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Executive Summary

Data from the first five waves of the HILDA survey for the period 2001 to 2005 are used to:

e assess the incidence of low-paid employees and their different labour market
experiences over the sample period;

e describe the characteristics of the low paid and their different labour market
experiences over time;

e assess the relative importance of the transition paths from low paid to higher paid;
and

e describe the distinguishing characteristics of the initial low paid who stay in low pay,
move to higher pay, move into non-employment, and churn across the different

labour states.

The HILDA survey provides detailed longitudinal data for about 6000 employees for the
five-year period. All employees aged between 21 and 64 who in one or more of the years
received a wage or salary are included in the sample. Five labour states are considered: low paid
(hourly wage rate less than two-thirds of the median pay and close to the federal minimum
wage), medium paid (two-thirds to median pay), high paid (median and above), self-employed,
and not employed (unemployed plus not in the labour force). Characteristics of employees
considered include: gender, age, education, family type, type of employment (including full-

time, part-time and casual), job turnover, work experience, occupation and industry.

Results for the incidence and characteristics of the low paid are similar to those reported in
preceding studies. At any one year, between 11 and 13 per cent of employees are low paid. The
low paid are more highly represented among: females; the less educated; the young; those in
casual employment; those in the agriculture, forestry and fishing, retail trade and
accommodation, and cafés and restaurant industries; those in elementary occupations; and sole

parents.

There is considerable movement from year to year between the different labour states. Only
71 per cent remain in the same labour state from one year to the next, and only 61 per cent
remain in the same job after four years. Of those in low pay in year one, one year later about 50
per cent have moved to higher pay, 36 per cent remain in low pay and 12 per cent are not
employed. After four years, 57 per cent of the low paid have moved to higher pay. There also is

downward movement from high paid to low paid, as well as to not employed.



There are some observable differences in the characteristics of the initial low paid who
follow different transition paths, but in most cases the magnitude of effect is not large. Gender
has little effect on staying in low paid, but females are more likely to move to not employed, and
this is particularly so for sole parents; males are more likely to move to higher pay. Employees
in their twenties and thirties are more likely to escape low paid, while the older employees are
more likely to move to not employed. Those initially low paid and with limited education are
more likely to stay low paid and to become not employed than are the better educated. Relative
to those in permanent employment, those on fixed-term appointments are less likely to continue

as low paid, but they also are more likely to move to not employed and self employed.

When we consider not just the transition between the different labour states from one year to
the next, but the path over four years a similar picture emerges. About 30 per cent of the low
paid follow the disadvantaged paths of persistent low pay, unsuccessful escapes, and movement
to not employed over the next three years. About 35 per cent move to sustained higher pay, and

about 25 per cent churn across the different labour states.

A multinomial logit model analysis was undertaken to assess the characteristics of those
initially low paid who are more likely to follow disadvantaged paths (of persistent low paid, not
in employment and churning through low paid) versus those finding a pathway to higher-paid
employment. Gender appears to have no significant effect on labour market transitions once
allowance is made for other variables. No significant differences were found between those aged
in their twenties and thirties. Relative to this broad younger group, the older cohort who are
initially low paid are much more likely to move to higher-paid work and especially to not
employed. Both education and work experience have the expected positive influence on
movement to better employment paths, however the quantitative effect is relatively small. A
tenured contract has a significant but quantitatively small positive effect on the transition to
higher paid, and a negative but small effect on the movement to not employed. Changing your
employer and (or) your type of contract is associated with improved outcome probabilities, but
by no more than 10 per cent. For the lower paid observed in any one year, their workforce
experience in the previous year has a significant and a quantitatively large effect on their future
labour market experience; those previously on a high wage are less likely to be low paid in the
future and they are more likely to return to high pay; and those who were unemployed are more

likely to be in sustained low paid or shift to not employed.



1. Introduction

The key objective of this report is to explore the incidence of low-paid employment, the
characteristics of low-paid workers and the wage transitions (pathways) of low-paid

workers to higher pay.

