitudinal 
data to perform any analysis. Webster (1999) has indirectly provided some information about low paid 
workers by investigating labour market segmentation of the Australian labour market. Her results suggest 
that starting out in a lower skilled job can have an adverse affect on one’s lifetime labour market prospects.  
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There has been anecdotal evidence to suggest that some low paid workers are in a 

disadvantaged labour market position and could be in a cycle of low pay and no pay. A 

commissioned report undertaken by the National Board of Employment, Education and 

Training (NBEET) (1992), explored the experiences of disadvantaged jobseekers in 

obtaining work in the Australian labour market during 1990. The particular focus was to 

examine whether the employment they secured offered workers avenues to establish career 

paths and stable employment over time. Although most found employment, they were not 

jobs that provided any lasting employment opportunities, but rather most found 

themselves back in job search within a short period of time. The conclusion of the study 

was that  

 

‘ because of the way many of these jobs are structured, they do not offer a stepping stone 

to more secure jobs but rather a dead end’ (page 67). 

 

This accumulated evidence is indicative that some workers in the Australian labour market 

may be caught up in a cycle of low pay and no pay. The SEUP data which provide 

information about the same people ove r time will provide valuable evidence to address 

this issue. 
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Chapter 3 

Data and Measurement Issues 

 

 

 

3.1 Introduction 

 
The main data source used to investigate the experiences of low paid and unemployed 

persons in Australia during the 90s is The Survey of Employment and Unemployment 

Patterns. A description of these data is provided in Section 3.2. Following this, a 

discussion of how low pay is defined and measured in the literature is presented in Section 

3.3. The definition of low pay used in this thesis is then discussed along with the reasons 

for its choice. The chapter ends with a further discussion about some issues of 

measurement pertinent to the analyses undertaken in this thesis.  

 

3.2 The Survey of Employment and Unemployment Patterns 

 
The Survey of Employment and Unemployment Patterns is a longitudinal survey of  

working aged individuals in Australia. Conducted by the ABS, its data collection covers 

the period 5 September 1994 to 1 September 1997. During this time, Australia had 

progressed from the recessionary period of the early 90s and was enjoying strong 

economic growth. 1 Despite this, levels of unemployment remained unacceptably high 

throughout the mid-90s with the extent of long-term unemployment being a major policy 

                                                                 
1 Throughout the 90s since 1993, real GDP growth has averaged around 3 per cent per annum and 
employment has grown by an average of 2.4 per cent per annum.  
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concern. Within this environment, SEUP was specifically designed with two main aims in 

mind - to provide valuable information on the labour market dynamics of the unemployed 

and to assess the impact of Working Nation, a suite of active government labour market 

policies introduced in 1994 to assist the long-term unemployed.  

 

The survey collected data from the same respondents over a three year period. Three 

groups or sub-samples were part of the full data collection - the Jobseeker sub-sample, the 

Population Reference Group (PRG) and the Program Participants’ Group (PPG). 

Individuals for the first two sub-samples were recruited from an area-based probability 

sample of 69,000 Australian households from all areas of Australia (Le and Miller 1998). 

Only one person from each household was recruited, this recruitment process taking place 

between April to July 1995. Although some data were collected at recruitment, most of the 

information was gathered at three interviews conducted in September to October 1995, 

1996 and 1997. More detailed information about each of the sub-samples follows. 

 

3.2.1 The jobseeker group 

The jobseeker group, numbering 5,488 persons, comprised the largest sub-sample of 

SEUP. Representing 875,000 persons in the Australian population at the time of 

recruitment, they were individuals aged 15 to 59, living in private dwellings in both rural 

and urban areas of Australia and identified at recruitment as persons most at risk of 

entering a government labour market program or of becoming eligible to do so in the near 

future. This included three groups of individuals from the population - the unemployed, 

the underemployed and the marginally attached. The unemployed comprised 80 per cent 

of the sub-sample with the underemployed and marginally attached making up the 

remaining 20 per cent of individuals recruited as jobseekers.  

 

Unemployed persons were defined as those undertaking active job search to look for work. 

The underemployed included persons who were working part-time but who stated a desire 

to work more hours. The marginally attached included individuals who wanted a job but 

had ceased job search due to difficulties in finding employment and others not in the 

labour market who were prepared to commence work but who believed that there was no 
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work available for them. Persons who had been stood down from their jobs for a period of 

less than four weeks, persons aged 15-24 years who were studying full- time and desired a 

part-time job and individuals not actively seeking work were not included in the sub-

sample. 

 

3.2.2 The population reference group  

A second smaller sub-sample of individuals was drawn from the areas based probability 

sample to represent the Australian population. The PRG comprised 2,311 persons aged 15 

to 59 residing in private dwellings across all urban and rural areas of Australia.2 The main 

reason for inclusion of this sub-sample in SEUP was to provide important comparison or 

benchmark data so that the labour market experiences of the other two sub-samples could 

be compared with the population as a whole. 

 

3.2.3 Labour market program participants 

The Program Participants’ Group (PPG) was included in SEUP to specifically allow 

evaluations of labour market programs set up under the Working Nation policy package. 

This sub-sample comprised 1019 persons aged between 15 to 59 and who had commenced 

a subsidised employment placement or commenced a labour market training program 

between July 1994 and February 1995. Although part of the SEUP data as originally 

collected, the PPG sub-sample is not publicly available on the ABS Australian Vice-

Chancellors' Committee (AVCC) Confidentialised Unit Record File (CURF) release 

(Australian Bureau of Statistics 1997b) and is not used in this thesis. 

 

3.2.4 The SEUP data 

At each interview, three types of data were collected. The first comprised information 

about the respondents’ current circumstances. This included both demographic and family 

characteristics such as gender, age, educational qualifications, family structures, place of 

residence and annual income for the previous financial year from various sources. 

Questions were also asked about current labour market status, the weekly wage and hours 

                                                                 
2 The sampling design allowed for any one individual to be a part of both the jobseeker and the PRG sub-
samples. A total of 227 persons were included in both samples. 



 37

of work, if working. At each interview, respondents were also asked details about other 

family members such as their spouse and/or their parents and other adults in the family. In 

particular, the information collected included data about their current labour market status 

such as current earnings if working and reasons not in the labour market. Also collected at 

the first interview were details concerning the past labour market history of themselves, 

their spouse and/or their parents. 

 

The second type of data collected at each interview related to information about 

respondent’s experiences in the labour market over the previous year. Respondents were 

asked to recall information about each spell of work, each period of looking for work and 

each period of time spent out of the labour market. If any spell of work, looking for work 

or period of time not in the labour market continued through to the next interview date, 

then the same questions about the spell were asked again.  

 

For each spell of work, data about the nature of the job such as industry, occupation, 

employer size, hours of work, usual weekly earnings, permanent or casual status and 

sector of employment were collected. For the episodes of job search the survey asked 

questions relating to methods of search, type of work desired, the respondent’s reservation 

wage, perceived difficulties in obtaining work, and job offers received. In this collection 

job search could be undertaken while still working. If this occurred then information about 

both the spell of work and the spell of job search was collected independently. The 

information about each spell of absence from the labour market during the past year 

included data such as the main activity while not working and reasons for not undertaking 

job search.  

 

The episode data provided an important source of information about the labour market 

experiences of individuals over the three year period. Taken together, the information 

enabled the construction of a complete continuous weekly labour market history for 

respondents during the period September 1994 to September 1997.3  

                                                                 
3 In fact, the calendar could be calculated on a daily basis. Many of the variables of interest however, were 
collected on a per week basis. Hence, the calendar of information was calculated for each week of the three 
year period. 
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The third type of data collected at each interview comprised some specific information 

considered relevant to the labour market situation and experiences for jobseekers. These 

included data on any internal or external training programs undertaken during the past 

year. The information collected included commencement date, hours of training, type of 

training, and whether that training helped the individual get a promotion or a better job. 

Similarly, individuals were asked about any job offers they received, when they received 

that offer, if they had taken it up and why they did not if relevant.  

 

Finally, administrative data was attached to each person’s data records. Provided the 

individual consented, ABS matched in information from the Department of Employment, 

Education and Training about labour market programs that person had undertaken over the 

three year period.4 Also, administrative data from the Department of Social Security 

provided details about welfare benefits received. Like the PPG sub-sample however, these 

matched administrative data were not available on the ABS AVCC CURF release 

(Australian Bureau of Statistics 1997b). These data are not used in this thesis.  

 

3.2.5 Other data issues  

 
Attrition 

A major difficulty that plagues all collections of longitudinal data is attrition. A number of 

strategies were adopted by the ABS to minimize the rate of attrition from SEUP. These 

included methods to maximise respondent contact from wave to wave (Australian Bureau 

of Statistics 1995a) such as ‘change of detail’ cards for respondents to advise of any 

change of address, a toll- free telephone number for respondents to call and friend’s contact 

numbers.  

 

Despite these attempts, considerable attrition from the SEUP sample did occur. Table 3.1 

presents attrition rates for the entire PRG and jobseeker sub-samples and the subset of 

adult persons aged 20 and over – the group that is the focus of the analyses undertaken in 

                                                                 
4 For the PRG, 39 per cent gave consent. For the jobseeker and PPG sub-samples, the consent rates were 82 
per cent and 92 per cent respectively. 
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this thesis. Over the three year period, attrition rates for the entire samples and the focus 

group samples were similar. For the PRG, attrition was 14.2 per cent of the original 

sample by the third wave but reached 22.4 per cent for the jobseeker sub-sample. 

According to Le and Miller (1998), the attrition rate for the jobseeker sub-sample is 

comparable to attrition rates from the Australian Longitudinal Survey (Gregory and 

Karmel 1992) and the Australian Youth Survey (Kryger 1990). The attrition rate from the 

PRG however, is a little higher than comparable population surveys.  

 

 

Table 3.1: SEUP Attrition Rates 
 
 September 1995 September 1996 September 1997 
 No. of 

Respondents 
No. of 

Respondents 
Attrition Rate 

(%) 
No. of 

Respondents 
Attrition Rate 

(%) 
     
Population Reference Group     
Full sample  2311 2120 8.3 1983 14.2 
Adults 2122 1950 8.2 1833 13.6 
     
     
Jobseeker Sub-sample     
Full sample  5488 4779 12.9 4261 22.4 
Adults 4724 4141 12.4 3714 21.4 
      
 

 

ABS investigated the extent to which the attrition rates for the sub-samples were related to 

characteristics of the respondents (Australian Bureau of Statistics 1995a). In both sub-

samples, attrition was found to be most pronounced for males, young people and persons 

who lived in rented properties. Perhaps unexpectedly, within the rented property group, 

private landlords had the highest attrition rates and those living in a state or territory 

housing authority homes had the lowest rates of attrition.  

 

In order to minimise bias in results due to attrition, the ABS incorporated weights into the 

SEUP data. The longitudinal weights were assigned to respondents for each year so that 

representative population estimates could be calculated annually. For the PRG, they were 
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based on an independently estimated distribution of the Australian population. For the 

jobseeker sub-sample, the weights were designed to represent the population of jobseekers 

at the time of recruitment around May 1995. To minimise the attrition bias, the ABS 

weights are used in the analyses undertaken in this thesis where possible.  

 

Recall bias 

Another problem that plagues longitudinal data sets is recall bias. This bias is introduced 

when individuals have difficulty remembering what happened in the past in the detail 

required. For SEUP, individuals were asked to recall exact start and stop days of episodes 

of work, job search and not in the labour market over the past year. Recall bias was 

minimized in that interviewers reminded individuals of their last reported episode at each 

interview. Nevertheless it is inevitable that some recall bias is part of SEUP. This was 

evident in that there was a higher proportion of starts and stops for episodes at the end of 

each collection period. No account of recall bias is undertaken in the analyses of this 

thesis. 

 

Terminology 

The terminology used in SEUP is different to that used in other ABS data collections. In 

particular, terms used to describe the unemployed in the ABS Labour Force Surveys 

(Australian Bureau of Statistics 1995b), although similar, are not directly comparable.  

 

For clarification, in this thesis, the term jobseeker is used to represent the broad group of 

individuals who were recruited into the jobseeker sub-sample of SEUP. These were 

persons who desired (more) employment but were not necessarily actively engaged in job 

search at the time of recruitment to the sample. Reference to the unemployed in this thesis 

refers to individuals who were engaged in active job search. As such the term is not 

strictly comparable with the ABS definition of the unemployed which requires that a 

respondent be both actively looking for work and be available to start work during the 

survey week (Australian Bureau of Statistics 1995b).  
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3.3 The Definition of Low Pay 

 

3.3.1 Various approaches to defining low pay 

What is meant by ‘low pay’? As there is no objective measure, many different definitions 

and ways of characterizing low pay are used in the international empirical literature. The 

chosen approach depends greatly on the aim and extent of the undertaken research, the 

data available and the policy implications relating to the country or countries studied.  

 

Webb, Kemp and Millar (1996) suggest there are two main conceptual frameworks used in 

studies of low pay. First, low pay can be considered as a labour market issue relating to the 

remuneration for work done for each individual. Under this framework, the issues that are 

important relate to fairness and equity in the labour market for the individual. Another way 

of considering low pay relates to the issue of needs and the ability of a person to remain 

above some subsistence level of income. This framework is generally used to investigate 

issues of poverty among individuals and takes into account the household circumstances 

of those under study. 

 

The analyses undertaken in this thesis relate to the labour market concept of low pay. In 

the international empirical literature, there are three main approaches used to define low 

pay. The absolute wage approach defines low pay relative to some arbitrarily chosen rate 

of pay. The relative wage approach ties the definition of low pay to some arbitrary 

percentage of the wage distribution and the third approach uses some other related 

individual characteristics to define the low paid group.  

 

The absolute wage approach defines low paid workers as those who earn below some 

chosen threshold wage level. In many international studies, the threshold level has often 

been chosen to reflect some poverty or subsistence level of wages. In Australia, the 

absolute wage approach has been used in a number of studies including Mitchell (1999), 

Harding and Richardson (1998) and Richardson and Harding (1999), but has been chosen 

in consideration of Australia’s system of minimum wages to reflect a low wage and not 
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necessarily to specify some level of subsistence wage. For the UK, Webb, Kemp and 

Millar (1996) have also used this approach to define low pay.  

 

The relative wage approach defines low pay relative to some chosen threshold level in the 

earnings distribution. For example, a common definition used in studies is that a worker is 

low paid if they are earning below the 20th percentile in the earnings distribution. This 

approach has been used by Gregory and Elias (1994) for UK workers and Contini, Filippi 

and Villosio (1998) for Italy. It however does not allow for any change in the percentage 

of persons regarded as low paid over time. Another common relative wage approach 

which overcomes this problem defines the low paid group relative to the median or mean 

of the earnings distribution. This has the advantage of moving the low pay threshold over 

time in line with changes in the distribution of earnings.  

 

Examples of the relative wage approach are particularly common to international 

comparisons of low pay where the most used threshold is two thirds of the median of the 

hourly earnings distribution. Studies that have used this approach include Eardley (1998) 

for Australia and Keese, Puymoyen and Swaim (1998) in an international comparison and 

Sloane and Theodossiou (1998) for UK workers. 

 

Another approach used in empirical work identifies the low pay group according to some 

other closely related variable or variables. Some studies investigate the experiences of 

those who have the lowest education levels or those who are in the lowest skilled 

occupations. For example, in US studies, low paid workers have been defined as those 

whose highest education is a high school degree or less (Gladden and Taber 1999). 

Another example is a study by McKnight (1998) who defines low pay for the United 

Kingdom as those who work in particular low skilled occupations. A limitation of this 

definition is the heterogeneous nature of the group under study. Whereas many low paid 

workers have low education levels, they may also be persons who have acquired other 

labour market skills (such as on-the-job training) and would not be considered as low paid 

or of interest in terms of policy.  
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Regardless of the approach, an important issue that arises in defining low pay relates to the 

choice of earnings measure. Earnings can be measured by the hour, week or even 

annually. Weekly and annual earnings are the product of an hourly pay rate and weekly 

hours worked. Changes in weekly earnings over time therefore may reflect changes in 

hours worked and/or changes in the hourly pay rate. Most studies therefore define low pay 

in terms of hourly pay rates. The hourly pay rate reflects the level of remuneration for 

skill, training, productivity and risks undertaken in a job.  

 

In summary, there have been many different definitions used in the literature to define low 

pay and each in some sense is arbitrary. While no one definition of low pay can be 

considered as the correct approach, it is also true that there is substantial correlation 

between the various measures of low pay.  

 

3.3.2  The definition of low pay 

In this thesis, low pay is defined using an absolute wage approach. Adults are defined as 

being low paid if their gross hourly rate of pay was less than or equal to $10 at September 

1994.5 The level is maintained relative to the earnings distribution for both full-time and 

part-time wage and salary earners, by indexing the threshold according to the change in 

the average weekly total earnings for all employees over the survey period (Australian 

Bureau of Statistics, cat. no. 6302 1994, 1996).6  

 

Table 3.2 presents the hourly pay thresholds for September 1995 to September 1997. As 

the average weekly total earnings rose by 7 per cent during the survey period, the low pay 

threshold increased to $10.12 at September 1995 and reached $10.76 by September 1997.  

 

For comparative purposes, the defined low pay threshold is also presented in Table 3.2 in 

equivalent weekly and annual earnings. For an individual working 38 hours per week, the 

low pay cutoff is equivalent to a weekly pay of around $400 or an annual wage income of 

                                                                 
5 Sensitivity tests using different low pay thresholds - $9.50 and $10.50 - have been conducted. The broad 
conclusions presented in this thesis also held for the tested low pay thresholds. 
6 Borland and Kennedy (1998) find that changes in the distribution of hourly wages were similar to the 
changes that occurred in the weekly wage distribution. 
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between $20000 to $21300. If an individual worked full-time for 38 hours per week, the 

weekly amount would be approximately 55 per cent of the average weekly ordinary time 

earnings of full- time adult employees in the labour force. Over the period, the low pay 

threshold represented about 73 per cent of the median hourly earnings for all full- time and  

part-time workers in Australia.  

 

Table 3.2: The Defined Low Pay Threshold - 1995 to 1997 
    

 1995 1996 1997 
    
Gross Hourly Rate  $10.12 $10.47 $10.76 
    
Per cent of median of estimated hourly earnings 
distribution for all workers 73 72 73 
     
    
Australian Industrial Relations Commission
minimum wage rate ($ per hour) a   $9.46 
     
    
Threshold expressed as weekly earnings $384.56 $397.86 $408.88 
(calculated at 38 hours per week)    
    

Average weekly full-time adult earnings b  $691.20 $717.20 $746.10 
    
Threshold as per cent of average weekly earnings 56 55 55 
     
    
Threshold expressed as annual earnings  $19997.12 $20688.72 $21261.76 
(for a person working full year, full time)    
     

a. Based on the weekly minimum wage of $359.40 divided by 38.   
b. Average weekly earnings, states and Australia, ABS Cat no. 6302.0.     
 

 

The choice of the low pay threshold is based on a number of considerations. First, an 

important component of Australia’s wage determination system is the protection of it’s 

lowest paid workers via the setting of a minimum wage which identifies the lowest rate of 

pay that any worker can earn for full- time work. From this base, an award wage structure 

sets wage rates across many different industries and occupations. Hence, the wages of 
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many low paid workers and the distribution of earnings across all workers are influenced 

by this structure of relative wages and the level of minimum wage set. The chosen low pay 

threshold includes workers who are on or just above the minimum wage level set by the 

Australian Industrial Relations Commission (AIRC) (Australian Industrial Relations 

Commission 1997), workers who would be most affected by changes to the minimum 

wage.  

 

Second, consideration in the choice of low pay threshold was given to the level chosen by 

other researchers who have investigated issues of low pay in Australia. Richardson and 

Harding (1999) define the low pay threshold of $10 per hour for wage and salary earning 

adults in 1994/95. Harding and Richardson (1998) uses the same threshold in 1995/96. 

Mitchell (1999) uses a weekly rate of $400.00, chosen to capture those who were earning 

at or under $10.00 per hour. As Eardley (1998) is concerned with international 

comparisons, he uses a relative wage approach defining low paid workers to be those 

earning under two thirds of the median wage for all wage and salary earners.  

 

Third, consideration was also given to the sample size restrictions. The threshold needed 

to be a level where there was a reasonable number of observations to allow meaningful 

analysis.  

 

3.3.3 Pay rates for casual earners  

The hourly pay rate was imputed by dividing usual weekly earnings from all wage and 

salary jobs by usual hours worked in all wage and salary jobs.7 This made it important to 

distinguish between workers on permanent and casual work arrangements. In many cases, 

the rates of pay of workers who work casually are augmented by a loading or premium. 

This premium should not be regarded as an additional wage but merely a compensation for 

loss of entitlements such as sick leave and holiday leave provided to permanent 

employees. With an imputed hourly pay rate measure, however, a worker on casua l 

                                                                 
7 For some individuals, earnings data was imputed by the ABS from their responses in previous years or 
from individuals with similar characteristics. Also, for 1995, hours worked data were derived from the 
episode information. For a small number, a reasonable match between the information provided at the 
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employment arrangements could be seen to have a higher hourly pay rate than another 

who is doing exactly the same job but as a permanent employee. The casual employee, 

however, must take leave without pay when ill and for holidays whereas the permanent 

employee can draw on sick leave and annual leave benefits. 

 

For each episode of work, respondents in SEUP were asked if they were entitled to paid 

annual leave or sick leave. Those who were not entitled to these benefits were identified as 

casual workers. A premium of 20 per cent was assumed to apply to the pay rates of 

respondents who were identified as casually employed. The figure of 20 per cent is based 

on work undertaken by Dawkins and Norris (1990). They estimate that a casual premium 

of 19.5 per cent represents the amount required to offset casual workers for loss of holiday 

pay and sick leave entitlements (page 158). Hence, to directly compare hourly pay rates of 

workers under these different work arrangements, the hourly pay rates of casual workers 

were deflated to account for the premium.  

 
 

                                                                                                                                                                                                    
interview date about current employment arrangements and the daily labour market history could not be 
obtained. These data were discarded.  



 47

Chapter 4 

The Australian Low Paid Labour 

Market 

 

 

 

4.1 Introduction 

 
What is the incidence of low paid employment in Australia? What are the characteristics 

of low paid workers and the nature of low paid employment? Are there differences 

between the dimensions of low paid employment in Australia and in other countries? This 

chapter addresses these questions by undertaking a static analysis of low paid employment 

in Australia during 1994 to 1997. This is important as a first step in the empirical 

investigation of the experiences of low paid workers and the unemployed in the Australian 

labour market. Section 4.2 presents details about the incidence of low pay in the 

Australian labour market during the mid-90s. An econometric probit analysis identifying 

the relationship between various individual and job related characteristics and the 

probability of being low paid is reported in Section 4.3 while Section 4.4 presents the 

conclusions. 
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4.2 The Incidence of Low Pay, 1995 - 1997 

 
Using the definition of low pay described in Chapter 3 and data from the PRG sub-sample 

of SEUP, Table 4.1 presents estimates of the percentage of adult wage and salary earners 

aged between 21 and 59 who were low paid in Australia at September of each year 1995 to 

1997.1 About one million persons or just under one in five of all adult wage and salary 

workers earned under the defined low pay threshold at each point in time during 1995 to 

1997.2   

 

Comparative estimates of the incidence of low pay in Australia during 1995 - 1996 have 

been reported by Eardley (1998) and Harding and Richardson (1998) who both use data 

from the 1995-96 Income Distribution Survey (Australian Bureau of Statistics 1997c). 

Eardley estimates the incidence of adult low pay as 10.6 per cent 3 while Harding and 

Richardson find that 15 per cent 4 of all wage and salary earners were low paid in 1995-96. 

The incidence of low pay among adult wage and salary earners, calculated using SEUP 

therefore, is higher than the other reported estimates. 

 

The figures, however, are not directly comparable due to differences in thresholds, 

reference samples and the treatment of workers between each study. The low incidence 

rate for adults reported by Eardley is based on a defined low pay threshold of two thirds of 

the median hourly rate for all wage and salary earners. This threshold is most commonly 

used for cross country comparisons of low paid workers and is considerably lower than the 

threshold used in this thesis. Although Harding and Richardson set their low pay threshold 

at $10.00 per hour for adult wage and salary earners, their estimates differ in part because 

of the inclusion of young persons under 21 years of age. For these workers, a low pay 

threshold of $6.00 per hour is used. 

                                                 
1 Hourly pay rates used in the measurement of low pay were derived from data on weekly earnings and hours 
worked from all jobs at September 1995, 1996 and 1997. These data were collected at each interview of 
SEUP.  
2 These estimates are calculated using the weights provided by the ABS. 
3 Using Eardley’s low pay threshold and the SEUP PRG sub-sample, the estimate of low pay incidence is 8.6 
per cent. 
4 Using Harding and Richardson’s low pay threshold and the SEUP PRG sub-sample, the estimate of low 
pay incidence is 15.1 per cent. 
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Another important reason for the higher reported estimate of low pay incidence stems 

from the different treatment of the permanent and casually employed. Once differences 

between the pecuniary benefits of holiday pay and sick leave are accounted for in the pay 

rates of casual workers, then more casual workers are likely to fall under the low pay 

threshold. The significance of this adjustment is highlighted by Dawkins and Norris 

(1990) who point out that the incidence of casual employment is highest among lower 

paid, unskilled jobs where training costs are low. It is also the case that casual employment 

rates are highest among women who, on average, are more likely to be found in the lower 

deciles of the earnings distribution. Estimates of low pay incidence using the PRG without 

adjusting casual employee pay rates are around 15 per cent during the survey period, 

indicating that the adjustment increases the low pay incidence rate by about 3 percentage 

points.5 

 

 

Table 4.1: The Incidence of Low Pay, 1995 to 1997 
    
 1995 1996 1997 
    

Estimated number of wage and salary employed adults ('000)a 5147 5594 5565 
    
Estimated number of low paid workers ('000)a 981 1010 1030 
    
Per cent low paid 19.1 18.1 18.3 
    
Sample size 1127 1124 1054 
    
a. Numbers are calculated using weights provided by the ABS.       
 

 

 
 

                                                 
5 A sensitivity analysis of the results of this chapter without adjusting for the permanent/casual distinction 
was conducted. Although there are significant differences in the reported low pay incidence, this adjustment 
makes very little difference in the overall results. 
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4.3 Characteristics of the Low Paid Labour Market 

 
As reported in Chapter 2, many overseas studies have found that the risk of low pay is 

greater for workers with particular characteristics. Also, job related characteristic s have 

been found to be significantly associated with low pay. In order to characterise low paid 

employment in Australia, this section reports the results of a regression analysis which 

estimates the probability of being low paid over the period 1995 to 1997.6  

 

4.3.1 Estimating low pay probabilities 

In the literature, characteristics associated with the probability of being low paid can be 

identified within a discrete choice modeling framework (Cappellari 2000; Stewart and 

Swaffield 1999). The probability of being low paid is regressed against various individual 

and job related characteristics.  

 

This is formalised as follows. Following a standard Mincerian approach (Mincer 1974), 

consider that in any given year, the relationship between wages and individual and job 

related characteristics can be written as: 

 

iii XwG µβ +′=)(  

 

where Xi is the set of individual and job-related characteristics for individual i and â is the 

set of associated coefficients. ìi is the individual specific error term which is standard 

normally distributed, N(0,ó2). G is a monotonic transformation of wi.7 

 

Define a low pay threshold ë and an indicator variable li that identifies whether individual 

i is low paid such that: 

 

li = 1 if wi <= ë 

and 

                                                 
6 This approach has been adopted over the more traditional modelling of the earnings function because it 
allows a sharper focus of the group of policy interest.  
7 In most wage equations G(wi)=ln(wi). 
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li = 0 otherwise. 

 

Now the probability that an individual is low paid can be derived as follows: 

 

Pr(li=1)  =  Pr(wi<=ë)  =  Pr(G(wi) <= G(ë)). 

 

Now, under the assumption that ìi  is distributed as a standard normal distribution it 

follows that 

 

Pr(G(wi) <= G(ë))  =  Ô(G(ë)-Xi'â) = Ô(Xi'ä), 

 

where Ô is the standard normal cumulative density function. 

 

Therefore, 

 

(4.1)     Pr(li=1) = Ô(Xi'ä), 

 

where ä is a vector of coefficients which is opposite in sign to what would be expected in 

an earnings equation. Equation 4.1 is estimated as a discrete choice probit regression 

model.  

 

Using the PRG sub-sample information from the three years collected at each wave of 

SEUP, the probit regression (Maddala 1987) is implemented to estimate the probability 

that a wage and salary earner in Australia is low paid.8 This analysis provides useful initial 

information to identify workers who may have potential to become trapped in low paid 

                                                 
8 As the data for individuals are pooled over the three years, specific individual effects may b ias the 
estimates. To account for this a random effects probit regression was also undertaken. This estimation 
procedure, however, assumes that there is no correlation between the individual specific effects and any of 
the explanatory variables. Given this  strong assumption and the fact that the results were very similar, the 
pooled probit results are reported here.  
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jobs. It is not intended, however, to establish causality but to identify factors that are 

associated with the risk of low pay. 9 

 

Variables are included in the estimation procedure on the basis of similar studies that have 

been undertaken overseas and also on measures which have been found to be important in 

empirical studies of earnings in Australia. They are grouped into four categories - 

demographic characteristics, personal human capital variables, job related characteristics 

and variables identifying parental characteristics. Specific definitions of all variables 

together with means and standard deviations are presented in Appendix A4.1.  

 

Table 4.2 presents coefficient estimates, z-values and estimated marginal effects. The z-

values which are analogous to the t-values in linear regression identify whether each 

included coefficient is significantly different from zero. A value of 1.96 or greater 

indicates that, with 95 per cent probability, the coefficient is significantly different from 

zero. The reported marginal effects show the change in the probability of being low paid 

for a specified change in each variable with all other included variables held at their 

average level. For included dummy variables, this represents the change in the probability 

of being low paid as the value of the dummy changes from zero to one. As a measure of 

the overall power of the regression, the chi square statistic is also reported in Table 4.2. 

This tests the hypothesis that the inclusion of all variables has better explanatory power 

than just including a constant term in the regression. The reported value of 673 suggests 

that the included variables are jointly significant in determining the risk of being low paid. 

 

4.3.2 Demographic characteristics 

Personal characteristics included in the estimation of the probability of low pay are 

gender, age, marital status, the presence of dependent children, geographic residential 

location, level of English proficiency and disability status. The results indicate that after 

controlling for all other variables, many of these characteristics are related to the chances 

that an individual is low paid. 

                                                 
9 Following other studies which examine the probability of low pay, the analysis implicity assumes that all 
explanatory variables are exogenous. If this assumption does not hold then estimates would be biased.  
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The reported results for the male dummy variable indicate that the risk of being low paid 

is greater for women. Although, as Eardley (1998) notes, the gender gap in low paid 

employment has decreased since the early 80s in Australia,10 the estimated marginal effect 

for the gender dummy, reported in Table 4.2 suggests that, after controlling for other 

characteristics, women are still about 4 percentage points more likely than men to be low 

paid. Studies relating personal and job characteristics to the probability of low pay in other 

countries also report similar findings, Asplund and Persson (2000) indicating for example, 

that gender does have an independent influence on the risk of being low paid. The 

estimated gender differential is likely to be affected in part by the fact that women are 

more likely than men to have broken work patterns which may limit their ability to secure 

more highly paid jobs. Also, Asplund and Persson note that the higher low pay risk factor 

for women may be associated with occupational sex segregation where traditional 

women’s occupations are paid less than male dominated occupations. Evidence presented 

by Jones (1983) and more recently Kidd and Meng (1997) have suggested that this may 

not be as important in Australia as the occupational segregation has located women more 

towards the middle of the earnings distribution. The independent influence of gender also 

mirrors results found in earnings equations which estimate that there is a continuing 

gender earnings differential in Australia (Rummery 1992).  

 

Age is entered into the probability equation in quadratic form indicating that the risk of 

low pay may decrease as age increases but at a decreasing rate and, at higher ages, the risk 

of low pay may again increase.11 The coefficient estimates for age and age squared are not 

significant. This suggests that age does not exert an independent influence on the 

probability of low pay. This result is inconsistent with that reported by Stewart and 

Swaffield (1997) who find that, for UK workers, age is negatively associated with the risk 

of low pay. Their study, however, includes workers under the age of 21 who are indeed 

                                                 
10 His work relates to workers aged 15 and over. 
11 In many earnings models age is used as a proxy for experience. Here, age can be entered into the 
regression independently because the effect of previous labour market experience on the probability of low 
pay is measured by a time invariant work history variable. 
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more likely to be low paid. The exclusion of younger workers in this analysis may 

contribute to the insignificance of this factor in the reported results. 

 

The effects of family structures are captured by including dummy variables relating to 

marital status and the presence of dependent children. Married persons and those married 

but now widowed, divorced or separated are included and compared against the excluded 

base group, persons who have never married. The coefficient estimates suggest that being 

married or in a de facto relationship is significantly associated with a reduced risk of low 

pay. The marginal effect for this group estimates a lower risk of 5 percentage points for 

these adult workers compared to those who have never been married. Adult workers who 

have been married but are now separated, divorced or widowed are also less likely to be 

low paid than their unmarried counterparts. The coefficient estimate however is only 

significant at the 10 per cent level. Stewart and Swaffield (1997) also report that both 

married men and women in the UK are less likely to be low paid.  

 

Other personal factors which appear to be significantly related to the risk of low pay are 

the level of English proficiency and the geographic location of residence. Workers who 

stated that they could only speak English fairly well or could not speak English at all were 

at a greater risk of being low paid than those who could speak English well by about 10 

percentage points. Similarly, workers living in an urban area of a capital or major city 

were less likely to be low paid than workers living in rural areas. The estimated marginal 

effect reported a 6 percentage point drop in the probability of being low paid.  

 

Both of these results are consistent with reported earnings studies for Australia. Preston 

(1997) has presented a summary of findings which suggest significant wage differentials 

between workers with different levels of English proficiency. Further, Preston (1997), 

Gregory and Daly (1992) and Rummery (1992) have all found that there is a significant 

earnings disadvantage to living in a non-metropolitan area. Estimates of the earnings 

differentials range from 8 per cent in Preston’s study to 30 per cent for Rummery. 
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4.3.3 Human capital factors  

Mincer's (1974) human capital model of earnings determination suggests that investment 

in education and labour market experience are important factors relating to increased 

earnings capacity. A number of variables are included to capture these effects on the 

probability of being low paid – educational attainment, employment history prior to the 

current job, current job tenure and job skills training undertaken in the past twelve months. 

As expected, these factors are all significantly related to a worker’s probability of being 

low paid.  

 

The level of education achieved by each respondent is classified into four groups – not 

completed the highest level of secondary school available and had not obtained a post 

secondary qualification, completed the highest level of secondary school available with no 

post secondary qualification, obtained a post secondary school trade or vocational 

qualification and obtained a tertiary qualification. The latter three are included in the 

regression with the excluded base group being those with the lowest level of education. 

The expectation is that educational attainment is negatively associated with the probability 

of low pay and hence each of the included dummy variables would be negative and greater 

as the education level of the worker increases. 

 

The reported results follow this expectation and indicate that completing post school 

qualifications in the form of a university education is a significant deterrent to being found 

in the low paid group, decreasing the risk of low pay by 10 percentage points. Other 

educational group variables, completed secondary education to the highest level and 

completed post school vocational training, although of expected sign, were found not to be 

significantly associated with a reduced risk of low pay.  

 

Two variables are included in the analysis which capture the effect of the amount of time 

spent in employment on the probability of being low paid – current employment 

experience and employment history. Current employment experience in the labour market 

is measured by current job tenure and is added to the regression in quadratic form. It 
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would be expected that the longer a worker is in a job, the lower the probability of being 

low paid. 

 

Employment history is a time invariant measure which attempts to capture the effect of 

previous employment, or inversely, the amount of previous joblessness on the probability 

of being low paid.12 It is defined as the ratio of the actual time spent in employment to the 

potential time that could have been spent in employment and measured as the number of 

years spent in paid work since leaving full-time study divided by the total number of years 

since leaving full- time study (excluding the time spent in the current job). For example, a 

worker who has an employment history of 0.5 and left full-time study 10 years ago has 

spent 5 years of his/her time in paid work and 5 years either looking for work or out of the 

labour market. The measure is bounded by 0 and 1 – a measure of 1 indicating that the 

worker has been continuously employed since leaving full- time study and a measure of 0 

indicating that the worker experienced only joblessness since leaving full- time study up to 

the current employment experience. According to traditional human capital theory, it 

would be expected that workers with lower rates of employment history, that is, workers 

who have had greater amount of time out of employment since leaving full-time study 

would be more likely to be found among the low paid.  

  

Results indicate this to be so. Both employment history and job tenure are found to be 

significantly and negatively related to the prevalence of low pay for adult wage and salary 

earners in Australia. The reported marginal effect for employment history indicates a 

decrease of 1 percentage point in the probability of being low paid if the amount of 

employment relative to the total time since leaving full- time education increased by 10 per 

cent, with all other variables held at their average levels. For example, if a worker who left 

school 10 years before the start of his current job increased his actual employment time by 

one year, his probability of being low paid would be one percentage point less. A similar 

decrease in the probability of being low paid is estimated for current experience as 

                                                 
12 The measure adopted here assumes a constant effect of previous experience on the likelihood of low pay 
regardless of the overall number of years of labour market experience. Heckman and Borjas (1980) discuss 
several alternative measures to identify the effect of an individual’s employment history on labour market 
status, however evidence favouring one measure over another remains elusive.  
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measured by tenure. An increase of one year in tenure would decrease the likelihood of 

being low paid by one percentage point. 

 

Gaining labour market skills would be expected to reduce the likelihood of low pay. SEUP 

asks questions of individuals relating to training courses attended during the previous year 

to improve job skills both while working and while not working. Respondents were asked 

about training courses provided by their employers, courses undertaken through external 

organisations such as educational institutions, training consultants, equipment suppliers, 

professional or industrial associations, community centres or adult education centres. 

Excluded was study that was undertaken towards an educational qualification. This 

information is used to construct a job skills training dummy variable.  

 

The coefficient for the training dummy is negative and significant at the 1 per cent level. 

This suggests that, as expected, training to improve job skills is associated with a lower 

probability of low pay, the estimated marginal effect indicating a reduced risk of 

approximately 3 percentage points. Stewart and Swaffield (1997) also find a similar result 

for low paid workers in UK. They find that work related training in the past 12 months 

significantly decreases the risk of low pay for both men and women with the effect being 

strongest for women.  

 

4.3.4 Job related factors  

As suggested by other studies (Gregory and Elias 1994; Sloane and Theodossiou 1994), 

the third group of variables that are included in the empirical estimation relate to the job 

held by the worker - industry, occupation, hours of work, employment status, sector of 

employment and size of workplace. The results presented here for Australia suggest that 

low pay is a greater risk for those in low skilled occupations, workers in small firms, the 

casually employed and wage and salary adult workers who are in the private sector. 
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Table 4.2: Probit Estimates of the Probability of Low Pay, 1995 to 1997 
 Coefficient z-Value Marginal Effect
Personal Characteristics    
Male -0.175 -2.489 -0.038
Age -0.039 -1.602 -0.008
Age squared 0.001 1.615 0.000
Never married 
Married or de facto -0.234 -2.709 -0.052
Separated, divorced or widowed -0.182 -1.652 -0.036
Urban -0.265 -4.186 -0.060
Non-English speaking 0.397 2.080 0.103
Dependent children 0.043 0.589 0.009
Disabled 0.025 0.342 0.006
Union member -0.101 -1.431 -0.021
Human Capital Factors 
Secondary school not completed 
Secondary school completed -0.114 -1.269 -0.023
Vocational qualifications -0.124 -1.583 -0.026
Tertiary qualifications -0.559 -5.607 -0.106
Employment history -0.428 -3.567 -0.092
Current job tenure  -0.033 -2.643 -0.007
Current job tenure squared 0.001 1.452 0.000
Training -0.158 -2.485 -0.034
Job Related Characteristics 
Workplace size – 10 or less employees 
Workplace size - 11 to 50 employees  -0.293 -3.885 -0.059
Workplace size - 51 or more employees -0.413 -5.365 -0.087
Casual employment status 0.651 7.977 0.173
Full-time -0.052 -0.601 -0.011
Manufacturing 
Trade -0.026 -0.285 -0.006
Services  -0.086 -1.037 -0.018
Government, education & health -0.067 -0.620 -0.014
Management, administration and professional workers 
Associated professionals, tradespersons & advanced clerical workers 0.069 0.637 0.015
Intermediate production & clerical workers 0.098 0.937 0.022
Elementary clerical workers & labourers 0.328 2.850 0.079
Private sector 0.320 3.408 0.063
Multiple job holder 0.455 5.258 0.117
Parental Characteristics 
Father - low skilled  0.155 1.749 0.035
Mother - low skilled  0.034 0.460 0.007
Year - 1995 
Year - 1996 -0.140 -1.947 -0.029
Year - 1997 -0.099 -1.367 -0.021
Constant 0.736 1.527
Chi Square (33)  672.71
McFadden R square 0.221
Number of observations 3134
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Dummy variables relating to workplace size are included in the regression for the 

probability of low pay. They identify those in workplaces employing between 11 and 50 

employees and those at locations employing more than 50 employees. The base category 

excluded from the model for estimation purposes is workplaces employing 10 workers or 

less. The regression results confirm that, with all other variables being controlled for, as 

workplace size increases the probability of being low paid decreases significantly. 

Working in a location with between 10 to 50 employees decreases the risk factor by an 

estimated 6 percentage points and larger workplaces by 9 percentage points.  

 

These results are consistent with empirical work undertaken by Miller and Mulvey (1996) 

for Australia. They estimate hourly earnings equations for men and women in 1989-90. 

Their empirical results support the premise that there is a link between large firms and 

higher wages and that, after controlling for other influences on wages, the workplace size 

premium is sizeable in Australia. Empirical work undertaken in other countries which 

identifies risk factors of low pay also find a significant association between workplace size 

and low pay. For example, Fernie and Metcalf (1996) in a study of UK workers in 1996, 

conclude that there is a much greater incidence of low pay among those who work at 

establishments with less than 25 employees.   

 

The results also indicate that casual employment status is positively associated with the 

probability of low pay. Indeed, the reported marginal effect of 17 percentage points 

represents the greatest estimated change in low pay risk. An estimated higher low pay risk 

among casual employees is consistent with work undertaken by Burgess and Campbell 

(1998a) and Wooden and Hawke (1998) who indicate that casual jobs are found across all 

industrial sectors but particularly in lower skilled occupations such as elementary clerical, 

sales and service workers, jobs which are more likely to be low paid.13  
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Dummy variables are included to represent the occupation of the low paid worker. It is 

generally held that earnings differentials between occupations reflect skill, productivity 

and levels of training required for the job (Preston 1997) The Australian Standard 

Classification of Occupations (ASCO) version 2 (Australian Bureau of Statistics 1997a) 

classifies occupations by skill level. In this study, this classification is used to divide 

individuals into four groups based on decreasing levels of skill – management, 

administration and professional workers; associated professionals, tradespersons and 

advanced clerical workers; intermediate production and clerical workers; and the lowest 

skilled group, elementary clerical workers and labourers. Compared to the base group - 

management, administration and professional workers, the results of Table 4.2 indicate 

that the likelihood of being low paid is significantly greater for workers in occupations 

requiring the lowest levels of skill - elementary clerical workers and labourers. The 

estimated marginal effect suggests that these workers have a higher low risk of about 9 

percentage points, with all other variables held constant. 

  

Variation in the risk of low pay is also evident for different sectors of employment. 

Working in the public sector reduces the chances that a worker is low paid by an estimated 

6 percentage points. Once again, this result is also consistent with earnings studies for 

Australia which find a significant wage premium attached to workers in the public sector. 

Preston (1997) points out that this is likely because the public sector is more highly 

unionised and can be viewed as an internal labour market offering more secure 

employment.  

 

Finally, a dummy was included to identify workers who were multiple job holders at the 

time of the interview. The included dummy is highly significant suggesting that there is an 

association between holding more than one job and the probability of being low paid. This 

may reflect the fact that, for some, a low paid job may not provide sufficient income to 

meet the family needs and hence income from another job may be used as a supplement. 

Also, the dummy could be capturing a degree of measurement error as the imputed hourly 

                                                                                                                                                   
13 The casual employment dummy becomes insignificant in simulation results which undertake the same 
modeling procedure without adjusting hourly pay rates for casual workers. All other variables do not change 
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pay measure which was used to define low paid earners could not be used to identify 

individual pay rates for multiple job holders.  

 

4.3.5 Parental characteristics 

There is literature which suggests that endowments such as earnings capacity to some 

degree can be passed on from previous generations (Hernandez-Iglesias and Riboud 

1988). Hence, it may be that the probability that a worker is low paid is associated with the 

characteristics of their parents with the assumption being that low paid workers are more 

likely to have parents from low socioeconomic backgrounds or with low skill levels. 

Variables which allow for such an intergenerational effect have been included in analyses 

of low paid workers in the UK conducted by Stewart and Swaffield (1997, 1999). They 

find a statistically significant increase in the probability of being low paid if the worker’s 

parents were in low skilled occupations.   

 

Using an approach similar to Stewart and Swaffield, parental characteristics are 

incorporated into the regression analysis estimating the probability of being low paid. In 

the SEUP survey, the respondent is asked about their father’s and mother’s occupational 

status when he/she was 15 years old. This information is used as a proxy for parents’ skill 

level and included in the form of two dummy variables. Using the ASCO version 2 

classification system, if the father worked as a labourer or an elementary clerical worker 

(the two lowest skill level classifications) or the father was not employed when the 

respondent was 15 then the dummy variable took on the value of one. Otherwise it took 

the value zero. A similar dummy variable was entered for the respondent’s mother.  

 

Results of Table 4.2 indicate that there is a positive association between the probability of 

being low paid and the low skill level of the father, although the coefficient is significant 

only at the 10 per cent  level. After controlling for other factors, a worker whose father was 

in a low skilled occupation when he/she was aged 15 has a 3.5 percentage point increase in 

the probability of being low paid. No association is found between the probability of low 

pay and the skill level of the mother. The results suggesting a significant impact of family 

                                                                                                                                                   
by any substantial amount.   
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background on the economic outcomes of their children are broadly consistent with those 

found by Miller et al. (1994). 

 

4.3.6  Summary of results 

In summary, the results of the regression analysis presented in Table 4.2 indicate that low 

pay is more likely to be prevalent among Australian adult wage and salary earners with 

particular personal characteristics. Specifically, women, persons who have never been 

married, workers living in rural areas and those with low levels of English proficiency 

were estimated to have the highest likelihood of being low paid.  

 

Further, human capital factors were found to be important indicators of low pay. In 

particular, having a tertiary qualification significantly reduced low pay risk, as did 

acquiring job skills through training during the most recent twelve month period. Also, the 

longer a worker was in a job, the less likely it was that he/she was low paid. Similarly, the 

greater the amount of time spent in employment since leaving full- time education, the 

lower was a worker’s potential for low pay. 

 

Consistent with overseas studies, job related factors were also found to be associated with 

the probability of low pay. In particular, workplace size and a higher skill level required 

for the job are negatively associated with the likelihood of low pay. Those casually 

employed, workers in the private sector and workers who hold multiple jobs were also 

found to be most prevalent among the low pay group. 

 

4.4 Conclusions 

 
This chapter has investigated within a static framework, the incidence of low paid 

employment in the Australian labour market and using an econometric approach identified 

the individual and job related characteristics that are associated with the incidence of low 

pay in Australia. 
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During 1995 to 1997, just under one in five or about one million adult wage and salary 

earners were estimated to work for low pay. As in other developed countries, the risk of 

low pay was greatest for certain demographic groups. In particular, women, persons who 

had never been married and individuals living in rural areas were all much more likely to 

experience low pay. As would be expected those with poor English skills were also 

disproportionately found in the low paid group. Multiple job holders too were also found 

to have a grater propensity for low paid employment. 

 

Results also highlighted the significant role of investment in human capital, both in terms 

of general education but also in terms of jobs skills training in reducing the likelihood of 

low paid employment among individuals. Most importantly too was the negative 

association between low pay and current job tenure which highlights that time on the job is 

also likely to play a significant part in reducing the incidence of low pay. The negative 

association between previous employment history and low pay was indicative that workers 

who had previously been out of work, either through unemployment or by spending time 

out of the labour market, were more likely to be in low paid work. 

 

Job related characteristics were also associated with low paid employment. These too were 

consistent with studies that had been undertaken overseas. The results suggest that low 

paid employment was less likely for those in the public sector and larger workplaces also 

had a significantly lower proportion of low paid employees. As expected, those in low 

skilled occupations had a greater propensity to be low paid. Finally, a significant 

relationship was found between casual employment status and low paid employment 

where those in casual jobs were far more prevalent among the low paid. The results 

indicated that being casually employed changed the risk of low paid employment by the 

greatest amount of all individual and job related characteristics included in the analysis. 
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Appendix A4.1: Summary of Variables for Probit Regression Analysis 
 
Variable Name Description Mean Standard 

Deviation
   

Low paid Proportion under the low pay threshold 
 

0.188 0.391

Male Dummy variable which takes on the value 
of 1 if the respondent is male and 0 
otherwise. 
 

0.517 0.500

Age Age of respondent in years  
 

38 9.640

Age squared Age of respondent in years squared. 
 

1573 757.572

Never married Dummy variable which takes on the value 
of 1 if the respondent has never been 
married, and 0 otherwise. 
 

0.242 0.428

Married or de facto Dummy variable which takes on the value 
of 1 if the respondent is married or in a de 
facto relationship, and 0 otherwise. 
 

0.623 0.485

Separated, divorced or 
widowed 

Dummy variable which takes on the value 
of 1 if the respondent is separated, divorced 
or widowed and 0 otherwise. 
 

0.135 0.341

Urban Dummy variable which takes on the value 
of 1 if the respondent lives in an urban area 
of a major city in Australia, and 0 
otherwise. 
 

0.674 0.469

Non-English speaking Dummy variable which takes on the value 
of 1 if the respondent speaks English fairly 
well or cannot speak English at all, and 0 
otherwise. 
 

0.019 0.136

Dependent children  Dummy variable which takes on the va lue 
of 1 if the respondent has dependent 
children including dependent students, and 
0 otherwise. 
 

0.476 0.500
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Variable Name Description Mean Standard 

Deviation
   
Disabled Dummy variable which takes on the value 

of 1 if the respondent has a disability, and 0 
otherwise. 
 

0.202 0.402

Union member Dummy variable which takes on the value 
of 1 if the respondent is a member of a 
union, and 0 otherwise. 
 

0.373 0.484

Secondary school not 
completed 

Dummy variable which takes on the value 
of 1 if the respondent did not complete the 
highest level of secondary school available, 
and 0 otherwise. 
 

0.307 0.461

Secondary school 
completed 

Dummy variable which takes on the value 
of 1 if the respondent completed highest 
level of secondary school available, and 0 
otherwise. 
 

0.141 0.348

Vocational 
qualifications 

Dummy variable which takes on the value 
of 1 if the respondent obtained post school 
vocational qualification, and 0 otherwise. 
 

0.251 0.434

Tertiary qualifications Dummy variable which takes on the value 
of 1 if the respondent obtained a post 
school tertiary qualification, and 0 
otherwise. 
 

0.301 0.459

Employment history Ratio of actual years of employment 
excluding the current job to the number of 
years since leaving full- time education. 
 

0.783 0.262

Current job tenure Length of time in years in the current job. 
  

6.52 7.24

Current job tenure 
squared 

Tenure squared. 
 

95.06 193.33
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Variable Name Description Mean Standard 

Deviation
   
Training Dummy variable which takes on the value 

of 1 if the respondent has undertaken job 
skills training in past 12 months including 
training from an employer and courses 
undertaken externally through educational 
institutions, training consultants, equipment 
suppliers, professional or industrial 
associations or adult education centres, and 
0 otherwise. 
 

0.493 0.500

Workplace size - 10 or 
less employees 

Dummy variable which takes on the value 
of 1 if the respondent's workplace has 10 
employees or less and 0 otherwise. 
 

0.256 0.436

Workplace size - 11 to 
50 employees  

Dummy variable which takes on the value 
of 1 if the respondent's workplace has 
between 11 & 50 employees, and 0 
otherwise. 
 

0.277 0.448

Workplace size - 51 or 
more employees 

Dummy variable which takes on the value 
of 1 if the respondent's workplace has 
greater than 50 employees, and 0 
otherwise. 
 

0.467 0.499

Casual employment 
status 

Dummy variable which takes on the value 
of 1 if the respondent does not receive 
holiday pay or sick leave entitlements, and 
0 otherwise. 
 

0.172 0.377

Full- time Dummy variable which takes on the value 
of 1 if the respondent works 35 hours per 
week or more, and 0 otherwise. 
 

0.778 0.416

Manufacturing Dummy variable which takes on the value 
of 1 if the respondent works in 1 of the 
following industries - Agriculture, 
Manufacturing, Mining, Electricity, Gas 
and Water, and 0 otherwise. 
 

0.222 0.416
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Variable Name Description Mean Standard 

Deviation
   
Trade Dummy variable which takes on the value 

of 1 if the respondent works in 1 of the 
following industries - Retail and Wholesale 
Trade, and 0 otherwise. 
 

0.161 0.367

Services Dummy variable which takes on the value 
of 1 if the respondent works in 1 of the 
following industries - Services includes 
Accommodation, Finance, Property, 
Cultural and Personal Services, and 0 
otherwise. 
 

0.316 0.465

Government, 
education and health 

Dummy variable which takes on the value 
of 1 if the respondent works in 1 of the 
following industries - Government, 
Education and Health, and 0 otherwise. 
 

0.301 0.459

Management, 
administration and 
professional workers 

Dummy variable which takes on the value 
of 1 if the respondent works in 1 of the 
following occupations - Management , 
Administration and Professionals, and 0 
otherwise. 
 

0.250 0.433

Associated 
professionals, 
tradespersons, & 
advanced clerical 
workers 

Dummy variable which takes on the value 
of 1 if the respondent works in 1 of the 
following occupations - Associated 
Professional, Tradesperson and Advanced 
Clerical and 0 otherwise. 
 

0.272 0.445

Intermediate 
production & clerical 
workers 

Dummy variable which takes on the value 
of 1 if the respondent works in 1 of the 
following occupations - Intermediate 
Clerical and Production Workers, and 0 
otherwise. 
 

0.297 0.457

Elementary clerical 
workers & labourers 

Dummy variable which takes on the value 
of 1 if the respondent works in 1 of the 
following occupations - Elementary 
Clerical and Labourers and 0 otherwise. 
 

0.180 0.384
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Variable Name Description Mean Standard 

Deviation
   
Private sector Dummy variable which takes on the value 

of 1 if the respondent works in the private 
sector, and 0 otherwise. 
 

0.727 0.445

Multiple job holder Dummy variable which takes on the value 
of 1 if the respondent holds more than 1 job 
at time of interview, and 0 otherwise. 
 

0.111 0.315

Father - low skilled Dummy variable which takes on the value 
of 1 if the respondent's father was a 
labourer or elementary clerical worker or 
not working at all when the respondent was 
aged 15, and 0 otherwise. 
 

0.124 0.330

Mother - low skilled Dummy variable which takes on the value 
of 1 if the respondent's mother was a 
labourer or elementary clerical worker or 
not working at all when the respondent was 
aged 15, and 0 otherwise. 
 

0.200 0.400

Year - 1995 Dummy variable which takes on the value 
of 1 for the year – 1995. 
 

0.340 0.474

Year - 1996 Dummy variable which takes on the value 
of 1 for the year- 1996. 
 

0.339 0.473

Year - 1997 Dummy variable which takes on the value 
of 1 for the year- 1997. 
 

0.321 0.467
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Chapter 5 

 The Dynamics of Low Pay  

 

 

 

5.1 Introduction 

 
The aim of this chapter is to investigate the labour market transitions and earnings 

mobility patterns of low paid workers in the Australian labour market during the mid-90s. 

Whereas Chapter 4 focused on the risk of being low paid at any one point in time, this 

analysis identifies the extent to which it is the same workers who are low paid over time. 

An important part of the investigation is to examine the movement of low paid workers in 

and out of employment. In so doing, this chapter provides evidence about whether there 

are individuals in the Australian labour market who may be caught up in a cycle of low 

pay and no pay. 

 

Specifically, a year to year transitions analysis of the labour market status and earnings 

mobility of low paid workers over the period 1995 to 1997 is presented in Section 5.2. 

Section 5.3 presents an econometric analysis which identifies factors that are associated 

with the upwards earnings mobility or joblessness by low paid workers. These 

investigations are undertaken for two different sub-samples drawn from the SEUP data. 

The transition patterns for the entire population of low paid workers are examined using 

the PRG sub-sample and a comparative analysis is undertaken using the jobseeker sub-

sample. This provides information about the labour market experiences of persons who 
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have, in the recent past, been out of work or underemployed and so identifies the extent to 

which their experiences differ from all low paid workers in the Australian population. 

 

5.2 A Transitions Analysis 

 
A useful method used widely in the literature to investigate the dynamics of low pay is a 

conditional transitions analysis (Sloane and Theodossiou 1998). A transition probability 

matrix identifies the extent and path of movement between various labour market states of 

individuals from one time period to another.  

 

Consider that there are m possible labour market states. At time period t an individual i can 

be in any one state j = 1…..m. Let Njt be the number of individuals in state j at time period 

t. The estimated probability of an individual moving to labour market state j at time t+1 

conditional on him/her being in labour market state k at time period t is given by: 

 

(5.1)    
tj

tk
kj

N
N

P
,

1,
,

+
= , for all  j,k = 1…m. 

 

Note that 1, =∑
k

kjP . Equation 5.1 identifies each cell in the transition probability matrix. 

 

In this analysis, five labour market status categories are identified - adults who were in 

wage and salary employment in a low paid job, adults in wage and salary employment in a 

higher paid job, those who found employment but not as a wage and salary earner,1 the 

unemployed and those absent from the labour market. The transitions analysis for the 

period September 1995 to September 1997 is undertaken for two groups. The first group 

represents adults in the Australian population (not studying full- time) at September 1995. 

This sample is taken from the PRG sub-sample of SEUP. The second group are drawn 

from the jobseeker sub-sample. They represent adults who had been unemployed or 

underemployed during the previous year.  

                                                 
1Non wage and salary earners include the self employed, those working in a family business for no pay and 
those who receive payments in kind. For these individuals, only annual earnings data are available. 
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The data used to calculate the transitions probabilities are drawn from current labour 

market status information collected at each SEUP interview date at September 1995, 

September 1996 and September 1997. The hourly rate of pay data to determine whether 

the individual is low paid or higher paid is measured by dividing continuous data for 

weekly earnings by a continuous variable for hours worked on all jobs.2 

 

5.2.1 One year transitions  

Table 5.1 presents the aggregate transition probability matrix for the one year period 

September 1995 to September 1996 for all adults not studying full- time.3 Each row in the 

table relates to the position of individuals at September 1995 and each column their labour 

market state one year on. The interpretation of the cells in the table is best described by an 

example. Reading across the first row, the figure in the column titled ‘Low paid’ indicates 

that, of all individuals who were in low paid employment in September 1995, 36 per cent 

were still low paid one year on. The figure in the next column suggests that 45 per cent of 

the low paid workers in September 1995 were earning higher wages by September 1996. 

The column titled ‘Non-Wage & Salary Earner’ indicates that 6 per cent of the low paid 

earners in 1995 remained in employment but not as a wage and salary earner. Therefore, 

as reported in the next column, 87 per cent of workers who were low paid in September 

1995 were found in employment one year later. The final column indicates the percentage 

of low paid workers in 1995 who were jobless in that they were either unemployed or 

absent from the labour market in September 1996. 

 

Table 5.1 highlights a number of important trends with respect to the transition patterns of 

low paid workers. 

 

 

 

                                                 
2 For wave 1, the continuous hours worked data used to calculate low pay were obtained from the episode 
information of SEUP. Unpublished data were provided by the ABS for waves 2 and 3. 
3 Hourly earnings could not be calculated for some wage and salary earners (approximately 2 per cent in 
each year). Their transitions are assumed to be random and evenly distributed across the 5 categories.  
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•  There is a substantial movement of low paid workers up the earnings ladder. 

 

Of low paid adults in September 1995, 87 per cent were still in employment one year on. 

Just over half of these had moved above the low pay threshold by the following year.  In 

contrast, only 7 per cent of those earning higher wages in September 1995, and still 

employed one year on, were in low paid employment at September 1996.  

 

•  Many workers remain in low paid work. 

 

Just over one third of low paid workers at September 1995 continued in employment but 

still earned below the low pay threshold after one year. 

 

 

Table 5.1: One Year Transition Probability Matrix - PRG Sub-sample  
    September 1996   

  
Distribution 

Sept 95  
Low 
Paid 

Higher 
Paid 

Non-Wage & 
Salary 
Earner 

Total in 
Employment 

Total 
Joblessa 

Sample 
Size 

  Low paid 10.7  36.4 45.1 5.7* 87.2 12.8 209 

 Higher paid 46.1  7.1 82.0 4.5 93.6 6.4 833 
 Sept 
1995 

Non-wage & 
salary earner 20.2  3.0* 16.4 74.0 93.4 6.6 322 

  Unemployed 5.1  15.0 18.8 7.4* 41.2 58.8 112 

  
Not in labour 
market 17.9  5.3 9.6 3.4* 18.3 81.7 345 

             
a. This includes those who are unemployed and those absent from the labour market. 
*  For this estimate, the relative standard error is  greater than 25 per cent. 
 

 

• Adults in low paid employment exhibit the highest transition to joblessness.  

 

Of those in low paid employment in September 1995, 13 per cent were either unemployed 

or absent from the labour market, that is, jobless after one year. In comparison, the 
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transition to joblessness for those in higher wage and salary employment and those 

working but not as a wage and salary earner was 6 and 7 per cent respectively. This 

indicates that low paid wage and salary earners are twice as likely than other employed 

persons to exit from employment within one year.  

 

•  Persons unemployed or not in the labour market have a higher than average chance 

of securing low paid wage and salary employment.  

 

Almost three out of five unemployed persons and four out of five persons who were not in 

the labour market at September 1995 remained jobless 12 months later. Although many 

unemployed did move into higher paid wage and salary employment, still a relatively high 

percentage (44 per cent), compared to the average rate of transition to low pay for all those 

in wage and salary employment in September 1995 (15 per cent), secured low paid jobs. 

Also, 36 per cent of those who moved into wage and salary jobs and were not in the labour 

market moved into a low paid job.   

 

To summarise, these major trends highlight a diversity in labour market outcomes for 

individuals in low paid jobs. There is substantial movement of workers out of low pay. 

Many have moved up the earnings ladder above the low pay threshold. Nevertheless, 

observed transitions suggest that low paid workers are the most at risk of experiencing a 

spell of joblessness over time. Those who are in low paid employment have twice the 

chance of those employed in higher paying wage and salary jobs of moving into 

joblessness within one year. It is also apparent that adults who are not employed have a 

higher than average chance of securing a low paid rather than a higher paid job.  

 

Table 5.2 presents the corresponding one year transition probability matrix for the 

jobseeker sub-sample which represents persons who have experienced joblessness or 

underemployment approximately 4 months prior to September 1995. A comparison of the 

transition patterns for the jobseeker and PRG sub-samples reveals the following. 
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•  Transition patterns of jobseekers are much less stable than the average worker in the 

population. 

 

The diagonal elements of the transition matrix indicate the number of workers who 

remained in the same labour market state from one year to the next. Greater numbers on 

the diagonals would represent less movement between states. The diagonal elements of 

Table 5.2 are less than those in Table 5.1 indicating that a greater proportion of jobseekers 

have changed their labour market position after one year. For example, just 61 per cent of 

jobseekers who had secured higher paid wage and salary employment in September 1995 

were also in higher paid wage and salary employment one year on. This compares with 82 

per cent for higher paid adults in the population as represented by the PRG sub-sample in 

Table 5.1. 

 

 

 

Table 5.2: One Year Transition Probability Matrix - Jobseeker Sub-sample  
    September 1996   

  
Distribution 

Sept 95  
Low 
Paid 

Higher 
Paid 

Non-Wage & 
Salary 
Earner 

Total in 
Employment

Total 
Joblessa 

Sample 
Size 

  Low paid 13.3  33.7 32.1 5.6 71.4 28.6 469 

 Higher paid 13.8  16.7 60.9 6.3 83.9 16.1 470 
 Sept 
1995 

Non-wage & 
salary earner 6.9  11.1 17.7 46.2 75.0 25.0 237 

  Unemployed 48.5  16.2 15.8 8.4 40.4 59.6 1685 

  
Not in labour 
market 17.5  9.5 9.5 6.6 25.6 74.4 660 

                   
a. This includes those who are unemployed and those absent from the labour market. 
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• Jobseekers securing low paid employment are less likely than the average low paid 

worker to move and remain above the low pay threshold in one year.  

 

45 per cent of jobseekers who obtained low paid jobs by September 1995 and were also 

working at September 1996 moved above the threshold compared to 52 per cent for the 

PRG sub-sample representing the average low paid worker (Table 5.1). Jobseekers who 

secured higher paid jobs however, were twice as likely as the population of adults in 

higher wage and salary jobs to have returned to low paid work by the next year. The 

transition rate to low pay from higher paid work was 17 per cent compared to 7 per cent 

for the population as reported in Table 5.1.  

 

•  All jobseekers securing employment are about three times more likely than the 

average worker to experience a spell of joblessness. 

 

The proportion of all jobseekers in employment at September 1995 who moved to a spell 

of joblessness was 22.8 per cent. This compares with 7.3 per cent for the total population 

of workers as represented by the PRG in Table 5.1.  

 

• Jobseekers who secured low paid jobs have the highest transition rate to joblessness. 

 

The transition rate out of employment for jobseekers who secure low wage and salary jobs 

is 29 per cent. This is almost twice the 16 per cent transition rate for jobseekers who were 

in higher wage and salary jobs. This result mirrors that of the population as a whole. Those 

in low paid work were twice as likely to find themselves out of a job compared to those in 

higher paid jobs.  

 

Comparing low paid jobseekers with all low paid workers as represented by the PRG, the 

transition rate to joblessness at 29 per cent is over twice that reported by the general 

population of low paid workers (13 per cent) in Table 5.1.  
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• Jobseekers moving into employment from joblessness have a high chance of moving to 

a low paid job.  

 

Table 5.2 indicates that jobseekers without employment at September 1995 who became 

wage and salary employed one year later had approximately a 50 per cent chance of 

becoming low paid. This compares with and is consistent with the results of Table 5.1, 

where 44 per cent of unemployed persons and 36 per cent of those not in the labour market 

who obtained wage and salary employment moved into low paid jobs.  

 

These findings highlight the relative disadvantaged position of jobseekers who secure low 

paid work in the Australian labour market. After having secured work, jobseekers display 

transition rates to joblessness 12 months later that are much higher than the average adult 

worker in the population. In particular, jobseekers who secure low paid work appear to be 

in the most disadvantaged position in terms of improving their labour market position over 

time.  

 

5.2.2 Two year transitions  

Two year transition probability matrices using the PRG and jobseeker sub-samples are 

presented in Tables 5.3 and 5.4 respectively. These tables show in aggregate the 

transitions of individuals from their labour market and earnings position in September 

1995 to their position in September 1997. Underlying the reported estimates are two, 

sometimes opposing factors which may influence the results. First, a year effect identifies 

the impact on transitions of the prevailing economic and employment conditions of each 

particular year of the survey. It would be expected, for example, that worsening economic 

conditions may have a negative impact on labour market transitions. Second, a duration 

effect captures a positive but declining impact on employment of the increasing length of 

time since respondents were identified into the sample.4  

 

                                                 
4 It would be expected, for example, that although more jobseekers would gain employment as the time since 
recruitment to the survey increases, the rate of this gain would decrease as the remaining group is 
disproportionately made up of long term unemployed and discouraged workers.  
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These offsetting effects are evident in Tables 5.3 and 5.4. In general, the position of 

workers in the labour market had not improved after the second year perhaps reflecting 

worsening labour market conditions during 1997.5 For all workers in the general 

population, the average chance of losing a job by the end of two years had increased over 

the one year transition probability. The greatest increase, once again, was seen for those in 

low paid employment with the transition rate to joblessness increasing from 13 per cent 

after one year to 20 per cent after two years. For those in higher paid employment the 

transition rate increased from 6 per cent to 9 per cent.  

 

 

Table 5.3: Two Year Transition Probability Matrix - PRG Sub-sample  
    September 1997   

  
Distribution 

Sept 95  
Low 
Paid 

Higher 
Paid 

Non-Wage 
& Salary 
Earner 

Total in 
Employment 

Total 
Joblessa Sample Size 

  Low paid 10.9  29.8 41.1 9.0 79.9 20.1 198 

 Higher paid 46.9  7.0 79.0 5.4 91.4 8.6 783 
 Sept 
1995 

Non-wage & 
salary earner 20.0  4.6* 12.7 76.2 93.5 6.5 291 

  Unemployed 4.7  12.4* 29.2 9.4* 51.0 49.0 97 

  
Not in labour 
market 17.5  7.2 10.1 4.7* 22.0 78.0 307 

                   
a. This includes those who are unemployed and those absent from the labour market. 
*  For this estimate, the relative standard error is greater than 25 per cent. 
 

 

Perhaps reflecting the increased length of time since being identified as unemployed, i.e. a 

stronger duration effect, workers who were unemployed in September 1995 had an 

improved chance of securing employment after two years than after one year with the 

probability of being employed increasing from 41 per cent at September 1996 (Table 5.1) 

to 51 per cent at September 1997. Further, 70 per cent of the unemployed in September 

                                                 
5 During this year general labour market conditions deteriorated with the total number of wage and salary 
employees actually falling by 1.4 per cent. 
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1995 who secured a wage and salary job by September 1997 were in higher paid 

employment, an increase of about 25 percentage  points and those who were not in the 

labour market in September 1995 but entered it, were more likely to be found in 

employment 2 years on.  

 

 

Table 5.4: Two Year Transition Probability Matrix - Jobseeker Sub-sample  
    September 1997 

  
Distribution 

Sept 95  
Low 
Paid 

Higher 
Paid 

Non-Wage 
& Salary 
Earner 

Total in 
Employment

Total 
Joblessa 

Sample 
Size 

  Low paid 13.2  25.3 37.0 5.7 68.0 32.0 412 

 Higher paid 14.1  14.1 62.2 5.9 82.2 17.8 453 
 Sept 
1995 

Non-wage & 
salary earner 7.2  10.4 23.7 41.5 75.6 24.4 220 

  Unemployed 48.0  14.4 19.7 7.9 42.0 58.0 1461 

  
Not in labour 
market 17.4  11.2 11.1 6.7 29.0 71.0 580 

                   
a. This includes those who are unemployed and those absent from the labour market. 

 

 

For jobseekers, Table 5.4 shows that transition rates to joblessness as a whole changed 

little from the one year transitions reflecting the offsetting positive duration and the 

negative year effects. Also, for those who were not employed in September 1995, there 

was no improvement with respect to their chances of securing employment after 2 years. 

Still their probabilities of being in employment were only 42 per cent for those 

unemployed and 29 per cent for those not in the labour market respectively. The only 

noticeable improvement in the 2 year transition table for jobseekers can be seen for those 

in low paid wage and salary jobs in September 1995. Two years on, for those who 

remained wage and salary employed, 59 per cent are likely to have moved above the low 

pay threshold compared to 49 per cent after one year. 
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5.2.3 Summary of transitions analysis 

A number of major findings can be drawn from the results presented in this section. First, 

the analysis highlights the relative instability of mobility patterns of low paid workers in 

the Australian labour market. Results from the PRG sub-sample indicate that while the 

majority of low paid adult wage and salary earners in the Australian population are able to 

improve or at least maintain their earnings with time, about 13 per cent are likely to face 

periods of joblessness within a year, a transition rate which is double that of higher paid 

workers.  

 

Second, adult jobseekers who have secured employment display less stable transition and 

earnings mobility patterns than wage and salary earning adults in the population. 

Jobseekers in general are less likely to improve their earnings position and also, more 

likely than adults in the PRG to exit employment for a spell of joblessness. Third, 

jobseekers who secured a low paid job are the most likely to exit employment with 

transition rates to joblessness being close to 30 per cent. This rate is almost double that of 

jobseekers on higher pay rates and of the average low paid worker in the population and 

four times greater than higher paid adult wage and salary earners in the Australian 

population. 

 

The implication of these findings is that low paid workers are the most likely adult 

workers to be moving in and out of employment over time. This conclusion is consistent 

with results of similar analyses undertaken overseas. For example, Stewart and Swaffield 

(1997) document similar one year transitions analysis for the UK population using the 

British Household Panel Survey over the years 1992 to 1995. They summarise their results 

by indicating that low paid persons are  

 

‘more likely to move out of employment and more likely to be low paid when they move 

back into employment (even relative to other entrants who themselves have a higher 

probability of being lower paid). There is thus evidence of a cycle of low pay and no pay.’( 

page 41). 
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 Further, using data from many different countries, the OECD (1997) study of the mobility 

of low paid workers also highlights that there is a diversity of outcomes for low paid 

workers emphasising that while many end up in stable, higher paying jobs, the extent of 

movement out of low paid work to non-employment is also significant. 

 

5.3 Factors Affecting the Transitions of the Low Paid  

 
Conclusions drawn from the transition analysis in Section 5.2 raise questions about the 

ability of individuals to move above the low pay threshold. Are there certain groups of low 

paid adults who are more likely to move above the threshold and others who are more 

likely to move into a spell of joblessness? What are the factors associated with the 

upwards earnings mobility of low paid adult workers? What is the effect of joblessness on 

mobility patterns of low paid workers?  

 

5.3.1 Average transition probabilities 

Table 5.5 presents average one year transition probabilities for low paid workers in 1995 

for the PRG and jobseeker sub-samples by demographic characteristics, human capital 

measures and job related variables which are likely to influence labour market outcomes 

of low paid workers. Low paid workers are divided into three transition groups – ‘Moved 

to higher pay’, ‘Stayed low paid’6 and ‘Moved to joblessness’. Overall, the data presented 

in this table suggest that there are significant differences in the transition probabilities 

when disaggregated by these variables.  

 

5.3.2 Demographic characteristics 

For the population of low paid adult workers as represented by the PRG sub-sample, 

transition rates vary considerably by all included demographic characteristics. In 

particular, the results indicate that men are much more likely to move above the low pay 

threshold with the difference in the transition rates between men and women being 18 

percentage points. Also, the results suggest that younger low paid adults, that is, those 

                                                 
6 Following Stewart and Swaffield (1999) low paid workers who moved to self employment were 
categorised as ‘Stayed low paid’ as it is assumed that the move to self employment does not imply 
guaranteed success.  
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aged between 21 and 30 and adult workers who live with a spouse or partner and those 

who have no dependent children have a greater probability of upwards earnings mobility. 

In contrast, the presence of dependent children seems to hinder earnings mobility and 

increase the chance of joblessness. 

 

Reported transition rates disaggregated by location of residence also reveal substantial 

differences. Workers in urban locations appear to have better prospects for positive 

earnings mobility having a probability of moving above the low pay threshold of 52 per 

cent compared with 36 per cent for workers in rural locations. Urban workers however, 

also appear to have a greater than average chance of exiting employment to joblessness 

whereas workers in rural locations are more likely to remain in their low paid job from one 

year to the next. As expected, disabled workers are also less likely to achieve improved 

labour market outcomes over the year with only 38 per cent moving to higher paid work 

compared with 48 per cent for those with no disability.  

 

In general, the same broad transition patterns, disaggregated by worker characteristics are 

also evident for the jobseeker sub-sample. A notable exception is in the gender specific 

transition patterns. Jobseekers who are male do not have a higher transition rate into 

higher pay than females. Indeed, men in the jobseeker sub-sample have a greater than 

average chance of moving to joblessness within the year perhaps suggesting that for men, 

spells of joblessness may have a larger effect on their subsequent earnings. Also, contrary 

to the results for the PRG sub-sample, jobseekers who have a usual resident spouse or 

partner are less likely to achieve upwards earnings mobility than those workers who have 

never been married or do not have a spouse or partner present. A similar reversal of trends 

is evident for transition rates disaggregated by whether the worker had dependent children.  

 

5.3.3 Human capital factors  

In empirical studies of earnings in Australia, investment in education and training and 

previous labour market experience are all highly significant factors that determine the 

labour market outcomes of individuals (Preston 1997) Average transition probabilities of 

low paid workers differ when disaggregated by these variables and, once again, similar 
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transition patterns are reported for both the PRG and the jobseeker sub-samples. Low paid 

adults who have finished at least the highest level of secondary education available to 

them are contrasted with those who did not complete their education to this level. The 

results show that better educated low paid workers are on average more likely to move to 

higher pay and also less likely to move to joblessness. For example, finishing to the 

highest level of secondary education increases the chance of transition to higher pay by 12 

percentage points for low paid adults in the PRG and 10 percentage points for jobseekers. 

 

If, during the one year period prior to the transition year, the worker had undertaken a 

training course either with an employer or an external cour se to develop job skills then the 

results indicate that this was likely to have a positive impact on their transition out of low 

pay. An unexpected result, however, was that transition rates to joblessness for jobseekers 

who had improved job skills through training were higher than average, perhaps reflecting 

that these workers were willing to forego earnings in a low paid job in order to find a job 

which is better suited to their newly acquired skills.  

 

Average measures of employment history for workers in the three transition categories are 

also reported in Table 5.5. Studies of the effect of unemployment on future earnings reveal 

that the most recent spells of unemployment have the greatest effect on subsequent 

earnings (Gregory and Jukes 1997). Employment history, therefore, is divided into 2 

variables – the first, prior employment history, measures the number of years in paid work 

up to one year prior to the transition year as a percentage of the total time since leaving 

full-time education. The second variable, recent employment history, reports the same 

percentage for the year immediately before the transition year. Results show that workers 

achieving better outcomes are, on average, those with higher recent employment history 

levels. For example, in the PRG sub-sample, low paid adults who moved onto higher paid 

work had spent, on average, 90 per cent of the previous year in paid work whereas those 

who moved out of employment had only spent 56 per cent of the previous year in paid 

work. The identical comparison for jobseekers, most of whom had experienced a spell of 

joblessness in the previous twelve month period, is 49 per cent and 36 per cent 
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respectively. 7 A similar, though less dramatic comparison can also be made for prior 

employment history suggesting that low paid adults with the greatest amount of previous 

work experience relative to their potential are the most likely to improve their earnings 

position over time. Conversely, low paid adults who, on average, have higher levels of 

joblessness in their employment history are the most likely to exit employment by the end 

of the transition year. 

 

5.3.4 Job related characteristics 

Table 5.5 also presents average transition rates disaggregated by various job related 

characteristics. Reported results for both samples indicate considerable variability in 

transition outcomes for low paid workers. Most notably, workers in full-time employment 

and those in permanent jobs in both the PRG and jobseeker sub-samples are estimated to 

have a greater chance of upwards earnings mobility than workers who are part-time 

employed or in casual employment. Conversely, casual workers have a higher than 

average chance to exit employment after one year.  

 

Also, in both sub-samples, a large difference between the average transition probabilities 

for workers in small and larger workplaces is observed. Workers employed in a workplace 

with more than 10 employees are far more likely than those in a small workplace (that is 

10 employees or less) to move onto higher pay over the year. For example, in the PRG 

sub-sample, the likelihood of a low paid worker in a larger workplace moving to higher 

pay is 56 per cent compared to 40 per cent for those employed in a small workplace. For 

jobseekers, low paid workers in larger workplaces are also observed to be less likely to 

exit employment.  

 

Union membership and work in the public sector also appear to be positively associated 

with the transition to higher pay. For jobseekers, public sector workers, however, are more 

likely to move to joblessness. Being a multiple wage earner significantly decreases the 

                                                 
7 It has been argued by Miller and Volker (1987) that this link between employment history and the 
incidence of unemployment is strongest in Australia compared to other countries because of Australia’s 
more centralised wage fixation system which reduces the impact of employment history on wages, 
conditional on securing employment. 
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chance of upwards earnings mobility but also increases the probability of remaining in 

employment. 

 

Table 5.5: Disaggregated Transition Probabilities - 1995 to 1996 
 PRG  Jobseekers 

 

Moved to 
higher 

pay

Stayed 
low

 paid
Moved to 

joblessness

Moved to 
higher 

pay

Stayed
 low

 paid
Moved to 

joblessness
Average transition probability 45.4 41.8 12.8 32.4 39.1 28.5
Demographic Characteristics 
Gender 
Men 55.9 37.4 *6.7 31.6 37.2 31.2
Women 37.5 45.1 *17.4 33.3 41.1 25.6
Age 
21-30 years 47.9 37.9 *14.2 40.0 31.7 28.3
Over 30 years 43.9 44.1 12.0 25.1 46.1 28.7
Marital Status 
Usual resident spouse / partner 47.4 40.1 12.6 28.8 44.7 26.4
Other 41.9 44.9 *13.2 34.9 35.0 30.0
Dependants 
Do no have dependent children 53.7 37.1 *9.2 33.9 36.5 29.6
Have dependent children 36.4 46.9 16.7 30.5 42.4 27.1
Location of Residence 
Urban 51.9 32.5 15.7 40.6 36.1 23.3
Rural 35.9 55.6 *8.6 22.8 42.6 34.7
Disabled 
Have no disability 47.7 41.3 11.0 32.8 38.5 28.7
Have a disability 38.0 43.3 *18.6 31.3 40.9 27.8
English Proficiency Level 
Proficient in English 46.0 42.0 12.3 33.6 38.4 28.1
Not proficient in English 0.0 *6.9 *93.1 *14.2 49.8 36.0
Human Capital 
Education 
Did not finish highest level of 
secondary school available  39.3 41.4 19.3 27.1 40.8 32.1
Finished highest level of 
secondary school available  51.3 42.2 *6.5 36.9 37.6 25.5
Training 
Trained during previous year 50.8 33.6 *15.6 36.8 31.2 32.0
Did not train during previous year 42.2 46.7 11.1 30.5 42.4 27.0
Employment History 
Average prior employment 
history  81.1 72.6 63.0 66.5 66.2 57.8
Average recent employment 
history 89.5 90.2 55.5 49.1 48.7 35.9
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Table 5.5 (ctd): Disaggregated Transition Probabilities - 1995 to 1996 

 PRG  Jobseekers 

 

Moved to 
higher 

pay

Stayed 
Low

 paid
Moved to 

joblessness  

Moved 
to

 higher
 pay

Stayed 
low 

paid
Moved to 

joblessness
        

Average Transition Probability 45.4 41.8 12.8  32.4 39.1 28.5
Job Characteristics  
Work Hours  
Full-time 52.4 37.9 *9.7  38.7 30.3 31.1
Part-time 34.5 47.9 17.6  24.9 49.6 25.5
Job Status  
Permanent 48.9 42.9 *8.3  38.5 37.7 23.7
Casual 40.1 40.1 19.8  29.0 39.8 31.2
Sector  
Private  44.1 43.8 12.1  30.6 43.4 26.0
Public  54.9 *27.6 *17.5  42.6 14.4 43.1
Workplace Size  
10 employees or less 40.2 48.0 11.8  26.8 42.8 30.4
Greater than 10 employees 56.3 28.8 *14.8  50.9 26.7 22.4
Union Membership  
Union member 59.4 31.5 *9.1  47.3 22.1 30.6
Not a union member 41.5 44.7 13.8  30.0 41.8 28.2
Occupation a  
Higher skilled occupation  41.6 44.3 14.1  33.8 32.2 34.1
Low skilled occupation  50.3 38.6 *11.0  31.0 46.2 22.8
Industry a  
Trade Industries  52.1 35.0 *13.0  31.1 55.2 *13.6
Service Industries  35.5 52.2 *12.2  33.4 40.5 26.1
Other 46.9 40.0 *13.1  32.2 32.3 35.5
Multiple Job Holder  
Currently hold more than one job 40.3 52.4 *7.3  17.5 56.6 26.0
Currently hold only one job 46.2 40.2 13.6  33.9 37.3 28.8
  
Sample size 205  454
a. For a complete definition of variables see Appendix A5.1.  
* Sampling variability too high   
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Low skilled occupation workers are defined as those who are in occupations which are 

classified, according to the ASCO version 2 classification system, as those which require 

the lowest amount of formal education and previous experience (Australian Bureau of 

Statistics 1997a). Occupations comprising this group are intermediate production workers, 

elementary clerical workers and labourers. The results suggest that, for the PRG sub-

sample, higher skilled occupation workers are less likely to move onto higher pay than the 

low skilled occupation workers. Also, for both the PRG and jobseeker sub-samples, it is 

the higher skilled occupation workers who are more likely to exit employment. This result 

may indicate that higher skilled workers are willing to undertake more job search to find a 

higher paid job which is better suited to their abilities than remain and progress in their 

low paid job. Alternatively, it may be a reflection that it is the higher skilled occupation 

workers who are the most likely to be involuntarily retrenched.  

 

Labour market outcomes also vary by industry groups with low paid adult workers in the 

Retail and Wholesale Trade industry sectors having the most diverse patterns of transition. 

For example in the PRG, workers in this sector have a greater than average transition to 

higher pay. Jobseekers in this industry sector are reported to be far less likely than 

Jobseekers in other industry sectors to exit employment but stay low paid.  

 

5.4 Empirical Estimation of Transitions 

 
In an attempt to identify the relative importance of factors which may be associated with 

the labour market outcomes of low paid workers, transition rates are estimated within a 

discrete choice econometric modeling framework in this section. As has been noted by 

Stewart and Swaffield (1999), modeling transition rates for low paid workers is not 

straightforward. They suggest that it is important to take into account the fact that the 

chances of a worker remaining low paid may be associated with whether that worker was 

low paid in previous time periods. This state dependence could result, for example, from a 

situation where a worker’s human capital depreciates from being low paid and this in turn 

causes him to be less able to move out of low pay in the following time period.  It could 

also be the case however, that observed transition rates merely indicate heterogeneity, the 
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fact that individuals with specific characteristics are more likely to be low paid. Isolating 

out these two effects is a difficult econometric procedure that requires making strong 

assumptions and is beyond the scope of this chapter.8  

 

In identifying the factors that may influence the labour market outcomes of low paid 

workers, the approach first assumes that the transition of low paid workers follows a 

markov process where the probability of being in a labour market or earnings position at 

time t is dependent only on identifiable factors at time t-1 (Taha 1976). Low paid workers 

in a given year, t-1 can be found in one of three states by the following year, t. These 

states are - employed and above the low pay threshold, employed but under the low pay 

threshold or self employed, and no longer employed, that is unemployed or not in the 

labour market. It is assumed that workers first face the probability of remaining in 

employment by the following year and then, if employed, the chance of moving above the 

low pay threshold. 

 

Empirically this framework is estimated using nested discrete choice logistic regression in 

two stages.9 First, the probability that a low paid worker remains employed at time t, 

Pr(Et|LPt-1) is estimated.  
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where Xt-1 is a vector of explanatory variables at time t-1 and â is the corresponding vector 

of coefficients. 

 

                                                 
8 Stewart and Swaffield (1999) have attempted to estimate the impact of state dependence for earnings 
mobility of low paid workers in the UK. In their estimation procedure, they assume that the socioeconomic 
characteristics of the parents will affect the probability of being low paid but will not affect the earnings path 
for an individual over time. With this maintained assumption, they distinguish between state dependence and 
heterogeneity. They find that state dependence is present and significant. However, the identifying 
assumption is somewhat arbitrary and it is not clear how robust or general their conclusions are. 
9 Full information maximum likelihood techniques could be used to estimate both stages together. This 
would result in a more efficient model estimates. This was not undertaken in this study however due to 
limitations in the statistical software used. 
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For those employed at time t, the probability of moving above the low paid threshold, 

Pr(HPt|LPt-1)  is estimated,  
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where ä is the corresponding vector of coefficients. 