Low-paid employment has been of concern to policy makers in recent years, in particular
after changes to a more enterprise-based and less centralized industrial relations system from
around 1990. The main concern is not so much with the prevalence of low-paid employment,
but with its persistence. If low-paid jobs are used as a stepping stone from non employment to
higher paid jobs, the distributional and equity implications of low-paid employment in a lifetime
earnings context are much less an equity concern. In this case, low-paid employment may be
seen as a positive factor for improving living standards over time compared with the alternative
of a higher unemployment rate. However, if low-paid workers are likely to become trapped in
low-paid jobs and become the ‘working poor’, low-paid employment becomes an important
equity issue for policy makers. A challenge is to minimise the incidence of sustained low-paid
employment and more importantly to assist individuals to progress from low-paid employment

to higher paid jobs.

This paper builds on a limited Australian literature on the dynamics of low-paid
employment, and in particular Buddelmeyer et al. (2007), McGuinness and Freebairn (2007) and
Dunlop (2000). These papers found that at the aggregate level up to a half of low-paid
employees move onto higher wages in the future, presumably as the result of acquiring skills
and human capital from on-the-job training and experience. This paper extends the analysis by
looking in more detail at different patterns of labour market state transitions for the low paid
over a four year period from 2001 to 2005, and it seeks to assess the characteristics of low-paid
employees who followed different transition paths. These transition paths include sustained low-
paid employment, escape to a higher paying job, movement out of the workforce, and churning
from one state to another. Characteristics thought to influence the transition pathways and which
are investigated in this paper include: gender, age, education, family type, type of employment,
job turnover, and industry. The aim is to identify the factors associated with individuals who
have successfully progressed to higher paid jobs and to inform public policy about possible
ways of assisting workers to escape from ‘working poor’ situations. Importantly, the analysis
identifies the characteristics of individuals who are more likely to be in disadvantaged labour

market transition patterns.



The analysis in this paper has two features. First, it does not restrict the sample to those
who were employees in all years, as has been done in most of the literature. As shown in the
descriptive analysis in this paper, considerable movements or transitions among wage and salary
employment are to self-employment, unemployment and to out of the workforce. Restricting
samples to only the employees present in all observed years ignores a large proportion of the
low wage population and important labour market transition patterns. Second, labour mobility
between different labour states, including those defined by level of the wage rate, is not only in
one direction. While a notable proportion of employees move from higher pay to low pay, there
are movements in the opposite direction, there are movements to non-employment, and many
churn across the different states. Investigating the transition patterns over several years, and in
this study over five years instead of the changes from one year to the next gives a more

complete picture on workers’ labour market dynamics.

The arrangement of this paper is as follows. Section 2 describes the data and the definition
of low paid. Section 3 gives an overview of the incidence of low-pay employment. The focus of
this paper is on the dynamics of low-pay employment; it is necessary to provide an overview of
the incidence of low-pay employment and of the characteristics of low-paid employees to
facilitate the understanding of the dynamic analysis. The descriptive analysis of the dynamics of
labour market transitions is presented in Section 4, followed by a multivariate analysis of

pathways to high pay in Section 5.

2. Data

2.1 HILDA Survey

The data used for this paper come from the first five waves of the Household, Income and
Labour Dynamics in Australia (HILDA) Survey. The HILDA Survey began in 2001 with a large
national sample of Australian households occupying private dwellings.! The survey involved
interviews with all household members over the age of 15 years. In the first wave, 7683
households representing 66 percent of all in-scope households were interviewed and this
generated a sample of 15127 persons who were eligible for interviews, of whom 13969 were
successfully interviewed. Almost all of the Wave 1 interviews were conducted during the period

between 24 August 2001 and 21 December 2001.

The members of that initial sample of households form the basis of the panel and are

followed up in each subsequent wave, with interviews being approximately one year apart.

" For a detailed description of the HILDA survey see Watson and Wooden (2002).
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There are three ways in which new respondents are added to the sample. First, some non-
respondents in the first wave are successfully interviewed in later waves. Second, interviews are
sought in later waves with household members who turn 15 years of age. Third, people are
added to the sample as a result of ‘split-offs’ from original households. If for example a young
person leaves home to set up their own household, all members of the new household aged 15

and over become part of the target group.

In terms of key information for this paper (earnings and working hours) HILDA data have
a very similar weekly earnings distribution compared with ABS labour force surveys, but
slightly fatter tails in the hours distribution. Buddelmeyer (2007) presents a detailed comparison
of different measures of the labour market between the ABS and HILDA data sets.

2.2 Definition of low pay and sample selection

The low pay threshold is defined as two-thirds of the median hourly wage. This definition
follows the threshold used in the previous reports (Buddelmeyer et al. 2007) and it is widely
used in the international literature (Eadley, 1998; Stewart & Swaffield, 1999). We then
classified individuals into three categories: (1) low pay (hourly wage less than two-thirds of the
median), (2) medium pay (two-thirds of the median to the median) (3) high pay (median and

above).

In the calculation of the median wage, only individuals with market wages are included in
the analysis. Those who are self-employed (including employees of their own business, unpaid
family workers and the self-employed) or those who have missing wages data are excluded.
Individuals aged below 21 are also excluded, as their minimum wage rates may be different
from the adult rate. We include full-time students aged 21 and over because their wages are
proper market wages. For casual employees, the market wage received is divided by 1.2 on the
assumption that casual employees receive a 20 per cent loading” to compensate for forgone

leave entitlements.

The threshold used to define each pay category in each wave is provided in Table 2.1. The
threshold of two-thirds of the median wage used to define low pay in this project is very close to
the federal minimum wage. For the case of casual employees, the thresholds are also converted

into an original wage (that is, the market wage before making a 20 per cent discount). The

? The adjusted casual employees’ wages equal their reported wages divided by 1.2, which is equivalent to a 16.7%
discount of their market wages. We describe the adjustment as a 20% discount, reflecting the size of the estimated
loading, rather than a 16.7% discount through out the paper.
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difference of the low pay threshold between the measures with and without the casual discount

is $2.60 per hour in 2005.

Table 2.1 Low pay threshold by waves
Wave 1 Wave 2 Wave 3 Wave 4 Wave 5
(2001) (2002) (2003) (2004) (2005)
Hourly Measure ($ per hour)
2/3 Median 11.1 11.4 11.9 12.3 13.2
2/3 Median-casual 13.3 13.7 14.3 14.8 15.8
Median 16.6 17.2 17.8 18.5 19.7
Median-casual 19.9 20.6 214 22.2 23.7
Federal minimum wage 10.9 11.4 11.8 12.3 12.8
Weekly Measure ($ per 38 hours a week)
2/3 Median 422 433 452 467 502
2/3 Median-casual 505 521 543 562 600
Median 631 654 676 703 749
Median-casual 756 783 813 844 901
Federal minimum wage 413 431 448 467 484

Note: All the thresholds are expressed in nominal terms. Since the research is concerned with the relativity of
individuals’ wages in a given year, it does not need to account for price differences between years due to inflation.
2/3 Median-casual = 2/3 Median x 1.2 which is the low pay threshold expressed as casual employees’ original pay
(before the 20% casual discounts). The same rules applied to Median-casual.

Figure 1 shows the distribution of all employees in the HILDA survey for Wave 1, 2001,
by hourly wage rate. The distributions of wages in other waves are similar to that for Wave 1
and therefore only Wave 1 figures are presented for illustrative purposes. The largest spike is
around 12 dollars per hour, just above the federal minimum wage. However, the spike around
the minimum wage is not as large as is found in some countries such as the United States. There
are considerable numbers of individuals whose wages fall below the federal minimum wage. A
large proportion of these employees are casual workers whose wages are calculated assuming
their original pay had a 20 per cent loading for their foregone leave entitlement, while the

federal minimum wage applies to their original wage only.