 

5.4.1 Empirical model results 

As the nested logit model results themselves are not straightforward to interpret, Tables 

5.6 and 5.7 present the estimated marginal effects calculated from the two stages of the 

estimation procedure10 for the one year transition from September 1995 to September 

1996 using the PRG11 and the jobseeker sub-samples respectively. The marginal effects 

show the change in the estimated probability for each transition category – ‘Moved to 

higher pay’, ‘Stayed low paid’ and ‘Moved to joblessness’ - for a person with a specific 

set of characteristics. These are the average prior employment history and recent 

employment history and characteristics denoted by the included dummy variables at their 

zero position. For example, in Table 5.6, the estimated marginal effect of moving into 

higher pay if the low paid adult is young, that is, aged between 21 and 30 is 0.141. This 

means that, with other characteristics held constant, the chances of moving to higher pay 

for a young low paid adult worker is greater than an older worker by 14 percentage points.  

 

The corresponding coefficient estimates and z-values for both stages of the estimation 

procedure for the PRG and jobseeker sub-samples are presented in Tables A5.1 and A5.2 

in Appendix A5.2  

 

                                                 
10 The probability of moving to higher pay is calculated from the two stage estimation procedure by 
multiplying the probability of being higher paid conditional on employment in the next year with the 
probability of being employed in the next year. A similar calculation generates the probability of rema ining 
low paid.  
11 For the PRG, the variable ‘English proficiency’ could not be included because it was very highly 
correlated with other included variables. 
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5.4.2 PRG results 

For the PRG, results from the first stage indicate that only one variable, recent 

employment history is estimated to be significantly associated with the probability of 

employment in the next year. As reported by the marginal effect in Table 5.7, if a low paid 

worker was able to work for about 5 more weeks in the previous 12 month period, which 

represents a 10 per cent increase in his/her recent employment history, then this would 

decrease his transition rate to joblessness by about 3 percentage points. This result 

suggests that low paid workers who are the most likely to exit employment are those with 

the least amount of employment in the year prior to the transition year.  

 

The importance of recent employment history and the lack of significance of other 

variables in determining employment outcomes for Australian workers have also been 

discussed by Le and Miller (1999b). Using SEUP data, they present an analysis estimating 

the risk of unemployment among wage and salary earners in the Australian labour market. 

A variable measuring past labour market experience, the amount of time spent looking for 

work in the previous period, was found to be a dominant factor in determining the 

probability of unemployment for Australian workers. Importantly, in their empirical 

estimation, they find that when variables to capture labour market history are included 

then many of the demographic variables become insignificant. They suggest that this result 

highlights the importance of the cumulative or ‘scarring’ effect of unemployment for 

workers in the Australian labour market. Also, it may be that these variables are capturing 

unobservable individual factors, for example, attitudes to work that also may be associated 

with the history of labour market outcomes for persons in Australia. 

 

In the second stage of the estimation procedure, demographic variables which are 

estimated to be significantly associated with upwards earnings mobility of low paid 

workers are gender, age and location of residence. The estimated marginal effects suggest 

that the probability of being in a higher paid job is greater by 23 percentage points for men 

and for an adult aged 30 or under, by 14 percentage points. Results reported by other 

researchers who have undertaken similar studies for workers in the UK confirm the 

importance of demographic characteristics on labour market outcomes for low paid 
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workers. For example Gregory and Elias (1994), Sloane and Theodossiou (1996) and 

Stewart and Swaffield (1997) all find that men are more upwardly mobile than women and 

being young aids earnings mobility. Further, in Australian studies of age earnings profiles, 

it is suggested that earnings generally rise with age and rise fastest at younger ages and 

earnings profiles are generally higher for men than women (Chapman and Mulvey 1986). 

This implies that young adults are still gaining labour market experience and improving 

job skills which in turn helps them to improve labour market outcomes over time and 

move onto higher paid work.  

 

Those in urban labour markets are estimated to have an improved chance of moving out of 

low pay above the threshold by 18 percentage points suggesting that urban labour markets 

are able to offer workers more opportunities for employment and advancement. This result 

too is consistent with reported studies of earnings in Australia (Gregory and Daly 1992; 

Rummery 1992; Preston 1997). Although the measures of location are different in all three 

earnings studies, results indicate that there is a significant earnings disadvantage to living 

in a non metropolitan area. Estimates of the earnings differential range from 8.3 per cent in 

Preston’s study to 30 per cent for Rummery.  

 

The estimates of the model also indicate that small workplaces do not provide the 

environment that aids workers in earnings mobility. Here, it is predicted that, with other 

variables held constant, the chance of moving above the low pay threshold if employment 

is in a workplace with 10 employees or less decreases by 11 percentage points. Workers in 

small workplaces are also estimated to be more likely to remain low paid perhaps 

reflecting the premise that small firms do not have the same ability as do larger firms to 

provide earnings ladders and promotion opportunities to staff. This result is again 

consistent with results from studies of low paid workers in the UK where firm size is 

found to be positively associated with a higher probability of escaping low pay (Stewart 

and Swaffield 1997; Sloane and Theodossiou 1998). 
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Table 5.6: Estimated Marginal Effects from Nested Logit Resultsa - 
PRG Sub-sample 
    

 
Moved to 

Higher  Pay
Stayed Low 

Pay
Moved to 

Joblessness
 
Prior employment history  0.006 -0.011 0.005
Recent employment history b  0.002 0.030 -0.032
 
Male c 0.234 -0.167 -0.067
Young c 0.141 -0.156 0.015
Resident spouse/partner 0.086 -0.105 0.019
No dependants 0.033 0.005 -0.038
Urban resident c 0.181 -0.239 0.058
Disabled -0.109 -0.037 0.145
 
Not finished high school -0.027 -0.039 0.066
Trained during previous year 0.100 -0.150 0.051
 
Full- time 0.101 -0.111 0.010
Private sector -0.075 0.144 -0.069
Union member 0.045 -0.015 -0.030
Low skilled occupation   0.000 -0.033 0.033
Trade industries  -0.002 0.017 -0.015
Service industries -0.015 -0.019 0.034
Casual  0.082 -0.067 -0.015
Small workplace c -0.111 0.112 -0.001
Multiple job holder -0.031 0.093 -0.062

a. Coefficient estimates are reported in Appendix A5.2, Table A5.1 
b. Coefficient in the probability of employment equation is significant to the 5 per cent level. 
c. Coefficient in the probability of higher pay given employment equation is significant to at least the 10 
per cent level. 
 

 

5.4.3 Jobseeker results 

Consistent with the estimation results using the PRG sub-sample, results for the jobseeker 

sub-sample from the first stage highlight the dominant influence of employment history on 

future employment opportunities for jobseekers who secure low paid jobs. Here, both the 

prior employment history and recent employment history variables are found to be 

positively associated with the likelihood of employment. For example, coefficient 



 92

estimates for recent employment history suggest that 5 weeks more work in the previous 

12 month period would decrease the probability of exiting employment for a Jobseeker by 

2 percentage points. A similar decrease of 1.5 percentage points is estimated to occur if a 

jobseeker’s amount of employment prior to the most recent 12 month period was increased 

by 10 per cent. Further, the importance of this factor for jobseekers is highlighted by a 

comparison to the results for the PRG sub-sample. If jobseekers were given the average 

experience levels of low paid workers in the population as represented by the PRG sub-

sample, holding all other things constant,12 they would increase their chances of moving 

above the low pay threshold by about 25 per cent and decrease their transition to 

joblessness by 37 per cent. 

 

Unlike the PRG estimates, results suggest that job related variables are significantly 

associated with the probability of employment for jobseekers. Specifically, low paid adult 

jobseekers in wholesale and retail trade and, to a lesser extent, private sector low paid 

workers and those in low skilled occupations 13 are estimated to be more likely to be 

employed after one year. Jobseekers who obtained casual low paid jobs and those in small 

workplaces are however more likely to be jobless after one year.  

 

The probability of employment for a jobseeker who has secured casual low paid 

employment at the beginning of the transition period is estimated to be about 11 

percentage points less than permanently employed workers. Related Australian research 

has also reported on the difficulty faced by jobseekers in casual employment to improve 

their  labour market position over time. A commissioned report undertaken by the National 

Board of Employment, Education and Training (National Board of Employment Education 

and Training 1992) explored the experiences of disadvantaged jobseekers in obtaining 

work in the Australian labour market during 1990. Using anecdotal evidence and data 

from the Australian Longitudinal Survey, a particular focus was to examine whether the 

casual employment they secured, offered workers avenues to establish career paths over 

time. Although most were happy to take up casual jobs in the future, these did not help to 

                                                 
12 This is calculated with a similar model for both the PRG and jobseeker sub-samples , excluding English 
proficiency, disabled and multiple wage earners.  



 93

move them into more permanent positions in the labour market. In fact it was concluded 

that  

‘because of the way many of these jobs are structured, they do not offer a stepping stone to 

more secure jobs but rather a dead end’ (page 67). 

 

 

Table 5.7: Estimated Marginal Effects from Nested Logit Resultsa - 
Jobseeker sub-sample 
    

 
Moved to 

higher pay Stayed Low Pay 
Moved to 

Joblessness 
    
Prior employment history b c 0.026 -0.011 -0.015 
Recent employment history b 0.012 0.009 -0.021 
    
Male  -0.075 0.053 0.022 
Young c 0.184 -0.149 -0.035 
Resident spouse/partner 0.054 0.002 -0.056 
No dependants 0.037 -0.061 0.024 
Urban resident c 0.218 -0.166 -0.052 
Not proficient in English c -0.183 0.150 0.033 
Disabled -0.087 0.056 0.030 
    
Not finished high school -0.059 0.011 0.048 
Trained during previous year -0.030 -0.022 0.052 
    
Full- time c 0.184 -0.181 -0.002 
Private sector b c -0.162 0.247 -0.085 
Union member 0.083 -0.136 0.053 
Low skilled occupation b -0.007 0.095 -0.088 
Trade industries b 0.015 0.101 -0.116 
Service industries 0.081 -0.026 -0.055 
Casual b -0.015 -0.093 0.108 
Small workplace b c -0.133 0.019 0.115 
Multiple job holder -0.081 0.080 0.001 
    
a. Coefficient estimates are reported in Appendix A5.2, Table A5.2  
b. Coefficient in the probability of employment equation is significant to at least the 10 per cent level. 
c. Coefficient in the probability of higher pay given employment equation is significant to at least the 10 
per cent level. 

                                                                                                                                                   
13 These two factors are significant at the 10 per cent level. 
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Burgess and Campbell (1998a) have also examined this issue for casual workers in 

Australia during 1996. Using data from SEUP on casual employment they conclude that 

casual employment is a bridge to more permanent work for some and a trap for others. 

Under such work arrangements it becomes difficult to escape from a cycle of insecure 

work with low earnings and periods of unemployment or discouragement from the 

workforce altogether. 

 

 Relative to jobs in industries other than service and trade, jobs in the retail and wholesale 

trade industries provide jobseekers with opportunity to remain employed perhaps 

indicating increased opportunities for employment in this sector but with no significant 

impact on moving above the low pay threshold.14 With respect to trade workers, Pocock 

(1995) has discussed the impact of award decisions by the Industrial Relations 

Commission on casual and part-time workers in the retail trade sector. She argues that 

changes to penalty rates and classification systems which occurred in the early nineties 

have hindered the career prospects for workers in retail trade. 

 

Perhaps an unexpected result is the positive association between low skilled occupation 

workers and the probability of employment. Although the coefficient is only significant at 

the 10 per cent level the results suggest that jobseekers who find employment in the low 

skilled occupations are more likely to remain employed by the end of the transition year. 

As discussed earlier, this result may indicate that low paid adult jobseekers who are in the 

higher skilled occupations may be more likely to exit employment to seek a better paid job 

or that it is these jobs which are the most likely to be retrenched. 

 

In the second stage results for the jobseeker sub-sample, it is estimated that both individual 

and job related characteristics impact on the probability that a low paid worker will move 

to higher pay. For example, as in the PRG results, young workers and urban residents have 

a greater propensity of upwards earnings mobility with the change in their probability of 

                                                 
14 The coefficient in the second stage results is not significantly different from zero.  
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moving to higher pay being 18 percentage points and 22 percentage points respectively, 

changes similar in magnitude to those estimated for the population of low paid workers.  

The result for young jobseekers is consistent with studies that have examined the effects of 

unemployment on future earnings in Australia. Gray (1999), using the Australian 

Longitudinal Survey, found that previous unemployment experience did not significantly 

affect the subsequent hourly earnings of young persons in Australia but did have an impact 

of the number of hours worked by young workers. Also, Borland, Gregg, Knight and 

Wadsworth (1999) have studied the impact of unemployment on displaced workers in 

Australia. Their finding too confirms that effects are negligible for younger workers.  

 

For jobseekers, being able to speak English well appears to be a significant advantage to 

upwards earnings mobility increasing the chances of moving above the low pay threshold 

by 18 percentage points. Studies of earnings determination for Australia have pointed out 

that significant differences in earnings are apparent for workers with different levels of 

English proficiency (Preston 1997). 

 

It is interesting to note, however, that whereas the average low paid male in the population 

as represented by the PRG sub-sample was found to be more likely to move above the 

threshold than females, male jobseekers lose that advantage with respect to earnings 

mobility. In the jobseeker sub-sample results, the coefficient for male is not significant. 

The implication here is that the effect of previous unemployment, sometimes called the 

“scarring effect” may be greatest for men. Employers may regard men who have had a 

spell of joblessness differently from women. Whereas a period of not working for women 

is less unusual and expected by employers due to family commitments, the same is not 

true for men.  

 

Job related characteristics such as hours of work, workplace size and sector of 

employment are also estimated to be significantly associated with the probability of 

moving above the low paid threshold for jobseekers. Full- time work increases the 

predicted probability of moving onto higher pay by 18 percentage points. Consistent with 

the results from the PRG sub-sample, earnings mobility is negatively associated with 
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workplace size, although the variable is only significant at the 10 per cent level. Working 

in a small workplace of 10 employees or less appears to hinder upwards earnings mobility 

with the estimated probability falling by 13 percentage points.  

 

With respect to sector of employment, it is estimated that the probability of moving to 

higher pay for private sector workers compared to workers in the public sector is lower by 

16 percentage points. These results, coupled with the stage one results highlight significant 

differences between public and private sector employment among the low paid jobseekers. 

Although private sector work may offer more opportunities to the low paid to be in 

employment one year later, the chances of earnings mobility in the public sector is greater.  

 

5.4.4 Comparison and summary of results 

A number of important observations can be drawn from a comparison of the empirical 

results for both the PRG and the jobseeker sub-samples. First, particular groups of low 

paid adults appear to have better prospects for improved labour market outcomes. 

Specifically, based on the PRG sub-sample results, low paid adults in the population who 

are aged 30 or under, men and those residing in urban locations are estimated to be the 

groups of workers with the best chance of upwards earnings mobility within a one year 

period. These results are consistent with studies undertaken for low paid workers in other 

countries.  

 

Similar outcomes of earnings mobility by age and location of residence are also evident 

for Jobseekers, most of whom have previously experienced joblessness. It is estimated 

however that male Jobseekers are not able to improve their labour market outcomes over 

time implying that the scarring effect of unemployment may be greater for males than 

females.  

 

Second, a dominating feature of the estimation results is the importance of employment 

history on the future employment opportunities for low paid workers. In particular, 

workers with greater amounts of joblessness in the previous 12 months are estimated to be 

the most likely to experience joblessness again. This result holds for both samples but is 
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strongest for jobseekers. The implication of this result is that, for low paid workers there is 

a potential multiplying negative effect of previous spells of joblessness. Workers who 

experience joblessness are more likely to move into low paid work and then more likely to 

experience joblessness again, raising the potential for some workers to be caught in a trap 

of low pay and no pay.  

 

Third, for jobseekers who secure low paid jobs it seems that characteristics of the jobs 

themselves such as firm size, sector of employment and employment arrangements could 

hinder earnings mobility. Job related factors are associated not only with the worker but 

also with the employer. Hence, demand side influences as well as the characteristics of the 

individuals may play a part in the prospects for jobseekers who are now trying to re-

establish themselves in the Australian labour market.  

 

This observation has also been made in an earnings mobility study of low paid workers in 

the UK by Sloane and Theodossiou (1998) In a similar analysis to that undertaken in this 

chapter they conclude that ‘perhaps demand-side influences play an important role relative 

to supply-side factors’ (page 113) in the earnings mobility patterns of low paid workers. In 

the Australian context, Wooden and Hawke (1998) have similarly argued, with respect to 

casual workers in the Australian labour market, that  

‘employment outcomes for casual workers are, therefore, likely to be largely determined 

by decisions made by employers - that is, the demand side of the market’ (page 91). 

 

5.5 Conclusions 

 
This chapter has used the data from the PRG and jobseeker sub-samples of SEUP to 

examine the earnings mobility and transition patterns of adult low paid wage and salary 

earners in Australia. A special feature has been to compare the labour market experiences 

of the general population of low paid workers with low paid jobseekers, the majority of 

whom had experienced joblessness within the recent 12 month period. An empirical 

modeling approach for the transition period, September 1995 to September 1996 was 
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undertaken in order to determine what factors may be associated with earnings mobility 

and the labour market transition patterns of low paid workers.  

 

Observed labour market transition and earnings patterns using the PRG sub-sample 

representing the population of adults in Australia, indicates that there is a diversity of 

labour market outcomes for low paid adult wage and salary earners in the Australian 

labour market. While many low paid workers do move on to higher paid jobs, adult low 

paid workers are also the most likely to experience joblessness within the year. Indeed, 

transition rates to joblessness for low paid adults are reported to be double those of higher 

paid adults in the population.  

 

Results using the jobseeker sub-sample, many of whom have had previous experience of 

joblessness suggest that for these workers, low paid employment is less likely to be the 

path to higher paying jobs. Comparison of aggregate transition rates for jobseekers and the 

population of low paid workers as represented by the PRG sub-sample suggest that low 

paid jobseekers display the least stable patterns of transition and earnings mobility of all 

workers. In particular, the probability of moving out of low pay onto higher paying jobs is 

less for low paid jobseekers than low paid workers from the PRG sub-sample. Also, low 

paid jobseekers have double the chance of low paid workers in the population to exit to 

joblessness and are four times more likely than higher paid adult wage and salary earners 

in the population to move out of employment.  

 

The implication of these results is that in the Australian labour market low paid adult 

workers can be broadly divided into two groups. In the first group, comprising about half 

of the total number of low paid employees, are adult workers for which low-paid 

employment can be regarded as temporary. These persons achieve sustained upwards 

earnings mobility within a short period of time. Estimation results suggest that persons 

most likely to be in this group are younger workers, males who have not recently been 

unemployed, those living in urban areas and those who find jobs in larger workplaces.  
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For the second group of workers, on the other hand, low pay is more likely to be 

persistent. Results suggested that a high proportion of adults either remained low paid over 

the two year period of transition or experienced spells of joblessness. Workers more likely 

to be in the second group overall are women, those who find employment in a very small 

workplaces, older workers and those living in rural communities.  

 

The most important finding was that joblessness had a significant negative impact on the 

labour market transitions of low paid workers in the Australian labour market. It was the 

low paid workers who had experienced the most amount of joblessness in the recent past 

who were the most likely to be out of a job within a year. For these workers there was 

considerable inertia in their transition patterns, evidence which suggests that in the 

Australian labour market, some workers may be caught in a trap cycling between low pay 

and no pay.  

 

For jobseekers, those at risk of poor labour market transition patterns include part-time 

workers older workers, those in rural areas, those less proficient in English and workers in 

the private sector. Results also indicated that the return to joblessness was associated with 

job related factors. In particular, those who had found casual employment and those in 

small workplaces had a higher risk of poorer labour market outcomes. As has been 

suggested by others, it may be the case that for jobseekers, many of whom have 

experienced joblessness in the previous year, demand side influences have an impact on 

their subsequent labour market transition patterns making it less likely that they can escape 

low pay for better paying jobs. 
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Appendix A5.1: Definition of Variables for Nested Logit Analysis  
  
Variable Description 
  
Prior employment history Percentage of the amount of time spent in employment since 

leaving full-time study up to 1 year prior to the transition period. 
 

Recent employment 
history 

Percentage of the amount of time spent in employment in the 
year immediately prior to the transition period. 
 

Male  A dummy variable which takes the value of 1 if the respondent is 
a male and 0 otherwise. 
 

Young  A dummy variable which takes the value of 1 if the respondent is 
aged between 21 and 30 inclusive and 0 otherwise. 
 

Resident/spouse partner A dummy variable which takes the value of 1 if there is a spouse 
or partner who usually resides with the respondent and 0 
otherwise. 
 

No dependants A dummy variable which takes the value of 1 if the respondent 
has no dependent children and 0 otherwise. 
 

Urban resident A dummy variable which takes the value of 1 if the respondent 
resides in an urban area of a major city in Australia and 0 
otherwise. 
 

Not proficient in English A dummy variable which takes on the value of 1 if the 
respondent indicates he/she does not speak English at all or only 
speaks English fairly well and 0 otherwise.  
 

Disabled A dummy variable which takes the value of 1 if the respondent 
has stated that he/she has a disability and 0 otherwise. 
 

Not finished high school A dummy variable which takes the value of 1 if the respondent 
has not completed the highest level of secondary school 
available and 0 otherwise. 
 

Trained during previous 
year 

A dummy variable which takes the value of 1 if the respondent 
undertook a training course to improve job skills either through 
an employer or through an external organisation including 
educational institutions, training consultants, equipment 
suppliers, professional or industrial associations or adult 
education centres either while working or not working during the 
year prior to the transition period and 0 otherwise. 
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Variable Description 

Full- time A dummy which takes on the value of 1 if, at the beginning of 
the transition period, the respondent worked 35 hours per week 
or more and 0 otherwise. 
 

Private sector A dummy which takes on the value of 1 if the respondent's job at 
the start of the transition year is in the private sector and 0 
otherwise. 
 

Union member A dummy which takes the value of 1 if the respondent is a 
member of a trade union and 0 otherwise. 
 

Low skilled occupation  A dummy which takes the value of 1 if, at the beginning of the 
transition period, the respondent worked in the following 
occupation classifications - Intermediate Production workers, 
Elementary Clerical Workers and Labourers according to ASCO 
version 2 and 0 otherwise. 
 

Trade industries A dummy which takes on the value of 1 if, at the beginning of 
the transition period, the respondent's job was in the Wholesale 
or Retail Trade industry and 0 otherwise. 
 

Service industries A dummy which takes on the value of 1 if, at the beginning of 
the transition period, the respondent's job was in the 
Accommodation, Cafes and Restaurants, Transport and Storage, 
Communication Services, Finance and Insurance, Property and 
Business Services, Cultural and Recreational Services or 
Personal and Other Services industry and 0 otherwise. 
 

Casual  A dummy which takes on the value of 1 if, at the beginning of 
the transition period, the respondent did not receive holiday pay 
or sick leave entitlements and 0 otherwise. 
 

Small workplace  A dummy which takes on the value of 1 if, at the beginning of 
the transition period, the respondent's job was in a workplace 
employing 10 workers or less and 0 otherwise. 
 

Multiple job holder A dummy which takes on the value of 1 if the respondent held 
more than 1 job at the beginning of the transition year and 0 
otherwise. 
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Appendix A5.2: Results of Nested Logit Models 

 

Table A5.1: Nested Logit Results - PRG Sub-sample 

 
Probability of  
Employment  

Probability of Higher Pay 
given Employment 

 Coefficient z-value Coefficient z-value
      
Prior employment history  -0.360 -0.354 0.416 0.522
Recent employment history  2.750 3.377 -0.418 -0.476
 
Male  0.673 1.118 1.002 2.268
Young  -0.110 -0.208 0.758 1.848
Resident spouse/partner -0.143 -0.272 0.495 1.213
No dependants 0.336 0.656 0.121 0.298
Urban resident  -0.397 -0.812 1.062 2.875
Disabled -0.866 -1.693 -0.545 -1.185
 
Not finished high school -0.447 -0.912 -0.055 -0.153
Trained during previous year -0.354 -0.746 0.631 1.676
 
Full- time -0.075 -0.130 0.552 1.164
Private sector 0.698 0.884 -0.587 -0.937
Union member 0.259 0.416 0.199 0.446
Low skilled occupation  -0.283 -0.547 0.051 0.133
Trade industries  0.126 0.197 -0.037 -0.077
Service industries -0.244 -0.419 -0.035 -0.079
Casual  0.125 0.218 0.411 0.877
Small workplace  0.011 0.020 -0.794 -1.883
Multiple job holder 0.610 0.824 -0.280 -0.580
Constant 1.737 1.384 -0.942 -0.954
 
Chi square (19) 31.15 39.04 
Pseudo R-square 0.183 0.161 
Sample size: 205  
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Table A5.2: Nested Logit Results - Jobseeker Sub-sample 

 
Probability of 
Employment  

Probability of Higher 
Pay given employment 

 Coefficient z-value Coefficient z-value
 

Prior employment history  0.830 1.786 1.044 1.845
Recent employment history  1.235 3.073 0.174 0.384
 
Male  -0.118 -0.486 -0.379 -1.298
Young  0.208 0.831 0.860 2.842
Resident spouse/partner 0.341 1.294 0.151 0.478
No dependants -0.127 -0.503 0.256 0.859
Urban resident  0.315 1.350 0.986 3.505
Not proficient in English -0.177 -0.374 -1.148 -1.907
Disabled -0.162 -0.642 -0.436 -1.384
 
Not finished high school -0.252 -1.090 -0.230 -0.835
Trained during previous year -0.270 -1.104 -0.051 -0.162
 
Full- time 0.013 0.047 0.975 2.953
Private sector 0.555 1.757 -1.148 -2.539
Union member -0.278 -0.869 0.594 1.461
Low skilled occupation  0.441 1.812 -0.259 -0.886
Trade industries  0.826 2.381 -0.156 -0.425
Service industries 0.338 1.277 0.287 0.885
Casual  -0.532 -1.967 0.186 0.570
Small workplace   -0.561 -1.960 -0.584 -1.809
Multiple job holder -0.007 -0.017 -0.458 -1.009
Constant 1.005 1.338 -1.488 -1.557
 
Chi square (20) 57.200 68.900
Pseudo R-square 0.101 0.161
Sample size: 454
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Chapter 6 

Patterns of Turnover in Post-

Unemployment Jobs 

 

 

 

6.1 Introduction 

 

A major finding of the year to year analysis of transitions undertaken in Chapter 5 was 

that, compared to individuals from the population as a whole, persons who had been 

recently unemployed, had relatively less stable labour market transition patterns both in 

terms of earnings progression and labour market status. In particular, those who moved 

into low paid work had the worst outcomes, being found to be less likely to obtain higher 

paid jobs and at greatest risk of exiting employment within a short period of time. The 

broad conclusion was that some individuals in the Australian labour market may be caught 

up in cycle of low pay and no pay.  

 

The aim of this chapter is to explore in more depth the nature of the cycle of low pay and 

no pay by examining for individuals who became unemployed during the first wave of 

SEUP, the type of jobs they obtain, their patterns of job turnover, job duration and labour 

market transition in post-unemployment jobs. Specifically, the following questions are 

addressed. What are the characteristics of the jobs that are taken up? How long do 

individuals stay in these jobs and why do they end? Where do workers go after the jobs 
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end? In what way do the characteristics of the lowest paid jobs differ from those of higher 

paid jobs? 

 

Job turnover is an important dynamic in all labour markets. It is not only a means to 

reallocate labour from less productive to more productive areas of the economy but also 

reflects movements of individual workers between existing jobs. Being a complex process, 

dependant both on the decisions of employers and workers, the reasons why jobs end and 

the ensuing consequences for workers are very diverse. Unstable job attachments 

particularly if they involve job loss, can have many adverse effects (Lane 2000; Johnson 

and Layard 1986; McCormick 1988). They can be associated with skills atrophy, poor 

wages and wages growth, and lack of labour market opportunities such as training and 

promotion. Also, workers who continually move in and out of jobs may become 

stigmatized, branded by employers as low productivity workers. Although not all job 

turnover can be regarded as bad,1 a great deal of empirical evidence has associated time on 

the job with earnings growth, promotions, and non-pecuniary benefits for the worker 

(Topel 1991). Also, empirical evidence suggests there is an important negative correlation 

between time on the job and the probability of a job separation (Farber 1998).  

 

Given the complex nature of job turnover in the labour market, the investigation in this 

chapter aims to shed some light on what may be contributing to the relatively poor labour 

market outcomes of workers who have experienced unemployment. This chapter 

undertakes two types of analyses. Firstly, a descriptive investigation of the post-

unemployment wage and salary jobs of individuals explores information about job 

duration, why jobs end and their labour market transitions after job termination. Secondly, 

the determinants of job tenure are investigated in an econometric duration analysis in an 

attempt to understand what factors, both individual and job related, may contribute to 

employment stability and to the labour market transition patterns of workers who have 

experienced unemployment in the Australian labour market.  

  

                                                 
1 Topel and Ward (1992) find that voluntary job separations accounted for about one third of the wage 
growth for young males in the US during the first 10 years of their careers. 
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This chapter is organised as follows. Section 6.2 describes how the sample was drawn and 

some initial characteristics of the individuals in the sample. Section 6.3 investigates 

outcomes of the unemployed in their first job after unemployment, and describes the 

nature of the jobs obtained. Section 6.4 presents an econometric analysis of job tenure 

investigating why jobs end and what particular factors are associated with employment 

stability and their labour market transition patterns. A discussion of results, their 

implications and the conclusions are drawn in Section 6.5. 

 

6.2  Data Description 

 

A sample of individuals who commenced looking for work during the first wave of SEUP 

- from 4 September 1994 to 3 September 1995 - and were not working at the same time 

was drawn from the jobseeker and PRG sub-samples.2 Persons aged under 20 and 

individuals who were full- time students at any time through the entire data period to 

September 1997 were excluded. Individuals who left the survey before the end of the three 

year period were also dropped. The drawn sample included 1429 persons. 

 

For each individual, information about his/her labour market experience over the three 

year period to September 1997 was obtained from the episode data of SEUP. These 

included details about every spell of work, time out of the labour market and spell of job 

search. Data on work episodes included job characteristics such as weekly pay, hours of 

work, casual/permanent status, occupation, industry and firm size. Information on whether 

the job was in the individual’s preferred occupation, on desired hours of work and on 

reasons for leaving a job were also available for each work episode. Details about 

employer provided training were matched to the labour market experience data for each 

person, using specific training records collected in SEUP. These records included 

information about when training was provided, the amount of training and whether 

individuals were helped in terms of promotions or new jobs by the training. Individual 

demographic characteristics, including information about labour market history since 

leaving full-time education, were also available for each person.  



 107

 

Patterns of job turnover are investigated in this chapter by examining information about 

post-unemployment jobs.3 Individuals initially unemployed during the first wave of SEUP 

were traced through time until they found their first job.4 They were then categorised into 

four job groups. Three of these were those who secured low paid wage and salary work, 

those who found a higher paid wage and salary job and those who exited unemployment 

for non-wage and salary work as employers, own account workers or workers in a family 

business.5 The fourth group comprised those who found no employment at all over the 

period to September 1997. 

 

Of the 1429 persons in the sample, 84 per cent or 1202 individuals had found a job by 

September 1997. The remaining 227 comprised the fourth group who did not find work at 

all over the period. Reflecting the results of Chapter 5, a high percentage (41 per cent or 

493) of individuals who found employment had their first spell of work in a low paid job. 

Just under half (46 per cent or 558) went straight into higher paid employment with the 

remaining 13 per cent or 151 entering non-wage and salary employment.  

 

Appendix A6.1 presents the demographic characteristics of the individuals in the sample. 

These data show that, as expected, the total sample of initially unemployed persons 

comprised a disproportionate number of younger adults who had not completed the 

highest level of secondary education. Similar proportions of males and females were in the 

sample and about one third had never been married. The breakdown of characteristics by 

job group also was consistent with what would be expected. Those who found no 

employment at all over the data period were more likely to be persons aged over 50 and 

individuals with the lowest educational qualifications. Persons born overseas from non-

English speaking backgrounds were also less likely to find employment. Consistent with 

                                                                                                                                                   
2 Only 103 individuals who were in the PRG and not in the jobseeker sub-sample were included. 
3 Taking only the first job avoids the potential bias from having multiple spells for some individuals. These 
may have particular characteristics which make them more likely to have unstable work patterns.  
4 If more than one job was taken up simultaneously, then the job with the most hours was regarded as the 
main job and the one included in the sample.  
5 Whether the wage and salary employment was low paid was calculated by dividing the reported weekly 
wages and weekly hours worked on the job. Weekly wage data were collected in the episode data in bands of 
$40 per week. The midpoint of each category was used as the estimate of the weekly wage. 
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the results of Chapter 4, the low paid were more likely to be young, never married and 

persons with low educational qualifications. The higher paid group were generally those 

with higher education levels, were middle aged and less likely to be living in a low 

socioeconomic area of residence. 

 

 

Table 6.1: Duration to First Job of the Initially Unemployed  
        
   Per cent who found employment within 

First Job 
Sample 

Size 
Average 
Duration 

3 
Months 

6 
Months 

9 
Months 

12 
Months 

18 
Months 

        

Low paid wage & 
salary employment 493 35.4 30.8 50.3 66.1 76.7 88.0 

Higher paid wage & 
salary employment 558 32.8 32.6 55.2 70.4 79.0 90.1 

Non wage and salary 
employment a 151 28.1      
Did not find job 227 -      
        
Total sample 1429       
        
a. Includes persons who are employers, own account workers and contributing family workers.   
                

 

 

For individuals who found employment, Table 6.1 reports the length of time taken to find 

their first job. For those who entered wage and salary employment, the distribution of this 

duration is also presented. These data show that over three quarters of the individuals who 

found employment did so within the first year. The average duration of unemployment for 

those who found low paid and higher paid work was similar at about 8 months while the 

median duration was around 6 months.6 Over time, the rate at which individuals found 

employment declined suggesting that the likelihood of leaving decreases with the duration 

                                                 
6 Substantial differences in calendar start times may affect the comparisons of employment spells due to 
differences in the prevailing economic conditions. The calendar time distribution of job starts for the low 
paid and higher paid job spells over the data window were compared and found to be similar. 
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of unemployment. This negative duration dependence is a result common to many 

empirical studies of unemployment duration7 (Pederson and Westergard-Nielson 1993). 

 

6.3 Patterns of Job Turnover – A Descriptive Analysis 

 

6.3.1 Job separations  

In this section the following questions are addressed. For how long do individuals remain 

in their first job after unemployment?8 Why do they leave and where do they go? What are 

the characteristics of the jobs they secure?  

 

Table 6.2 presents the average duration and the empirical Kaplan-Meier survival estimates 

of the post-unemployment low paid and higher paid wage and salary jobs. The complete 

survival functions are also presented graphically in Figure 6.1. A Kaplan-Meier survival 

function is estimated from the raw data using both completed employment spells and those 

still continuing at the end of the data window, that is, censored spells. It estimates the 

percentage of jobs continuing as at each period of time. For example, in Table 6.2, 45 per 

cent of all higher paid jobs were estimated to be ongoing after one year. For low paid 

spells, the corresponding figure was 24 per cent.  

 

There are two striking features of these data. Many re-entry jobs taken up by the 

unemployed ended quickly and those who took up low paid employment were particularly 

at risk of having a very short job spell. After just 18 months, the estimated percentage of 

low paid jobs still continuing was only 21 per cent, with the corresponding estimate for 

higher paid spells at 36 per cent.  

 

For comparison purposes, the distribution of the duration of the current job for all 

Australian workers employed at February 1996 (Australian Bureau of Statistics 1996a) is 

                                                 
7 Negative duration dependence can be the result of unobserved worker heterogeneity in that those who stay 
longer have characteristics that are associated with longer unemployment. It can also be due to a pure 
negative dependence where the probability of leaving unemployment is affected by the length of time on 
unemployment. 
8 Note that a job separation means a change of employer. Job changes such as promotions within a firm 
cannot be analysed using the SEUP data. 
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presented in Table 6.2. While not strictly comparable, these figures highlight the 

characteristically short duration of jobs obtained by persons after unemployment. At 

February 1996, 64.3 per cent of all Australian workers had been in their current job for 

over two years whereas for the unemployed, only one third had remained in their jobs for 

more than 18 months. At three months, the comparison is even more striking. Whereas 

91.1 per cent of all Australian workers were still in their jobs after three months, the 

corresponding figure for the initially unemployed who found low paid work was 52.4 per 

cent and 69.1 per cent for those in higher paid jobs. 

 

 

Table 6.2: Duration of Post-Unemployment Jobs  
    

 
Found a Low 

Paid Job 
Found a Higher 

Paid Job 
All Australian 

Workers a 
    
Average duration (weeks) 32.0 49.2  
    
Per cent surviving     
To 4 weeks 74.4 82.8  
To 8 weeks 63.4 77.0  
To 3 months 52.4 69.1 91.1 
To 6 months 36.9 57.1 85.5 
To 1 year 24.1 45.0 76.6 
To 1 year 6 months 21.1 36.0  
To 2 years   64.3 
 
 

a. Figures as at February 1996 (Australian Bureau of Statistics 1996a). 

 

 

A comparison of the survival functions in Figure 6.1 highlights the fact that, compared to 

higher paid post-unemployment jobs, the low paid jobs were of shorter duration. One 

quarter had ended within four weeks and by three months only just over one half were still 

ongoing. Corresponding figures for the higher paid jobs were almost one fifth and two 
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thirds. The log rank test, which tests the equality of the two survival functions, indicated 

that they were indeed significantly different.9 

 

Despite the result that many jobs ended quickly, Figure 6.1 also indicates that as time 

progressed, the chances that an employment spell would continue improved. Evident in 

the declining slope of the survival functions over time, this pattern of positive duration 

dependence is consistent with many empirical studies of job tenure. Farber (1998) notes 

that although many jobs end quickly, at the same time the probability that jobs end 

declines significantly with job tenure.  

 

 

Figure 6.1: Survival Functions -Low Paid and 
Higher Paid Post-Unemployment Jobs
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 9 Application of this test showed that the null hypothesis of equality was rejected at the 1 per cent level. The 
chi square statistic with 1 degree of freedom was 45.56. 
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Why do jobs end? Table 6.3 shows the distribution and average duration of jobs by the 

reason for job separation. For each completed episode of work, SEUP respondents were 

asked about the main reason they had left their job with an employer. These were divided 

into four categories – “Retrenched”, “Temporary”, “Dissatisfied” and “Other”. The first 

two categories are considered as involuntary job separations, being initiated by the 

employer. The former included those who indicated that they were retrenched, made 

redundant, dismissed, or that the employer went out of business.10 Individuals were 

included in the “Temporary” category if they responded that they left their job because it 

was temporary or seasonal. The remaining two categories were considered as voluntary 

job separations being initiated by the worker. “Unsatisfactory” included separations that 

occurred because the individual was dissatisfied with the job in terms of its work 

arrangements, pay or hours. All other reasons were grouped into the fourth category 

termed “Other”. These included holiday jobs, own ill health or injury, child care reasons 

and other reasons such as returned to studies, married, looked after others and moved 

location. 11 Table 6.3 also reports the percentage of censored spells, still continuing at the 

end of the data window at September 1997. A final category “Not Known” comprised a 

negligible number of spells where the information was not provided. Also included in 

Table 6.3 for comparison is the percentage of job separations by reason for all Australian 

workers who had ceased a job during the year ending February 1998 (Australian Bureau of 

Statistics 1998b). 

 

A great deal of empirical research has investigated the outcomes of workers who lose their 

jobs involuntarily. These results suggest that job loss is generally associated with earnings 

declines and higher future job instability (Farber 1996). A striking feature of Table 6.3 is 

that a high proportion of unemployed workers lost their jobs involuntarily. Over the data 

period, 56 per cent of all low paid workers who had left their jobs had an involuntarily job 

separation - 25 per cent due to retrenchment and 32 per cent because the employment was 

temporary or seasonal. For the higher paid group, although less individuals than the lower 

                                                 
10 The individual responses categorised as “Retrenched” cannot be separated. This was only one category in 
the SEUP questionnaire.  
11 The majority of responses in this category were from the “Other reasons” response category. This group 
could not be disaggregated further.  
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paid group had left their jobs, involuntary job separations accounted for the greatest 

percentage of job endings. The temporary nature of the employment was the reason for job 

separation for 35 per cent, while retrenchment accounted for 27 per cent of higher paid 

jobs that had ended. In contrast, just 38 per cent of Australian workers who had lost their 

jobs during the year ending at February 1998 had done so either through retrenchment or 

temporary work. 

 

 

Table 6.3: Job Tenure by Reason for Job Separation 
 Left Involuntarily Left Voluntarily  
 Retrenched Temporary 

Employment 
Dissatisfied Other Not 

Known 
Jobs still 

continuing 
Total 

Low Paid        
Per cent 19.9 25.2 18.3 15.6 1.2 19.9 100.0 
Per cent of separations 24.8 31.5 22.8 19.5 1.4 - 100.0 
Average duration 
(weeks) 

 
21.2 

 
11.1 

 
20.2 

 
28.3 

   

        
Higher Paid         
Per cent 17.6 22.8 11.8 11.7 1.4 34.8 100.0 
Per cent of separations 27.0 34.9 18.1 17.9 2.1 - 100.0 
Average duration 
(weeks) 

 
29.1 

 
15.6 

 
31.9 

 
43.2 

   

      
All workers 1998 a        
 Per cent of separations 24.4 13.3 11.1 51.2   100.0 
 
 
a. Source: Data as at February 1998 (Australian Bureau of Statistics 1998b) 

 

 

Not only were involuntary job separations high but they were also associated with the 

lowest average durations. Jobs that ended because of their temporary nature were the 

shortest, at around 3 to 4 months. This was true for both the low paid and higher paid jobs. 

Jobs that ended because of retrenchment were likely to last only a little longer, on average, 

5 months.  

 

Voluntary job separations were low for those who had found a job after unemployment 

compared to the percentage of all Australian workers who had left their jobs for voluntary 
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reasons. In 1998, the voluntary job separation rate for workers in the Australian labour 

market was 62 per cent. For the initially unemployed, around 40 per cent of job 

separations were voluntary. While not strictly comparable, the figures do indicate there are 

significant differences in the reasons for job separations for workers after unemployment 

compared to all workers in the Australian labour market. 

 

One of the most disturbing features of Table 6.3 can be found in the reasons why workers 

left their jobs voluntarily. Among those low paid, 23 per cent ended voluntarily because 

they reported being dissatisfied with work hours, conditions or pay. All other reasons 

accounted for only 20 per cent of job separations. Similar patterns were evident for the 

higher paid workers, with 18 per cent leaving their jobs because they were dissatisfied. 

These figures are extremely high compared to figures found for all workers at February 

1998 where 11.1 per cent of workers who left their jobs during the past year did so 

because of unsatisfactory work conditions.  

 

Table 6.4 provides information to address the question about where the initially 

unemployed go after they leave a job. Job separations are categorised in this table by the 

next labour market state – employed in another job with a new employer, unemployed or 

out of the labour market. This information shows that a high proportion of persons who 

initially became unemployed in the year to September 1995 found a job but then returned 

to the pool of the unemployed after that job ended. The return to unemployment accounted 

for 51 per cent of all those who found low paid employment and 34 per cent for all 

persons in higher paid jobs. These jobs which ended in a spell of unemployment were also 

those with the shortest duration. In both cases, the average duration of jobs which ended in 

another unemployment spell was around 3 to 4 months which was half as long as those 

that ended in another job or those that ended in time out of the labour market.  

 

Table 6.5 combines the information from both the previous two tables to report the 

percentage of individuals who left, by reason for job separation and by next labour market 

status. As an example, in the first row of the table relating to low paid employment, 8.3 
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per cent of individuals who were retrenched went to another job, 86.6 per cent returned to 

unemployment and 5.2 per cent left the labour market. 