Figure 2 shows in more detail the distribution of the low paid, that is those receiving less
than two-thirds of the median hourly wage rate of $11.10. There are some individuals with
unreasonably low wages which suggest the presence of measurement errors. In this paper, those
individuals with very low wages are not excluded (as is done in some of the literature) for a
number of reasons. First, measurement error may exist in the entire wage distribution. Excluding
individuals with very low wages will only bias the analysis. Second, the choice of cut-off point
would be arbitrary, as there is no clear theory to support the choice. Some individuals such as
non-English speaking immigrants or other disadvantaged workers may be paid well below

minimum wages. Third and most importantly, the analysis in this paper focuses on categorical
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information (low-paid and not-low-paid) and this therefore reduces the impact of measurement
errors on the analysis. Those individuals with reported extremely low wages are likely to be paid
less than two-thirds of the median wage even without measurement errors. Therefore, to exclude

them would under-represent the low-paid population.

Figure 1: Distribution of hourly wages of all employees (Wave 1)
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Figure 2: Distribution of hourly wages of employees (Wave 1)
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In the analysis of the incidence of low pay, we use a cross-sectional sample of individuals
aged 21 to 64 and cross-sectional weights are applied. In terms of longitudinal analysis of low
paid transitions, a further restriction of a balanced panel throughout the observation window is

applied. The length of the observation window varies from table to table. Detailed notes



regarding the sample selection of each table are included at the bottom of each table. Since our
analysis is concerned with the movement between labour market states, including non-

employment, the restriction of working age is necessary.

3. Incidence of Low-paid Employment

Table 3.1 provides the percentage breakdown of pay categories within the population of
employees and within the entire population in the dataset. The share of each pay category
remains quite stable across all waves except 2004, regardless of whether it is with respect to
employees only or the entire population. The percentage of low pay is approximately 12 per cent
of employees and 7 per cent of the entire population. The figures are slightly higher in the initial
year and lower in later years. In 2004, the proportion of employees who are low-paid is more
than 1 percentage point lower than other years. This difference remains unexplained as in our
further data analysis no significant differences were found in terms of average characteristics

between samples in Wave 4 and other waves.

Table 3.1 Incidence of low paid by year

2001 2002 2003 2004 2005
(Wave 1) (Wave2) (Wave3) (Waved) (Wave))
Per cent of employees

Low paid (<2/3 median) 13.0 12.4 12.4 10.9 12.1
Medium paid (2/3 to median) 37.0 37.7 37.6 39.1 37.3
High paid (above median) 50.0 49.9 50.0 50.1 50.6
Total 100.0 100.0 100.0 100.0 100.0
Number of Employees 6023 5695 5699 5567 5839
Per cent of population

Employees

Low paid(<2/3 median) 7.4 7.1 7.3 6.4 7.3

Medium (2/3 to median) 21.1 21.6 22.3 23.1 22.3

High (above median) 28.4 28.6 29.6 29.6 30.3
Self-employed 14.0 13.5 13.0 13.4 133
Unemployed 4.1 3.8 33 2.8 3.2
Not in the labour force 25.0 254 24.5 24.7 23.6
Total 100.0 100.0 100.0 100.0 100.0
Number of Observations 10495 9711 9434 9110 9326

Notes: 1. Self-employed includes business owners, employees of own business and family workers.
2. Due to employees with missing wages, there are some discrepancies between the proportions of
employees in the different panels in the table.
Since the distribution of individuals in each pay category did not vary significantly over

the five waves (or between 2001 and 2005), the following analysis of the incidence of low-paid

and their individual characteristics are reported based on averages across the five waves of data.



An advantage of the larger sample is that it may reduce the impact of measurement error, and

especially so if the distribution of measurement errors is close to random.

Table 3.2 shows the distribution of low-, medium- and high-pay employees categorized by
type of employment, namely casual versus non-casual and full time versus part time. The
majority of low-paid employees are casual workers, consisting of 38.9 per cent low paid being
part-time causal and only 13.2 per cent full-time casual employees. By contrast, the vast
majority of high-paid employees are non-casual full-time workers. Approximately half of the
female low-paid employees are casual part-time workers while 52.4 per cent of male low-paid
employees are non-casual full-time workers. Casual employment is more prevalent among
females. The proportion of casual employees decreases as wages increase, irrespective of

gender.

Table 3.2 Distribution of employee type by pay categories and by gender (% of employees in
each employment type category)
Male Female Total
Low Medium High Low Medium High Low Medium High
Non-casual full-time 524  75.1  91.5 262 485 629 380 60.8 802
Non-casual part-time 5.6 4.3 3.1 13.4 26.5 26.9 9.9 16.2 12.5

Casual full-time 17.2 11.1 23 9.9 43 1.1 13.2 7.5 1.8
Casual part-time 24.8 9.5 3.1 50.5 20.7 9.1 38.9 15.5 55
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

No. of observations 1963 4911 9214 2158 5889 6778 4121 10800 15992

In general, the rates of self-employment and unemployment fell slightly over the five-year
period, and the labour force participation rate was higher in 2005. However, the variations
across the five waves are not large for all statistics. Employees (excluding the self-employed)
account for 57 per cent of the population in this age group in 2001, and 60 per cent of the
population in 2005. This suggests that the majority of the increase in employment between 2001
and 2005 was due to an increase in the number of employees, rather than in the number of self-

employed people.

Table 3.3 provides data on categories of employees and the self employed classified by
gender and employment type for the three pay categories. A higher proportion of females are in
the lower end of the pay categories relative to males. This is the case for all employment types
except non-casual part-time employees. There are very few male workers with non-casual part-
time employment, as full-time employment is still a social norm for men. The higher proportion

of low-paid employment may reflect the selection into part-time employment. Interestingly,



nearly 84 per cent of non-casual part-time female workers earn higher than the median wage,
suggesting that the selection into part-time employment for females is not highly correlated with

productivity.

A large number of the self-employed persons did not supply any wage information. Of
those who did, nearly 30 per cent are in the low-paid category. These are most likely small
business owners, own account workers or family helpers. However, self-employed persons’
wages are more prone to being distorted due to the tax implication of profit and salary incomes.
Even though the real proportion of self employed with low pay may not be as high as 30 per

cent, it is not reasonable to assume that self-employed persons are all in high pay.

Table 3.3 Distribution of pay categories by employment type and gender (% of employees
by pay level by employment type category)

Low Medium High Total ~ Number of

(<2/3 Med) (2/3~Med) (>=Med) obs.
Male:
Non-casual full-time employees 6.5 30.1 63.4 100.0 11908
Non-casual part-time employees 15.2 38.0 46.8 100.0 550
Casual employees 30.3 47.9 21.8 100.0 2024
Casual (without 20% discount) 16.6 443 39.1 100.0 2024
Full-time students (employed) 27.2 40.8 32.0 100.0 616
Self-employed 28.2 23.2 48.6 100.0 4436
Female
Non-casual full-time employees 7.3 40.7 52.0 100.0 7249
Non-casual part-time employees 7.8 8.5 83.7 100.0 3567
Casual employees 36.2 45.5 18.3 100.0 3411
Casual (without 20% discount) 20.7 44.8 34.5 100.0 3411
Full-time students (employed) 32.9 34.0 33.1 100.0 757
Self-employed 29.5 19.9 50.6 100.0 2428
Total
Non-casual full-time employees 6.8 339 59.3 100.0 19157
Non-casual part-time employees 8.9 449 46.2 100.0 4117
Casual employees 33.8 46.5 19.7 100.0 5435
Casual (without 20% discount) 19.0 44.6 36.4 100.0 5435
Full-time students (employed) 30.0 37.5 325 100.0 1373
Self-employed 28.7 22.2 49.1 100.0 6864

Note: the number of observations for self-employed is smaller than in Table 3.1 due to missing wage information.