 

 

 

These data indicate a significant positive relationship between involuntary job separations 

state. and the return to unemployment. The most likely destination for persons who left 

their jobs due to retrenchment or its temporary nature was unemployment. A massive 87 

per cent of individuals in low paid jobs who left because of retrenchment moved back into 

unemployment. Temporary job endings also sent 78 per cent back into job search. The 

corresponding figures for those who took up higher paid employment were significantly 

high as well at 66 per cent and 64 per cent respectively. 

 

In contrast, voluntary job separations were less likely to end in another spell of 

unemployment. A third of the low paid and 45 per cent of the higher paid who were 

dissatisfied with their first spell moved to another job. Nevertheless, many also returned to 

unemployment, accounting for 51 per cent and 37 per cent of the low paid and higher paid 

groups respectively. Many who left for other reasons left the labour market altogether, 

indicating a diversity of reasons for job separations included in this “Other” category. 12  

 

                                                 
12 Although not reported here, a differentiation by gender reveals that a larger proportion of females are 
leaving these spells for time out of the labour market.  

Table 6.4: Job Tenure by Next Labour Market State  
       

  

Left to 
Another 

Job 
Left to 

Unemployment 
Left Labour 

Market 
Not 

Known 
Job Still 

Continuing  
Low Paid       
Per cent 15.2 51.3 13.2 0.4 19.9 100.0 
Average duration 
(weeks) 27.3 13.9 27.2    
Higher Paid        
Per cent 16.9 33.5 14.2 0.7 34.8 100.0 
Average duration 
(weeks) 37.6 18.5 31.8    
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Table 6.5: Reason for Job Separation by Next Labour Market State 
     

  
Left to  

Another Job 
Left to 

Unemployment 
Left Labour 

Market Sample Size 
     
Low Paid     
Retrenched 8.3 86.6 5.2 98 
Temporary 12.9 78.2 8.9 124 
Dissatisfied 32.6 50.6 16.9 90 
Other 28.6 27.3 44.2 77 
     
Higher Paid      
Retrenched 15.6 65.6 18.8 98 
Temporary 23.0 64.3 12.7 127 
Dissatisfied 44.6 37.0 18.5 66 
Other 28.1 23.5 48.4 65 
          
 

 

Summary 

Tables 6.2 to 6.5 paint a picture of the job turnover patterns of individuals in post-

unemployment jobs. A significant proportion of jobs taken up by individuals after 

unemployment are uncharacteristically short-term. A high percentage end at the initiation 

of the employer, either through redundancy or because of their temporary or seasonal 

nature. There is a significant positive relationship between the return to unemployment, 

involuntary job separations and the short-term nature of the jobs. These trends are 

particularly pronounced for the lowest paid jobs. In short, these transition patterns 

substantiate the conclusions drawn in Chapter 5 that suggested the existence of a cycle of 

low pay and no pay for some individuals in the Australian labour market.  
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6.3.2 Job characteristics 

Table 6.6 presents information about the characteristics of post-unemployment jobs. Also 

presented are comparative data about the jobs held by all workers in the Australian labour 

market during 1996 and 1997.13  

 

Breakdowns are firstly provided by industry, occupation, and workplace size. With respect 

to the distribution of low paid spells, these data are consistent with the evidence on the risk 

of low pay reported in Chapter 4. Low paid post-unemployment spells are to be found 

predominately in low skilled occupations such as labourers or elementary clerical jobs. 

They are disproportionately located in the wholesale and retail trades and in the 

agriculture, mining, electricity and construction sectors and are less likely to be jobs in the 

public administration sector. Also, there is a negative association between the distribution 

of low paid employment and workplace size. Whereas jus t over one third of all Australians 

employed at November 1996 were in a small workplace, 44 per cent of low paid post-

unemployment jobs were located in a small workplace employing 10 employees or less.  

 

Higher paid post-unemployment jobs, on the other hand, were spread more evenly across 

different occupations and industry sectors and thus their industry and occupational 

distributions were more similar to those for all Australian employees. Nevertheless, the 

higher paid post-unemployment jobs were still disproportionately found in the low skilled 

occupations. The distribution across workplace size was also similar to the distribution for 

all Australian employees. 

 

Information about employment status and hours of work are also reported in Table 6.6. 

Given the dramatic shifts in job types in the Australian labour market over the recent 

decades, particularly the rise in casual and part-time employment (Borland, Gregory and 

Sheehan 2001), jobs have been categorised into four job types – permanent full-time, 

permanent part-time, casual full-time and casual part-time employment.  

 

                                                 
13 This information has been drawn together from a number of sources. 
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These data are striking. First, a significantly high proportion of post-unemployment jobs 

involve casual employment. In fact, casual employment, both full-time and part-time, 

accounted for over three quarters of all low paid employment spells and 56 per cent of all 

higher paid jobs. Comparative figures for all Australian workers at February 1996 draw 

attention to the disproportionately high incidence of casual employment in post-

unemployment jobs. Just 26 per cent of all workers in Australia at February 1996 were 

reported as being in casual employment, a figure only one third of the incidence of casual 

employment in post-unemployment jobs.  

 

Second, comparisons with the distribution by job type for all workers in the Australian 

labour market show that post-unemployment jobs were more likely to be part-time. Part-

time employment accounted for 28 per cent of all workers in February 1996 whereas the 

percentage in the post-unemployment jobs was almost 50 per cent.  

 

Third, post-unemployment jobs were far less likely to be permanent full- time jobs. 

Whereas around 65 per cent of all Australian employees were in permanent full-time work 

in 1997, just one third and one fifth of the higher paid and low paid jobs secured by 

individuals after unemployment were permanent full- time jobs. Also, despite the fact that 

about half of all low paid jobs taken up by the unemployed were full-time, just one third of 

them were in fact, permanent jobs. In contrast, around two thirds of the full- time higher 

paid positions were permanent jobs. This highlights the casual nature of all low paid post-

unemployment jobs, including full-time jobs.  

 

Fourth, consistent with the discussion by Burgess (1997b) about part-time employment in 

Australia, most part-time post-unemployment spells, both the higher paid and low paid, 

were casual jobs. The unemployed took up very few permanent part-time positions.  

 

For individuals who took up part-time work after unemployment, questions were asked 

about their desired hours of employment. Answers to this question provided information 

about the extent of underemployment or involuntary part-time work obtained by 

unemployed individuals. According to Burgess (1997b), underemployment in part-time 
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jobs rose dramatically in Australia following the recession of the early 90s. He reports that 

by 1992, about 18 percent of all part-time workers desired to work more hours, a rise of 10 

percentage points since 1990. Figures reported in Table 6.6 show that by February 1996, 

about 26 per cent of all part-time employees in Australia wanted to work more hours. 

 

Reported figures in Table 6.6 indicate that underemployment is high for persons who re-

enter work from unemployment. Of individuals who took up low paid and higher paid jobs 

after unemployment, 51 per cent and 59 per cent respectively wanted to work more hours, 

the majority wanting to work full- time. These percentages represent a proportion twice as 

high as that for all part-time workers in the Australian labour market. Although the growth 

in part-time jobs has increased employment opportunities for many, the evidence here 

indicates that many unemployed appear to be constrained in their opportunities for work, 

wanting full- time employment but taking up part-time work, perhaps in the hope that more 

opportunities may become available in the future.  

 

Also reported in Table 6.6 is information about the reasons why individuals were working 

part-time in their post-unemployment jobs. Responses were grouped into three main 

categories. ‘Personal and family’ included reasons such as health, study and child caring. 

‘Work related’ reasons included responses by individuals that there was not enough work 

available or where the individual reported they were working part-time because this was 

the requirement of the job. ‘Own choice’ identifies the third category where individuals 

indicated that they worked part-time because it was their own choice to do so. In both low 

paid and higher paid post-unemployment job spells, 80 per cent of individuals worked 

part-time for work related reasons. For all Australian workers, the Australian Centre for 

Industrial Relations Research and Training (1999) reported similar findings indicating that 

61 per cent of part-time employees in 1997 were doing so for work-related reasons. 
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Table 6.6: The Characteristics of Post-Unemployment Jobs 

Job Characteristics 
Low  

Paid Jobs 
Higher Paid  

Jobs 
All Australian 

Workers 
  (per cent) (per cent) (per cent) 
Sample size (number) 493 558  
Occupation a    
Managers and professionals  7.5 22.2 33.9 
Tradespersons 8.7 11.3 12.2 
Clerical (advanced and intermediate) 23.6 26.7 22.6 
Intermediate production 14.4 11.5 9.3 
Elementary clerical 14.8 11.7 11.3 
Labourers 30.9 16.7 10.6 
Industry a   
Agriculture, mining, electricity, construction 14.4 10.0 9.5 
Manufacturing 15.2 16.1 15.2 
Wholesale and retail trade 20.3 16.5 21.1 
Accommodation, personal services 18.7 12.9 11.1 
Transport, finance, business 14.6 21.7 21.7 
Public administration 17.0 22.8 24.0 
Workplace Size b   
1-10 employees 43.8 36.6 36.4 
11 to 100 employees 33.3 27.1 22.4 
Over 100 employees 22.9 36.4 41.3 
Employment Status and Hours of Work a   
Casual full-time 32.9 18.8 7.7 
Casual part-time 43.4 38.2 18.0 
Permanent full-time 19.5 34.8 64.8 
Permanent part-time 4.3 8.2 9.5 
Desired Hours of Work (for part-time workers) c d  
Wants more part-time hours 13.9 17.1 

Wants to work full-time 37.2 42.3 
26.8 

Happy with hours of work 48.9 40.6 73.2 

Reasons Working Part-Timeb d    
Personal and family  10.5 9.4  
Work related  80.6 79.7  
Own choice 8.9 10.9  
Training   
Received internal training 17.4 28.5  
Hours of training received 54.8 300.3  
Did training help get promotion? 1.8 4.8  
Occupational Preferencesd   
Job in preferred occupation 46.9 55.8  
Job not in preferred occupation 34.3 26.3  
No occupational preference 18.8 17.8  
a. For all Australian workers, the figures are at August 1997 (Australian Bureau of Statistics 1997d). 
b. For all Australian workers, the figures are at November 1996 (Australian Bureau of Statistics 1997e). 
c. For all Australian workers, the figures are at February 1996 (Australian Bureau of Statistics 1996a) 
d. For a small number of individuals in post -unemployment jobs, these data were not collected. The reported distribution 

allocated these data according to the relative proportions of each of the observed groups.  
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They suggest that this type of response is an indicator that part-time employment in 

Australia is mainly driven by the decisions of employers rather than being a supply side 

phenomenon where workers desire to work part-time hours. They contend that there is a 

growing dissatisfaction with work hours and choice among the part-timers in Australia and 

conclude that people work part-time because that is what is offered not because it is what 

they want. The findings in Table 6.6 suggest that this is particularly true for workers in 

post-unemployment jobs. 

 

Labour market training, in particular on-the-job training is associated with improved 

employment outcomes (Mincer 1974). Training or the accumulation of firm specific 

human capital, increases the value of the worker to the firm through productivity 

increases. Hence, the more on-the-job training the worker receives the higher the level of 

firm specific capital accumulation and the slower the job turnover.  

 

In Table 6.6, information is reported about the provision of internal training in post-

unemployment jobs. This relates to employer provided in-house training including video 

courses, structured training courses, on-the-job training, lectures, demonstrations and 

seminars. The data show that just less than 20 per cent of individuals in low paid spells 

and almost 30 per cent in higher paid spells received any internal training from their 

employers. Also reported is the average number of hours of training received over the life 

of the job for those who received training. Low paid workers received less than 2 working 

weeks of training with higher paid workers about 8 weeks on average. Interestingly, only a 

very small percentage indicated that this training helped to obtain a promotion or to get a 

better (higher paid) job. This may indicate that the training received in these jobs is likely 

to be more general training and less likely to be specific. 

 

A final breakdown in Table 6.6 relates to worker preferences. In SEUP, respondents were 

asked whether the job they obtained was in their preferred occupation. Approximately one 

half of all post-unemployment jobs were in the individual’s preferred occupation. While 

20 per cent had no occupational preference, the remaining one third took up jobs in 

another occupation other than one they preferred. 
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6.3.3 Summary of findings 

In summary, the data in Table 6.6 indicate strongly that post-unemployment jobs are 

significantly different to the jobs held by all Australian workers. The work is far more 

likely to be casual or part-time. For the lowest paid even the full- time work is more likely 

to be of a casual nature. Underemployment among part-time workers is disproportionately 

high with many preferring work in a full-time job. The majority of individuals work part-

time for job-related reasons. Very few individuals receive on-the-job training and there is 

a substantial number who do not find jobs in their preferred occupation. 

 

These job characteristics lead to the important conclusion that, compared to the jobs of all 

Australian workers, post-unemployment jobs can predominately be described as 

precarious employment. According to Rodgers (1989), included in the various dimensions 

of precariousness are job insecurity, lack of control over the workplace, low pay and lack 

of bargaining power. The evidence about jobs presented above identifies the first three 

features as characteristics of post-unemployment jobs in the Australian labour market. As 

suggested by Australian Centre for Industrial Relations Research and Training (1999), 

precarious employment has the potential to place workers in a particularly disadvantaged 

position, not only in the labour market but also in other areas, limiting family planning, 

opportunities for home loans, and household budgeting decisions.  

 

The nature of post-unemployment jobs also raise the concern that the job opportunities 

available to unemployed persons appear to be driven as much by the decisions of 

employers as they are by the preferences of the workers themselves. The high rate of job 

loss, underemployment, dissatisfaction with hours and conditions of work and the inability 

to find work in their preferred occupation are all indicative of limited job options. The 

implication is that many unemployed may have been forced to accept jobs in casual and 

part-time employment simply to gain work experience and remain in the labour market. 

This is particularly of concern given that since the early 90s recession, Australia has had 

strong economic growth. In periods of excess supply, employers may be adopting a more 
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selective approach in choosing staff, leaving only the poorest quality jobs to the 

unemployed. 

 

This finding has had support from anecdotal evidence about the experiences of 

disadvantaged jobseekers in the Australian labour market during the early nineties 

(National Board of Employment Education and Training 1992). Their discussions found 

that persons were prepared to take up any job on offer to maintain their link with the world 

of work. Regardless of this, the opportunities available to them did not seem to improve.  

 

In summary, the descriptive evidence presented in this section confirms the findings of 

Chapter 5 of a cycle of low pay and no pay among individuals in the Australian labour 

market. This cycle appears to be, to a significant extent, driven by the decisions of 

employers, suggesting that demand side influences as much as supply side factors are 

important in understanding the labour market situation for many unemployed. Features of 

this cycle include a high rate of casual employment, part-time employment and low pay.  

 

6.4 Job Tenure: An Econometric Investigation 

 

In this section, the duration and patterns of transitions of post-unemployment jobs are 

investigated using an econometric duration analysis. The approach adopted uses an 

independent competing risks framework which differentiates between exits into three 

labour market states. The aim is to identify how individual and job related factors are 

associated not only with job tenure but also with the observed transition patterns out of 

post-unemployment jobs. 

 

6.4.1 Estimation framework 

Job tenure is related to the complex process of job change which is an important dynamic 

in all labour markets. The length of time jobs last can be driven by the decisions of both 

workers and employers and hence are related to quits as well as job terminations. There is 

a basic decision faced by workers and employers about the employment relationship and 

this provides the general framework for considering the process of job tenure and job 
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change. For the worker, this depends on the wage relative to alternative opportunities in 

the labour market. A worker decides to leave a job or quit if the expected gains or utility 

from doing so is greater than the expected gain or utility by remaining. At the same time, 

employers may initiate a job termination or layoff if the value to the firm in terms of 

expected profits from terminating that job less any costs of taking that action is greater 

than the profit from maintaining the job. In a reduced form framework, job tenure is the 

observed outcome of these two decisions, that is, the probability that a worker will decide 

to quit and the probability that employers initiate layoffs.  

 

Following the literature, job tenure is empirically modeled by specifying the employment 

hazard (Boheim and Taylor 2000), defined as the probability of leaving a spell of 

employment at time t given that the employment spell lasted to time t. The independent 

competing risks specification differentiates between three exit states – exit to another job, 

exit to unemployment and exit to a spell out of the labour market.  

 

The estimation approach used is a non-parametric flexible baseline proportional hazard 

model (Lancaster 1990).14 

 

Assume that for individual i, the hazard rate or the conditional probability of leaving the 

spell of employment at time t is given by: 

 

)exp()(),|( 0 βλλ iii XtXt ′=  

 

)(0 tλ  is known as the baseline hazard. The characteristics Xi are a set of individual, firm 

and local labour market characteristics that vary the level of the baseline hazard across 

individuals.15 The vector of coefficients â are estimated by the model and determine the 

extent to which the characteristics Xi influence the probability of job separation.  

                                                 
14 This approach allows the baseline hazard to change non-monotonically over time as suggested by various 
theories of job tenure. For example, matching models suggest that the hazard may first increase as workers 
and employers learn about their employment relationship and then decrease as poor quality matches are 
terminated. The implication of human capital models is that job separations decrease with time, whereas job 
search models indicate an increase in the probability that a job will end over time.  
15 Reasons for the inclusion of these variables are discussed in Section 6.4.2. 
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In the flexible baseline hazard estimation approach, the baseline hazard )(0 tλ is assumed 

to follow an exponential distribution which is allowed to vary over the life of the spells.  

 

Assume the total time axis T is divided into M intervals,  

 

c1, c2, …  cM.  

 

Within each interval cm, that is mm ctc ≤≤− 1 , the baseline hazard is assumed to be of the 

form given by  

     )exp(),(0 mm act =λ . 

 

where am is a constant. 

 

Now let 1)( =tdm  if   mm ctc ≤≤− 1   and 0 otherwise, an indicator which defines the 

interval of the total period each time period t falls.  

 

Therefore, at any time t the hazard rate or the probability that the employment spell will 

end is given by: 

(6.1)    )exp()(exp),|(
1
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In equation 6.1, all job separations are assumed to have the same effect on the probability 

of a job ending no matter how the job ended. An independent competing risks framework 

allows for factors to have differential effects on different types of job endings. The 

underlying assumption of independence of different types of job separations allows the 

overall hazard to be separated into individual cause specific hazards such that: 

 

∑
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where J is the number of different job endings where the cause specific hazard j is given 

by 

 

(6.2)                                       )exp()(exp),|(
1
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The individual cause specific hazards represented by equation 6.2 can be estimated 

independently using maximum likelihood techniques, including both uncensored and 

censored employment spells (Narendranathan and Stewart 1991). 

 

Unobserved heterogeneity can also be modeled within the hazard duration framework. 

This captures time invariant individual specific effects which are unobservable but may 

influence job tenure (Farber 1994). Such effects may include motivation, effort, ability, 

and a propensity to take time off on the job (Boheim and Taylor 2000). It is generally 

included multiplicatively into the hazard function and modeled using a particular 

parametric distribution. Some have criticised the use of such a term because of its 

independence of time and the included variables (Narendranathan and Stewart 1993). The 

estimation of results was undertaken both with and without controlling for unobserved 

heterogeneity and using a gamma distribution. As the heterogeneity term was insignificant 

and made no difference to the results, the reported estimates do not include the unobserved 

heterogeneity term. 

 

6.4.2 Included variables 

Many different theories of job turnover suggest that both demand related and supply 

related factors will influence observed job tenure and patterns of job turnover. On the 

supply side, differences in job turnover have been related to variations in individuals’ 

circumstances, characteristics and position in the life cycle. For example, job shopping 

theories (Johnson 1978) predict that younger workers in the labour market may be high 

mobility workers, engaging in job shopping to discover more about their skills and work 

attributes and what kind of jobs on offer may be relevant. Gender differences in job 

turnover patterns are likely to be related to the different opportunity sets available to 
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females and males (Booth, Francesconi and Garcia-Serrano 1999). For example, domestic 

responsibilities may increase the transition of women out of the labour market compared 

to men. It may also drive employers’ decisions about training, jobs and promotions which 

could also affect patterns of job turnover. This also suggests that marital status and family 

characteristics are likely to be important factors in understanding patterns of job turnover.  

 

Other theories highlight worker heterogeneity. Individuals may have traits that 

characterise them into workers who are more likely to be job stayers or job movers (Light 

and McGarry 1998). If the job stayers are also high productivity workers then they may 

stay longer on jobs, so increasing their chances of pay increases and in turn making them 

less likely to leave voluntarily. Job movers on the other hand may face a higher risk of job 

layoffs or may be more likely to quit.  

 

Human capital theories draw attention to the important relationship between training and 

job turnover. The theory indicates that firm specific training will increase worker 

productivity and hence his/her value to the employer. In particular, investment in a worker 

by the firm through on-the-job training would help to cement the employer-employee 

relationship and result in longer job tenure.  

 

Search and matching theories of job turnover consider the employment relationship in 

terms of the quality of the job match, and essentially see job turnover patterns in terms of a 

joint worker and employer decision. In the search model, a job is a search ‘good’ (Burdett 

1978; Javonovic 1979) where the quality of the ‘good’ is known at the beginning of the 

relationship and depends both on worker preferences and job characteristics. Workers can 

search over time and when a better job match is found will leave. Matching models are 

based on imperfect information in the labour market and consider the job as an 

‘experience’ good. A worker must commence a relationship so that the quality of the 

match can be revealed. This acts as a sorting mechanism so that over time bad job matches 

end and good ones remain.  
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On the demand side, differences in labour usage strategies and production processes of 

firms which are related to hiring and firing costs, training, the importance of firm specific 

knowledge and technological advances (Lane 2000) are also likely to play an important 

role in job turnover patterns. Such factors are likely to be different across industries, firms, 

and types of jobs. Employment protection regulation may influence the firms’ strategies to 

hire temporary or permanent workers and hence affect observed patterns of job turnover. 

 

Based on these considerations, a number of variables to capture both the supply and 

demand effects on job turnover patterns are included in the estimated duration model. 

Most were included as time invariant factors although some variables were able to change 

over the life of the job. Appendix A6.2 presents the definitions and descriptive statistics 

for the variables included in the estimated equations. 

 

With respect to individual characteristics - gender, age, marital status, disability status and 

country of birth were all included in the form of indicator variables. Two family 

characteristics variables - the number of dependent children, and if partnered, whether the 

spouse was working - were also included to identify differences in individuals’ 

circumstances that may also have an effect on their job turnover decisions. For example, in 

Australia unemployment benefit entitlements provided to all unemployed are dependent 

upon the income and family circumstances of the individual. Thus, information on 

whether the individual is married, has children, and if married, whether the partner works, 

may all affect the level of benefit entitlement and hence the value of alternative 

opportunities open to them in the labour market.  

 

Controls for education and whether or not individuals received on-the-job training 

captured the influences recognised by the human capital theories of job turnover. 

Educational qualifications were categorised into four dummy variables - whether the 

individual had not completed less than the highest level of secondary school available, 

completed the highest level of secondary education available, completed vocational 

studies and completed tertiary studies. Completed the highest level of secondary school 

available was the omitted category. Also included was a variable to capture on-the-job 
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training. Entered as a time varying covariate, it took the value of 1 when the first training 

period commenced and remained on for the life of the spell. This was intended to capture 

the change in the value of that worker to the employer through increased productivity as a 

result of undertaking on-the-job training. 

 

The extent to which unemployment had occurred previously was also incorporated. This 

has been found to be negatively associated with job duration and worker turnover patterns 

(Le and Miller 1999a). It at least in part, captures unobservable characteristics of workers 

such as ability or motivation that may make them higher turnover workers. Also included 

is the duration of the initial spell of unemployment. According to Boheim and Taylor 

(2000) one may expect a negative relationship between the duration of the unemployment 

spell and the subsequent job due to skills atrophy and the loss of human capital. However, 

according to job search theories, more intensive job search may lead to better job matches 

and hence a positive relationship between the previous length of unemployment and 

current job tenure. 

 

Job characteristics were included to capture demand related influences on job tenure. 

These comprise information about workplace size and industry. The variable for 

workplace size captures differences in job opportunities between small and large firms. 

Large firms, for example may be able to provide individuals with a broader range of 

opportunities such as promotions or job options that may enhance their stay on the job. 

Large firms too may have different staffing needs based on their methods of production 

which may be reflected in the types of jobs and turnover patterns. Another perspective 

captured by workplace size is the differences in the likelihood that a business survives in 

the market over time (Le and Miller 1999a). All of these factors would indicate that the 

probability of a job ends will be negatively associated with firm size.  

 

Industry was categorised into four indicator variables. The categories - resources 

industries, wholesale and retail trade, and education health and public services – were the 

three included in the estimated model. The excluded base category was services industries.  
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Demand conditions were captured in a variable describing the local labour market. The 

socioeconomic index measures the relative disadvantage of the region of residence for an 

individual. Factors used in its calculation include income of the area, educational 

attainment of the area and unemployment (Australian Bureau of Statistics 1991). A higher 

index number indicates the area of residence has higher income, greater education 

attainment and less unemployment. Individuals who live in areas with a higher 

socioeconomic status are likely to have more opportunities available to them.  

 

Also included in the model was a variable to capture worker preferences. Two categories 

were included - whether the job was in their preferred occupation or was not in their 

preferred occupation. Those that did not have a preferred occupation were in the base 

category. Sloane and Leontardi (2001) report that research has indicated that job 

satisfaction measures are likely to be a strong predictor of individual behaviour. 

Individuals undertaking work activities that they enjoy are more likely to remain doing 

that activity and even be more productive hence improving the quality of a job match. The 

occupational preference variable was included to capture at least in part this effect on job 

tenure.  

 

Hours of work and employment status were interacted to define four categories of job type 

- permanent full- time work, permanent part-time work, casual full-time and casual part-

time work. The employment was regarded as full-time for those who worked at least 35 

hours per week. Job type is likely to have a significant impact on patterns of job duration. 

Although as indicated by Murtough and Waite (2000b), casual jobs are very diverse and 

do provide many with ongoing employment, the expectation is that casual employment 

will be positively associated with the probability that a job will end. This is due to the 

temporary nature of some casual jobs, differences in firing costs between casual and 

permanent jobs and differences in employer’s labour use strategies and hiring practices. 

For example, an employer is likely to implement a more selective hiring rule for a 

permanent job than a temporary placement.  

 

6.4.3 Estimation results 
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The hazard model equations were estimated using maximum likelihood techniques and 

using both censored and uncensored spell data. Table 6.7 reports the results of four 

models. The first is the estimation of job tenure for all types of job separations using 

equation 6.1. The three remaining equations report the cause specific hazard estimates 

using the independent competing risks framework described in equation 6.2.16 These 

results show the relative effect of factors on the transitions to different labour market 

states under the assumption of independence. 

 

In the table, the hazard ratios and the z-values estimated from the duration models are 

presented. The hazard ratio identifies the change in the conditional probability of leaving 

employment with a one unit change in each variable of interest. A value greater than one 

refers to an increase in the probability. A value less than one relates to a decrease in the 

hazard rate of exit. For example, in the estimates shown in the first column, the hazard 

ratio estimated for the aged 20-29 year dummy variable is 1.296. This indicates that those 

aged 20 to 29 years were estimated to be 29.6 per cent more likely to leave their job than 

workers aged 30 to 39 years. Z-values of 1.96 or higher imply that the estimated hazard 

ratio is significantly different from one  at the 5 per cent level of significance. Thus, in this 

equation, the z-value of 2.55 for those aged 20 to 29 years indicated that this estimated 

coefficient was significantly different from one at the 5 per cent statistical significance 

level.  

 

Before examining the estimated coefficients for the individual and job related coefficients, 

it is interesting to investigate the estimated baseline hazards. These provide an estimate of 

the probability of exit from the job for the baseline individual who has specific 

characteristics.17 First, the baseline hazard estimates indicate a negative duration 

dependence in that there is a monotonic reduction over time in the probability of a job 

                                                 
16 Each equation is estimated by treating not only those jobs still continuing as censored but also job 
separations to the two other states. For example, in the exit to unemployment equation, spells that ended in 
another job or a spell out of the labour market were censored. 
17 This individual is an Australian male, aged 30 to 39 who does not have a disability. He has never been 
married, has completed secondary school, and lives in the sample average area of socioeconomic index. He 
works in a workplace with over 100 employees, in a casual part-time job, in the services industry. He has not 
received training and has no preferred occupation. He has the sample average level of years of 
unemployment experience and duration of previous unemployment spell.  
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ending. During the first four weeks, the estimated weekly job separation hazard was 3.6 

per cent. After one year, the likelihood that a job would end had continued to decline and 

then remained steady at around 1 per cent. These results suggest that the longer an 

unemployed person can remain in work the less is the chance of leaving a job.  

 

Second, a comparison of the cause specific hazards indicates that by far, the highest 

proportion of exits for the baseline individual over the first six months was to another spell 

of unemployment. During the first four weeks, the average weekly probability of exit to 

another job was estimated to be just 0.7 per cent. The probability of exit to unemployment 

however was 4 times higher at 2.7 per cent with the corresponding exit to a spell out of the 

labour market at 0.1 per cent. Further, the probability of a job ending to unemployment 

decreased considerably over time being just 1 per cent after six months. These results 

confer with those of the descriptive analysis. Early exits out of post-unemployment jobs 

were by far exits to unemployment. However, with job duration, the likelihood of exit to 

unemployment decreases significantly. 

 

 Turning now to the individual characteristics, the results in Table 6.7 revealed differences 

in transition patterns between men and women. Although their estimated job tenure was 

not significantly different, women had a higher propensity than men to move out of the 

labour market after their post-unemployment job. The estimated hazard ratio of 2.721 

indicates that the probability of exit to a spell out of the labour market was 172 per cent 

higher for females than for men.  

 

These results indicate the important differences in the transition patterns generally found 

between men and women in the labour market (Kilpatrick and Felmingham 1996). It 

mirrors results for all Australian women by Carino-Abbello, Pederson and King (2000) 

who also report significant trends in transitions from employment to spells out of the 

labour market for women. As they suggest, it is likely to reflect to a great extent the 

weaker labour market attachment of women due to differences in the gender roles in the 

family. It may also indicate that women are more likely than men to be discouraged from 

the labour market preferring to stop job search than keep looking for work.  
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Table 6.7: Determinants of Job Tenure by Next Labour Market Status 

 All Separations Job to Job 
Job to 

Unemployment 
Job to Not in 

Labour Market 

 
Hazard 

Ratio 
z-

value 
Hazard 

Ratio z-value 
Hazard 

Ratio 
z-

value 
Hazard 

Ratio 
z-

value 
Individual Characteristics         
Female 1.058 0.66 0.826 -1.02 0.870 -1.26 2.721 4.38 
Aged 20 -29 years 1.296 2.55 1.245 1.02 1.285 1.84 1.446 1.63 
Aged 30-39 years         
Aged 40-49 years 1.134 1.11 1.005 0.02 1.236 1.41 1.000 0.00 
Aged 50-59 years 1.244 1.43 0.814 -0.59 1.366 1.59 1.519 1.14 
Has disability 1.325 2.85 1.201 0.81 1.079 0.57 2.640 4.82 
Marital Status         
Never married         
Married includes de facto 1.036 0.27 0.666 -1.43 1.121 0.67 1.375 0.95 
Divorced, separated, 
widowed 1.201 1.32 1.089 0.29 1.176 0.92 1.477 1.07 
Family Characteristics         
Resident partner working 0.736 -2.58 0.747 -1.16 0.619 -3.04 1.008 0.03 
Number of dependent 
children 0.964 -0.88 0.864 -1.57 0.950 -0.93 1.163 1.65 
Educational Qualifications         
Not completed secondary  1.097 0.82 1.088 0.36 1.006 0.04 1.546 1.48 
Completed secondary         
Completed vocational 
studies 1.142 1.16 1.019 0.08 1.069 0.45 1.710 1.81 
Completed tertiary studies 1.042 0.32 1.108 0.39 0.924 -0.46 1.508 1.29 
Location of Residence         
Socioeconomic area index 1.018 1.34 1.009 0.31 1.032 1.78 0.992 -0.26 
Country of Birth         
Australia         
Overseas English speaking 1.008 0.07 0.838 -0.75 1.181 1.17 0.723 -1.18 
Overseas non-English 
speaking 0.719 -2.78 0.402 -2.91 0.847 -1.10 0.876 -0.51 
Industry         
Resources industries 1.029 0.29 0.824 -0.87 1.256 1.74 0.623 -1.82 
Wholesale and retail trade 1.036 0.33 0.933 -0.31 1.195 1.22 0.795 -0.92 
Services         

Education, health, public 
services 1.071 0.61 0.869 -0.58 1.329 1.89 0.787 -0.99 
Workplace Size         
10 employees or less 1.261 2.37 1.114 0.52 1.510 3.14 0.886 -0.55 
11 to 100 employees 1.137 1.28 1.002 0.01 1.412 2.57 0.623 -1.94 
Over 100 employees         
Previous Labour Market Experience       
Years unemployed 1.020 1.18 0.903 -1.89 1.057 2.92 0.986 -0.30 

Duration - most recent 
unemployment  0.995 -3.37 0.989 -2.92 0.996 -2.35 0.996 -1.23 
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Table 6.7 (ctd): Determinants of Job Tenure by Next Labour Market Status 

 All Separations Job to Job 
Job to 

Unemployment 
Job to Not in 

Labour Market 

 
Hazard 

Ratio 
z-

value 
Hazard 

Ratio 
z- 

value 
Hazard 

Ratio 
z-

value 
Hazard 

Ratio 
z-

value 
Training         
Employer provided training 0.897 -0.92 0.891 -0.53 0.798 -1.22 0.937 -0.27 
Occupational Preference         
Job in preferred occupation 0.714 -3.81 0.756 -1.45 0.660 -3.61 0.821 -0.94 
No preferred occupation         
Job not in preferred 
occupation 0.974 -0.27 1.243 1.03 0.890 -0.91 1.025 0.11 
Employment Status and Hours      
Casual full-time 1.511 4.23 1.308 1.20 1.643 4.08 1.363 1.21 
Casual part-time         
Permanent full-time 0.425 -7.83 0.395 -4.16 0.427 -5.74 0.436 -3.31 
Permanent part-time 0.478 -4.41 0.717 -1.18 0.329 -3.82 0.410 -2.69 
Baseline Hazard          
Baseline - to 4 weeks 0.036 -14.87 0.007 -9.76 0.027 -12.59 0.001 -11.42 
Baseline - 5 to 13 weeks 0.030 -15.84 0.011 -9.42 0.017 -14.12 0.002 -11.04 
Baseline - 14 to 26 weeks 0.021 -17.06 0.009 -9.80 0.012 -14.99 0.001 -11.67 
Baseline - 27 to 39 weeks 0.019 -16.98 0.010 -9.40 0.009 -15.11 0.001 -11.45 
Baseline - 40 to 52 weeks 0.009 -18.34 0.006 -9.95 0.002 -15.34 0.001 -11.70 
Baseline - 53 to 78 weeks 0.010 -18.37 0.008 -9.75 0.003 -15.84 0.001 -12.01 
Baseline - over 78 weeks  0.007 -18.43 0.005 -10.03 0.001 -14.02 0.001 -11.93 
         
Log likelihood -1632.81  -545.78  -1203.35  -480.57  
Number of observations 1051  1051  1051  1051  
Number of failures 760  169  440  144  

 

 

Exit probabilities also differed by age. Similar to the results of Kalb (1999), the estimates 

suggested younger workers were likely to have shorter job durations and these were 

mainly associated with exits to another spell of unemployment. Specifically, those aged 

between 20 to 29 were 29 per cent more likely than prime aged workers to leave their job 

and return to unemployment respectively. The positive effect for younger workers is 

consistent with theories of job shopping. These persons may be prepared to take on even 

temporary jobs in order to find out more about the labour market opportunities available to 

them. Given that they are less likely to have family responsibilities, they may also be more 

willing to accept time out of work in their search for another job.  
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Very few of the marital status and family characteristics variables were related to job 

duration and transition patterns. The exception was for those who had a resident partner 

who was working. These persons were estimated to have longer durations and also, a 

lower propensity to leave for another spell of unemployment. As expected, results also 

indicated that workers who had a disability had shorter job durations overall and a greater 

propensity to exit out of the labour market than those who had no disability.  

 

Consistent with results found by Kalb (1999), workers with a non-English speaking 

background had longer job durations in their post-unemployment spell. The breakdown 

into the cause specific hazards showed that they were also less likely to exit into another 

job. These results perhaps indicate that these workers were less likely to engage in further 

job search.  

  

Years of previously looking for work was also included in the duration equations. Even 

after controlling for observable individual characteristics, this variable was estimated to be 

statistically significant at the 1 per cent level in the exit to unemployment equation and 

weakly significant at the 10 per cent level in the job to job transition equation. The results 

for the exit to unemployment show a strong relationship between pay to no pay cycling in 

the labour market and previous unemployment history. Each additional year of previous 

unemployment increased the likelihood of exit to ano ther spell of unemployment by 6 per 

cent but decreased the chance of exiting to another job by 10 per cent. These results 

suggest a situation of cumulative disadvantage for individuals in the Australian labour 

market either because of a scarring effect of unemployment on future employment 

prospects or because of the unobserved worker characteristics correlated with the 

employment prospects for workers (Le and Miller 2001). 

 

The estimated hazard ratio for the effect of the duration of the most recent spell of 

unemployment was found to be consistently negative. Overall, a one week increase in 

unemployment decreased the hazard rate out of employment by 0.005 per cent. A similar 

result was also found by Boheim and Taylor (2000) who investigated job tenure in the UK 

with a particular focus on post-unemployment job spells. They conclude that the 
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unemployed who search for work longer may be rewarded with a better job match that 

enhances their job stability. The results here however, may be difficult to interpret because 

of the small sample sizes as the duration of the job increases. 

 

The estimated hazard ratios on worker preferences suggested a positive effect on job 

tenure and on transitions into unemployment. Workers who found a job in their preferred 

occupation were estimated to have longer job durations and a lower likelihood of leaving 

to another spell of unemployment. The percentage decrease in the probability of exiting 

employment was 29 per cent, and finding employment in a preferred occupation reduced 

the likelihood of exit to unemployment by 33 per cent. These findings suggest that 

obtaining employment in areas that best suits a worker’s skills and abilities is likely to 

improve the quality of the job match, increase job tenure and improve outcomes. This 

result too was suggested by Le and Miller (1999a) who investigated job tenure for the 

unemployed in Australia using SEUP. A major implication of their results was that the 

unemployed should be placed in jobs where their rewards best reflected their skills and 

knowledge of the labour market.  

 

With regard to demand related variables, differences in job duration and transition patterns 

were estimated for workplace size and industry. Workers whose job was in a large 

workplace with more than 100 employees were estimated to have longer job spells. 

Workplace size appears to also reduce significantly a worker’s chances of exit into 

unemployment. Compared to those who found a job in a workplace with over 100 

employees, individuals in a workplace of 10 employees or less and those in a workplace 

with 10 to 100 employees were 49 per cent and 39 per cent more likely respectively to 

leave for unemployment. Significant positive relationships between workplace size and 

employment stability have been found by others (Winter-Ebmer 2001; Le and Miller 

1999a). There are a number of reasons for this effect. It may reflect differences in patterns 

of production, hiring strategies and monitoring resources between larger and smaller 

workplaces. For example, management of larger workplaces may hire high productivity 

workers who are able to work independently and be more likely to stay with the job. Also, 

jobs in larger workplaces may be less tied to the volatility of product demand but be 
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required in the everyday production processes of the firm. This may provide workers in 

larger workplaces with a wider range of opportunities open to them in terms of work 

activities providing them with a broader range of experience and therefore longer job 

durations with the firm. 

 

With respect to industry, no differences in job duration were found. However patterns of 

transition revealed some weak evidence to suggest that workers in services industries were 

less likely than those in the education, health and public services sector and those in the 

resources industries to leave for another spell of unemployment. This may reflect the 

greater number of job opportunities available to workers in these areas. 

 

Interestingly, neither the education dummy variables nor the employer provided training 

was found to be associated with longer employment durations or exits to the different 

labour market states. This may suggest that the training provided in post-unemployment 

jobs is not likely to be firm specific training but training of a more general nature. 

According to Mincer (1974), it is firm specific training that is likely to influence job 

durations. More general training is not likely to be associated with longer job durations. 

 

The dummy variables included to capture job type were estimated to have a substantial 

impact on the job durations and transition patterns in post unemployment jobs. Compared 

to casual part-time jobs, permanent jobs, both full- time and part-time, were associated 

with much longer durations. For example, permanent full- time jobs were estimated to be 

57 per cent less likely to end than a casual part-time job. Permanent part-time jobs were 

estimated to be 52 per cent longer. A breakdown of results into the cause specific hazards 

showed that shorter job durations were estimated for exits into all states for the casually 

employed.  

 

These results highlight two important factors. First, casual jobs taken up by the 

unemployed tend to be short-term stays in employment for many unemployed individuals. 

Second, there is a greater diversity of transition patterns for workers in casual 

employment. While there is a high probability of exit to unemployment, some casual 
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workers also exit to another job but also have a greater chance of exit to a spell out of the 

labour market.  

 

The results highlight the significance of job type in understanding transition patterns of the 

unemployed. As suggested in the descriptive analysis, a significantly high proportion of 

the unemployed take up work in casual and part-time jobs. Although Murtough and Waite 

(2000a) indicate that many casual jobs in the Australian labour market do provide ongoing 

employment for workers, the results reported here suggest that this is not likely to be the 

case for the unemployed. Rather, casual jobs appear to only provide short-term stays in the 

labour market for the unemployed placing them in a cycle of low pay and no pay. 

 

Another important finding from the results was that, compared to those in casual part-time 

jobs, those in casual full- time work were estimated to have shorter job durations and a 

higher likelihood of leaving to unemployment. The likelihood of leaving a job was greater 

by 51 per cent for casual full- time jobs than casual part-time jobs. Likewise, the 

probability of leaving a job to a spell of unemployment was 64 per cent higher for casual 

full-time jobs compared to casual part-time jobs. One hypothesis for these estimated 

significant differences relates to differential labour use strategies of full-time and part-time 

casual jobs. According to Junor (1998), part-time employment offers employees the ability 

to be more flexible in terms of staffing levels, variations in shift times and reduced 

overtime. These features are associated with the ongoing production processes of the firm. 

Casual full-time employment undertaken by the unemployed, however, may more likely 

be purely temporary work providing employers a buffer stock of employment for periods 

of high product demand.  

  

The same duration equations were re-estimated including an additional variable 

identifying whether the employment spell was a low paid job. The results for the 

additional variable are presented in Table 6.8. All other coefficient estimates remained 

similar to those reported in Table 6.7.18 The results indicated that even after controlling for 

all other factors, there still remained an additional effect for the low paid on job durations. 

                                                 
18 A full set of estimates is provided in Appendix A6.3. 
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The coefficient estimate suggested that low paid jobs were 36 per cent more likely to end 

than higher paid jobs. The cause specific hazard estimate to unemployment was positive 

and significant indicating that low paid workers, even after controlling for observable 

differences, were more likely than higher paid workers to exit their job into another 

unemployment spell.  

 

 

Table 6.8: Determinants of Job Tenure including Low Pay 

Estimates for  Low Pay Dummy Variable Hazard Ratio z-value 

   
All separations 1.359 3.93 
Job to job 1.173 0.95 
Job to unemployment 1.595 4.53 
Job to inactivity 1.008 0.04 

 

 

These results indicate that low paid jobs may include work that is least essential to the 

everyday production processes of firms, being more temporary work or more highly 

related to the variations in product demand. This suggestion also has been made by 

Australian Centre for Industrial Relations Research and Training (1999) who propose that 

increasingly, the problem in the low paid labour market is that the kinds of jobs on offer 

do not provide long-term employment opportunities for workers. Another possible 

explanation is that persons in these jobs may have unobserved characteristics such as poor 

attitudes to work or ability that decrease their chances of remaining in a job.19   

 

6.5 Conclusions 

 

This chapter has investigated post-unemployment jobs for workers in the Australian labour 

market during the-mid 90s, with a particular focus on understanding more about the 

patterns of job duration and labour market transition. The main findings from the 

                                                 
19 Given the insignificance of the unobserved heterogeneity term in the estimated model, this explanation is 
likely to be of less importance.  
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descriptive analysis and the econometric investigation about the employment trends of 

adult unemployed workers in the Australian labour market are as follows.  