The distribution of employees by level of pay by detailed demographic and job attributes is
provided in Table 3.4. The first set of three columns show the distribution of employees by
gender, age, and education by level of pay. For example, for those with education in the degree

category, 6.3 per cent receive low pay, 19.3 per cent medium pay and 74 per cent high pay (with
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the sum of the three equal to 100 per cent). The second set of three columns allocates all
employees within the broad category to each pay level and sub-category. For example, there are
five sub-categories of education (degree, certificate through to less than year 10) and 1.7 per
cent have a degree and are low paid, 3.5 per cent have a certificate and are low paid, and 6.5 per
cent have Year 10-11 and a high wage (with a total of 100 per cent for the education category
and pay levels). The purpose of providing this comparative set of statistics is so that the relative
size and importance of each sub-group can be garnered. Most of the patterns that emerge from
this table are unsurprising: a higher proportion of females, less educated workers, those aged 21-
24, working in the agriculture, retail and accommodation industries, and working in elementary
occupations are paid less. In many cases where a high proportion of a particular category of
employees are low paid, they represent a small share of the total number employed. An extreme
case is that while 30.5 per cent of full-time students work in low pay jobs, they represent less

than 1 per cent of the employee population.

In terms of family characteristics, the incidence of low-paid is higher for sole parents who
are employees than for other family types. This is not surprising as sole parents, on average,
have lower education and form a higher proportion of part-time casual employees. A small
proportion of managers and professionals are low-paid, possibly due to measurement errors and
high numbers of unpaid working hours. In the HILDA survey, usual working hours which we
use in the calculation of wages may include both paid and unpaid working hours. It is common

for managers and professionals to report unusually high working hours.
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Table 3.4 Distributions of low and medium and high pay by personal and job
characteristics

% of employees in sub-groups % of all employees

Low Medium  High Low  Medium High
Gender
Male 10.2 33.0 56.8 5.5 17.6 30.3
Female 14.3 43.2 42.5 6.7 20.2 19.7
Age
21-24 23.6 51.0 25.4 2.7 5.7 2.9
25-29 13.2 41.3 45.5 1.8 5.7 6.3
30-44 9.9 35.2 54.9 42 14.8 23.0
45-54 9.7 34.3 56.0 2.3 8.1 13.2
55-64 12.8 36.6 50.6 1.2 34 4.7
Education
Degree+ 6.3 19.3 74.4 1.7 5.1 19.6
Certificate 10.7 39.5 49.8 3.5 13.0 16.3
High school (completed) 15.8 45.6 38.6 2.6 7.4 6.3
Year 10-11 16.5 49.7 33.8 32 9.6 6.5
Less than Year 10 23.0 51.3 25.7 1.2 2.6 1.4
Currently studying
Full-time student 30.5 379 31.6 0.9 1.2 1.1
Part-time student 11.6 34.7 53.7 1.0 33 5.1
Not studying 11.5 38.1 50.4 10.1 33.3 44.0
Family type
Single 11.8 38.5 49.7 1.8 5.9 7.6
Sole parent 16.8 45.2 38.0 1.1 3.1 2.6
Couples without dependents 10.7 36.8 52.5 3.8 13.0 18.5
Couples with dependents 9.1 33.6 57.3 3.9 14.3 24.4
Employment contract type
Casual 33.8 46.5 19.7 6.3 8.7 3.7
Fixed term 8.7 32.8 58.5 0.8 3.0 53
Permanent 6.9 36.1 57.0 5.0 26.0 41.2
Industry
Agriculture, forestry and fishing 38.8 40.0 21.2 0.8 0.8 04
Manufacturing 10.0 39.0 51.0 1.4 53 6.9
Retail trade 20.8 60.7 18.5 2.3 6.6 2.0
Accommodation, cafes & restaurants 28.6 51.9 19.5 1.3 2.4 0.9
Property and business services 12.1 32.1 55.8 1.2 33 5.7
Health and Community Services 12.0 36.9 51.1 1.5 4.7 6.5
Cultural, Recreational & Personal services 17.2 36.7 46.1 1.0 2.2 2.8
Occupation
Managers, administrators & Professionals 4.2 16.0 79.8 1.2 4.5 22.5
Associate professionals 8.5 32.9 58.6 1.0 4.0 7.1
Tradespersons & related 10.9 38.9 50.2 1.2 42 54
Advanced clerical & service workers 8.3 42.7 49.0 0.3 1.7 2.0
Intermediate clerical, sales & service wkrs 15.1 514 33.5 2.9 9.8 6.4
Intermediate production & transport wkrs 13.9 49.7 36.4 1.3 4.5 33
Elementary clerical, sales & service wkrs 22.0 56.6 21.4 1.8 4.7 1.8
Labourers &related workers 29.2 51.4 19.4 2.4 4.4 1.6
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4. Dynamics of Low-paid Employment

In this section, the dynamics of employment and pay status are analysed. We assess the
percentage of people of workforce age moving each year, or over two, three and four years
between the states of employee-low paid, employee-medium paid, employee-high paid, self

employed, and not employed, with the later including unemployed and not in the labour force.