 

Post-unemployment jobs are significantly different to the jobs held by all Australian 

workers. Many unemployed adults are in a precarious labour market situation. As reported 

by Rodgers (1989) precariousness is associated with a high risk of job loss, lack of control 

over working conditions, the pace of work and wages, lack of protection in employment 

and low pay. The findings of this chapter suggest that each of these features is evident in 

post-unemployment jobs. Many are caught up in a cycle of short-term work, involuntary 

job separations and more unemployment. These results provide additional evidence of a 

cycle of low pay and no pay for a substantial number of individuals in the Australian 

labour market. 

 

Substantiating the results of Chapter 5, the lowest paid appear to be in the most precarious 

situation of all. Low paid jobs are particularly short-term and have a greater chance of 

ending at the initiation of the employer.  

 

The significant role of casual employment, both full- time and part-time in providing 

employment opportunities for the unemployed, is another important finding of this 

chapter. The incidence of casual work taken up by the unemployed is extremely high. 

Evidence from the econometric investigation highlighted the particularly short-term nature 

of casual jobs and also the diversity of transition patterns experienced by the unemployed 

who take up casual work with many ending in another spell of unemployment. Casual full-

time jobs were found to be of shortest duration suggesting that these may be temporary 

jobs used to cover periods of high product demand. 

  

The high rate of underemployment, the dissatisfaction with work conditions and the 

inability to obtain work in their preferred occupations may indicate that job opportunities 

for the unemployed are limited. Together with the high incidence of casual and part-time 

employment, the implication is that many unemployed have been forced to accept jobs in 

non-standard employment in an attempt to remain in the labour market and to gain work 
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experience. This suggests that the role played by employers in providing jobs for the 

unemployed is important. 

 

The econometric investigation showed that those most likely to be caught up in a cycle of 

low pay and no pay were the youngest adult workers. In particular, those aged between 20 

to 29 years were at greatest risk of leaving employment and of returning to another spell of 

unemployment. Women were found to have more diverse transition patterns being more 

likely than men to leave to a spell out of the labour market. 

 

An important finding from the duration analysis was that there was a positive association 

between worker occupational preferences and job duration. These findings are suggestive 

of the fact that matching the unemployed with jobs that suit their skills and abilities may 

be important in improving employment stability among the unemployed. 

 

There is a significant positive relationship between previous unemployment experience 

and the cycle of low pay and no pay. This perhaps suggests a situation of cumulative 

disadvantage for workers in the Australian labour market. Once in a cycle of low pay and 

no pay, it may be difficult to escape.  

 

Consistent with the findings of Chapter 5, workplace size was found to positively related 

to job tenure. Post-unemployment jobs in larger workplaces were less likely to end in 

another unemployment spell. This perhaps reflects differences in hiring and management 

strategies and types of jobs available in smaller and larger firms.  
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Appendix A6.1: Characteristics of the Sample 

      

  

Found low 
paid 

employment 

Found higher 
paid 

employment 

Non-wage & 
salary 

employment 
No 

employment 
All 

individuals 
      
Female 52.7 49.6 41.1 69.0 52.9 
Age      
20 to 29 years 46.5 36.0 24.5 26.6 37.0 
30 to 39 years 29.2 30.3 33.1 26.1 29.5 
40 to 49 years 16.2 23.3 15.3 13.6 20.6 
50 to 59 years 8.1 10.4 12.6 29.6 12.9 
Marital Status      
Never married 39.0 30.7 25.2 20.8 32.0 
Married (including 
defacto) 46.7 55.9 62.9 66.8 54.9 
Divorced, separated, 
widowed 14.4 13.4 11.9 12.4 13.2 
Family Characteristics     
Resident spouse 
working 30.6 31.1 42.4 38.5 34.2 
Education      

Not completed highest 
secondary school 41.0 28.8 36.4 54.8 38.5 

Completed highest 
secondary school 18.3 16.7 11.3 17.3 16.8 
Vocational studies 28.8 26.7 33.8 18.6 26.4 
Tertiary education 12.0 27.8 18.5 9.3 18.3 
Country of Birth      
Australian born 74.0 70.8 72.2 64.6 71.1 

Born overseas - 
English speaking 11.0 15.8 13.9 11.1 13.2 

Born overseas - non-
English speaking 15.0 13.4 13.9 24.3 15.8 
Has disability  18.1 12.2 21.9 29.7 19.2 
Socioeconomic area of residence    
Third decile or less 41.2 34.6 31.8 42.9 38.5 
Fourth to seventh 
decile 35.3 38.9 39.7 34.5 36.3 
Eighth decile or over 23.5 26.5 28.5 22.6 25.3 
      
Sample size 493 558 151 227 1429 
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Appendix A6.2: Summary of Variables used in the Duration Analysis 
   
Variable Name Description Mean Standard 

Deviation
Individual Characteristics  
Female Dummy variable which takes on the value 

of 1 if the respondent is female and 0 
otherwise. 

0.51 0.50

Aged 20-29 years Dummy variable which takes on the value 
of 1 if the respondent is aged 20 to 29 years 
and 0 otherwise. 

0.41 0.49

Aged 30-39 years Dummy variable which takes on the value 
of 1 if the respondent is aged 30 to 39 years 
and 0 otherwise. 

0.30 0.46

Aged 40-49 years Dummy variable which takes on the value 
of 1 if the respondent is aged 40 to 49 years 
and 0 otherwise. 

0.20 0.40

Aged 50-59 years Dummy variable which takes on the value 
of 1 if the respondent is aged 50 to 59 years 
and 0 otherwise. 

0.09 0.29

Has disability Dummy variable which takes on the value 
of 1 if the respondent has a disability that 
hinders the hours or type of work that can 
be undertaken and 0 otherwise. 

0.15 0.36

Marital Status   
Never married Dummy variable which takes on the value 

of 1 if the respondent has never been 
married, and 0 otherwise. 

0.35 0.48

Married or de facto Dummy variable which takes on the value 
of 1 if the respondent is married or in a de 
facto relationship, and 0 otherwise. 

0.52 0.50

Divorced, separated or 
widowed 

Dummy variable which takes on the value 
of 1 if the respondent is divorced, separated 
or widowed and 0 otherwise. 

0.14 0.35

Family Characteristics  
Resident partner 
working 

Dummy variable which takes on the value 
of 1 if the respondent has a resident partner 
who works part-time of full- time and 0 
otherwise. 

0.34 0.47

Number of dependent 
children  

Number of dependent children 0.91 1.08
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Variable Name Description Mean Standard 

Deviation
Educational Qualifications  
Not completed 
secondary  

Dummy variable which takes on the value 
of 1 if the respondent did not complete the 
highest level of secondary school available, 
and 0 otherwise. 

0.35 0.48

Completed secondary Dummy variable which takes on the value 
of 1 if the respondent completed highest 
level of secondary school available, and 0 
otherwise. 

0.17 0.38

Completed vocational 
studies 

Dummy variable which takes on the value 
of 1 if the respondent completed post 
school vocational studies, and 0 otherwise. 

0.28 0.45

Completed tertiary 
studies 

Dummy variable which takes on the value 
of 1 if the respondent completed post 
school tertiary studies, and 0 otherwise. 

0.13 0.40

Location of Residence   
Socioeconomic area 
index 

Index value of the socioeconomic level of 
the area of residence, measured as a 
deviation from the mean for everyone in 
the sample. 

0.00 2.88

Country of Birth   
Australia Dummy variable which takes on the value 

of 1 if the respondent was born in Australia 
and 0 otherwise 

0.72 0.45

Overseas English 
speaking 

Dummy variable which takes on the value 
of 1 if the respondent was born in an 
overseas English speaking country and 0 
otherwise 

0.14 0.34

Overseas non-English 
speaking 

Dummy variable which takes on the value 
of 1 if the respondent was born in an 
overseas non-English speaking country and 
0 otherwise 

0.14 0.35

Industry   
Resources industry Dummy variable which takes on the value 

of 1 if the respondent works in any of the 
following industries - agriculture, forestry 
and fishing, manufacturing, mining, 
electricity, gas and water and construction, 
and 0 otherwise. 

0.28 0.45

Wholesale and retail 
trade 

Dummy variable which takes on the value 
of 1 if the respondent’s job was in the 
wholesale and retail trade industries and 0 
otherwise 

0.18 0.39
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Variable Name Description Mean Standard 

Deviation
Services Dummy variable which takes on the value 

of 1 if the respondent’s job was in any of 
the following industries - accommodation, 
cafes and restaurants, transport and storage, 
communication services, finance and 
insurance, property and business services, 
cultural and recreational services, personal 
and other services, and 0 otherwise. 

0.34 0.47

Education, health, 
public services 

Dummy variable which takes on the value 
of 1 if the respondent’s job was in any of 
the following industries – government 
administration and defence, education and 
health and community services, and 0 
otherwise. 

0.20 0.40

Workplace Size   
10 employees or less Dummy variable which takes on the value 

of 1 if the respondent's workplace has 10 
employees or less and 0 otherwise. 
 

0.40 0.49

11 to 100 employees  Dummy variable which takes on the value 
of 1 if the respondent's workplace has 
between 11 and 100 employees, and 0 
otherwise. 

0.30 0.46

Over 100 employees Dummy variable which takes on the value 
of 1 if the respondent's workplace has 
greater than 100 employees, and 0 
otherwise. 

0.30 0.46

Previous Labour Market Experience  
Years unemployed The number of years prior to the previous 

spell of unemployment the respondent was 
unemployed since leaving full-time 
education, measured as a deviation from 
the mean.  

0.00 2.24

Duration –most recent 
unemployment 

The duration in weeks of the previous spell 
of unemployment, measured as a deviation 
from the mean. 

0.00 31.24

Training   
Employer provided 
training 

A time varying dummy variable which 
takes on the value of 1 after the first 
training takes place and remains 1 for the 
remainder of the time on the job and 0 
otherwise 

23.3a 42.3

a This is the percentage of individuals who received training 
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Variable Name Description Mean Standard 

Deviation
Occupational Preferences  
Job in preferred 
occupation 

A dummy variable which takes on the 
value of 1 if the job was in the respondent’s 
preferred occupation and 0 otherwise. 

0.44 0.50

No preferred 
occupation 

A dummy variable which takes on the 
value of 1 if the respondent had no 
preferred occupation or data was not 
collected and 0 otherwise. 

0.31 0.36

Job not in preferred 
occupation 

A dummy variable which takes on the 
value of 1 if the job was not in the 
respondent’s preferred occupation and 0 
otherwise. 

0.25 0.44

Employment Status and hours  
Casual full- time A dummy variable which takes on the 

value of 1 if the job was casual full- time 
and 0 otherwise. 

0.25 0.44

Casual part-time A dummy variable which takes on the 
value of 1 if the job was casual part-time 
and 0 otherwise. 

0.41 0.49

Permanent full-time A dummy variable which takes on the 
value of 1 if the job was permanent full-
time and 0 otherwise. 

0.28 0.45

Permanent part-time A dummy variable which takes on the 
value of 1 if the job was permanent part-
time and 0 otherwise. 

0.28 0.24

Baseline Hazard 
Baseline - to 4 weeks A dummy which takes on the value of 1 

during the time period up to 4 weeks and 0 
otherwise 

 

Baseline- 5 to 13 
weeks 

A dummy which takes on the value of 1 
during the time period was between 5 to 13 
weeks and 0 otherwise 

 

Baseline - 14 to 26 
weeks 

A dummy which takes on the value of 1 
during the time period was between 14 to 
26 weeks and 0 otherwise 

 

Baseline - 27 to 39 
weeks 

A dummy which takes on the value of 1 
during the time period was between 27 to 
39 weeks and 0 otherwise 

 

Baseline - 40 to 52 
weeks 

A dummy which takes on the value of 1 
during the time period was between 40 to 
52 weeks and 0 otherwise 
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Variable Name Description Mean Standard 

Deviation
Baseline - 53 to 78 
weeks 

A dummy which takes on the value of 1 
during the time period was between 53 to 
78 weeks and 0 otherwise 

 

Baseline - over 78 
weeks 

A dummy which takes on the value of 1 
during the time period was over 78 weeks 
and 0 otherwise 
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Appendix A6.3: Determinants of Job Tenure by Next Labour Market Status 
and including Low Pay 

 All separations Job to Job 
Job to 
Unemployment 

Job to Not in 
Labour Market 

 
Hazard 

Ratio z-value 
Hazard 

Ratio z-value 
Hazard 

Ratio z-value 
Hazard 

Ratio z-value 

Individual Characteristics         
Female 1.023 0.26 0.813 -1.10 0.826 -1.73 2.718 4.36 
Aged 20 -29 years 1.277 2.40 1.233 0.98 1.249 1.63 1.445 1.63 
Aged 30-39 years         
Aged 40-49 years 1.171 1.39 1.018 0.07 1.291 1.69 1.001 0.00 
Aged 50-59 years 1.262 1.52 0.819 -0.57 1.374 1.61 1.520 1.14 
Has disability 1.301 2.65 1.189 0.77 1.041 0.30 2.640 4.81 
Marital Status         
Never married         
Married includes de facto 1.043 0.32 0.669 -1.41 1.124 0.68 1.375 0.95 
Divorced, separated, 
widowed 1.231 1.50 1.111 0.36 1.222 1.13 1.478 1.07 
Family Characteristics         
Resident partner working 0.732 -2.63 0.745 -1.17 0.607 -3.14 1.008 0.03 
Number of dependent 
children 0.958 -1.01 0.859 -1.62 0.940 -1.11 1.164 1.65 
Educational Qualifications         
Not completed secondary  1.075 0.64 1.072 0.30 0.986 -0.10 1.545 1.48 
Completed secondary         
Completed vocational 
studies 1.125 1.03 1.006 0.02 1.056 0.37 1.709 1.81 
Completed tertiary studies 1.093 0.69 1.125 0.45 1.007 0.04 1.510 1.29 
Location of Residence         
Socioeconomic area index 1.018 1.35 1.008 0.29 1.032 1.77 0.992 -0.25 
Country of Birth         
Australia         
Overseas English speaking 1.023 0.21 0.845 -0.72 1.220 1.39 0.723 -1.18 
Overseas non-English 
speaking 0.702 -2.97 0.394 -2.96 0.834 -1.20 0.875 -0.51 
Industry         
Resources industries 1.020 0.19 0.820 -0.89 1.239 1.64 0.623 -1.82 
Wholesale and retail trade 1.020 0.19 0.930 -0.33 1.160 1.01 0.795 -0.92 
Services         

Education, health, public 
services 1.078 0.67 0.875 -0.55 1.328 1.89 0.788 -0.98 
Workplace Size         
10 employees or less 1.213 1.96 1.089 0.41 1.429 2.71 0.885 -0.55 
11 to 100 employees 1.080 0.76 0.973 -0.13 1.311 2.01 0.622 -1.93 
Over 100 employees         

Previous Labour Market Experience       
Years unemployed 1.021 1.25 0.904 -1.85 1.056 2.88 0.986 -0.30 
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Appendix A6.3 (ctd): Determinants of Job Tenure by Next Labour Market 
Status and including Low Pay 

 All separations Job to Job 
Job to 
Unemployment 

Job to Not in 
Labour Market 

 
Hazard 

Ratio z-value 
Hazard 

Ratio z-value 
Hazard 

Ratio z-value 
Hazard 

Ratio z-value 

Duration - most recent 
unemployment  0.995 -3.68 0.989 -2.99 0.995 -2.71 0.996 -1.23 
Training         
Employer provided training 0.890 -0.98 0.889 -0.54 0.782 -1.33 0.937 -0.27 
Occupational Preference         
Job in preferred occupation 0.719 -3.73 0.757 -1.44 0.665 -3.54 0.821 -0.94 
No preferred occupation         
Job not in preferred 
occupation 0.960 -0.42 1.228 0.96 0.869 -1.10 1.025 0.10 
Employment Status and Hours 
Casual full-time 1.484 4.05 1.311 1.21 1.589 3.81 1.362 1.21 
Casual part-time         
Permanent part-time 0.440 -7.50 0.405 -4.03 0.446 -5.45 0.437 -3.27 
Permanent full-time 0.486 -4.30 0.725 -1.15 0.335 -3.75 0.411 -2.68 
Pay Level         
Low paid 1.359 3.93 1.173 0.95 1.595 4.53 1.008 0.04 
Baseline Hazard          
Baseline - to 4 weeks 0.032 -15.19 0.006 -9.80 0.022 -13.00 0.001 -11.35 
Baseline - 5 to 13 weeks 0.027 -16.13 0.011 -9.46 0.014 -14.47 0.002 -10.98 
Baseline - 14 to 26 weeks 0.019 -17.30 0.009 -9.84 0.010 -15.26 0.001 -11.61 
Baseline - 27 to 39 weeks 0.017 -17.20 0.010 -9.45 0.008 -15.35 0.001 -11.39 
Baseline - 40 to 52 weeks 0.008 -18.53 0.006 -9.99 0.002 -15.54 0.001 -11.65 
Baseline - 53 to 78 weeks 0.010 -18.56 0.007 -9.79 0.003 -16.02 0.001 -11.96 
Baseline -  over 78 weeks  0.006 -18.62 0.005 -10.07 0.001 -14.20 0.001 -11.87 
         
Log likelihood -1625.05  -545.33  -1192.94  -480.57  
Number of observations 1051  1051  1051  1051  
Number of failures 760  169  440  144  
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Chapter 7  

Future Employment, Casual and Part-

Time Jobs and the Unemployed  

 

 

 

7.1 Introduction 

 

The high incidence of casual and part-time jobs taken up by the unemployed has been an 

indicator of significant change that has occurred in the Australian labour market over the 

past two decades. An increasing diversity in the ways in which individuals are working 

has been evident across all industries, but particularly for those in low skilled occupations 

(Borland, Gregory and Sheehan 2001). Now more than ever before, workers are being 

employed under casual and part-time arrangements. In fact, during the 90s, the growth in 

casual and part-time jobs has far outweighed the employment growth of full-time 

permanent work. 

 

These dramatic trends have raised some important issues about the implications for the 

long-term social and economic well-being of workers in the Australian labour market. Of 

particular concern is the high take-up of casual and part-time employment by the 

unemployed and the implications of this on their future employment prospects. Chapter 6 

investigated the characteristics of the post-unemployment jobs for persons who were 

initially unemployed during the first wave of SEUP. The findings indicated that many jobs 
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were casual or part-time, of short duration and were often terminated at the initiation of the 

employer. Also, a significant number of individuals went back into another spell of 

unemployment at the end of their job.  

 

What implication does this pattern of employment, the high incidence of intermittent 

casual and part-time jobs often ending in a spell of unemployment, have on the future 

employment prospects for the unemployed? In the literature, there are differing views. On 

the one hand, it has been argued that the prevalence of casual and part-time work has 

generated important opportunities for the unemployed to find work, maintain their labour 

market attachment and gain valuable work experience (Siebert 1997). The underlying 

assumption is that over time individuals who take up these jobs will improve their labour 

market position, finding more secure employment and achieving earnings growth.  

 

On the other hand, a contrasting view is that the precarious nature of casual and part-time 

jobs has generated a degree of dualism in the Australian labour market. Casual and part-

time jobs are like those of a secondary labour market where individuals have limited 

opportunities for earnings progression and any future sustainable employment (Australian 

Centre for Industrial Relations Research and Training 1999; Burgess and de-Ruyter 2000). 

In this situation, casual and part-time jobs for the unemployed simply become a form of 

hidden unemployment or a shelter from unemployment for workers who find it difficult to 

get standard permanent work (Burgess and de Ruyter 2000). Over the longer term, these 

jobs offer limited hope for the unemployed to find more secure or sustained employment. 

Rather, individuals are more likely to find themselves trapped in a cycle of intermittent 

jobs and joblessness. 

 

This chapter addresses the validity of these opposing views for adult workers in the 

Australian labour market. Using the sample of individuals initially unemployed during the 

first wave of SEUP, the relationship between their work experiences during the first year 

after becoming unemployed and their subsequent labour market employment outcomes 

after two years is investigated. Two outcomes measures are examined - whether they are 

employed after two years, and, if employed, whether they are in permanent work. The aim 
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of this investigation is to assess whether differences in future employment outcomes are 

related to the different types of initial work experiences of the unemployed. Specific 

comparisons are drawn between casua l and permanent work and full- time and part-time 

work, and no work at all.  

 

Although the time period of the analysis is short, and there are some limitations to the 

adopted approach1, the analysis draws attention to an important issue which, some have 

argued, has not been adequately considered in the Australian policy debate (Burgess and 

Campbell 1998b). Both supply side and demand side factors may need to be addressed in 

an appropriate policy response for the unemployed.2 Focussing only on improving worker 

employability through, for example, training schemes may fail if attention is not also 

focused on issues such as employer labour use strategies and  the protection of worker 

entitlements. As has been noted by Burgess and Campbell (1998b), there is evidence that 

in the Australian labour market, employers’ labour usage practices are becoming more 

opportunistic, reactive to product demand and aimed at labour cost reduction regardless of 

the loss of benefits and entitlements of workers.  

 

Another motivation stems from the recent policy directions of government with respect to 

welfare reform. New initiatives are encouraging active participation by welfare recipients 

rather than passive welfare support. These initiatives obligate welfare recipients to take up 

casual and part-time work in schemes such as Work for the Dole to improve their job 

skills and gain valuable labour market experience (Burgess and de-Ruyter 2000). The 

underlying premise is that this experience will provide them with the best chance to leave 

welfare support and reintegrate into the world of work. Understanding the extent to which 

individuals can make this transition is an important issue. Obligating more welfare 

recipients to become a part of a cycle of low pay and no pay has potential to exacerbate an 

already difficult and perhaps growing problem for Australia.  

 

                                                 
1 These are discussed fully in Section 7.3.1. 
2 A discussion of the theory of labour market segmentation which identifies an important role for demand 
side factors can be found in Chapter 2. 
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This chapter is structured as follows. Section 7.2 presents a background into the growth of 

casual work in the Australian labour market. Different aspects of the debate into the 

implications of these trends for the unemployed are discussed followed by a summary of 

empirical evidence in Australia. Section 7.3 describes the analytical strategy, the data and 

empirical outcomes for the sample of unemployed persons. The results are presented and 

discussed in Section 7.4 with some important conclusions drawn and discussed in Section 

7.5. 

 

7.2 Background 

 

7.2.1 The growth in casual and part-time employment 

The increasing diversity in the nature of work and the types of jobs on offer has been one 

of the most significant features of change in the Australian labour market during the past 

two decades. In the 1970s, the majority of individuals expected to be employed under the 

standard employment contract – the full- time permanent job. Increasingly over the past 

two decades, alternative working arrangements, specifically, casual and part-time jobs 

have taken more of the share of total employment. In the mid-1980s, around 16 per cent of 

total employment was part-time. In just ten years, this had risen to around 25 per cent of 

the total number of persons employed. Similar increases in the percentage of casual 

workers also occurred over the same time period. As reported by Wooden and Hawke 

(1998), the incidence of casual employment grew from 16 per cent in 1984 to 26 per cent 

by 1996.  

 

The increasing trends in the diversity of employment can be clearly seen in Table 7.1. In 

this table, taken from Borland, Gregory and Sheehan (2001), employment growth over the 

most recent decade, the 1990s, has been disaggregated into four job types – permanent 

full-time and permanent part-time employment, casual full-time and casual part-time 

employment. These figures highlight two major features - the extent of the increase in 

casual and part-time jobs and the corresponding stagnation of the growth in permanent 

full-time employment. 
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During the 1990s, the total number of persons employed grew by 1.1 million persons, a 

growth rate of 17.2 per cent. The breakdown by job type shows that the number of 

permanent full-time jobs actually declined over the period, whereas employment in each 

of the three other job types increased substantially. An astounding 73 per cent of the 

overall growth could be attributed to the increase in casual jobs. Much of this was 

associated with an increase in casual part-time work which provided 44 per cent to the 

total employment growth. Permanent part-time jobs also increased dramatically over the 

period contributing another 32 per cent to the change in the numbers employed.   

 

 

Table 7.1: Employment by Job Type – 1990 to 2000 

       
 Employment  Change in Employment, 1990-2000 
Job Type 1990 2000  Number Per cent Share 
 (‘000) (‘000)  (‘000)   
       
Permanent  5293.8 5598.4  304.6 5.8 27.0 
Casual 1271.8 2097.3  825.5 64.9 73.0 
       
Permanent full-time 4855.0 4803.9  -51.1 -1.1 -4.6 
Casual full-time 314.3 647.3  333.0 105.9 29.5 
Permanent part-time  438.8 794.5  355.7 81.1 31.5 
Casual part-time 957.5 1450.0  492.5 51.4 43.6 
       
Total 6565.6 7695.6  1130.1 17.2 100.0 
       
Source: Table 1.4 Borland, Gregory and Sheehan (2001) - numbers have been adjusted on advice 
from the authors.  

 

 

Borland, Gregory and Sheehan (2001) break down these changes further by occupation 

type. They find that it has been in the low skilled occupations where these changes in job 

types have been most pronounced. Table 7.2 shows these figures for the 1990s. Despite 

the overall decline in the number of permanent full- time jobs during the 1990s, there was a 

substantial increase in permanent full- time jobs among the higher skilled occupations – 

managers and professionals. In contrast, employees in other occupations experienced huge 

declines in permanent full- time work and substantial increases in other job types. For 
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tradespersons and advanced sales and service workers, permanent full- time work declined 

by 238,000 jobs over the 1990s. The ‘Other Employees’ category includes low skilled 

occupations such as labourers, elementary clerical workers and production workers. Like 

the tradespersons, employment in this category too changed dramatically with similar 

large declines in the number of permanent full- time jobs. For workers in low skilled 

occupations, a great deal of the growth in employment was in casual part-time jobs which 

contributed 74 per cent to the overall employment growth in those occupations.  

 

 

Table 7.2 Change in Employment by Occupation and Job Type - 1990 to 
2000  
      
‘000      
 Permanent 

full-time 
Casual 

full-time 
Permanent 
part-time 

Casual 
part-time 

Total 

      
Managers and professionals 387.0 135.4 115.2 19.5 657.1 
Tradespersons and advanced 
sales and service workers 

-238.2 59.3 25.3 26.8 -126.8 

Other employees -200.0 138.4 215.1 446.4 599.9 
      
Total employees -51.2 333.1 355.6 492.7 1130.2 
      
Source: Table 1.6 Borland, Gregory and Sheehan (2001). 

 

 

The increasing incidence of alternative working arrangements in Australia can be directly 

linked to the movement towards labour market flexibility. Both supply side and demand 

side factors as well as institutional forces have encouraged the deregulation of the labour 

market. From the supply side, casual and part-time work has increased in response to the 

desire of workers to be able to combine other responsibilities and interests with labour 

market involvement. For example, many married women are keen to combine household 

and family duties with part-time, often casual work. Students, as well, have benefited 

being able to take up work but also undertake their studies. From this perspective, the 

increase in casual and part-time work has been seen as a positive and important trend, 

associated with an improvement in individuals’ social and economic wellbeing.  
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Changes in the demand side of the market, however, have also contributed to the 

increasing diversity of job types in the Australian labour market. Many product demand 

markets have changed dramatically due to the pressures of globalisation and technological 

change. This has generated a necessary response by firms to find ways to reduce costs and 

compete more efficiently in often increasingly volatile and uncertain markets (Brosnan 

and Underhill 1998; Korpi and Levin 2001). Casual and part-time jobs have provided 

opportunity for employers to do this.  

 

Along with demand and supply factors, government policy has also encouraged a shift 

towards labour market flexibility by the deregulation of employment contracts. This too 

has influenced the continuing trends towards the diversity in job types, particularly during 

the 90s. Enterprise bargaining agreements have broadened the types of jobs and conditions 

and entitlements of work across the entire labour market.  

 

7.2.2 Implications for the unemployed 

What are the implications of the increasing incidence of casual and part-time work for the 

employment prospects for the unemployed? This question has attracted a great deal of 

attention by policy makers and research workers not only in Australia but also in other 

countries where there has been an increasing trend towards alternative working 

arrangements. There are generally two opposing and compelling views.  

 

A positive view 

On a positive note, the prevalence of casual and part-time jobs has created for the 

unemployed opportunity to work, gain valuable on-the-job experience and a means to help 

them maintain their attachment to the labour market (Siebert 1997; Buch and Ruhmann 

1998). This has been associated with positive benefits for the unemployed improving their 

general well-being and employability and hence their future employment prospects. On-

the-job experience will help them re-establish a position in the labour market and enable 

them to gain more secure permanent work in the future (Korpi and Levin 2001). 
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A negative view 

A more negative viewpoint, however, has also been put forward. The increasing incidence 

of casual and part-time work has led to a deterioration in employment conditions and 

entitlements for workers shifting the balance of power directly to employers (Burgess and 

de-Ruyter 2000). The precarious nature of jobs makes them ‘dead ends’ associated with 

limited opportunities for earnings advancement or any sustainable future employment for 

workers (Brosnan and Underhill 1998). Under this scenario, the unemployed would not be 

able to improve their economic position, instead being trapped in a cycle of intermittent 

work and joblessness. These patterns of employment will impact most heavily on those at 

the lowest end of the labour market, in particular, the low skilled workers taking up the 

lowest paid jobs. 

 

Theoretical support 

In support of the positive view are a number of theories about job search and labour 

market mobility which predict positive outcomes for the unemployed. Theories based on 

imperfect information, for example, suggest that job searchers may have only limited 

knowledge about the labour market, in particular, with respect to their tastes and abilities 

in certain jobs and hence their potential rewards (Johnson 1978). On-the-job experience in 

casual and part-time jobs would provide a valuable opportunity to increase their 

knowledge of available work and in particular, what kind of employment they may be best 

suited to. This may improve their future job opportunities as they gravitate to jobs that best 

suit their desires and abilities.  

  

Other theories predict that casual and part-time work will increase the attractiveness of 

workers to the employer. Screening or signalling theories posit that potential employers 

have imperfect information about individuals’ productivity levels and thus mainly use 

observable characteristics such as work history to screen potential employees. Taking on 

casual work may act as a sorting mechanism where employers are more likely to hire job 

searchers who have recent work experience believing they have higher productivity levels 

than those who remained unemployed. Thus, workers who take on casual employment 
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may be higher in the job queue by sending positive signals to employers about his/her 

willingness to work, skills and productivity (Korpi and Levin 2001).   

 

Human capital theories also suggest that employers would be prepared to hire casual and 

part-time workers over those with no employment experience. Associated with 

unemployment is a loss of occupation specific skills which are likely to deteriorate the 

longer an individual is out of work. Any kind of work experience therefore, is a means to 

reduce skills atrophy and therefore, the negative effects of unemployment.  

 

Social network theories would also predict positive outcomes for the unemployed who 

secure part-time and casual work. By working, individuals have greater opportunity to 

expand social networks which can provide them with important labour market information 

about future job openings and personal references for vacancies (Korpi and Levin 2001). 

These mechanisms are likely to enhance future job prospects.  

 

The discouraging view of the increasing incidence of casual and part-time work however, 

places less weight on these theories. Some may only work for certain types of individuals. 

For example, information theories may assist younger workers but be less likely to assist 

older workers. Theories which predict an increased attractiveness of the unemployed may 

only have an impact in periods of tight labour supply where employers look to the 

unemployed to fill additional vacancies.  

 

The foundations for the negative view can be found in segmented labour market theories. 

Casual and part-time jobs may be forming part of a secondary labour market. As described 

in Chapter 2, workers in the secondary labour market find themselves in jobs characterised 

by low pay, high instability and risk of unemployment and poor working conditions. Over 

time, experience in the secondary sector is reinforced in the individual leading to a 

scarring effect, generating a higher chance of future secondary sector employment. Also, 

work in the secondary sector may send negative signals to potential employers, indicating 

a reluctance to take on long-term relationships to employers and thus promote a 

detrimental effect on future employment outcomes. 
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Comparison of views 

The major distinction between these two contrasting views relates to their implications for 

the future employment prospects for the unemployed. The positive view suggests that over 

time, the take up of casual and part-time work is likely to be associated with less 

subsequent unemployment and an improved labour market situation including more secure 

employment. From the negative viewpoint, the take up of casual jobs is only likely to lead 

individuals to more intermittent casual work and very limited movement to more sustained 

permanent work. Under this scenario, over the longer term, the unemployed are unlikely to 

be better off and there may in fact, be a deterioration in their economic and social 

wellbeing (Burgess and Campbell 1998b). 

 

7.2.3 Empirical evidence  

Answers to the debate about the implications of casual and part-time work for the 

employment prospects of the unemployed is a matter for empirical research. In the 

Australian context, there have been a few studies that have investigated this issue although 

a lack of longitudinal data has limited the research. Murtough and Waite (2000b) suggest 

that the debate about precariousness and future employment prospects has been hampered 

by the diversity of jobs classified as casual employment. Using data from the ABS Forms 

of Employment Survey (Australian Bureau of Statistics 2000), they report that a 

substantial number of casual jobs are very similar to permanent jobs and they do in fact, 

provide secure and ongoing employment for workers.  

 

While this has some validity, there are two important points regarding the unemployed and 

casual employment. First, the evidence of Chapter 6 indicated that the jobs taken up by the 

unemployed were significantly different to the jobs of all Australian workers. In particular, 

what set these jobs apart was not only their casual nature but their particularly short 

durations and the fact that many ended at the initiation of employers and resulted in 

another spell of unemployment. Second, although a minority of casual jobs may provide 

long-term work, in times of economic downturn, it is those that are new into their 

positions such as the unemployed that are likely to bear the greatest risk of job loss. These 
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features draw attention to the importance of investigating the implications of casual 

employment for the unemployed.  

 

Anecdotal evidence about the work experiences of the unemployed has been collated by 

the National Board of Employment Education and Training (1992). During the early 90s, 

disadvantaged groups of jobseekers were asked about their experiences of work and their 

perceptions about their future employment prospects. The conclusion indicated that re-

establishment into the Australian workforce was generally a difficult process. Although 

many did take up casual jobs, their preference was for permanent work. Most reported that 

their casual work experience did not facilitate a move to more secure work. Overall, the 

conclusion of the study for the future employment prospects of the unemployed was not 

optimistic suggesting that  

 

‘because of the structure of many of these jobs, they did not offer a stepping stone to more 

secure jobs but rather a dead-end.” (National Board of Employment Education and 

Training 1992 page 36) 

 

Burgess and de-Ruyter (2000) address the question – is casual employment a medium 

towards more secure permanent employment arrangements for the unemployed? They 

present the available empirical evidence from SEUP descriptively to draw the conclusion 

that there appears to be an element of dualism in the Australian labour market. Flows into 

permanent work are most likely accounted for by those already in permanent jobs or by 

those in full- time education. Individuals who take up casual employment however, are 

more likely to remain in casual employment over time. Their finding is that for the 

unemployed casual employment is a trap from which it may be difficult to escape. 

 

More positive results were obtained by Chalmers and Kalb (2000) who undertook a formal 

analysis investigating the transition from casual to permanent employment for the 

unemployed. Using an econometric duration modelling approach with the SEUP data, they 

examined whether taking up a casual job shortened the time to permanent work for a 

sample of unemployed persons. Their results suggest evidence of a positive duration 
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dependence for a minority of individuals in the transition from casual to permanent work. 

Their results suggest that casual employment may provide a pathway to more secure 

permanent work for some individuals in that it may enhance the human capital of 

individuals to help them in the transition process or the social networks that increase the 

probability of future permanent work. Individuals most likely to benefit from casual 

employment were found to be men with working partners and women who had previous 

experience of casual work. Men with good prospects were less likely to benefit from 

taking up casual work. However, they conclude that overall the small numbers of persons 

with these characteristics still left many unemployed in a situation where casual 

employment did not help them to move into permanent work. 

 

Gaston and Timcke (1999) investigate the transition from casual to permanent work over a 

one year and five year period for young persons aged 15 to 24 years in the Australian 

labour market during the early 90s. Using data from the Australian Youth Survey their 

conclusions are positive, suggesting that casual employment may be more of a ‘stepping 

stone’ than a ‘dead end’. The findings from a regression analysis indicate that the main 

factors contributing to a movement into full-time permanent work for young persons were 

experience in full-time casual employment in the past and on-the-job training. Men were 

also more likely than women to make the transition to permanent work. 

 

In summary, the Australian empirical research presents mixed evidence about the extent to 

which casual employment is associated with better future employment prospects for the 

unemployed. The implication is that both views may hold some truth leading to the 

conclusion that casual employment may be a pathway to more secure employment for 

some, but a trap for others. From the evidence, those for whom it is more likely to be a 

pathway include young persons, individuals with previous full-time work experience, men 

with working partners and those in full-time education. Overall, however, the evidence 

suggests that many unemployed are not likely to make the transition to more permanent or 

sustained work. 
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7.3 Future Employment Prospects and the Unemployed 

 

7.3.1  Methodology 

In this section, the methodology adopted to investigate the relationship between the initial 

work experiences of the unemployed and their future employment prospects is presented. 

The approach, which is similar to that described by Korpi and Levin (2001) is presented 

graphically in Figure 7.1. 

 

A sample of persons who became unemployed during September 1994 to September 1995 

was drawn from the SEUP data. During their first year, called the observation period, 

many individuals spent at least some time in a job. Their work experience during this 

period was categorised into five job types – the amount of time spent in permanent full-

time work, permanent part-time work, casual full- time work and casual part-time work and 

other employment. Other employment includes self-employment and working in a family 

business. 

 

These experiences of work were then related to their labour market situation two years 

after they initially became unemployed. Two measures of their subsequent labour market 

situation were included in the analysis – whether or not they were employed and, if 

employed, whether they were in permanent work. 

 

An example from Figure 7.1 helps to explain the approach. Individual i became 

unemployed at time ti0. During his first year - the observation period, between ti0 and ti1 - 

he found some employment. This employment experience was summarised into time spent 

in each of the five job types. This initial work experience is then related to his position in 

the labour market after two years, at time ti2. As explained by Korpi and Levin (2001), the 

gap between the observation period and the estimation of outcomes minimises the number 



 163

of spells that commenced in the observation period and were still continuing at the time 

the outcomes were considered.3  

 

Employment status after two years was estimated using a discrete choice logit model. Let 

Eit represent employment status for individual i at time t. Therefore, Ei2 is an indicator 

variable reflecting whether individual i is employed after two years. The logit model to be 

estimated can be written as:  

 

(7.1)   )1/()0|1Pr( 02
βδβδ iZXiZX

ii
ii eeEE ′+′+ ′′ +=== , 

 

where Xi represents a vector of variables that determine the probability of being employed 

and Zi represents a vector of variables identifying an individual’s experiences in each of 

the five job types during the initial observation period. ä and â are the corresponding 

coefficients to be estimated by the regression. 

 

A similar specification is assumed for the conditional probability of permanent 

employment, namely; 

 

(7.2) )1/()0&1|1Pr( 022
ϕαϕα iZXiZX

iii
ii eeEEPE ′+′+ ′′ +==== , 

 

where PEi2  represents employment in a permanent job after two years. á and ø are the 

coefficients to be estimated. Using the results, differences in employment outcomes 

relating to the different types of initial work experiences of the unemployed are compared. 

In particular, comparisons are drawn between casual and permanent work and full-time 

and part-time work, and no work at all. 

  

                                                 
3 In the sample, 16.2 per cent of individuals were still in the same spell of employment. The regressions were 
re-estimated excluding these individuals. The results obtained do not change the conclusions reached in this 
chapter. 
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Figure 7.1: Analytical Strategy          
          
           
Data Individuals became unemployed                  

Sep-94   Sep-95   Sep-96   Sep-97 
              
Individual i                      

 ti0   ti1   ti2    
 Became unemployed           
      Employed Ei2   
  Take up of     Employed in permanent job, EPi2 
  Permanent full-time employment         
  Permanent part-time employment         
  Casual full-time employment          
  Casual part-time employment          
  Other employment          
              
Individual j                     

  tj0   tj1   tj2   
  Became unemployed          

      Employed, Ej2  

   Take up of    Employed in permanent job, EPj2 
   Permanent full-time employment        
   Permanent part-time employment        
   Casual full-time employment        
   Casual part-time employment        
   Other employment        
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A limitation 

An important limitation of the adopted approach relates to selection bias arising from 

unobserved heterogeneity. 4 Individuals who take up different kinds of work may have 

differences in their unobserved characteristics like attitudes, motivation and ability that are 

also related to their propensity to be employed in the future. Adding to this type of 

selection bias could be the actions of employers with respect to hiring practices. 

Employers may choose different types of persons to fill different kinds of jobs. Not 

accounting for these correlations will cause biased results. This is controlled for, at least in 

part, by including previous unemployment history as a variable in the X vector, a variable 

that has been found in many studies to be correlated with unobserved effects (Pederson 

and Westergard-Nielson 1993; Lane, Mikelson, Sharkey and Wissoker 2001). 

Nevertheless, some biases will remain in the results obtained with the implication being 

that the effect of job type cannot be fully differentiated from unobserved factors relating to 

the individuals. 

 

Included variables  

Factors that have been found in other studies to influence employment outcomes for the 

unemployed were included in the equation identifying the vector of X variables. Pederson 

and Westergard-Nielson (1993) provide a useful summary of results from panel studies 

that have investigated the probability of obtaining employment for the unemployed. Using 

either duration analysis or discrete choice modelling techniques, these studies have 

indicated that individual characteristics, past history and demand factors all have an 

impact on outcomes for the unemployed.5  

 

                                                 
4 Another approach that could have been adopted in investigating the impact of work experience on future 
employment prospects is a non-parametric method of matching. An example of this approach, which is used 
widely in the evaluation literature is in Chapter 8 of this thesis. Although this approach would not be able to 
address the problem of unobserved heterogeneity, it would have the advantage of ensuring that individuals 
with similar observed characteristics are compared to determine the overall effect of work experience on 
future employment prospects. 
5 Other factors that have been considered are types of welfare benefits available to undertake job search, the 
impact of participating in labour marker programs.   
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Individual characteristics such as age, gender, family status, education and health have all 

been found to be important factors influencing future employment. In many studies, age 

has been found to have a negative influence on escaping from unemployment suggesting 

that older age persons take a longer time to find employment. Age and age squared were 

included in the equation to capture the influence of these life cycle effects on employment 

outcomes. It captures as well, the influence of post educational employment history which 

is generally highly correlated with age.  

 

An indicator dummy for whether the individual is female was also included. Studies have 

indicated that women, because of their weaker attachment to the labour market and 

differences in search behaviour have been found to have a lower probability than men of 

leaving unemployment. Hence, it may be expected that women have, in general, a lower 

probability of finding employment and also lower earnings potential. 

 

Three marital status indicator variables were also included. The effect on re-employment 

probabilities of being married has been found to differ between men and women in some 

studies. Whereas married men have a higher chance of escape from unemployment, for 

married women, the opposite has been found. This result is likely caused by the fact that 

some married women have spouses in the labour market providing them with a variety of 

labour market options. To capture this possible effect in the model predicting employment 

status, an interaction indicator variable was included for whether individuals were married 

and female. Also, a dummy variable was included for whether the sample respondents had 

a spouse who was working. To capture family status, the number of dependent children 

was also entered as an explanatory variable together with a health indicator, which 

identified whether the individual had a disability that may affect their general level of 

employability.  

 

Dummy variables reflecting educational qualifications represented the effect of investment 

in general human capital in the estimated equations. In many studies, the level of 

education has been found to be positively related to future employment status and future 

earnings. The base dummy variable which was excluded from the model identified 
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individuals who had completed the highest level of secondary education. The three other 

education dummies were – whether the individual did not complete the highest level of 

secondary school available, whether the individual completed vocational studies after 

secondary school and whether the individual completed graduate studies.  

 

Future employment status has also been found to be associated with previous 

unemployment history (Le and Miller 2001; Lane, Mikelson, Sharkey and Wissoker 

2001). The implication is that there is a strong history dependence so that individuals with 

previous unemployment histories are less likely to leave unemployment for employment. 

This has been closely linked to unobserved heterogeneity effects. Thus, individuals may 

have unobserved attributes that make them generally less employable than others thus 

affecting their future outcomes. Such unobserved characteristics may include attitudes to 

work, personal and presentation skills. In order to capture these effects, a variable was 

included to measure the years the individual spent looking for work since leaving full-time 

education and prior to becoming unemployed during the first wave of SEUP. 

 

Demand related factors have also been an important part of the studies of re-employment 

probabilities for the unemployed. Generally, the types of variables included to capture the 

state of the local labour market are the local unemployment rate or the unemployment 

vacancy ratios. These factors have been found to be important indicators for transitions out 

of unemployment. Demand side factors in the model were measured by including an index 

of the socioeconomic status of the local labour market in which the individual resides. 

Factors used in its calculation include income of the area, educational attainment of the 

area and local unemployment (Australian Bureau of Statistics 1991). The index ranged 

from 1 to 10. A higher index number indicated that the area of residence had better 

economic conditions.  

 

The Z variables represent the augmented variables depicting previous employment 

experience by job type. They were included in the employment status equations captured 

as the proportion of time spent during the first year in permanent full-time work, 

permanent part-time employment, casual full-time employment and casual part-time work 
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and other employment, which includes self employment and unpaid work in a family 

business.  

 

Models estimated 

Using the methodology described in this section, three specifications, which allows for 

differences in the way that employment history could impact of current labour market 

outcomes were estimated. The first included the variables as described above. The other 

two incorporated terms to identify individuals who may be particularly at risk of poor 

employment outcomes due to their initial employment experiences. The second 

specification included interaction terms to identify the individuals who had more than one 

spell of unemployment during their first year. This specification was included to test 

whether workers who cycle between short-term jobs and unemployment are estimated to 

have poorer employment outcomes. The third specification includes an interaction term to 

identify whether individuals who obtained work in the first year started out in a low paid 

job. As suggested earlier, these jobs may be positions of least importance in the 

workplace, perhaps being more related to volatile product demand hence placing workers 

in a more vulnerable labour market position and at risk of poorer employment prospects in 

the future.  

 

7.3.2 Data description 

The sample of unemployed persons used in the analysis is the same as the sample drawn in 

Chapter 6. Persons aged 20 and over who commenced a looking for work spell during the 

first wave of SEUP - 4 September 1994 to 3 September 1995 - and remained in the SEUP 

sample for the full three year period were included. Individuals who were full-time 

students at any time through the period were excluded. The sample comprised 1429 

persons.  

 

Table 7.3 presents information about the take up of jobs by the unemployed during the 

observation period, the first year after initially becoming unemployed. During this time, 

two thirds of the unemployed had some employment experience. Consistent with the 

results of the previous chapter, a higher proportion of the unemployed took up casual 
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employment with 28 per cent of the sample having a casual part-time job and 19 per cent 

experiencing some casual full- time work during the first year. Almost one quarter of the 

sample found some permanent full-time work during the first year but only 6 per cent had 

experience of permanent part-time work.  

 

The average number of weeks spent in different types of work is also reported in Table 

7.3. These show that those who took up permanent jobs spent a slightly longer period of 

time during their year in employment. On average, those who found permanent work spent 

just over 5 months in work. The average time spent in casual employment during the first 

year was shorter at around 4 months. These figures reflect the results of Chapter 6 which 

highlighted the intermittent nature of casual jobs for the unemployed.  

 

Table 7.3: Employment Experiences of the Unemployed 
 Type of employment found during observation period 
 Permanent 

Full-time 
Permanent 

Part-time 
Casual 

Full-time 
Casual 

Part-time 
Other No 

Employment 

Numbera 344 84 267 388 127 483 
Per cent of total sample  24.07 5.88 18.68 27.15 8.89 33.80 
       
For those who found employment during observation period 
Average weeks in 
employment 

24 21 15 18 20  

       
Per cent who had an 
intervening spell of 
unemployment  

43.9 45.2 71.2 62.9   

       
Per cent who started in a 
low paid job 

34.3 33.3 54.3 49.5   

 
Subsequent employment status after 2 years 
Per cent employed  86.1 86.9 73.0 67.5 78.0 51.2 
       
Per cent of those 
employed in a permanent 
job  

84.8 77.8 52.5 44.7 60.5b 0.7 

 
a. The sample size is 1429. Note that individuals can experience more than one job type during the 
observation period. Hence, the groups are not mutually exclusive. 
b. Most individuals who took up other employment during the first year were not wage and salary earners 
after 2 years. 
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Of those who took up casual employment, around two thirds experienced another spell of 

unemployment during the observation period – the first year after becoming unemployed. 

In contrast, only just over 40 per cent of permanent workers had another unemployment 

spell. Similarly, around half of all those who took up casual work started in a low paid job 

with only one third of those who had permanent work experience during their first year 

starting out in low pay. 

 

The percentage of those employed and if employed, the percentage of individuals who 

were in permanent work by initial employment experiences are also presented in Table 

7.3. Of those who had permanent work during the first year after becoming unemployed, 

86 per cent were in employment after two years. The corresponding figure for those who 

had casual employment was 73 per cent for full-time work experience and 68 per cent for 

those who experienced casual part-time work. Those who had no employment at all over 

the first year were the least likely to be employed after two years with only half of them in 

a job.  

 

Results are even more marked for whether individuals were in permanent work. Those 

who had a permanent job in the first year were by far the most likely to be in permanent 

work after another year. Less than half who experienced casual part-time employment had 

found permanent work. Interestingly, the data show that a lower percentage of those who 

had casual jobs in the first year were in permanent work after two years compared to those 

who had no jobs at all during the first year.  

 

7.4 Estimation Results 

 
7.4.1 The probability of employment 

Logit estimation results for the probability of employment using equation 7.1 for the three 

different specifications are presented in Table 7.4.6 The estimates are presented as log 

                                                 
6 Appendix A7.1 reports the descriptive information about the variables included in the estimated equations. 
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odds ratios. These identify the percentage change in the probability of being employed for 

a one unit change in the variable of interest. A value of 1 indicates no change in the 

probability. Values greater (less) than 1 indicate a positive (negative) change in the 

probability of employment. For example, in the first column, the log odds ratio for female 

is 0.629. This indicates that females were 37 per cent (1.000 - 0.629) less likely than men 

to be employed after two years. The reported z-value shows the level of significance of the 

estimate. A number greater than 1.96 suggests that the estimated result for that variable is 

significant at the 5 per cent level of significance. For females, the z-value of -2.37 

indicates that females were significantly less likely to be employed after two years. 

 

Before examining the variables of particular interest, it is useful to examine the effect of 

the included control variables on the probability of employment after two years. 

Consistent with other studies, the estimates indicated that females were less likely to be 

employed after two years than males. The estimated 37 per cent drop in the probability of 

employment compared to men is likely to reflect women’s higher propensity to exit the 

labour market and reduce their search intensity. This in turn influences future employment 

outcomes. Pederson and Westergard-Nielson (1993) suggest that discriminating behaviour 

by employers may also be a factor contributing to the poorer outcomes for women.  

 

Age was also found to be significantly related to the probability of subsequent 

employment. Included as a non-linear effect, both the age and age squared variables were 

significant at the one per cent level. The estimated effect of age increased the likelihood of 

employment until respondents were 36. Older persons were less likely to be subsequently 

employed reflecting the fact that, in general, older persons have increased difficulty in 

obtaining work in the labour market after unemployment. As suggested by Pederson and 

Westergard-Nielson (1993), this could be due to discrimination by employers’ belief that 

older persons lack ability to learn new skills. Older persons too, may be more willing to 

leave the labour market for early retirement than to remain in job search.  

 

Individual characteristics found to be significantly related to the likelihood of future 

employment were country of birth and disability status. Compared to the Australian born, 
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persons from English speaking countries were reported to have a higher probability of 

being employed. This effect was statistically significant at the 10 per cent level. Not 

surprisingly, those with an employment limiting disability were estimated to have a 

significantly lower chance of being employed after two years. Their chances of being 

unemployed were 42 per cent lower than those without a disability. 

 

Other variables included to control for family circumstances were not estimated to 

significantly influence outcomes for the unemployed. Unlike other studies, education was 

not significantly related to the probability of future employment. There was a positive 

relationship however, between the socioeconomic area in which individuals lived and 

employment prospects. This suggests that those who live in areas with lower 

unemployment and higher incomes are more likely to be employed in the future, perhaps 

reflecting the greater number of employment opportunities in these areas.  

 

Consistent with the results of other studies, previous unemployment experience was 

estimated to be negatively related to future employment status. A one year increase in the 

number of years of looking for work since leaving full- time education was associated with 

a 10 per cent reduction in the probability of employment. This result captures at least in 

part, unobserved individual characteristics which influence a person’s future employment 

probability as well as the effect of previous unemployment itself.  

 

In summary, the estimated effects on the future probability of employment for the 

variables included in the model are consistent with results from other studies. Overall, 

future employment prospects differ between men and women, are related to age and 

disability status. Persons with higher previous unemployment experience are less likely to 

be employed in the future. Also, those who live in areas with less unemployment and 

higher earnings levels are also more likely to be employed after two years.  
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Table 7.4: Logit Results – The Probability of Employment 

 Specification 1 Specification 2 Specification 3 
 Odds ratio z value Odds ratio z value Odds ratio z value 
Age 1.227 4.12 1.220 4.01 1.227 4.12
Age squared 0.997 -4.41 0.997 -4.30 0.997 -4.41
Female 0.629 -2.37 0.631 -2.35 0.633 -2.35
Marital Status       
Single       
Married 0.787 -1.00 0.784 -1.01 0.772 -1.08
Divorced, separated, widowed 0.998 -0.01 1.011 0.05 1.010 0.04
Family Circumstances       
Female and married 0.642 -1.58 0.652 -1.52 0.646 -1.56
Resident partner working 1.208 0.92 1.173 0.78 1.207 0.92
Number of dependants 1.014 0.20 1.020 0.28 1.016 0.23
Educational Qualifications       
Not completed secondary 0.901 -0.56 0.910 -0.51 0.889 -0.63
Completed secondary       
Completed vocational studies 0.931 -0.36 0.946 -0.28 0.929 -0.37
Completed graduate studies 1.061 0.27 1.084 0.36 1.028 0.12
Previous labour market experience    
Years looking for work 0.897 -3.75 0.897 -3.75 0.897 -3.74
Birthplace Characteristics       
Australian born       
Born in English speaking country 1.447 1.82 1.449 1.82 1.430 1.76
Born in Non-English speaking 
country 1.028 0.15 1.000 0.00 1.042 0.23
Area of Residence       
Socioeconomic area of residence 1.062 2.66 1.066 2.81 1.061 2.63
Health Status     
Has a disability 0.576 -3.40 0.571 -3.44 0.581 -3.34
Activity Type     
Time in permanent ft work % 1.038 8.81 1.041 7.33 1.040 7.55
Time in permanent pt work % 1.041 4.87 1.039 3.76 1.049 3.84
Time in casual ft work % 1.033 5.94 1.055 4.02 1.041 4.52
Time in casual pt work % 1.022 6.67 1.027 6.09 1.022 4.97
Time in other employment % 1.041 5.69 1.042 5.71 1.041 5.67
Time in permanent ft & unemployed %  0.992 -1.08   
Time in permanent pt & unemployed %  1.004 0.22   
Time in casual ft & unemployed %  0.973 -1.94   
Time in casual pt & unemployed %  0.988 -2.02   
Time in permanent ft & low paid %    0.993 -0.92
Time in permanent pt & low paid %    0.983 -1.03
Time in casual ft & low paid %    0.987 -1.21
Time in casual pt & low paid %    1.000 -0.01
     
Sample size 1429  1429 1429 
Log likelihood -753.544  -747.954 -751.726 
Pseudo R squared 0.218  0.223 0.220 
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The variables of interest in the probability of employment equations are those which 

characterise previous employment experience, the percentage of time spent in each type of 

employment. The interest is in identifying whether there is a difference in their estimated 

impact on the future employment prospects of the initially unemployed.7 To assist in 

interpreting these results and to provide an indication of the size of the effects, the 

estimates from specification 1 have been used to predict the future employment 

probabilities for an individual with particular characteristics. These probabilities are 

represented graphically in Figure 7.2.8 The four lines show the estimated employment 

probabilities for a particular individual by the amount of employment in each type of work 

undertaken during the first year.9 The predicted probability of employment after two years 

if the individual had no work experience at all during the first year is given by the 

probability at the intersection with the vertical axis. 

 

Figure 7.2 shows that if the chosen individual had no employment experience at all in the 

first year, his probability of future employment would be 0.55. With one month of 

permanent full-time employment during the first year, his predicted probability of being 

employed after two years was estimated to increase to 0.63. This had risen to 0.94 if he 

had eight months of permanent full-time work during the first year. Corresponding 

predicted probabilities are reported in the figure for each of the four job types – permanent 

full-time and part-time work, casual full- time and part-time employment.  

 

                                                 
7 A problem that may arise in the comparisons is that there may not be a range of individuals who take up 
the different types of jobs. This is referred to in the evaluation literature as the problem of common support. 
For example, if all males had permanent work experience and all females had casual work experience then 
the different impact of permanent and casual employment would relate to differences between males and 
females. In Appendix A7.1, Table A7.1 the descriptive statistics of the sample by activity type to determine 
the extent to which the level of common support is validated is presented. This shows that there is a range of 
different individuals across the job types. 
8 The predicted probability for the time spent in other employment was not included in Figure 7.2. Results 
suggested that time spent in other employment was also associated with an increase in the probability of 
future employment. As this variable is not the focus of the study, the results are not discussed further. 
9 The particular individual is an Australian born married male, who undertook the highest level of secondary 
education, was aged 35, the average for the sample and had no children. He had no disability that would 
affect his work and lived in a socioeconomic area with an index level of 5, once again the average for the 
sample. His spouse was not in the labour market. He had also spent some time (1.89 years) in looking for 
work in the past. 
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Figure 7.2: Predicted Probability of Employment after 
Two Years by Initial Work Experience 
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The first significant feature of the results from Table 7.4 and reflected in Figure 7.2 is that 

all five included initial employment variables were significant and positive. This implies 

that time spent in any type of work during the first year was associated with a higher 

probability of future employment compared to those who had no experience of work at all 

during the first year. In other words, those who remained unemployed over the first twelve 

month period were clearly those least likely to be employed after two years. In Figure 7.2, 

the probability of employment after two years for those who had spent no time in 

employment during the first year was 0.55. Time spent in any job during the first year was 

associated with an increase in that probability for all jobs. 
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This result is consistent with duration studies which report that longer durations of 

unemployment are associated with lower exit probabilities and hence, a lower chance a 

future employment (Pederson and Westergard-Nielson 1993). Other Australian studies 

have also suggested that labour market outcomes are largely determined by previous 

unemployment experience. Le and Miller (2001), for example, indicate that this could 

reflect a scarring effect of unemployment or that individuals with particular unobserved 

characteristics were the most likely to have longer spells of unemployment and also found 

it more difficult to obtain work. 

 

The second feature of the results is found by examining the differences in the estimated 

effects on the probability of employment by the type of initial work experience. These 

results show that, compared to time spent in permanent full-time employment, time spent 

in a casual part-time job during the first year was associated with a lower likelihood of 

future employment. For example, if the chosen individual spent three months in permanent 

full-time work, then his predicted probability of employment after two years is 0.72. The 

corresponding predicted probability of employment for three months spent in casual part-

time work during the first year is 0.63, a reduction of 13 per cent or 9 percentage points. 

 

Wald tests were carried out to identify whether the differences in estimated effects, based 

on the coefficients in the probability of employment equation were significantly different 

in a statistical sense (Stata Corporation 1997). Table 7.5 presents the probability values for 

these tests. A p-value of 0.05 or less implies that the difference between the coefficients is 

statistically significant at the 5 per cent level.  

 

The reported p-values in Table 7.5 show significant differences in the estimated 

coefficient for time spent in casual part-time employment and all other job types. 

Estimated differences in the impact on the probability of employment were not 

significantly different for permanent full-time, part-time and casual full-time work. The 

estimated effect on the probability of future employment for the take up of casual part-

time employment however, was found to be statistically significantly different to the 

estimated effect for permanent full- time work at the one per cent level. The coefficients 
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for the initial take up of casual part-time and casual full-time work were significantly 

different at the 7 per cent level.  

 

 

Table 7.5: Wald Test Results - Difference in Estimated Coefficients
 p-value 

 Permanent part-
time 

Casual 
full-time 

Casual 
part-time 

Permanent full-time  0.730 0.485 0.002 

Permanent part-time   0.428 0.029 

Casual full-time    0.074 

    

 

 

It is possible that this result is related to differences in the labour market transition patterns 

of men and women, particularly since women do make up a greater proportion of those in 

part-time casual employment. A finding from Chapter 6, was that women were more likely 

to exit the labour market after a spell of employment, a transition which may influence 

their future employment prospects. An interaction term was included to identify separately 

the time spent in full- time and part-time casual employment for women. This interaction 

term was not statistically significant suggesting that this may not be the explanation for the 

results obtained. 

 

To summarise thus far, the implication of the finding of the results for specification 1 

suggest that the future employment outcomes of the unemployed are associated with the 

different initial work experiences of individuals. Persons who take up any kind of work 

during the first year are more likely to be employed after two years than those who have 

no work experience. However, experience in casual part-time work is associated with a 

significant reduction in the likelihood of future employment though their outcomes are 

still more favourable than those who remained without work during the initial observation 

period. 
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In specification 2 of Table 7.4, interaction terms identifying whether an individual had an 

intervening spell of unemployment during the observation period are included. The 

coefficients for the two interaction terms for casual full-time and casual part-time work 

were negative and statistically significant at the 5 per cent level. This reduced the log odds 

ratio for those who had an intervening unemployment spell from 5.5 per cent to 2.8 per 

cent for time spent in full-time casual work and from 2.7 per cent to 1.2 per cent for time 

spent in part-time casual employment. This result indicates that intermittent full-time and 

part-time casual work did significantly reduce the probability of future employment 

compared to those who did not have an intervening spell of unemployment during the first 

year. However, compared to those who had no employment experience at all, time spent in 

any type of work during the first year, regardless of whether the work was intermittent, 

was still associated with a higher probability of being employed after two years.  

 

Specification 3 included interaction terms indicating whether individuals started in a low 

paid job during the first year. These interaction terms were not significant, the implication 

being that starting out in a low paid job did not significantly reduce the likelihood of being 

employed in the future.  

 

In summary, the results of the probability of employment equation show that, compared to 

non-employment, time spent in any type of work is associated with a higher likelihood of 

future employment for the unemployed. However, differences in initial work experience 

do appear to be significantly related to future employment outcomes. In particular, time 

spent in casual part-time work significantly lowered the likelihood of future employment, 

although they were still estimated to have a higher likelihood of future employment than 

those who had no initial work experience. Having an intervening unemployment spell in 

the first year for casual workers was also found to be associated with a significant 

reduction in the probability of being employed after two years, suggesting that short-term 

spells of employment and unemployment are associated with poorer future employment 

outcomes for the unemployed. Finally, starting out in a low paid job was not found to 

influence the likelihood of future employment. 
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7.4.2 The probability of permanent work 

Table 7.6 reports logit estimates for the conditional probability of being in permanent 

employment after two years described in equation 7.2. Three specifications, similar to 

those in Table 7.4, were estimated and reported in the table. With respect to the individual 

and demand related control variables included in the model, results show that only two 

were significantly related to the conditional probability of permanent work. Those who 

had completed tertiary studies were found to be 69 per cent more likely to be permanently 

employed than those who had only completed the highest level of secondary education. 

The estimated coefficient was significant at the 10 per cent level. This is similar to the 

result found by Wooden and Hawke (1998) who examined the effect of individual 

characteristics on casual employment. They found that those who had undertaken a post-

graduate degree were less likely to be a casual employee. 

 

The only other significant variable, once again significant at the 10 per cent level, was the 

dummy indicating whether the individual had a disability. As expected, this decreased the 

probability of permanent employment by 35 per cent. Overall, the results suggest that 

differences in individual characteristics contributed only a small amount to understanding 

differences in employment status among individuals, a conclusion which was also drawn 

by Wooden and Hawke (1998) who estimated the likelihood of casual employment among 

Australian workers.  

 

With respect to the impact of the work experience variables, the probability of being in 

permanent work after two years conditional on being employed is significantly and 

positively associated with having undertaken permanent work during the observation 

period. The probability of permanent employment increased by 3.2 per cent with a one per 

cent increase in the proportion of time spent in permanent full-time work during the first 

year. In contrast, those who had undertaken casual employment during the first twelve 

month period and were working after two years were significantly less likely to be in a 

permanent job than those who had no employment experience in the first year but were 

also working after two years. The coefficient estimates indicated that the probability of 

permanent employment decreased by 1 per cent for a one per cent increase in time spent in 
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casual employment. This result, which was similar for both full-time and part-time casual 

workers indicates that those who had no initial employment at all and those who had 

experience of casual employment had about the same chance of being employed and in 

permanent work after two years.  

 

The significance of these results is represented graphically in Figure 7.3. This shows the 

predicted unconditional probability of being in a permanent job after two years by type of 

employment experienced during the initial observation period. These probabilities are 

estimated for the particular individual from the predicted probabilities of the equation for 

being employed after two years and the conditional probability of being in permanent 

employment after two years given employment as follows:10 

 

)|(ˆ*)(ˆ)(ˆ 2222 iiii EPEPEPPEP = , 

 

where P̂  represents the predicted probability after two years for the unemployed 

individual, PEi2 represents permanent employment after two years for individual i and Ei2 

represents employment after two years.11  

 

The differences in the predicted probabilities of permanent employment after two years for 

the initial activity types are striking. In Figure 7.3, large differences in the probability of 

permanent work are estimated for the different initial work experiences of the 

unemployed. There are a number of features worthy of note. First, time spent in permanent 

work had a significantly positive influence on the probability of being in permanent 

employment in the future. Three months of full-time or part-time permanent employment 

during the first year, for example, is associated with a probability of being in permanent 

employment after two years of 53 per cent. This increases to over 80 per cent if the time 

spent in permanent work during the first year was 8 months.  

                                                 
10 This is the same individual that was used for the probabilities in Figure 7.2. 
11 A small number of individuals who were employed after two years but were not in a wage and salary job 
were dropped from the probability of employment equation. This re-estimated equation, which was very 
similar to the result in Table 7.4 was used in the calculation of the unconditional probability of permanent 
employment. 
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Table 7.6: Logit Results – Probability of Permanent Employment 
 Specification 1 Specification 2 Specification 3 
 Odds ratio z value Odds ratio z value Odds ratio z value 
Age 0.989 -0.16 0.986 -0.20 0.988 -0.16 
Age squared 1.000 -0.18 1.000 -0.15 1.000 -0.17 
Female 0.735 -1.23 0.707 -1.37 0.732 -1.24 
Marital Status       
Single       
Married 0.997 -0.01 1.035 0.10 0.975 -0.08 
Divorced, separated, widowed 0.916 -0.27 0.927 -0.24 0.897 -0.34 
Family Circumstances       
Female and married 0.758 -0.75 0.761 -0.73 0.767 -0.72 
Resident partner working 0.815 -0.73 0.776 -0.90 0.819 -0.71 
Number of dependants 1.007 0.08 1.017 0.18 1.010 0.10 
Educational Qualifications       
Not completed secondary 1.165 0.62 1.186 0.69 1.177 0.66 
Completed secondary       
Completed vocational studies 1.411 1.31 1.451 1.40 1.416 1.32 
Completed graduate studies 1.691 1.88 1.744 1.98 1.682 1.84 
Previous labour market experience     
Years looking for work 0.939 -1.34 0.936 -1.39 0.938 -1.35 
Birthplace Characteristics       
Australian born       
Overseas born - English speaking 
country 1.162 0.60 1.154 0.57 1.168 0.62 
Overseas born - Non-English 
speaking country 1.087 0.34 1.096 0.37 1.084 0.33 
Area of Residence       
Socioeconomic area of residence 

0.991 -0.30 0.992 -0.25 0.991 -0.30 
Has a disability 0.647 -1.73 0.661 -1.64 0.649 -1.72 
Activity Type      
Time in permanent FT work % 1.032 6.90 1.035 6.16 1.033 6.13 
Time in permanent PT work % 1.025 3.47 1.020 2.50 1.023 2.91 
Time in casual FT work % 0.990 -2.14 0.995 -0.88 0.992 -1.31 
Time in casual PT work % 0.989 -2.73 0.987 -2.86 0.989 -2.13 
Time in other employment % 1.003 0.44 1.003 0.44 1.003 0.44 
Time in permanent ft & unemployed %  0.993 -0.94   
Time in permanent pt & unemployed %  1.020 1.31   
Time in casual pt & unemployed %  0.991 -1.16   
Time in casual pt & unemployed %  1.007 1.13   
Time in permanent ft & low paid %    0.997 -0.39 
Time in permanent pt & low paid %    1.005 0.35 
Time in casual ft & low paid %    0.996 -0.46 
Time in casual pt & low paid %    1.000 -0.01 
      
Sample size 751  751  751  
Log likelihood -423.822  -421.099  -423.560  
Pseudo R squared 0.166  0.172  0.167  
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Second, there is the large gap in the predicted probability of subsequent permanent 

employment between the early experience of permanent and casual work. The likelihood 

of being in a permanent job after two years for the chosen individual who had three 

months of casual work during the first year is estimated to be around 30 per cent compared 

to 50 per cent for three months of time spent in permanent work. Third, the likelihood of 

future permanent employment for time spent in casual work is similar to the predicted 

probability for no employment experience during the first year which is 27 per cent.  

 

 

 

 

In specification 2 and 3 of Table 7.6, the interaction terms identifying those with recurrent 

unemployment or those starting out in low paid work were included. Neither of these was 

significantly related to the conditional probability of permanent work. This suggests that 

Figure 7.3: Predicted Probability of Permanent 
Employment after Two Years by Initial Work 
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recurrent unemployment affects the likelihood of employment but not the prospects of 

permanent work if employed. 

 

The implication of these results is that there is a significant relationship between the initial 

work experience of the unemployed and the likelihood of future permanent employment. 

Those who initially take up permanent work are estimated to have a far greater chance to 

be in permanent employment after two years than those who take up casual employment or 

those who had no employment experience at all. There is also a clear indication that the 

take up of casual employment compared to no employment experience at all does not 

significantly improve the chance of individuals being in a permanent job after two years.  

 

Putting together the results of the analysis, the overall conclusion is that there are 

significant differences in the future employment prospects of the unemployed which can 

be related to their different initial experiences of work. In particular, the results clearly 

indicate that the take up of any kind of work at all enhances the future employment 

prospects of the unemployed. However, the initial experience of casual part-time work is 

associated with a lower chance of future employment compared to the initial take up of 

permanent work or casual full-time employment. Another important result is the impact of 

recurrent unemployment which significantly reduced the chances of future employment 

for the casually employed. Finally, the take up of casual jobs, both full- time and part-time, 

were not found to be associated with a higher likelihood of permanent work after two 

years when compared with the chances of those who had no initial employment experience 

at all.  

 

Due to the limitations of the analysis, it may be the case that, to some degree, these results 

are being driven by the differences in characteristics of the individuals who take up 

different types of employment. To the extent that this has been controlled for in the 

included variables, the results provide some important evidence for the debate about the 

impact of casual and part-time employment on the future labour market prospects of the 

unemployed. The broad conclusion is that the results provide some evidence for both sides 

of the debate. First, any type of work experience does provide valuable employment 
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opportunities for the unemployed and this enhances their future employment prospects. 

However, results also suggested that the take up of casual part-time jobs and all casual 

jobs that are short-term and end in another spell of unemployment are less likely to 

improve the future prospects of the unemployed in the labour market. Most importantly, 

the view that the take up of casual, and especially casual part-time jobs, offers a stepping 

towards more secure permanent employment is not supported by the results of this 

analysis. Rather, the implication is that those who take up casual employment are likely to 

remain casually employed over the two year period. As the analysis in this chapter could 

only examine outcomes over a two year period, it is important that future work is 

undertaken over a longer time period which can investigate whether these observed and 

estimated effects continue. 

 

7.5 Conclusions 

 

What implication does the high incidence of casual and part-time work in the Australian 

labour market have for the future employment prospects of the unemployed? Some have 

argued that the increased availability of jobs will provide them with valuable work 

experience and a pathway to better employment opportunities in the future. Others 

however, have suggested that the precarious nature of casual work may be associated with 

limited opportunities for earnings advancement and for sustainable future employment. In 

the long-run, individuals may not be able to improve their labour market situation but 

instead find themselves trapped in a cycle of intermittent work and joblessness. The extent 

to which either of these views holds sway in the Australian labour market situation of the 

90s has been the subject of this chapter.  

 

To address this issue, a regression analysis was carried out to investigate the relationship 

between the initial first year work experiences of a sample of adult unemployed workers 

and their subsequent labour market status after two years. Two measures of future 

employment status were examined - whether the individual was employed after two years, 

and if employed, whether the individual was in a permanent job. The aim of the analysis 

was to determine whether there were any differences in outcomes depending on 
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differences in the initial work experiences of the unemployed. A specific focus was to 

compare outcomes for individuals who took up different types of work during the first 

year and also to compare their outcomes with those who had no initial employment 

experience.  

 

The main findings of the analysis are as follows. The unemployed least likely to be 

employed after two years included females, younger and older aged persons and those who 

had a disability. Those who had spent longer periods looking for work since leaving full-

time education were also less likely to be employed after two years. Time spent in any 

type of work during the first year increased the likelihood that an individual would be 

employed after two years. Those who had no employment experience at all during their 

first year were the least likely to be employed after two years.  

 

A comparison of future employment prospects by different types of initial work 

experience also revealed some significant differences. Individuals who spent time in 

casual part-time jobs during the first year were less likely to be employed after two years, 

although their outcomes were still better than those who had no initial work experience at 

all. Intermittent spells of unemployment coupled with casual work did also significantly 

reduce the likelihood of future employment. However, these workers were still better off 

in terms of their likelihood of future employment than those who did not work at all 

during the first year. Starting out in a low paid job compared to a higher paid job did not 

appear to fare worse in terms of their future employment prospects. 

 

Conditioning on those who were in employment after two years, permanent employment 

experience in the past was a significant factor determining the likelihood of subsequent 

permanent work. The unemployed who took on permanent work were far more likely than 

any others to be employed in a permanent job after two years. In fact, having any casual 

employment early on did not increase the likelihood of future permanent work compared 

to those who had no employment experience at all.  
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Despite the limitations of the analysis, these results have important implications for the 

original debate about the impact of casual employment of the future employment prospects 

of the unemployed. In summary, this study suggests that there is some evidence for both 

views. The take up of any type of work during the first year is significantly associated with 

improved future employment prospects of the unemployed. To the extent that the 

individual heterogeneity is accounted for, this suggests that all forms of employment can 

provide valuable work experience opportunities for the unemployed and this is likely to 

improve their chances of being employed in the future.  

 

Evidence also exists however, for the negative view. Results suggest that there are 

differences in the prospects of the future employment and the type of employment which 

are associated with the initial take up of different types of work. In particular, casual part-

time jobs, and jobs of short duration which are associated with recurrent unemployment do 

significantly reduce the chances of future employment for the unemployed. Further, both 

casual part-time and full- time work is not found to be associated with a transition to 

permanent work for the unemployed. This result lends support therefore, to the negative 

view that experience in casual jobs, particularly part-time jobs which are available to the 

unemployed, may not provide a pathway to more secure permanent employment.  

 

These findings implicate the need for an analysis over a longer time period to determine 

the long-run extent of these trends. If they persist, then this raises a concern that the 

unemployed may be found in a situation of cumulative disadvantage in the labour market. 

Such a situation would have important policy implications and may generate social and 

economic problems likely to influence the Australian economic environment.  
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Appendix A7.1: Variable Description for Logit Analysis 
 

Variable Description 
 

Age Age of respondent in years 
Age squared Square of age of respondent in years 
Female A dummy variable taking on the value of 1 if the respondent 

is female and 0 otherwise. 
Marital Status 
Single A dummy variable taking on the value of 1 if the respondent 

has never been married and 0 otherwise. 
Married A dummy variable taking on the value of 1 if the respondent 

is married or in a de facto relationship and 0 otherwise. 
Divorced, separated, widowed A dummy variable taking on the value of 1 if the respondent 

has been divorced, separated or widowed and 0 otherwise. 
Family Circumstances 
Resident partner working A dummy variable taking on the value of 1 if the respondent 

has a resident partner who is working and 0 otherwise. 
Female and married A dummy variable taking on the value of 1 if the respondent 

is female and married or in a de facto relationship and 0 
otherwise. 

Number of dependents The number of dependants 
Educational Qualifications 
Not completed secondary A dummy variable taking on the value of 1 if the respondent 

has not completed the highest level of secondary education 
and 0 otherwise. 

Completed secondary A dummy variable taking on the value of 1 if the respondent 
has completed the highest level of secondary education and 0 
otherwise. 

Completed vocational studies A dummy variable taking on the value of 1 if the respondent 
has not completed vocational studies and 0 otherwise. 

Completed graduate studies A dummy variable taking on the value of 1 if the respondent 
has completed tertiary studies and 0 otherwise. 

Previous Labour Market Experience 
Years looking for work Years of looking for work since leaving full-time study. 
Birthplace Characteristics 
Australian born A dummy variable taking on the value of 1 if the respondent 

is Australian born and 0 otherwise. 
Overseas born - English 
speaking country 

A dummy variable taking on the value of 1 if the respondent 
was born overseas in an English speaking country and 0 
otherwise. 

Overseas born - Non-English 
speaking country 

A dummy variable taking on the value of 1 if the respondent 
was born overseas in a non-English speaking country and 0 
otherwise. 
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Variable Description 
Area of Residence 
Socioeconomic area of residence The socioeconomic index of the place of residence of the 

respondent. 
Has a disability A dummy variable taking on the value of 1 if the respondent 

has a disability that hinders employment and 0 otherwise. 
Time in permanent full- time 
work % 

Percentage of time spent in permanent full- time work during 
the first year after becoming unemployed. 

Time in permanent part-time 
work % 

Percentage of time spent in permanent part-time work during 
the first year after becoming unemployed. 

Time in casual full-time work % Percentage of time spent in casual full-time work during the 
first year after becoming unemployed. 

Time in casual part-time work % Percentage of time spent in casual part-time work during the 
first year after becoming unemployed. 

Time in other employment % Percentage of time spent in all other forms of work during the 
first year after becoming unemployed. 

Time in permanent full- time & 
unemployed 

Percentage of time spent in permanent full- time work during 
the first year after becoming unemployed and had a recurrent 
spell of unemployment. 

Time in permanent part-time & 
unemployed 

Percentage of time spent in permanent part-time work during 
the first year after becoming unemployed and had a recurrent 
spell of unemployment. 

Time in casual full-time & 
unemployed 

Percentage of time spent in casual full-time work during the 
first year after becoming unemployed and had a recurrent 
spell of unemployment. 

Time in casual part-time & 
unemployed 

Percentage of time spent in casual part-time work during the 
first year after becoming unemployed and had a recurrent 
spell of unemployment. 

Time in permanent full- time & 
low paid 

Percentage of time spent in permanent full- time work during 
the first year after becoming unemployed and started in a low 
paid job. 

Time in permanent part-time & 
low paid 

Percentage of time spent in permanent part-time work during 
the first year after becoming unemployed and started in a low 
paid job. 

Time in casual full-time & low 
paid 

Percentage of time spent in casual full-time work during the 
first year after becoming unemployed and started in a low 
paid job. 

Time in casual part-time & low 
paid 

Percentage of time spent in casual part-time work during the 
first year after becoming unemployed and started in a low 
paid job. 
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Table A7.1 Summary of Variables in Logit Regression 
     
 Permanent 
Full-Time 

Permanent 
Part-Time 

Casual 
Full-Time 

Casual 
Part-Time 

Other 
Employment 

     
Age 32.3 35.2 33.2 34.9 36.6 
(Min-Max) (22-57) (22-57) (22-57) (22-57) (22-57) 
Female 41.6 84.5 35.9 63.9 33.1 
Marital Status     
Single 42.1 15.4 42 29.6 24.4 
Married 47.1 67.9 44.9 55.2 66.1 
Divorced, separated, 
widowed 

10.8 16.7 13.1 15.2 9.5 

Family Circumstances     
Resident partner working 31.4 56 24.3 37.9 42.5 
Female and married 17.2 57.1 14.2 36.1 19.7 
Number of dependents 0.71 1.14 0.81 1.02 1.23 
(Min-Max) (0-3) (0-3) (0-3) (0-3) (0-3) 
Educational Qualifications 
Not completed secondary 25.5 36.9 38.6 37.9 33.9 
Completed secondary 16.6 20.2 13.1 17.3 11 
Completed vocational 
studies 

29.9 17.9 28.5 25.5 35.4 

Completed graduate 
studies 

27 25 19.9 19.3 19.7 

Previous Labour Market Experience    
Years looking for work 1.2 1.1 2 1.7 2.1 
(Min-Max) (0-11) (0-9) (0-21) (0-21) (0-14) 
Birthplace Characteristics 
Australian born 74.7 67.9 73.4 75.3 74.8 
Overseas born - English 
speaking country 

11.6 21.4 12 16.5 13.4 

Overseas born - Non-
English speaking country 

13.7 10.7 14.6 8.3 11.8 

Area of Residence     
Socioeconomic area of 
residence 

5.3 6.3 4.8 5.2 5.1 

(Min-Max) (1-10) (1-10) (1-10) (1-10) (1-10) 
Has a disability 8.7 17.9 12.4 20.9 18.9 
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Chapter 8 

 

Helping the Long-Term Unemployed: 

The Impact of Targeted Assistance 

Measures 
 

 

 

8.1 Introduction 

 

Evidence gathered and presented in the previous chapters of this thesis suggest that during 

the mid 90s, some individuals in the Australian labour market were in a position of relative 

disadvantage cycling between low pay and no pay appearing to have only limited 

opportunity for earnings growth and better employment. More recent indications of 

individuals being in relative disadvantage in the Australian labour market have been 

highlighted by the fact that, despite strong economic growth and an overall reduction in the 

level of unemployment, long-term unemployment has remained disproportionately high 

(Warburton, Opoku and Vuong 1999; Le and Miller 1999a). This has been regarded as a 

major economic and social problem with many individuals remaining reliant on welfare 

support as their main source of income (Borland and Kennedy 1998; Warburton, Opoku 

and Vuong 1999; Business Council of Australia 2000). The aim of this chapter is to 

examine in detail the efficacy of one policy initiative tested by the Australian government 

to address the position of the long-term unemployed in the Australian labour market.  
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This initiative was undertaken as part of Australia’s social welfare reform (McClure 2000). 

While Australia has had a long history of welfare support, recent policy directions, set out 

in the McClure Report (2000), have encouraged active economic and social participation 

rather than passive income dependence. The underlying premise is that welfare recipients 

have a social obligation to give back to the community which supports them. Also, if 

individuals who are likely to be most disadvantaged participate actively in the community 

and/or in labour market activities such as low paid temporary employment, job search and 

training then they will be better equipped to avoid the individual costs of unemployment.1 

Although at odds with some of the evidence reported in the previous chapters in this thesis, 

another underlying assumption is that this type of participation will provide them with a 

pathway to stable employment and so in the long-run, individuals will be less reliant on 

welfare as their main source of income.  

 

Implementation of the welfare reform policy rests on a number of key features, one of 

which is individualised service delivery. This assistance digresses from the ‘one size fits 

all’ approach and attempts to encourage active social and economic participation by 

identifying individuals’ needs and immediate constraints and streaming persons into 

programs that best suits their circumstances. Emphasis is also placed on targeted assistance, 

designed to tailor outcomes to the current capabilities of each individual.  

 

Under this umbrella, the Department of Family and Community Services (FaCS) conducted 

pilot surveys in the form of a randomised experiment focusing on disadvantaged welfare 

recipients of workforce age with low levels of economic participation. Their purpose was to 

gather detailed information about these groups - their personal situations, perceived barriers 

to employment, their hopes and aspirations - and to determine whether an intervention 

                                                 
1 The social and economic costs of unemployment to both the individual and the community as a whole have 
been well recognized (Dixon 1992; Borland and Kennedy 1998). To the individual, unemployment places a 
financial strain that can cause poverty, run down valuable work skills, cause health problems and place them 
at risk of becoming more and more marginalised and excluded from society. At the community level, 
unemployment is a cost to the whole society in that it represents wasted resources and has been associated 
with social issues such as drugs, crime, poor health and decreased life satisfaction (Borland and Kennedy 
1998).  
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based on targeted assistance could increase their levels of economic and social 

participation.  

 

The targeted assistance measures involved a counseling and monitoring approach where 

individuals underwent intensive interviews with staff from the Government support agency, 

Centrelink. Also, a participation plan that would encourage them to increase their 

involvement in the community, in education and training and/or in job search was set up. 

Three target groups were included in the pilot program - unemployed persons who had been 

on income support for over five years, persons aged 50 or over without a job and on income 

support payments and persons in couple families with school aged children where no adult 

was working and other parents in workless families who had repeated transitions between 

single and partnered rates of income support. 

 

For these groups there are two main policy concerns. First, it is likely that usual 

government assistance programs are not necessarily adequate or appropriate to their 

circumstances and more specialised services may be required. For example, many long-

term unemployed generally only have infrequent contact with the main government support 

agency Centrelink, which is for review of their current levels of support. Only minimal 

assistance is provided in the form of assisting them to find employment.2 Second, there is a 

risk that individuals are becoming entrenched in the income support system and even 

marginalised or socially excluded from society. 3 Without help, this risk could be passed on 

to their families, in particular, their children.  

 

This chapter focuses on the unemployed who have been on income support for over 5 years 

– hence termed the very long-term unemployed (VLTU). The main aim is to investigate 

whether the targeted assistance measures had the effect of improving their economic and/or 

                                                 
2 There is one major government program designed to assist the long-term unemployed, Intensive Assistance.  
3 Social exclusion is a term that is widely used but its exact definition is often unclear. The definition 
understood here is that “social exclusion is a process which relates particularly to a sufficiency of resources 
available to individuals and households and which leads to deprivation affecting personal relationships, 
communities and households. It emerges out of the effects which institutions, agencies and individuals have 
on others”(Lawless 1998).  
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social participation levels. Additionally, this chapter presents and discusses details about 

the current activities of the VLTU group and the barriers they face in finding employment.  

 

The pilot surveys were designed as a randomised experiment. This involved choosing at 

random two groups of VLTU persons – one to participate in the intensive interview 

process, the intervention and another to act as a control. In ideal circumstances, the simple 

comparison of outcomes for the two randomly drawn groups estimates the effect of the 

intervention. The adopted evaluation methodology, however, uses both experimental and 

non-experimental estimation procedures to fully account for missing information about 

persons who decided not to take part in the pilot surveys.  

  

The results of this chapter provide useful information for policy. First, details about the 

current levels of participation and employment barriers for this most disadvantaged 

unemployed group are useful in gaining a better understanding about these individuals and 

how best they may be helped. Second, the evaluation results will provide valuable, rigorous 

evidence not generally given to program managers on whether a specific intervention is 

helpful in increasing the economic and social participation levels for this group. 

The paper is structured as follows. Section 8.2 discusses in detail the FaCS VLTU pilot 

survey, its implementation and the data collected. Section 8.3 presents information about 

the current levels of economic and social participation of the VLTU group and their current 

barriers to employment. Section 8.4 outlines the evaluation strategy and Section 8.5, its 

implementation. The results are presented and discussed in Section 8.6 while in Section 8.7, 

the conclusions are drawn.   

 

8.2 The VLTU Pilot Survey 

 

In September 2000, 4740 individuals who had been on income support for at least 5 years 

and currently unemployed were selected from Centrelink sites around Australia to take part 

in the pilot survey. The sampling procedure followed a stratified sampling frame where 
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Centrelink sites were chosen at random and individuals were selected randomly within each 

site. As the pilot survey was set up as a randomised experiment, the selected individuals 

were then randomly assigned to an intervention and control group. The intervention group 

comprised 2740 individuals. The remaining 1800 made up the control group.  