Table 4.1 shows the transition between the five labour market states in 1 to 4 years’
observation windows. For example, in Panel A, of those low paid in year t, by the next year t+1
36.1 per cent still were in low paid employment, 36.4 per cent had moved to medium paid and
11.3 per cent to high paid, 4.2 per cent had become self-employed and 12.0 per cent had moved
into not employed. Of individuals who are initially low-paid, nearly 50 per cent progress to
higher pay categories one year after. The percentage increases to 57 per cent if we broaden the
observation windows to 4 years. It is very important to note that the initial year here refers to the
initial observation not the first year that individuals take low-paid jobs. We do not know how
long, if at all, survey participants were in low-paid employment before the initial observation

year.

Table 4.1 also shows that persistence in remaining in the same labour market state from
one wave to the next (shown by the diagonal terms) is actually weakest for those in low paid
(36.1%). The strongest persistence is for those who are self-employed, not employed, and in the
high end of the pay category. As the window of observation is expanded, there is a definite
weakening of any persistence effects. In particular, each successive widening of the observation
window is associated with a higher proportion of low paid progressing into medium and high
paid (the only exception being the last panel where there is a decrease of 2 per cent of initially
low paid people who progressed to medium pay within 4 years, relative to the 3-year window,
but this is more than offset by the 3 per cent increase in those who progressed to high paid from
low paid). The table also suggests some degree of volatility of individuals’ wages over time. The
direction of transition is not monotonic. For example, 9.3 per cent of medium-paid workers

become low-paid one year later, and 2 per cent of high-paid workers shifted to low pay.

For individuals who are not employed in the initial year, the proportion who shift into
low-paid jobs increases as the observation window is widened, and the rate of increase in the
proportion shifting into medium- and high-paid jobs increases even more dramatically. For
example, 3.8 per cent of not-employed persons were in low-paid job one year after and 7.3 per

cent were in a medium-paid job. As we broaden the observation window to 4 years, the
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proportion of initially non-employed persons in low- and medium-paid jobs at the end of the
fourth year is 5.1 per cent and 13.4 per cent, respectively. The rate of increment from 7.1 to 13.4
per cent is higher than 3.8 to 5.1 per cent. These transitions indicate that there are some not

employed persons who initially take low-paid jobs as stepping stones to higher paid jobs.

Table 4.1 Transitions between labour market states as a proportion of group in initial state
(Percentage of persons in the initial state i in year t moving to state j in year t+1 for Panel A, in
year t+2 for Panel B, in year t+3 for Panel C, and year t+4 for Panel D, where the states i, j
are low paid, medium paid, high paid, self employed and not employed (either unemployed or
not in the workforce))

Employed Self- Not Total
Initial state(time t) Low Medium High Employed Employed
Paid Paid Paid
Panel A: Destination as of time t+1
Low paid 36.1 36.4 11.3 4.2 12.0 100.0
Medium paid 9.3 58.5 21.8 2.5 7.9 100.0
High paid 2.0 14.3 76.6 2.9 4.2 100.0
Self Employed 2.5 33 5.7 81.8 6.7 100.0
Not Employed 3.8 7.3 4.4 34 81.1 100.0
Panel B: Destination as of time t+2
Low paid 29.4 38.0 12.9 5.1 14.7 100.0
Medium paid 8.9 53.8 25.0 3.7 8.6 100.0
High paid 1.8 14.5 74.1 4.3 53 100.0
Self Employed 2.8 4.6 7.4 76.7 8.6 100.0
Not Employed 4.7 9.9 5.1 43 76.0 100.0
Panel C: Destination as of time t+3
Low paid 23.9 39.9 16.3 5.3 14.5 100.0
Medium paid 8.1 51.5 24.6 4.8 11.0 100.0
High paid 2.3 14.1 72.0 55 6.1 100.0
Self Employed 3.1 5.0 8.8 74.0 9.1 100.0
Not Employed 5.4 11.6 6.8 5.1 71.2 100.0
Panel D: Destination as of time t+4
Low paid 22.9 38.1 19.2 4.0 15.8 100.0
Medium paid 9.7 47.3 24.5 5.4 13.1 100.0
High paid 1.9 15.4 69.1 5.9 7.6 100.0
Self Employed 3.2 4.7 9.7 72.3 10.1 100.0
Not Employed 5.1 13.4 8.6 5.4 67.6 100.0