 

8.2.1 The intervention 

Persons assigned to the intervention group were sent letters in early September 2000 

requesting their attendance at an interview to be held at a Centrelink office. The letter stated 

emphatically that non-attendance would result in loss of payments and a penalty when 

reclaiming payments.4 Copies of the letters sent are presented in Appendix A8.1. Interviews 

were conducted by trained Centrelink staff by either a Customer Service Officer (CSO) 

only, with a CSO and an Occupational Psychologist (OP), or with a CSO and an OP and a 

Disability Support Officer (DSO).  

 

Interviewees answered a questionnaire which collected information about their 

demographic characteristics as well as information about their current circumstances. 

Questions were also asked about their perceived barriers to finding employment, available 

employment assistance options, their plans for the future, and access to and availability of 

services. Based on the discussions, individuals negotiated and signed a participation plan 

which outlined steps they could take to increase their level of participation. If thought 

useful by the interviewers, referrals were made to existing programs and schemes that 

would help them to fulfill the requirements of the participation plan. 5  

 

8.2.2  The control group 

Those assigned to the control group were sent a letter advising them that they were to be 

part of a survey to collect information on activities undertaken by FaCS customers. They 

were informed that this information would be used to help develop and improve services 

for them. It was stated in the letter that participation in the survey was voluntary and would 

                                                 
4 Although this was the case, very few persons were breached for lack of attendance. 
5 Three types of referrals were the most common. These were an interview with a psychologist, an interview 
with a DSO and referral to Intensive Assistance which is an employment assistance program specifically 
designed to assist the long-term unemployed or those at risk of long-term unemployment. 
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not affect current income support payments. The core of the questionnaire was exactly the 

same as that asked of the intervention group.6 The survey itself was conducted by telephone 

through a professional survey company.  

 

8.2.3 Follow up surveys 

All persons who participated in the initial interviews and data collection (wave 1) were then 

required to participate in a follow up process. For the intervention group, a second face-to-

face interview with a Centrelink interviewer (wave 2) was arranged approximately two 

months after the initial interview. These took place during November to December 2000. 

At this second interview, a similar set of questions to the wave 1 interview was asked of the 

respondents. Plans for the future following the initial participation plan negotiated two 

months earlier were also discussed at wave 2. After a further four months, participants 

voluntarily completed a shorter phone survey (wave 3) that collected more information 

about their circumstances and their activities since the previous interviews. Unlike waves 1 

and 2, the final interviews were conducted by a professional survey company. 

 

Similarly, phone interviews were conducted for the control groups at two months after the 

first interview and again after another four months. Once again, the same core 

questionnaires were administered to both the intervention and control groups in each of the 

follow up interviews. 

 

8.2.4 Response rates and attrition 

Table 8.1 reports the response rates for the survey. Although attendance at the face-to-face 

interviews was compulsory for the intervention group, many did not participate. Of the 

2940 persons allocated, just 1520 or 51.7 per cent came in for the initial interview at wave 

1.  

 

There were two main reasons for non attendance. Either persons contacted Centrelink and 

received an exemption or they simply did not respond to the letter. The relative size of each 

                                                 
6 Some additional questions about the interview itself were asked of the intervention group but not the control 
group. Also, the control group did not develop a participation plan. 
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of these groups is not known as comprehensive information on why persons did not attend 

the interviews was not collected. Only limited exemption information on a subset of 

individuals was available. These data suggest that the most exemptions were provided 

because persons were already in Intensive Assistance, the major government program 

providing help to the long-term unemployed. Other reasons for which exemptions were 

given included illness or injury, changes in residential location, transfers to another income 

support payment, bereavement, community service orders, full-time education, risk of 

domestic violence, advanced pregnancy, transport related issues and full-time work.7  

 

 

Table 8.1:VLTU Pilot Survey Response 
 
 Intervention Control 

 Number 
Response 
Rate (%) Number 

Response 
Rate (%) 

      
Assigned 2940   1800  
Participated at:     
      
Wave 1a 1520 51.7 728 40.4 
Wave 2b 1221 80.3 560 76.9 
Wave 3 b 409 26.9 429 58.9 
          
a. Response rate is calculated as a proportion of total number assigned. 

b. Response rate is calculated as a proportion of number responded at wave 1. 
 

 

Of the 1520 in the intervention group who attended the first interview, 80 per cent came 

back for the wave 2 face-to-face interview. At wave 3, however, data were collected from 

just 409 (27 per cent) of the original 1520 interviewees. The large attrition between waves 2 

and 3 was attributable, for the most part, to the voluntary nature of the wave 3 interviews. 

Although FaCS sent letters to encourage persons to attend many did not. Another 

contributing factor was the difference in interview method. Without accurate phone contact 

                                                 
7 Persons who find full-time work will remain as a Centrelink customer until 6 straight fortnights of nil 
payment before being taken off the system. 
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details, respondents could not be contacted. Although steps were taken to contact 

respondents, it proved difficult in many cases. 

   

Initial wave 1 response rates for the control group were lower than the intervention group 

with 40 per cent or 728 of those allocated taking part in the telephone interview. This lower 

response was perhaps not unexpected given the voluntary nature of the interview. About 20 

per cent of those contacted refused to take part. Some non-response was also due to an 

inability to contact individuals because the telephone information provided to Centrelink 

was incorrect. Others could not be contacted after six attempts and so no further attempts 

were made. Some non-response was also attributable to non-contact by the phone survey 

company because sufficient target control group numbers had been reached.8  

 

As with the intervention group, there was a high level of drop out for the control group, 

although the attrition between waves 2 and 3 was not significantly different to the attrition 

between waves 1 and 2. At wave 2, 560 out of the 728 control group individuals were 

contacted and interviewed and at wave 3, data were obtained from 429 or almost 60 per 

cent of those who took part in the wave 1 interviews. 

 

8.2.5 The data 

At each interview, a rich set of data about individuals’ circumstances were gathered. These 

included information on demographics, family characteristics, human capital variables and 

current/previous work experience. Other information included details relating to 

employability such as having a driver’s license or having a recognised trade qualification, 

and individuals’ perceptions regarding their employment opportunities and barriers to 

employment.  

Detailed data were also collected at each interview on various measures identifying each 

respondent’s economic and social participation over the previous two month period. Main 

measures of economic participation included hours of job search, hours of study or training, 

                                                 
8 About 20 per cent of the group were not contacted because this occurred. A logit regression was estimated to 
test whether there were systematic differences between this group and the fully assigned sample. The results 
indicated that the group of individuals not contacted was a random sample of the entire control group. 
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hours of work and numbers of job interviews. Community involvement measures included, 

among others, hours of participation in voluntary work and measures of social 

connectedness such as memberships of social clubs and the number of times respondents 

dined with friends.  

Data from FaCS administrative records and the FaCS Longitudinal Data Survey (LDS) 

were also matched to all 4740 pilot survey individuals. These data provided two types of 

information. Basic demographics at the time of random assignment such as gender, age, 

country of birth, marital status and age of youngest child were available from 

administrative records. The LDS contained valuable historical information including 

reported earnings and unearned income while on income support, home ownership, location 

of residence and participation in or exemption from government assistance programs since 

January 1995. Other information available related to whether the individual had received an 

exemption or an administrative and activity breach while on income support since January 

1995.   

 

8.3 The VLTU Group 

Using the intervention group data collected at wave 1, the characteristics of the VLTU, 

their current levels of economic and social participation and barriers to employment are 

examined in this section. According to Warburton, Opoku and Vuong (1999),9 in 

November 1998 the VLTU group comprised approximately 73000 individuals or 10 per 

cent of total persons receiving unemployment assistance. They were predominately male 

and evenly distributed across all age ranges. The data presented in Table 8.2 which shows 

the distribution of characteristics for the fully assigned VLTU intervention group, is 

consistent with these findings. The data in Table 8.2 also indicates that there are equal 

proportions of never married persons and those who are married or in de facto relationships 

in the VLTU group. They are predominately Australian born with only a minority owning 

                                                 
9 Warburton, Opoku and Vuong (1999) define the very long-term unemployed to be those unemployed for 2 
years and over. Information about those unemployed for over five years has been derived from data provided 
in their paper.  
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or purchasing their own home. Interestingly, almost one quarter had reported some earnings 

to Centrelink in the 6 month period to June 2000. 

 
 
Table 8.2: Characteristics of Wave 1 Intervention Group Participants 

   
Variable Assigned Sample  Wave 1 

Participants 
   

Average age 36.71 38.09 
Gender   
Female 25.41 27.89 
Marital Status   
Married 22.96 24.93 
Separated, widowed, divorced 27.01 26.38 
Never married 50.03 48.69 
Family Status   
Has dependent children 0.16 0.17 
Number of children (for those with children) 2.28 2.39 
Age of youngest child (for those with children) 5.96 6.19 
Birthplace   
Australian born 84.63 84.41 
Overseas born: English speaking background 6.16 6.12 
Overseas born: non-English speaking background 9.22 9.47 
Indigenous status 2.89 1.78 
Home Ownership    
Own home 10.61 11.71 
Private renter 51.56 48.88 
Government renter 11.73 13.49 
Boarder 15.07 15.39 
Other arrangements 11.02 10.53 
Location   
Moved in last 6 months 15.24 10.86 
Income in 6 months to June 2000   
Has reported earnings  23.30 23.88 
Has reported unearned income  10.20 12.37 

   
Sample size 2940 1520 
 

 

The comparative distribution figures for the VLTU who participated in the first wave of the 

intervention are also presented in Table 8.2. These indicate that the wave 1 participants on 

average, were not vastly different with respect to most characteristics to the fully assigned 

VLTU group. One significant difference was evident however in the percentage of 
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individuals who had moved in the past six month period to June 2000. Those who took part 

in the pilot survey were not surprisingly less likely to have moved in the past six months. 

Only 11 per cent of the wave 1 participants had moved compared to 15 per cent for the 

entire sample. Also of interest is the level of reported earnings and unearned income 

between the two groups. These proportions were surprisingly similar with about 23 per cent 

of individuals reporting some earnings over the past six month period and 10 per cent 

reporting some unearned income. These figures suggest that there is a significant minority 

of VLTU individuals who undertake some work and combine this employment with 

income support.  

 

Table 8.3 presents more information about the levels of economic and social participation 

for the wave 1 participants. The measures of economic participation reported include 

average weekly hours of work, average weekly hours of job search and average weekly 

hours of study or training. Average weekly hours of work and job search were derived from 

questions relating to their activities over the previous two months.10 The average weekly 

hours of study or training related to their current activities.11 A total economic participation 

measure was calculated as the average weekly hours from all three sources. Social 

participation was measured as average weekly hours of voluntary work.12 Also reported are 

the proportions of individuals undertaking each of the activities. 

During September 2000, 84 per cent of VLTU wave 1 participants were undertaking some 

form of economic participation. Most were engaged in job search but, consistent with the 

results reported in Table 8.2, 20 per cent had worked in the past two months. Also, 8 per 

cent of the group were currently undertaking training or study. Participants who had a job 

or were looking for work spent around one day per week in those activities. Those who 

                                                 
10 The average weekly hours of work measure was calculated by dividing the total number of hours worked in 
a two month period by 8 weeks. It is based on the pilot survey question: “How many hours have you worked 
in the last two months (in all jobs)?” The average hours of looking for work measure was derived from 
answers to the pilot survey question: “On average, how many hours of per week did you look for work in 
these (weeks)?” 
11 The average weekly hours of study or training measure was derived from the question: “How many hours 
per week do you usually spend studying or training?” This includes study or training for both personal 
development reasons and work related reasons.  
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were studying spent on average two days per week in that activity. Just over 15 per cent of 

the wave 1 participants reported undertaking some form of voluntary work with the usual 

amount of time spent in that activity being 1 day per week.  

 

For comparison, figures of participation rates and average hours of participation for all 

unemployment benefit recipients as at July 1998 are also presented in the table. The figures, 

derived from the Department of Family and Community Services (2001), show that in 

general, the VLTU group were relatively less likely to participate in the reported activities 

compared to all unemployed individuals on income support. On the whole, however, 

differences were not large. Whereas 26 per cent of all unemployed individuals had worked, 

only 20 per cent of the VLTU group did so. The largest difference was for participation in 

study and training where only 8 per cent of the VLTU were involved compared to 15 per 

cent for all unemployment benefit recipients. Social participation levels, as measured by 

hours of voluntary work were slightly higher among the VLTU group than for all 

unemployed persons.  

 

For those VLTU individuals who were involved in each activity, their average hours per 

week spent in that activity were similar to the hours of all unemployment benefit recipients. 

For example, average hours worked per week for the VLTU group were 10.6 compared to 

11.8 hours for all Newstart recipients. Those undertaking job search and training in the 

VLTU spent 8.5 hours and 15.4 hours per week on average compared to 6.4 and 14.3 hours 

for all unemployed income support recipients respectively.  

 

The pilot questionnaire also asked detailed information about the barriers faced by 

individuals in their quest for work. Persons were asked if they currently wanted to work. Of 

those who responded positively, the following question was then asked: “What do you see 

as the main things stopping you from getting such a job?” Respondents could give more 

than one response. 

 

                                                                                                                                                     
12 The average weekly hours of social participation was calculated by dividing the total number of hours of 
social participation in a two month period by 8 weeks. It is derived from the pilot survey question “How many 
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Table 8.3: Economic and Social Participation – Wave 1 Participants  
 

  
Wave 1 Participants  All Unemployment Benefit 

Recipientsa 

 Hours Per cent of 
group 

undertaking 
activity  

Hours for 
those 

undertaking 
activity  

 Per cent of 
group 

undertaking 
activity  

Hours for 
those 

undertaking 
activity  

Economic Participation       
Average weekly hours of work 2.2 20.3 10.6  26 11.8 
Average weekly hours of job 
search 

6.9 81.5 8.5  84 6.4 

Average weekly hours of study 1.2 8.0 15.4  15 14.3 
Total of all three above 10.3 84.4 12.2  na na 

       
Social Participation       
Average weekly hours of 
voluntary work 

1.1 15.3 7.3  13 na 

 
a. Source: Department of Family and Community Services (2001). 
na: Figures not available.      

 

 

Column 1 of Table 8.4 presents the responses to this question. A significant feature of the 

results is the diversity of barriers reported by individuals. Personal barriers such as health 

and skills were reported along with many external barriers to employment such as age (too 

old), shortage of jobs and lack of transport. The large category of “Not Specified” or “Not 

Known” and “Other” however showed the idiosyncratic nature of many of the reported 

barriers. 

 

In the second column of Table 8.4, barriers to employment as perceived by the interviewers 

are also presented. After the interview, the following question was asked of the interviewer: 

“What do you consider to be the three main barriers this person faces to increasing their 

economic and /or social participation?" These figures show overwhelmingly that the largest 

employment barrier facing the VLTU according to the interviewer, was a lack of skills, 

training, experience or confidence. Interviewers reported that over 75 per cent of 

                                                                                                                                                     
hours of voluntary work for such organisations would you have done in the last two months?” 
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participants faced this difficulty. Other significant barriers reported by the interviewers 

included health and family related reasons.  

 

Table 8.4: Current Barriers to Worka   

 Self Reported Interviewer 
Reported 

 (per cent) (per cent) 

Own health, disability, pregnancy 34.2 44.1 
"Not Specified" or "Not Known" 34.8 0.6 
No jobs in line of work, with suitable hours, flexible 
work conditions, no jobs at all 

27.2 7.3 

Own age/ too old 23.8 8.4 
Transport problems 23.3 0.7 
Lack skills/training/experience/confidence 11.2 75.1 
Personal reasons including studying, welfare 
payments affected 

5.6 28.0 

Family reasons 5.9 25.0 
All other categoriesb 16.2 6.3 

   
   
a. Sample size 1076.   
b. Includes employer attitudes, lack money/costs, location, criminal record, nothing, other activities, licenses, and 
frequency of moving. 

 

 

The individual and interviewer responses paint an interesting picture of the barriers facing 

the VLTU. The differences in response between the individual and the interviewer with 

regard to barriers indicate that perceptions about which barriers exist are very different. 

One implication that could be drawn is that the VLTU face multiple barriers which are 

interrelated, leading to the diverse and idiosyncratic mix of responses. Also, the 

overwhelming response by interviewers regarding lack of skills cannot be ignored. Studies 

undertaken in the US, discussed by Holzer (2000), indicate that even in jobs that require no 

formal education, employers seek a variety of basic skills such as verbal skills, cognitive 

and performance skills. Evidence from these studies shows that many long-term welfare 

recipients lack these basic skills required for even the lowest paid jobs and this precludes 

many from finding work. The clear implication is that addressing barriers and 

understanding more about the interrelationship between them is likely to be important in 

assisting the VLTU to higher levels of economic participation. 
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8.4  Evaluating the Impact of Targeted Assistance 

 
8.4.1 The evaluation question 

Can targeted assistance measures increase the level of economic and/or social participation 

for the very long-term unemployed? Answering this type of question by estimating an 

impact parameter has received a great deal of attention in the evaluation literature 

(Heckman, LaLonde and Smith 1999). 

 

The main difficulty in any evaluation is that it is impossible to observe one person in more 

than one state at any one time. For a person who underwent the intensive interview, only 

one outcome can be observed, that is, his/her level of economic and social participation 

after he/she participated in the intervention. It is impossible to see the counterfactual state: 

what level of economic or social participation would that person have had if he/she did not 

participate.13  

 

Assume Di is an indicator representing whether individual i participated in the intervention 

and Y1i and Y0i represent outcomes for individual i in the presence and absence of the 

intervention respectively. Also assume Xi is a vector of observable characteristics. The 

evaluation question seeks to identify an estimate for Ä 

 

(8.1)   ),1|(),1|( 01 iiiiii XDYEXDYE =−==∆ .  

 

The first component of equation 8.1 represents the average outcome for those who 

participated in the intervention. The second component is the unobserved counterfactual, 

that is, what their average outcome would have been in the absence of the intervention.  

 

                                                 
13 The evaluation problem is often considered a problem of missing data (Blundell and Costa-Dias 2000). If 
what happened to each individual in the absence of the targeted assistance program could be observed, then 
there would be no evaluation problem. The impact would be directly observed. 
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8.4.2 The randomised experiment 

The randomised experiment has been used extensively in the US to address the evaluation 

problem (Burtless 1995). The basic approach is to draw two random samples from the 

population of interest, one to act as a control and the other to participate in an intervention. 

The random assignment ensures that both groups have similar observed and unobserved 

characteristics. For persons in the intervention group, what would have happened in the 

absence of the intervention is estimated by the control group outcomes. A simple 

comparison of average outcomes provides an intuitively appealing and simple estimate of Ä 

(Bloom 1984).  

 

Formally, in the randomised experiment, the intervention impact estimate can be written as 

follows: 

 

(8.2)   ),0R,1D|Y(),1R,1D|Y(ˆ 01 iiiiiiiiRE XEXE ==−===∆  

where Di is a 0/1 indicator representing the population of interest in the randomised 

experiment and Ri is a 0/1 indicator representing whether individual i was assigned to the 

control group or the intervention group respectively.14 

 

8.4.3  Dealing with dropouts 

If all persons who had been assigned to the pilot survey participated in the interview 

process then equation 8.2 could be used to estimate the impact of the intervention. 

However, some individuals in the intervention and the control groups did not participate in 

the interview process while others left after wave 1 and did not take part in all three waves. 

This complicated the calculation of the intervention impact. The main limitation was that 

the impact could only be calculated for those who fully participated as complete data on the 

outcomes of interest, economic and social participation were only available for those who 

                                                 
14 An underlying assumption is that the randomised experiment exactly mimics what would happen if the 
intervention was to be put in place for the whole population. Heckman and Smith (1995) note that situations 
may arise where this is not a valid assumption and randomisation bias may affect the estimate of the 
intervention impact. 
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participated in all three waves. In the literature, such an estimator is referred to as the full 

treatment on the fully treated.  

 

An alternative estimator, the availability of treatment (or the intent to treat) is also 

informative and an interesting parameter. It provides an estimate of the intervention impact 

for the entire population and is evaluated as the difference between the average outcomes of 

everyone assigned to the intervention and control groups regardless of participation status. 

It is useful in any undertaking of a cost benefit analysis of the intervention. Calculation of 

this estimator however, requires information on all individuals assigned to the pilot survey. 

Although an important and useful parameter, it could not be calculated using the available 

data.15  

As some individuals assigned to take part in the pilots did not participate, estimation of the 

full treatment on the fully treated had to take into account the participation decision. 

Persons who fully participated were not likely to be a random sample of the fully assigned 

intervention group. If they had characteristics that also influenced outcomes and this was 

not taken into account, then biased estimates of the intervention impact would result. For 

example, assume those who participated in all three waves were more likely to be older and 

older persons had higher levels of social and economic participation. A simple comparison 

of average wave 3 outcomes would overestimate the intervention impact as it would reflect 

differences in the participation levels between age groups as well as the effect of the 

intervention itself.   

In a randomised experiment where there are dropouts, an estimate of the full treatment on 

the fully treated can be calculated by identifying from the control group those who would 

have decided to participate had they been given the chance to do so (Heckman, Smith, and 

Taber 1998). A comparison of their outcomes with those who participated in the 

intervention group provides the intervention impact. 

Mathematically, this is written as:  

                                                 
15 In the future, using data from the LDS it may be possible to calculate an ‘intent to treat’ intervention 
impact. 
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(8.3) ),1,0R,1D|Y(),1,1R,1D|Y(ˆ 01 iIiiiiiIiiiiRE
F XSEXSE ===−====∆  

where SIi is a 0/1 indicator representing whether individual i participated in all three waves 

of the intervention I.  

 

In the pilot survey, the first component of equation 8.3 can be estimated by the observable 

average outcome for those in the intervention group who participated in all three waves. 

The second component of equation 8.3 however, is not directly observed. Under the 

experimental design of the survey, solving the evaluation problem rests with identification 

of the second component in equation 8.3.  

 

8.5 The Evaluation Strategy 

 

In the empirical literature, the identification problem is generally resolved by using 

outcome data for those who dropped out of the intervention group (Heckman, Smith and 

Taber 1998; Bloom 1984; Hotz and Sanders 1993). If it can be assumed that the dropouts 

received no treatment, then the average outcome of those who dropped out can be a suitable 

proxy for the average outcome of those in the control group who would have dropped out. 

Subtraction from the total control group average outcome provides an estimate of the 

second component of equation 8.3. However, Heckman, Smith and Taber (1998) indicate 

that this estimate breaks down if those who dropped out received partial treatment which 

may affect their outcomes. If this occurs then non-experimental approaches need to be 

employed to obtain an intervention impact. 

 

In the case of the FaCS pilot survey, no outcome data were available for those who dropped 

out and so usual approaches adopted in the literature could not be used. Also, the receipt of 

a letter indicating participation requirements by long-term unemployed recipients could be 

viewed as evidence of partial treatment which could influence economic and social 

participation levels. For example, Black, Smith, Berger and Noel (1999) find that the threat 

of having to undertake a training program for the US unemployed increased their job 

finding rates. For Australia, Richardson (2001) investigates the impact of mutual 
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obligations on the probability of leaving unemployment. She finds some evidence of an 

impact on the probability in the time period before the mutual obligations program takes 

effect. The VLTU group in the FaCS randomised experiment are persons who have limited 

recent contact with Centrelink. Simple contact and the threat of cessation of payments may 

in itself be enough to change participation behaviour. Hence, the existence of partial 

treatment could not be rejected.  

 

Given these considerations, two approaches were adopted to obtain an estimate of the 

intervention impact. In keeping with the randomised experimental design, the first approach 

was to ascertain whether a simple comparison with the available wave 3 data could provide 

an unbiased estimate of the intervention impact. If this was not the case, then a second 

approach using non-experimental estimation techniques to identify the intervent ion impact 

could be employed. These two approaches are discussed below. 

 

8.5.1  Randomised experimental estimator 

Identification of the second component in equation 8.3 could be solved by using the wave 3 

control group data to estimate the average outcome for those who would have dropped out 

had they been assigned to the intervention group. Only in the following two cases was this 

considered to be an unbiased estimate of the intervention impact.  

Case 1: 

The control and intervention groups were drawn randomly from the VLTU 

population, and the decision to participate was unrelated to outcomes for both the 

intervention and control groups.  

 

Case 2: 

The control and intervention groups were drawn randomly from the VLTU 

population and the decision to participate was non-random but the same 
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participation process identified individuals in the wave 3 intervention and the 

control groups. 

 

To ascertain whether either of these cases held, both the random assignment between the 

control and intervention groups and the corresponding participation decisions were 

examined. 

 

Randomisation 

Following the literature (Ashenfelter 1999), randomisation tests were undertaken to ensure 

that the fully assigned intervention and control groups were random and independently 

drawn from the VLTU population. Information drawn from the LDS administrative data 

which were available for everyone regardless of participation status was used to test for 

randomisation. Statistical tests of differences in means across the two groups were carried 

out to determine whether there were differences in characteristics between those assigned to 

the intervention and control groups. Categorical variables tested included gender, marital 

status, number and age of children, birth status and location. The entire distributions of the 

continuous variables - age and reported earnings -were tested for their similarity using a 

Kolmogorov-Smirnov distribution test (Stata Corporation 1997). If both the intervention 

and control groups were drawn randomly, then no or very little statistical difference in the 

means or distributions of each of the demographic characteristics should be evident.  

The test results are presented in Table 8.5. Columns 1 and 2 present the average of each 

variable tested. Results from the significance tests, including the level of significance and 

the probability value of the test statistic, are presented in the next two columns respectively. 

Tests reveal statistically significant differences between the intervention and control groups 

for most variables. Age, gender, marital status, family status factors and whether or not they 

reported earnings were all significantly different at least at the two per cent level of 

significance. The implication was that random assignment did not take place between the 

intervention and control groups. 

Discussions with FaCS about the sampling process indicated that important design issues 

contributed to the lack of random assignment. First, sample selection procedures had failed 
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to allocate older age VLTU individuals to the control group. Although in Table 8.5, the 

average ages for the intervention and control groups were similar at 36.7 years and 36.0 

years respectively, the Kolmogorov-Smirnov test indicated that the distributions were 

significantly different. Closer inspection of the data revealed that the age ranges for the two 

groups differed substantially. Whereas the intervention group ranged from 20 to 64 years, 

control group individuals were aged between 20 to 50 years inclusive.  

As a result of this finding, no evaluation of the intervention impact was attempted for 

individuals over 50. It could not be ruled out that they were likely to face different 

circumstances than younger persons such as poorer health or an inability to move 

residential location and these may affect their levels of social and economic participation. 

Without comparable persons in the control group, these differences were likely to confound 

any estimate of the intervention impact. Hence, persons aged over 50 were discarded from 

the intervention group, a reduction which resulted in a loss of 211 individuals. 

Randomisation tests were again carried out between a restricted intervention group of those 

aged 50 and under and the control group. These results are presented in Table 8.6. 

Significant differences between the intervention and control groups however remained.  

Further discussions with FaCS indicated that another sampling design issue interfered with 

the random assignment. This was related to differences in the data collection process 

between the control and the intervention groups. For the intervention group, waves 1 and 2 

data were collected at the face-to-face interviews whereas for the control group, the data 

were collected using a phone survey. In order to carry out the phone survey, control group 

individuals were assigned on the basis that they had provided Centrelink with phone 

contact details. This same selection process was not applied to the intervention group.  
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Table 8.5: Randomisation Tests – Assigned Sample  
Average of Variable 
 
 

Intervention  Control Reject 
equality at 

level of 
significance 

Probability 
Value 

Average agea 36.71 36.01 1 per cent  0.000 
Gender 

Female 0.25 0.28 2 per cent 0.020 

Marital Status 
Married 0.23 0.27 1 per cent 0.001 
Separated, widowed, divorced 0.27 0.23 1 per cent 0.002 
Never married 0.50 0.50  0.864 
Joint testb   1 per cent 0.000 
Family Status 

Has dependent children 0.16 0.20 1 per cent 0.000 
Number of children 0.36 0.48 1 per cent 0.000 
Number of children (for those with child ren) 2.28 2.38  0.228 

Age of youngest child 0.95 1.20 1 per cent 0.004 
Age of youngest child (for those with 
children) 

5.96 5.93  0.924 

Earnings (in 6 months to  June 2000) 
Reported earnings  0.23 0.30 1 per cent 0.000 
Average earnings a $43.19 $65.50 1 per cent 0.000 
Average earnings a (for those with earnings) $185.37 $215.14 5 per cent 0.045 
Country of Birth 
Australian born 0.85 0.86  0.193 
Overseas born: English speaking background 0.06 0.05  0.174 

Overseas born: non-English speaking 
background 

0.09 0.09  0.607 

Indigenous status 0.03 0.02 4 per cent 0.035 
Centrelink Area 
Brisbane 0.11 0.12  0.300 
Pacific 0.14 0.15  0.669 
Hunter 0.18 0.18  0.826 
West NSW 0.05 0.05  0.929 
South Australia 0.09 0.07  0.093 
Tasmania 0.18 0.16  0.131 
South East Victoria 0.13 0.16 1 per cent 0.005 
West Victoria 0.12 0.11  0.248 
Joint testb    0.056 
Sample size 2940 1800   
 
a: Kolmogorov-Smirnov distribution test for equality of the entire distribution. 
b: Chi square test for joint equality. 
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Information received from FaCS identifying intervention group individuals who could not 

have been contacted by phone was used to draw an age and phone restricted intervention 

group sample. Just 1082 intervention group individuals had provided Centrelink with phone 

contact details. This amounted to a loss of over 60 per cent of the initial intervention group 

sample. Table 8.7 presents the same randomisation tests for the age and phone restricted 

sample. For these two groups, tests revealed no statistically significant differences between 

the averages of all but one of the tested variables.16  

In summary, results of the randomization tests indicated that only for a restricted group of 

the fully assigned VLTU individuals was randomisation achieved. The implication was that 

the randomised experimental estimator which involved comparing the wave 3 outcomes 

could only be considered as an unbiased estimate for the restricted sub-group of the VLTU, 

the age and phone restricted group.  

The difficulty was that the age and phone restriction for the intervention group severely 

reduced sample sizes. Table 8.8 presents the response rate statistics for both the age 

restricted and the age and phone restricted sample. Once again, significant drop out and 

attrition occurred during the three waves of the experiment. For the age and phone 

restricted sample, just 239 persons were interviewed in wave 3. The larger age restricted 

group comprised 334 persons. 

                                                 
16 Tests were carried out to ensure that the statistical insignificance in the age and phone restricted sample was 
not simply due to the smaller sample size. The test statistic was recalculated for the age restricted sample 
using the standard errors for the age and phone restricted group. This indicated that even with the larger 
standard errors randomisation was not accomplished. 



 213

 

Table 8.6: Randomisation Tests - Age Restricted Group 

Average of Variable  
Intervention Control Reject equality 

at level of 
significance 

Probability 
value 

Average agea 35.23 36.01 5 per cent 0.024 
Gender 
Female 0.25 0.28 5 per cent 0.020 
Marital Status 
Married 0.22 0.27 1 per cent 0.006 
Separated, widowed, divorced 0.27 0.23 1 per cent 0.006 
Never married 0.52 0.50  0.188 
Joint testb   1 per cent 0.000 
Family Status 
Has dependent children 0.16 0.20 1 per cent 0.001 
Number of children 0.38 0.49 1 per cent 0.002 
Number of children (for those with 
children) 

2.33 2.38  0.496 

Age of youngest child 0.94 1.20 1 per cent 0.004 
Age of youngest child (for those with 
children) 

5.73 5.93  0.519 

Earnings in 6 months to June 2000 
Has reported earnings  0.23 0.30 1 per cent 0.000 
Average earningsa $42.98 $65.50 1 per cent 0.000 
Average earningsa (for those with earnings) $184.12 $215.14 5 per cent 0.024 
Country of Birth 
Australian born 0.86 0.86  0.680 
Overseas born: English speaking 
background 

0.06 0.05  0.441 

Overseas born: non-English speaking 
background 

0.09 0.09  0.913 

Indigenous status 0.03 0.02 1 per cent 0.012 
Centrelink Area 
Brisbane 0.11 0.12  0.437 
Pacific 0.15 0.15  0.843 
Hunter 0.18 0.18  0.667 
West NSW 0.05 0.05  0.645 
South Australia 0.005 0.006  0.109 
Tasmania 0.18 0.16  0.234 
South East Victoria 0.13 0.16 1 per cent 0.001 
West Victoria 0.12 0.11  0.316 
Joint Testb    0.044 

Sample size 2729 1800   
 
a: Kolmogorov-Smirnov distribution test for equality of the entire distribution. 
b: Chi square test for joint equality. 
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Table 8.7: Randomisation Tests – Age and Phone Restricted Group  
Average of Variable 
 

Intervention  Control Reject equality at 
level of 

significance 

Probability 
value 

Agea 35.72 36.01  0.192 
Gender 

Female 0.31 0.28  0.223 
Marital Status 
Married 0.26 0.27  0.545 
Separated, widowed, divorced 0.22 0.23  0.677 
Never married 0.51 0.50  0.377 
Joint testb    0.674 
Family Status 
Has dependent children 0.19 0.20  0.318 
Number of children 0.43 0.48  0.186 
Number of children (for those with 
children) 

2.29 2.38  0.364 

Age of youngest child 1.21 1.20  0.926 
Age of youngest child (for those with 
children) 

5.47 5.93  0.170 

Earnings (in 6 months to  June 2000) 
Reported earnings  0.28 0.30  0.095 
Average earnings a $62.13 $65.50  0.528 
Average earnings a (for those with 
earnings) 

$225.60 $215.14  0.741 

Country of Birth 
Australian born 0.85 0.86  0.655 
Overseas born: English speaking 
background 

0.05 0.05  0.618 

Overseas born: non-English speaking 
background 

0.10 0.09  0.365 

Indigenous status 0.02 0.02  0.715 
Centrelink Area 
Brisbane 0.11 0.12  0.938 
Pacific 0.14 0.15  0.507 
Hunter 0.17 0.18  0.333 
West NSW 0.06 0.05  0.617 
South Australia 0.08 0.07  0.499 
Tasmania 0.16 0.16  0.746 
South East Victoria 0.15 0.16  0.287 
West Victoria 0.14 0.11 1 per cent 0.013 
Joint testb    0.289 
Sample size 1082 1800   
 
a. Kolmogorov-Smirnov distribution test for equality of the entire distribution. 
b. Chi square test for joint equality. 
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Table 8.8: Response Rates - Age Restricted and Age and Phone Restricted 
Groups 
 
 Age Restricted 

Intervention 
Age and Phone Restricted 

Intervention 
Control 

 Number Response 
Rate 

Number Response 
Rate 

Number Response 
Rate 

Number assigned 2729  1082  1800  
       
Wave 1 1373 50.3 578 53.4 728 40.4 
Wave 2 1097 79.9 473 81.8 560 76.9 
Wave 3 334 24.3 239 41.3 429 58.9 
    
    
a. Response rate is calculated as a proportion of total number assigned. 
b. Response rate is calculated as a proportion of number responded at wave 1. 

 

 
Participation 

The second important consideration in deciding whether the randomised experimental 

approach could be used to identify an intervention impact was to understand the 

participation process. For the age and phone restricted sub-group, this amounts to 

examining whether the participation decision was a random process or the same non-

random participation process could be identified for both the intervention and control 

groups. This is investigated by addressing two questions. For the intervention and control 

groups, how do the characteristics of the individuals who participated in all three waves of 

the experiment compare with those of the fully assigned sample? Does the same process 

determine participation for both groups? 

Factors associated with the likelihood that an individual in either the intervention or control 

group participated in all three waves were investigated using discrete choice regression 

methods.  
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Following Maddala (1983), assume the decision to participate in the intervention can be 

written as an underlying response variable sIi* which is associated with individual 

characteristics Xi such that: 

iiIi uXs +′= β* ,  

where ui is the error term and â is the vector of coefficients to be estimated. 

The response variable sIi*, however is unobserved. Instead, the dummy variable is 

observed:  

sIi = 1 if sIi* > 0 

sIi  =0 otherwise. 

This leads to the probability equation 

(8.4)   )()(1)1Pr( ββ iiIi XGXFs ′=′−−== , 

where F is the cumulative distribution function for ui. 

Similarly,  

(8.5)                         )()(1)1Pr( δδ iiCj XGXFs ′=′−−== ,  

where sCj is a 0/1 indicator representing participation in all three waves for individual j in 

the control group. 

Equations 8.4 and 8.5 can be estimated using logit regression. The independent variables 

used in the participation regressions were derived from the LDS and administrative data. 

These included demographic and family characteristics such as gender, age, marital status 

and age of youngest child, details about home ownership and dummy variables indicating 

whether earnings or unearned income had been reported over the six month period to June  

2000.17 Also included was unemployment history information such as job search activities 

                                                 
17 Unfortunately, education which is likely to be an important predictor of participation is not available on the 
LDS. 
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undertaken since July 1995 and whether exemptions had been granted or breaches enforced 

during the past five years. These variables were included as evidence from overseas studies 

has shown that together with demographic information, individuals’ recent experiences of 

unemployment can be important predictors of program participation (Heckman, Ichimura 

and Todd 1997). A detailed description of the variables and summary statistics are 

presented in Appendix A8.2.  

Table 8.9 presents the logit regression results for the probability that an individual assigned 

to the intervention age and phone restricted group participated in all three waves. Results 

are reported as log odds ratios. The log odds ratio represents the percentage increase or 

decrease in the likelihood of participating in the full intervention. For example, the figure of 

1.605 for female in the first column suggests that females were 61 per cent more likely than 

males to participate in the intervention. The corresponding z-value of 2.77 suggests that the 

gender variable is statistically different from one at the 1 per cent level of significance. 

Results indicated that the wave 3 intervention group participants were a non-random 

sample of the entire age and phone restricted group. Demographic characteristics and 

previous activities while on income support were associated with the likelihood that a 

person assigned to the intervention group fully participated. Sizeable differences in 

participation patterns were evident, for example, for females who were 60 per cent more 

likely than males to fully participate. Those who owned their own home and those who 

boarded were more likely than private renters to participate. In both cases, their probability 

of participation was over 60 per cent greater than the private renters. Also, age was 

positively related to participation with one year of age increasing the likelihood of 

participation by almost 3 per cent. Not surprisingly, persons who had moved in the first half 

of 2000 were less likely to participate. Their likelihood of participation was 53 per cent less 

than those who did not move. Some significant participation differences between 

Centrelink locations were also estimated.  

Large significant effects were found for the variables describing activities undertaken while 

on income support. For example, those who had taken part in government assistance 

programs such as Intensive Assistance or Work for the Dole dur ing the past five years were 
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64 per cent and 129 per cent more likely to participate than those who had not undertaken 

these programs. Also, those who had reported undertaking voluntary work had a 

participation rate 82 per cent greater than those who had no similar voluntary work 

experience. 

The results pertaining to previous program participation were consistent with those found in 

other studies. For example, Heckman and Smith (1999) find that previous labour market 

experiences, in particular unemployment histories, rather than earnings histories are 

important indicators of participation in a large labour market training program in the US. 

Also, Gerfin and Lechner (2000) report that program participation history significant ly 

increases the likelihood of current program participation for the Swiss labour market.  

To summarise, results of the logit regression indicated that wave 3 participation was a non-

random process. For example, the wave 3 participants were more likely to be females, 

persons who owned their own home and in particular, persons who had been involved in 

government assistance activities in the past.  

Also presented in Table 8.9 are corresponding logit regression results for the control group. 

Like the intervent ion group, many of the demographic characteristics were significantly 

related to participation suggesting that the participation process was not random. Age, 

gender, living circumstances and Centrelink location all had similar effects on the 

probability of participation as those reported for the intervention group.  

Some differences in results were also evident. For example, those who had separated or 

widowed were significantly less likely than the never married group to take part. Not 

unexpectedly, individuals from non-English speaking backgrounds were significantly less 

likely to take part in the phone interview. Their probability of participation was 51 per cent 

less than their Australian counterparts. Those with unearned income during the six months 

to June 2000 had a higher likelihood of participation. Estimated effects for the previous 

activity variables were also similar to those reported for the intervention group. 

Participation rates were greater for persons who had undertaken Intensive Assistance or 

Work for the Dole in the past. Individuals who had been breached due to failure to attend 

an activity had a lower probability of participation.  
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Using the same vector of X characteristics, the participation processes for the intervention 

and control groups were tested for their similarity by checking whether the vector of 

coefficients â was the same as the vector of coefficients ä. This was done using a likelihood 

ratio test.18 The null hypothesis was that the coefficients in the two logit regressions were 

identical. The calculated chi square statistic with 29 degrees of freedom is 22.82, a figure 

which is less than the 95 per cent probability cut off of 42.56 for the chi square distribution. 

The null hypothesis that the vector of coefficients are the same was accepted. 19 The results 

indicated that similar types of individuals participated in both the intervention and control 

groups and therefore the participation processes could be considered to be similar. The 

implication of these results was that, for the age and phone restricted intervention group, 

the impact for those who fully participated could be estimated by a simple comparison of 

average wave 3 outcomes. 

The randomised experimental estimator can be written as: 
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where nI is the number of wave 3 intervention group participants and nJ is the number of 

wave 3 control group participants. 

 

 

                                                 

18 The test was performed in the following way. A regression is estimated on the pooled data from both 
groups. This constrains the coefficient estimates to be the same. The likelihood from this restricted regression 
is compared to the unrestricted likelihood which can be derived from running separate regressions for each 
group. The test statistic is given by:  

)/(2 URLR λλ−= , 

where Rλ and Uλ  represent the likelihood functions of the restricted and unrestricted regressions 
respectively. LR follows a chi square distribution with degrees of freedom equal to the number of restrictions. 
19 Also, a logit regression which included intervention group interaction terms for all variables was estimated. 
A test of whether the associated coefficients for the interaction terms were jointly zero was found to be 
insignificant thus confirming the results from the likelihood ratio test. 
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Table 8.9: Logit Results for Participation in Wave 3 - Age & Phone 
Restricted Group 

 Age & Phone Restricted 
Intervention Group 

Control Group 

  
Odds Ratio 

 
z-value 

 
Odds Ratio 

 
z-value 

Age 1.027 2.21  1.034 3.71 
Female 1.605 2.77  1.466 2.89 
Marital Status     
Married 1.168 0.65  1.136 0.72 
Separated 0.777 -1.18  0.540 -3.66 
Never married     
Dependent Children     
Age of youngest child 1.013 0.47  1.030 1.37 
Birthplace     
Australian born     
Overseas English speaking 1.451 1.06  1.032 0.12 
Overseas non-English speaking 0.665 -1.31  0.486 -2.78 
Living Circumstances     
Has moved in last 6 months 0.468 -2.40  0.571 -2.40 
Own home 1.659 1.99  1.026 0.13 
Private rental     
Government rental 1.429 1.38  1.148 0.69 
Boarding 1.638 2.13  1.554 2.49 
Other arrangements 1.428 1.31  1.367 1.59 
Centrelink Location     
Brisbane 0.634 -1.57  0.817 -1.00 
Pacific  0.490 -2.41  0.490 -3.47 
Hunter     
West NSW 0.508 -1.58  0.652 -1.44 
South Australia 0.584 -1.63  0.467 -2.86 
Tasmania 0.594 -1.99  0.492 -3.72 
South East Victoria 0.522 -2.28  0.279 -5.70 
West Victoria 0.607 -1.91  0.486 -3.37 
Earnings     
Reported earnings in six months to June 
2000 

1.125 0.66  1.109 0.79 

Unearned Income     
Reported unearned income in six months to 
June 2000 

1.157 0.63  1.428 2.02 

Previous Activities since July 1995     
Length of time on income support  1.026 1.08  0.985 -0.78 
Has participated in      
               Intensive Assistance 1.642 2.83  1.317 2.08 
               Training program 0.951 -0.28  1.183 1.20 
               Work for the Dole 2.289 3.19  1.704 2.71 
               Voluntary work 1.824 2.02  1.043 0.18 
Has received an exemption 1.290 1.54  1.163 1.20 
Has had administrative breach 0.639 -1.29  0.713 -1.29 
Has had activity breach 0.640 -1.40  0.459 -3.04 
Sample size 1082   1800  
Pseudo R square 0.084   0.090  
Per cent correctly allocated 64.05   63.89  
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A major drawback however, was the restriction of the impact estimation to the smaller age 

and phone restricted sub-group of the sample. Using the larger age restricted sub-group 

would increase the sample size by 50 per cent. For this group however, biases could be 

introduced if a simple wave 3 comparison was undertaken. To estimate the intervention 

impact for this larger group, the second approach which involved using non-experimental 

methods was implemented.  

8.5.2 Non-experimental matching estimator 

Two non-experimental estimators were considered to identify the intervention impact for 

the phone restricted group - the Heckman selection method (Maddala, 1983) and the non-

parametric method of propensity score matching (Heckman, LaLonde and Smith 1999).   

Heckman selection is a parametric approach which jointly estimates the participation 

process and the distribution of outcomes. In its implementation, it relies on finding and 

imposing an exclusion restriction to identify the participation decision. That is, a variable 

must be found which affects participation in the intervention but not the outcome. In the 

FaCS pilot survey, the Heckman approach would involve estimating the joint participation 

and outcome equations for the intervention group and control groups separately. A 

comparison of predicted outcomes from these equations would then provide an estimate of 

the intervention impact.  

The Heckman selection approach was regarded as too restrictive for the following reasons. 

First, its estimation required the imposition of substantial structure on the estimation of the 

outcomes for the two groups. Second, an exclusion restriction which identified participation 

but not outcomes had to be found. It was unlikely that, with the available data, a suitable 

restriction variable was available. 

The preferred non-experimental approach was the non-parametric method of propensity 

score matching.20 Recall from equation 8.3 that estimation of the impact intervention 

                                                 
20 The method of matching is often implemented as a one-to-one cell matching process. This can become 
computationally difficult as the number of matching variables increases. The method of propensity score 



 222

required the identification of the unobserved second component - representing those in the 

control group who would have participated had they been given the chance. The method of 

propensity score matching achieves this by pairing intervention group individuals with a 

person or persons in the control group who have a similar propensity or probability to 

participate. The intervention impact is then obtained by averaging the comparison of 

outcomes for the matched pairs. 

In mathematical notation, following Blundell and Costa-Dias (2000), the propensity score 

matching estimator can be written as: 
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where I and C represent the intervention and control groups; Yi and Yj , the outcome for 

individual i in the intervention group and individual j in the control group; nI is the number 

of individuals in the intervention group; Wij is the weight placed on the comparison 

individual j in C for individual i in I. In propensity score matching, this weight is 

determined by comparing the propensity scores of individuals in the intervention and 

control groups. These scores are estimated from the participation equation 8.4 which 

characterises the probability to participate for those in the intervention group.  

 

Underlying the approach are two important assumptions. First, matching on observable 

characteristics fully determines the participation decision. This implies that no 

unobservable factors influence participation and affect outcomes (Blundell and Costa-Dias 

2000; Rosenbaum and Rubin 1985). Thus, for example, if motivation affects both the 

decision to participate and the outcome measure under investigation and motivation is not 

captured by observed variables then a matching estimator may lead to biased results.   

 

                                                                                                                                                     
matching overcomes this by representing all matching variables into one propensity score. The method is 
based on propositions proved by Rosebaum and Rubin (1985). 
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This underlying assumption highlights the importance of having a rich set of data upon 

which to match. Heckman, Ichimura and Todd (1997) suggest that matching estimators 

provide the most reliable results when the individuals in the control and intervention groups 

are from the same local labour markets and when the same questionnaire is used for both 

groups. In the FaCS pilots, these conditions were both met. Further, the information about 

historical information serves as a proxy to unobserved characteristics such as motivation. 

To the extent that this is true, the matching estimator should provide reliable results.  

  

Another important assumption underlying matching is that of common support. This relates 

to the range of the data used in the match. A match can only be found for persons for whom 

there is a suitable control group person with similar characteristics. If there were no persons 

in the control group for a particular range of an observed characteristic then a suitable 

match could not be found. In the pilot survey, for example, there were no persons aged over 

50 assigned to the control group. Thus, in a matching process based on the observed age, 

the common support assumption would not hold as no suitable control group matches could 

be made for persons aged over 50. 

 

In the pilot survey, the method of propensity score matching was applied in the following 

way. Each person who fully participated was matched to control group persons based on 

their predicted probability of participation in the full intervention process. This propensity 

to participate was estimated using equation 8.4. The estimated propensity to participate 

equation is used to predict the probability to participate for persons in the control group, 

given their observable data. The average of the difference in outcomes of all the matched 

pairs then provided an estimate of the full treatment impact.  

The weight Wij used to obtain the match is a Gaussian kernel function given by the 

equation: 
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where )2/exp()( 2uuG −∞  and an is a bandwidth parameter.  

)|1Pr(ˆ kIkk XSP ==  is the predicted probability that individual k fully participated given a 

set of observable characteristics Xk and SIk is the indicator of wave 3 participation for the 

intervention group individuals. The bandwidth was chosen according to Silverman’s robust 

bandwidth approach (Silverman 1986).21 

 

8.6 The Results 

Results for the estimate of the intervention impact are reported and discussed in this section 

for the age and phone restricted sample and the larger age restricted sample. For each 

sample, levels of economic and social participation for the intervention and control groups 

are compared to two ways, the first using a cross section estimator and the second using a 

difference- in-differences estimator. The cross section estimator compares average 

outcomes at wave 3. The validity of this estimator lies in the assumption that in the absence 

of the intervention, the economic and social participation levels of the control and 

intervention groups at wave 3 would have been the same. The difference- in-differences 

estimator compares the change in outcomes between waves 3 and 1 for the control and the 

intervention groups. This comparison allows for any systematic time invariant differences 

between the intervention and control groups. Thus, for example, differences in personal 

attributes that can’t be measured but may affect the level of outcomes for the control and 

intervention groups in the absence of treatment will be differenced out using a difference-

in-differences estimator. 

For the age and phone restricted sample, where randomisation was achieved, both the cross 

section and difference- in-differences estimator should provide reasonable estimates of the 

intervention impact. Lack of randomisation in the age restricted sample suggests that the 

difference- in-differences estimator would provide an unbiased estimate. However, the 

                                                 
21 Silverman’s bandwidth h is determined by the following equation:  
h=0.9*A*n-0.2  where n is the sample size and A = min(ó,IQR/1.34) where ó is the standard deviation and IQR 
is the inter-quartile range of the data. 
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validity of both estimators is brought into question because of the variations in interview 

technique that occurred across waves for the intervention group. Recall that the first two 

waves for the intervention group were conducted as face-to-face interviews, the last as a 

telephone interview. In contrast, all control group data were collected via a telephone 

interview. If the change in interview technique influenced the accuracy of reporting of 

information for the intervention group then this may introduce bias into the impact 

estimates calculated using difference- in differences. Although at wave 3, both groups 

undertook a phone survey, cross section estimates could contain an element of bias, if the 

intervention group individuals reported more accurate information over the phone than the 

control group because of their prior recent face-to-face contact with Centrelink staff.  

The conclusion therefore is that an element of bias may have been introduced into both 

estimators and the extent to which one is more accurate is difficult to gauge. The approach 

adopted here is to report both estimators with a preference towards the difference- in-

differences results which controls for the differences in accuracy of the collected 

information across groups. However, consistent results in both estimators should be 

regarded as a stronger conclusion that there is an impact resulting from the intervention.  

The cross section estimators used in the calculation of the intervention impact using the 

experimental approach and the matching method are given by equations 8.6 and 8.7. The 

corresponding difference- in-differences estimators are given by: 
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where t represents time at wave 3 and t0 represents time at wave 1. All other terms are as 

previously described. 
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In Tables 8.10 and 8.11, the impact estimates for the age and phone restricted sample are 

presented. Table 8.10 reports the impact estimates representing the change in the average 

hours of work, looking for work and study or training and average hours of voluntary work. 

In Table 8.11, the intervention impact results for the proportion of individuals undertaking 

each activity are presented. Given that randomisation was achieved and the participation 

processes were similar, the randomised experimental estimator can be considered as the 

preferred and least biased estimate of the intervention impact. The matching method results 

are also presented for comparison.  

Cross section results are presented in the column marked ‘Wave 3’. To aid in interpretation 

for the difference- in-difference results, an example is provided. In Table 8.10, the 

difference- in-differences estimated intervention impact for hours of work is -0.66. This is 

calculated as the difference between 0.57 hours for the intervention group and 1.22 hours 

for the control group. The first figure, 0.57, represents the change from wave 1 to wave 3 in 

the average weekly hours worked by the intervention group. At wave 1, the intervention 

group worked on average just over 3 hours and 15 minutes per week. By wave 3, this had 

increased to 3 hours and 50 minutes per week which corresponds to an average increase of 

35 minutes per week. Similarly, the control members worked on average just over 1 hour 

and 10 minutes more between wave 1 and wave 3.  

Overall, the negative impact of -0.66 implies that, whereas both groups increased their 

average weekly hours of work, the intervention group increased their hours of work by 40 

minutes less than the control group. Reported in brackets for each estimate is the standard 

error which indicates the statistical significance of the result.22 In the example provided 

above, the reported standard error indicates that the difference- in-difference estimate for the 

impact on hours of work is not statistically significant suggesting that there was no 

significant change in the average weekly hours of work due to the intervention.  

Looking at Table 8.10 and focussing on the randomised experiment results, the most 

consistent result is a significant positive effect of the intervention on the average weekly 

hours of study or training, obtained using both the cross section and the difference- in-
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differences estimators. Although significant, the change in average hours was not large. 

The average hours of study and training undertaken by the intervention group at wave 3 

was 1 hour and 10 minutes more per week than the control group. Difference-in-difference 

estimates indicated that at wave 3, those in the intervention group had increased their 

average weekly hours of study by almost 2 hours more than the control group.  

This significant finding was the major contributor to a statistically significant result for the 

total average hours of economic participation in the difference- in-differences results. 

Overall, persons who participated in the full intervention had increased their economic 

participation by almost three hours to 13.65 hours per week. In contrast, the control group 

average weekly hours remained very similar over the period at about 15 hours per week. 

This same significant result however was not found in the cross section estimates. 

Only one other measure of economic participation was significant in the randomised 

experiment results reported in Table 8.10 – average weekly hours of work. Here, the cross 

section results indicated that the intervention had a negative impact, with the intervention 

group undertaking almost 2 hours less work per week than the cont rol group. This same 

impact was not significant in the difference- in-differences estimates which, as discussed 

earlier, weakens the evidence that this is an important and significant result. One reason for 

the negative effect however, could be related to the development of the participation plan. 

This could have redirected individuals to explore new avenues of training for example, 

which could lead them to improved work opportunities for the future. 

  

                                                                                                                                                     
22 The standard error takes into account that the control and intervention groups are independent but the wave 
1 and wave 3 results for each group are dependent. 
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Table 8.10: Evaluation Results – Average Hours - Age & Phone 
Restricted Group 

  Randomised Experiment  Propensity Score Matchinga 

Group Wave 1 Wave 3  Difference- 
In-Difference 

 Wave 3  Difference- 
In-Difference 

Economic Participation Measures 

Average weekly hours 
working 

        

Intervention 3.27 3.84  0.57  3.84  0.57  
Control 4.45 5.67  1.22  5.76  1.30  

          
Impact estimate  -1.83 * -0.66  -1.91 * -0.72  
Standard error  (0.77)  (0.65)  (0.76)  (0.68)  
Average weekly hours looking  
Intervention 6.46 7.04  0.58  7.07  0.58  
Control 8.78 7.77  -1.01  7.75  -0.99  

          
Impact estimate  -0.73  1.59  -0.68  1.57  
Standard error  (0.75)  (0.98)  (0.78)  (1.02)  
Average weekly hours studying or training  
Intervention 1.09 2.77  1.68  2.79  1.70  
Control 1.89 1.61  -0.28  1.62  -0.26  

          
Impact estimate  1.16 * 1.97 ** 1.16 * 1.96 ** 
Standard error  (0.59)  (0.64)  (0.59)  (0.66)  
Average weekly hours all three above 
Intervention 10.82 13.65  2.83  13.70  2.86  
Control 15.12 15.05  -0.07  15.13  0.06  

          
Impact estimate  -1.39  2.90 ** -1.43  2.81 * 
Standard error  (1.14)  (1.24)  (1.16)  (1.34)  
Voluntary Participation Measure 

Average weekly hours voluntary work 
Intervention 1.74 1.73  -0.01  1.74  0.02  
Control 0.90 1.24  0.34  1.24  0.25  

          
Impact estimate  0.49  -0.35  0.50  -0.23  
Standard error  (0.41)  (0.38)  (0.41)  (0.39)  
a. Bandwidth for kernel match is 0.037. Standard errors are bootstrapped.  
** statistically significant at 1 per cent level; * statistically significant at 5 per cent level. 
Sample sizes for randomised experiment - economic participation measures: 220 Intervention, 387 Control. 
Sample sizes for randomised experiment - voluntary participation measure: 237 Intervention, 425 Control. 
Sample sizes for propensity score matching - economic participation measures: 219 Intervention, 387 Control. 
Sample sizes for propensity score matching - voluntary participation measures: 236 Intervention, 425 Control. 
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Table 8.11: Evaluation Results – Proportion - Age & Phone Restricted 
Group 

  Randomised Experiment  Propensity Score Matchinga 

Group Wave 1 Wave 3  Difference-in-
Difference 

Wave 3  Difference-in-
Difference 

Economic Participation Measures 

Proportion working 
        

Intervention 0.277 0.305  0.028  0.301  0.027 
Control 0.297 0.333  0.036  0.338  0.038 

         
Impact Estimate  -0.029  -0.009  -0.037  -0.010 
Standard Error  (0.039)  (0.033)  (0.039)  (0.033) 
Proportion looking for work  
Intervention 0.823 0.750  -0.073  0.753  -0.073 
Control 0.780 0.765  -0.015  0.758  -0.017 

         
Impact Estimate  -0.015  -0.057  -0.005  -0.057 
Standard Error  (0.036)  (0.036)  (0.037)  (0.038) 
Proportion studying or training  
Intervention 0.091 0.173  0.082  0.174  0.087 
Control 0.132 0.127  -0.005  0.127  -0.006 

         
Impact Estimate  0.046  0.087 ** 0.046  0.092 ** 
Standard Error  (0.031)  (0.034)  (0.031)  (0.034) 
Proportion any three above 
Intervention 0.859 0.841  -0.018  0.840  -0.018 
Control 0.840 0.850  0.010  0.845  0.007 

         
Impact Estimate  -0.009  -0.029  -0.005  -0.025 
Standard Error  (0.031)  (0.027)  (0.031)  (0.029) 
Voluntary Participation Measure 

Proportion voluntary work 
       

Intervention 0.249 0.236  -0.013  0.237  -0.008 
Control 0.172 0.224  0.052  0.222  0.048 

         
Impact Estimate  0.013  -0.064 * 0.015  -0.056 
Standard Error  (0.034)  (0.032)  (0.040)  (0.030) 
a. Bandwidth for kernel match is 0.037. Standard errors are bootstrapped.   
** statistically significant at 1 per cent level; * statistically significant at 5 per cent level. 
Sample size for randomised experiment results for economic participation measures: 220 Intervention , 387 Control. 
Sample size for randomised experiment results for voluntary participation measures: 237 Intervention , 425 Control. 
Sample size for propensity score matching results for economic participation measures: 219 Intervention, 387 Control. 
Sample size for propensity score matching results for voluntary participation measures: 236 Intervention, 425 Control. 
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The randomised experiment results of Table 8.11 which report changes in the proportions 

of individuals undertaking each activity strengthen the positive impact of the intervention 

for study and training outcomes. The difference- in differences estimator shows that the  

percentage of intervention group individuals undertaking study or training increased from 9 

per cent to 17 per cent between waves 1 and 3. No similar increase was reported for the 

control group resulting in a significant positive effect of the intervention on the proportion 

of individuals undertaking study and training. The cross section results however do not 

show a similar significant impact suggesting a weaker result for an increase in the 

proportion of VLTUs undertaking study or training.  

Impact estimates for the age and phone restricted sample derived using the method of 

propensity score matching are also reported in Tables 8.10 and 8.11. Standard errors for the 

matching results have been bootstrapped.23 Figure 8.1 presents evidence of the common 

support for the propensity score equation used to calculate the matched results. This shows 

that persons in the control group have similar propensities to participate as those in the 

intervention group and so suitable matches could be found for all persons in the 

intervention group 24.   

While results were based on the propensity score equation, there is no assumption on which 

to determine what factors should be included. Following Smith and Todd (2000), a useful 

test of the propensity score equation is to ensure that after conditioning on the variables 

used, no new information about the participation process can be provided. It is carried out 

by employing a Hotelling T2 test to detect significant mean differences of the included 

variables between the intervention and control groups for quintile intervals of the 

                                                 

23 This technique chooses 1000 samples of both the intervention and control groups and re-calculates the 
impact estimates. The standard deviation of the distribution of the impacts becomes the reported standard 
error. Using this bootstrap method, the standard errors take into account the complete matching process 
including the estimation of the propensity score equation. 
24 This is expected given the social experimental design and the fact that randomisation was achieved between 
the two groups.  
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propensity score distribution. 25 This test was undertaken using the matched samples and no 

statistical differences were found.  

 

Figure 8.1: Comparison of Propensity Scores  

Age and Phone Restricted Group 

 

 

Presentation of these results provides a useful comparison of the validity of the matching 

method in this evaluation problem. For the age and phone restricted sample where 

randomisation was achieved, the randomised experiment and the matched estimates should 

be similar. Results from the two methods are very similar for all reported activity measures. 

Using matching, once again the most significant, though modest result was for hours of 

study and training where there was a positive intervention impact using both the difference-

in-differences and the cross section estimators. 

                                                 
25 The propensity score is divided into quintiles. For each quintile interval, the test determines whether there is 
a statistically significant difference between the means of all the included variables in the participation 
equation for the intervention and control groups. 
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Tables 8.12 and 8.13 present corresponding intervention impact results for the larger age 

restricted sample. These results are based on a total of 439 individuals who participated in 

all three waves. For completeness, both the matching and the randomised experiment 

estimates are again reported using the cross section and the difference- in-differences 

estimators. As randomisation was not achieved for this sample, the discussion focuses on 

the matching results which should provide the least biased estimate of the impact. The 

propensity score probability equation used in the matched results is reported in Appendix 

A8.3.26 Also, Figure 8.2 indicates that the range of propensity scores was similar between 

the intervention and control groups. This ensured that suitable matches could obtained for 

all but a few individuals.  

The matched results for the age restricted sample gave similar intervention impacts to those 

obtained in the age and phone restricted sample. Once again, the greatest impact of the 

intervention was for the hours of study and training. Results this time were significant for 

the difference- in-difference estimates only. Hours of study and training increased by about 

1 hour and 30 minutes per week for the intervention group over and above the change for 

the control group. Similarly, total hours of economic participation increased by about 2 

hours and 35 minutes. Once again, as reported for the smaller age and phone restricted 

sample, the proportion studying or training also increased significantly by about 8 

percentage points. 

The only other significant result in the age restricted sample equation was again obtained 

for the average weekly hours of work. Using the cross section estimator, a significant 

reduction of just over 2 hours because of the intervention was reported. As in the smaller 

sample results, this did not translate into a significant reduction in the proportion of 

individuals working (see Table 8.13).  

                                                 
26 The hotelling T2 test also showed that there was no difference in the range of the variables used in the 
participation equation. 
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Table 8.12: Evaluation Results – Hours - Age Restricted Group 

  Randomised Experiment   
Propensity Score 
Matchinga  

Group Wave 1 Wave 3   
Difference 

in Difference   Wave 3   
Difference 
 in Difference   

Economic Participation Measures  
Average weekly hours working  
Intervention 2.55 3.27  0.72   3.27  0.73  
Control 4.45 5.67  1.22   5.53  1.26  
           
Impact Estimate  -2.40 ** -0.50   -2.25 ** -0.53  
Standard Error   (0.71)   (0.60)   (0.71)   (0.58)   
Average weekly hours looking  
Intervention 6.81 7.41  0.60   7.44  0.61  
Control 8.78 7.77  -1.01   7.81  -0.95  
           
Impact Estimate  -0.35  1.61   -0.37  1.56  
Standard Error   (0.69)   (0.89)   (0.75)   (0.92)   
Average weekly hours studying or training  
Intervention 1.14 2.51  1.37   2.52  1.39  
Control 1.89 1.61  -0.28   1.67  -0.18  
           
Impact Estimate  0.90  1.65 ** 0.85  1.56 ** 
Standard Error   (0.50)   (0.54)   (0.49)   (0.54)   
Average weekly hours all three above 
Intervention 10.49 13.2  2.71   13.23  2.73  
Control 15.12 15.05  -0.07   15.01  0.13  
           
Impact Estimate  1.85  2.78 ** -1.78  2.59 ** 
Standard Error   (1.04)   (1.12)   (1.05)   (1.15)   

Voluntary Participation Measure  
Average weekly hours voluntary work  
Intervention 1.45 1.59  0.14   1.59  0.15  
Control 0.90 1.24  0.34   1.25  0.32  
           
Impact Estimate  0.34  -0.20   0.35  -0.17  
Standard Error   (0.33)   (0.31)   (0.35)   (0.32)   
a. Bandwidth for kernel match is 0.028. Standard errors are bootstrapped.  
** statistically significant at 1 per cent level; * statistically significant at 5 per cent level. 
Sample sizes for economic participation measures: 310 Intervention, 387 Control. 
Sample sizes for voluntary participation measures: 331 Intervention, 425 Control. 
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Table 8.13: Evaluation Results – Proportions - Age Restricted Group 

  Randomised Experiment   
Propensity Score 
Matchinga  

Group Wave 1 Wave 3   
Difference in 
Difference   Wave 3   

Difference in 
Difference  

Economic Participation Measures       
Proportion working           
Intervention 0.235 0.260  0.025   0.258  0.026  
Control 0.297 0.333  0.036   0.326  0.036  
           
Impact Estimate  -0.073 * -0.011   -0.068  -0.011  
Standard Error   (0.035)   (0.217)   (0.035)   (0.028)   
Proportion looking for work         
Intervention 0.823 0.756  -0.067   0.758  -0.068  
Control 0.780 0.765  -0.015   0.761  -0.014  
           
Impact Estimate  -0.009  -0.052   -0.003  -0.054  
Standard Error   (0.033)   (0.032)   (0.033)   (0.033)   
Proportion studying or training         
Intervention 0.087 0.161  0.074   0.161  0.077  
Control 0.132 0.127  -0.005   0.127  -0.002  
           
Impact Estimate  0.034  0.079 ** 0.034  0.080 ** 
Standard Error   (0.027)   (0.029)   (0.027)   (0.030)   
Proportion any three above         
Intervention 0.852 0.833  -0.019   0.832  -0.019  
Control 0.840 0.850  0.010   0.844  0.007  
           
Impact Estimate  -0.017  -0.029   -0.012  -0.026  
Standard Error   (0.028)   (0.025)   (0.029)   (0.026)   

Voluntary Participation Measure         
Proportion voluntary work         
Intervention 0.224 0.224  0.000   0.225  0.003  
Control 0.172 0.224  0.052   0.219  0.048  
           
Impact Estimate  0.000  -0.052   0.005  -0.045  
Standard Error   (0.031)   (0.028)   (0.032)   (0.030)   
a. Bandwidth for kernel match is 0.028. Standard errors are bootstrapped.  
** statistically significant at 1 per cent level; * statistically significant at 5 per cent level. 
Sample sizes for economic participation measures: 310 Intervention, 387 Control. 
Sample sizes for voluntary participation measures: 331 Intervention, 425 Control. 
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Figure 8.2: Comparison of Propensity Scores 

Age Restricted Group 
 

 
 

In summary, the main finding from the results reported in Tables 8.10 to 8.13 was that for 

individuals who went through the full intervention process, there was a significant though 

modest, increase in their average hours of study and training. Further, the results suggest 

that an increase in the proportions of individuals undertaking study and training could be 

attributed to the intervention.  

A possible explanation for the significant positive effects for study and training may be 

related to the referrals provided to individuals as part of their participation plan during the 

intervention process. Almost all individuals received referrals, many for interviews with a 

psychologist, a disability officer, but others to Intensive Assistance or to attendance at 

study programs, literacy courses and the like. The increase in the hours of study and 

training and the corresponding increase in the proportions of VLTU persons undertaking 

study may be reflecting the take up of these referrals. This perhaps highlights the 

importance of face-to-face contact in obtaining a positive response in participation from 
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disadvantaged individuals. The extent to which the increase in study and training may lead 

to better work or job search participation levels is a longer-term question that cannot be 

addressed with the data available in the pilot survey. Data about outcomes to address this 

issue may become available in the future.27 With respect to other measures of participation, 

both economic and social, the intervention had little effect. Although some negative effect 

was found in the hours of work undertaken as a result of the intervention, it was a weaker 

result than the impact on study and training.  

 

8.7 Discussion and Conclusions 

Evidence to suggest that some individuals may be in a relatively disadvantaged position in 

the Australian labour market has been a major policy concern. In particular, addressing the 

persistently high level of long-term unemployment despite the recent declines in the overall 

level of unemployment has remained a priority for policy development. This chapter has 

investigated the efficacy of one initiative designed to address the position of the long-term 

unemployed. A randomised trial was set up with an aim to gather information about 

individuals in a long-term situation of welfare reliance and to determine whether an 

intensive interview process could improve their levels of economic and social participation 

– in particular their hours of work, job search, study and training and voluntary work. The 

underlying assumption is that active participation will place individuals on a pathway 

towards eventual self reliance through stable employment.  

Due to the lack of data for individuals who did not take part in the pilot survey, an impact 

estimate could only be calculated for individuals who participated in the full intervention 

process. Further, the evaluation methodology overcame selection issues brought about by 

the data limitations by using both experimental methods and the non-experimental method 

of matching to estimate the effect of the targeted assistance measures on the economic and 

social participation for the VLTU. 

                                                 
27 Information about outcomes could be obtained from the LDS administrative database.  
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The main finding of the evaluation was that a modest increase in economic participation 

levels for the participating VLTU members could be attributed to the intervention process. 

Specifically, the amount of study and training and the proportion of individuals undertaking 

study and training both increased as a result of the intensive interviews. The extent to which 

this may translate into a broader range of outcomes, particularly an increase in employment 

is a longer-term question not able to be addressed in this chapter. Weak evidence that hours 

of work may have decreased as a result of the intervention could perhaps have been 

associated with the development of the participation plan directing individuals to areas of 

study and training that may improve their ability to increase their level of economic 

participation over time.  

In general, the minimal impact of the intensive interview process identified here is not 

surprising given the size of the intervention. The evidence indicates that the VLTU face 

significant and multiple barriers to employment including psychological problems, health 

issues, difficult family circumstances and demand related barriers. These hinder their 

ability to find work and even participate in job search activities. The idiosyncratic nature of 

these barriers together with their lack of skills reported by the interviewers highlight that 

these individuals require highly specialised and targeted help that would need to be 

continued over a long period of time. Such barriers are likely to overshadow any options 

open to them to participate in the labour market and would need to be tackled as a first step 

in assisting individuals back into employment.  

 

Overall, this study draws attention to the position of disadvantage for the long-term 

unemployed in the Australian labour market. In particular, the results suggest that moving 

individuals away from the position of reliance on welfare support is a difficult process 

which highlights an important policy consideration. Improving the labour market situation 

of individuals before they become reliant on income support over a long period of time 

must be a priority for government in the labour market environment for the new decade 

ahead.  
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Appenidx A8.1: The FaCS Randomised Experiment Letters 
 

CONTROL GROUP LETTER – 1ST INTERVIEW  

 

«TITLE» «FIRST_NAME» «LAST_NAME» 
«HOME_ADDRESS_LINE_2» 
«HOME_SUBURB» «HOME_STATE» 
«HOME_POSTCODE» 
 
Dear «TITLE» «LAST_NAME»,  
 

The Commonwealth Department of Family and Community Services would like to gather 
information on activities undertaken by customers in order to help us develop services that 
best meet your needs. 
 

Your name was randomly selected from Centrelink records to participate in this very 
important research.  The Department has contracted ACNielsen, an independent research 
company, to conduct this research and a representative from ACNielsen may contact you 
shortly by telephone. In order that the results will truly represent the situations of all 
customers it is important that each person contacted by ACNielsen participates.  They may 
also ask you to take part in some shorter follow-up 
 

Your comments will be treated confidentially.  Participation in the survey will not 
affect any social security payments you currently receive.  The research company will 
not identify individual respondents to the Department and the information gathered will 
only be used for research purposes.   
 
We understand that your telephone number is «ISD» «PHONE».  If it is not suitable for 
ACNielsen to call you on this number, please contact this office as soon as possible on 
1800 018 312 .  This is a toll- free number attended between 8.30am and 5.00pm Eastern 
Standard Time. You may also call 1800 018 312 if you wish to be interviewed in a 
language other than English, or if you have any queries. 

Participation in the survey is voluntary and you may decline to participate at any 
time.  However, we would greatly appreciate your co-operation as we can only improve our 
service if we know what customers need. 
 
Thank you for your assistance. 
 
Yours sincerely, 
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Intervention group letter 1st Interview 

 
«TITLE» «FIRST_NAME» «LAST_NAME» 
«HOME_ADDRESS_LINE_2» 
«HOME_SUBURB» «HOME_STATE» 
«HOME_POSTCODE» 
 
Dear «TITLE» «LAST_NAME»,  
 
Dear 
 
 
I am writing to you to let you know you are required to attend an interview to discuss 
employment assistance options that may be available to you and to check that you are 
getting the right amount of Newstart Allowance.  We will also discuss with you any plans 
you may have for the future and how we can help you.   
 
As part of a new pilot programme, we are especially interested in finding out more about 
people in situations similar to yours and whether they might like more help in gettting 
access to services that are helpful to them.  This pilot programme is confidential. 
 
At this interview you will be required to negotiate and sign a Preparing for Work 
Agreement which will include activities you will undertake in order to maximise your 
chances of finding work. 
 
If you do not attend this interview or make other arrangements, your payments will be 
stopped and a penalty will apply when you reclaim payments.  If your payments are 
stopped we will write to you about this. 
 
You need to ring the Centrelink Call Centre on XXXX  within the next 14 days  to make an 
appointment with a customer service officer.  If, after you have booked an appointment, 
you cannot attend the interview please get in touch with us as soon as possible to make new 
arrangements.  Our address and phone number are at the top of this letter. 
 
If you have a Jobseeker diary, please bring it and this letter to the interview.  
 
Yours sincerely, 
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Intervention group letter  2nd Interview  

 

 
Dear  
 
I am writing to confirm an appointment for you to follow up on our meeting about two 
months ago.  At that meeting we discussed your current activities and your plans for the 
future. 
 
We have arranged to meet with you at: 
 
Centrelink (address of office) 
At (time) on (day and date). 
 
If you cannot make the appointment at this time, please get in touch with me as soon as 
possible to make new arrangements.  I can be contacted on [phone number].  It is important 
to note that if you do not attend this appointment your payment may be affected.. 
 
At the interview I will confirm your circumstances and discuss progress towards your goals 
and any further assistance Centrelink is able to offer. 
 
The interview should take around 40 minutes.  When you come to the interview please 
bring this letter with you.  On arrival at the office, please hand this letter to the officer at 
reception. 
 
Yours sincerely 
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INTERVENTION GROUP – SAID ‘YES’ TO 3RD INTERVIEW BUT NO PHONE NUMBER IN 

RECORDS – ASKED TO RECONSIDER 

 

 

<<TITLE>> <<FIRST_NAME>> <<LAST_NAME>> 

<<HOME_ADDRESS>> 

<<HOME_SUBURB>> <<HOME_STATE>> 

<<HOME_POSTCODE>> 

 

 

Dear <<TITLE>> <<LAST_NAME>>, 

 
I’m writing to thank you for being a part of the trials last year when you attended two 
interviews held by Centrelink staff.  Most people have said how helpful and positive they 
found these interviews.  We are now about to start on the third and final phase of these 
trials and need your help one more time. We would really appreciate the opportunity to talk 
with you but do not have your telephone number on our record. 
 
This final phase will involve a short telephone interview lasting about 15-20 minutes, 
undertaken by A.C. Nielsen, a market research company. Nothing you say in the 
interview will affect any payment that you or your family may be receiving.  If there is 
a telephone number where we can reach you, please contact this office as soon as possible 
on 
1800 809 819.  This is a toll- free number attended between 8.30am and 5pm (Eastern 
Standard Time) Monday to Friday.  You may also call 1800 809 819 if you wish to be 
interviewed in a language other than English, or if you have any queries. 
 
I sincerely hope that you will contact us very soon on the above number.  Thanking you for 
your assistance. 
 
Yours sincerely, 
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INTERVENTION GROUP – SAID ‘NO’ TO 3RD INTERVIEW BUT PHONE NUMBER IN 

RECORDS, ASKED TO RECONSIDER 

 

 

<<TITLE>> <<FIRST_NAME>> <<LAST_NAME>> 

<<HOME_ADDRESS>> 

<<HOME_SUBURB>> <<HOME_STATE>> 

<<HOME_POSTCODE>> 

 

 

Dear <<TITLE>> <<LAST_NAME>>, 

 

I’m writing to thank you for being a part of the trials last year when you attended two 
interviews held by Centrelink staff.  Most people have said how helpful and positive they 
found these interviews.  We are now about to start on the third and final phase of these 
trials and need your help one more time.  
 
This final phase will involve a short telephone interview conducted by A.C. Nielsen, a 
market research company.   At a previous interview with Centrelink you said you would 
rather not be phoned for a third interview.  I would really like you to reconsider.  The phone 
interview should take only about 15 minutes and it is very important to us, and vital for the  
project, that you take part.  Nothing you say in the interview will affect any payment 
that you or your family may be receiving.  
 
If you are able to take part in this short interview and there is a telephone number where we 
could reach you, please contact this office as soon as possible on 1800 809 819.  This is a 
toll- free number attended between 8.30am and 5pm (Eastern Standard Time) Monday to 
Friday.  You may also call 1800 809 819 if you wish to be interviewed in a language other 
than English, or if you have any queries.   
 
I sincerely hope that you will contact us very soon on the above number.  Thanking you for 
your assistance. 
 
Yours sincerely, 
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INTERVENTION GROUP – SAID ‘NO’ TO 3RD INTERVIEW – NO PHONE NUMBER IN RECORDS, 

ASKED TO RECONSIDER 

 

 

<<TITLE>> <<FIRST_NAME>> <<LAST_NAME>> 

<<HOME_ADDRESS>> 

<<HOME_SUBURB>> <<HOME_STATE>> 

<<HOME_POSTCODE>> 

 

 

Dear <<TITLE>> <<LAST_NAME>>, 

 

I’m writing to thank you for being a part of the trials last year when you attended two 
interviews held by Centrelink staff.  Most people have said how helpful and positive they 
found these interviews.  We are now about to start on the third and final phase of these 
trials and need your help one more time.  
 
This final phase will involve a short telephone interview conducted by A.C. Nielsen, a 
market research company.   At a previous interview with Centrelink you said you would 
rather not be phoned for a third interview.  I would really like you to reconsider.  The phone 
interview should take only about 15 minutes and it is very important to us, and vital for the 
project, that you take part.  Nothing you say in the interview will affect any payment 
that you or your family may be receiving.  
 
If you are able to take part in this short interview, please contact this office as soon as 
possible on 1800 809 819.  This is a toll- free number attended between 8.30am and 5pm 
(Eastern Standard Time) Monday to Friday.  You may also call 1800 809 819 if you wish 
to be interviewed in a language other than English, or if you have any queries.   
 
I sincerely hope that you will contact us very soon on the above number.  Thanking you for 
your assistance. 
 
Yours sincerely, 
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INTERVENTION GROUP – ASKING CUSTOMERS TO CONTACT ACNIELSEN FOR 3RD INTERVIEW 

– NO PHONE NUMBER RECORDED 

 

<<TITLE>> <<FIRST_NAME>> <<LAST_NAME>>  

<<POSTAL_ADDRESS >>  

<<POSTAL_SUBURB>> <<POSTAL_STATE>>  

<<POSTAL_POSTCODE>> 

 

 

Dear <<TITLE>> <<LAST_NAME>>, 

 
I wrote to you recently about being involved in a short telephone interview for the 
Department of Family and Community Services (FaCS).  I would really value your 
involvement in this third and final interview, and would like to offer you another way to 
participate that might suit you better. 
 
To make it easier to participate, ACNielsen, a market research company, have set up a 
freecall number for you to phone them on.  It is 1800 642 837 and is open between 9.30am 
and 9.00pm from 2 April to 8 April 2001.  If you call this number, someone at ACNielsen 
will be able to organise an interview with you over the telephone. 
 
This interview will only take about 15 minutes and will be a shorter version of the 
interviews you had with Centrelink late last year.  The information you provide to 
ACNielsen will only be used for research purposes.  Your comments will be treated 
confidentially and nothing you say in the interview will affect any payment that you or 
your family may be receiving. 
 
If you have any other questions about the interview or would like to be interviewed in a 
language other than English, you can contact this office on 1800 809 819.  This is a toll-
free number attended between 9.00am and 5.00pm (Eastern Standard Time) Monday to 
Friday. 
 
Your participation in this final interview is very important and will help us to better 
understand the needs of our customers and so improve our services to you. 
 
Thank you for your assistance. 
 
Yours sincerely 
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Appendix A8.2: Variable Description for Participation Logit Estimations 
Variable Description 
Age Age in years at 30 September 2000 
Female Dummy variable taking on the value of 1 if individual is 

female and 0 otherwise. 
Marital Status  
Married Dummy variable taking on the value of 1 if individual is 

married or de facto and 0 otherwise. 
Separated Dummy variable taking on the value of 1 if individual is 

separated, widowed, divorced and 0 otherwise. 
Never married Dummy variable taking on the value of 1 if individual has 

never been married or de facto and 0 otherwise. 
Dependent Children  
Age of youngest child The age of the youngest child 
Birthplace  
Australian born Born in Australia 
Overseas English speaking Born overseas in an English speaking country 
Overseas non-English speaking Born overseas in a non-English speaking country 
Living Circumstances  
Has moved in last 6 months Has changed reported postcode in the 6 months January 

2000 to June 2000  
Own home Dummy variable which is 1 if the individual owns a home 

or is purchasing a home and 0 otherwise. 
Private rental Dummy variable which is 1 if the individual rents 

privately and 0 otherwise. 
Government rental Dummy variable which is 1 if the individual rents from 

Government and 0 otherwise. 
Boarding Dummy variable which is 1 if the individual pays board, 

lodging, mooring fees, site fees, maintenance fees for a 
nursing home or retirement village and 0 otherwise. 

Other arrangements Dummy variable which is 1 if the individual has other 
arrangements or pays no rent and 0 otherwise. 

Centrelink Location  
Brisbane Dummy variable taking on the value of 1 if the individual 

was chosen from the Brisbane region Centrelink Location 
and 0 otherwise. 

Pacific  Dummy variable taking on the value of 1 if the individual 
was chosen from the Pacific region Centrelink Location 
and 0 otherwise. 

Hunter Dummy variable taking on the value of 1 if the individual 
was chosen from the hunter region Centrelink Location 
and 0 otherwise. 
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Variable Description 
West_NSW Dummy variable taking on the value of 1 if the individual 

was chosen from the West NSW region Centrelink 
Location and 0 otherwise. 

South Australia Dummy variable taking on the value of 1 if the individual 
was chosen from the South Australia region Centrelink 
Location and 0 otherwise. 

Tasmania Dummy variable taking on the value of 1 if the individual 
was chosen from the Tasmania region Centrelink Location 
and 0 otherwise. 

South East Victoria Dummy variable taking on the value of 1 if the individual 
was chosen from the South East Victoria region Centrelink 
Location and 0 otherwise. 

West Victoria Dummy variable taking on the value of 1 if the individual 
was chosen from the West Victoria region Centrelink 
Location and 0 otherwise. 

Earnings  
Reported earnings in 6 months to 
June 2000 

Has reported earnings in any fortnight in the 6 month 
period ending June 2000 

Unearned Income  
Reported unearned income in 6 
months to June 2000 

Has reported unearned income in any fortnight in the 6 
month period ending June 2000 

Previous Activities while on Income Support 
Length of time on income support Duration of time in days the individual has continuously 

been on income security payments. Breaks of 6 weeks in 
the first 12 months and 13 weeks after 12 months are 
allowed.  

Has participated in   
               Intensive Assistance A dummy taking on the value of 1 if the individual has 

been involved in one of the following activities in the 
period July 1995 to June 2000 and 0 otherwise - Intensive 
Assistance 

               Training Program A dummy taking on the value of 1 if the individual has 
been involved in one of the following activities in the 
period July 1995 to June 2000 and 0 otherwise - Literacy 
and numeracy, training, adult migrant education, formal 
training, courses on self employment, Army reserve 
training, jobs pathway program 

               Work for the Dole A dummy taking on the value of 1 if the individual has 
been involved in one of the fo llowing activities in the 
period July 1995 to June 2000 and 0 otherwise - Work for 
the Dole voluntary or compulsory participant 
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Variable Description 
               Voluntary work A dummy taking on the value of 1 if the individual has 

been involved in one of the following activities in the 
period July 1995 to June 2000 and 0 otherwise - engaged 
in voluntary work 

Has received an Exemption A dummy taking on the value of 1 if the individual has 
been exempted from an activity during the period July 
1995 to June 2000 and 0 otherwise  

Has had administrative breach A dummy taking on the value of 1 if the individual has 
received an administrative breach during the period July 
1995 to June 2000 and 0 otherwise  

Has had activity breach A dummy taking on the value of 1 if the individual has 
received an activity breach during the period July 1995 to 
June 2000 and 0 otherwise  
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Appendix A8.3: Participation in Wave 3 - Age Restricted Group 
 Age Restricted 

Intervention Group 
Control Group 

 Odds Ratio z-value  Odds Ratio z-value 
Age 1.034 3.66  1.034 3.71 
Female 1.801 4.39  1.466 2.89 
Marital status      
Married 1.320 1.46  1.136 0.72 
Separated 0.826 -1.20  0.540 -3.66 
Never married      
Dependent children      
Age of youngest child 1.020 0.82  1.030 1.37 
Birthplace      
Australian born      
Overseas English speaking 1.129 0.45  1.032 0.12 
Overseas non-English speaking 0.735 -1.24  0.486 -2.78 
Living circumstances      
Has moved in last 6 months 0.517 -2.85  0.571 -2.40 
Own home 1.652 2.38  1.026 0.13 
Private rental      
Government rental 1.321 1.39  1.148 0.69 
Boarding 2.011 3.94  1.554 2.49 
Other arrangements 1.440 1.77  1.367 1.59 
Centrelink location      
Brisbane 0.619 -2.06  0.817 -1.00 
Pacific  0.466 -3.21  0.490 -3.47 
Hunter      
West NSW 0.532 -1.90  0.652 -1.44 
South Australia 0.771 -1.07  0.467 -2.86 
Tasmania 0.622 -2.45  0.492 -3.72 
South East Victoria 0.589 -2.32  0.279 -5.70 
West Victoria 0.688 -1.81  0.486 -3.37 
Earnings      
Reported earnings in six months to June 2000 1.109 0.71  1.109 0.79 
Unearned income      
Reported unearned income in 6 months to June 2000 1.675 2.75  1.428 2.02 
Previous activities since July 1995      
Length of time on income support  1.009 0.48  0.985 -0.78 
Has participated in       
               Intensive Assistance 1.590 3.36  1.317 2.08 
               Training program 1.177 1.15  1.183 1.20 
               Work for the Dole 1.941 3.21  1.704 2.71 
               Voluntary work 1.674 2.39  1.043 0.18 
Has received an exemption 1.111 0.82  1.163 1.20 
Has had administrative breach 0.499 -2.23  0.713 -1.29 
Has had activity breach 0.524 -2.42  0.459 -3.04 
Sample size 2729   1800  
Pseudo R square 0.089   0.090  
Per cent correctly allocated 63.87   63.89  
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