Note: Panel A is constructed using average of movements between Wave 1 and 2, Wave 2 and 3, Wave 3and 4 and
Wave 4 and 5. Panel B is the average of movements between Wave 1 and 3, Wave 2 and 4, and Wave 3 and 5.
Longitudinal weights are applied in calculations. Similar rules apply to other panels.

Table 4.2 gives an alternative description of the relative importance of each transition in
terms of the population. Each transition percentage is presented as share of the population, and
in so doing it takes into account the uneven size of each labour market state. For example, in
Panel A for the one-year transition, 2.6 per cent of the population start in and stay in low-paid

employment, 2.6 per cent start in low-paid employment and move to medium-paid employment
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by the next year. The sum of numbers along the diagonal represent the total proportion of the
population which remains in the same labour market state at the end of the observation window
(71 per cent for one year and 61 per cent for 4 years). The proportion of people who shift from
medium-paid to low-paid is not much lower than the proportion of people who shift from low-
paid to medium-paid (for example, 2.1 per cent versus 2.6 per cent for the one year observation
window). For individuals who were low paid, apart from those who were already low-paid in the
previous year, a larger proportion of entrants to the low paid group shifted from the medium
paid than from the not employed (1% out of 6.6% in the previous year of Panel A). The numbers

change slightly as the observation window is expanded, but the magnitude of change is small.

Table 4.2 Transitions between labour market states as a proportion of the population
(Percentage of the population who start in state i in year t and move to state j in a future year,
where the states i, j are low paid, medium paid, high paid, self employed and not employed
(either unemployed or not in the workforce))
Employed Self- Not Total
Initial state (time t) Low Medium High Employed Employed
Panel A: Destination as of time t+1

Low paid 2.6 2.6 0.8 03 0.9 7.2
Medium paid 2.1 13.2 4.9 0.6 1.8 22.6
High paid 0.6 4.3 23.1 0.9 1.3 30.2
Self Employed 0.3 0.5 0.8 11.2 0.9 13.7
Not Employed 1.0 1.9 1.2 0.9 21.3 26.3
Total 6.6 22.5 30.8 13.9 26.2 100.0
Panel B: Destination as of time t+2
Low paid 2.2 2.8 1.0 0.4 1.1 7.5
Medium paid 2.0 11.9 5.6 0.8 1.9 22.2
High paid 0.6 4.4 22.6 1.3 1.6 30.5
Self Employed 0.4 0.6 1.0 10.5 1.2 13.7
Not Employed 1.2 2.6 1.3 1.1 19.9 26.1
Total 6.4 22.3 31.5 14.1 25.7 100.0
Panel C: Destination as of time t+3
Low paid 1.8 3.0 1.2 0.4 1.1 7.5
Medium paid 1.8 11.4 54 1.1 2.4 22.1
High paid 0.7 44 22.2 1.7 1.9 30.9
Self Employed 0.4 0.7 1.2 10.0 1.2 13.5
Not Employed 1.4 3.0 1.8 1.3 18.5 26.0
Total 6.1 22.5 31.8 14.5 25.1 100.0
Panel D: Destination as of time t+4
Low paid 1.7 29 1.5 03 1.2 7.6
Medium paid 2.1 10.2 53 1.2 2.8 21.6
High paid 0.6 4.9 21.8 1.9 2.4 31.6
Self Employed 0.4 0.6 1.3 9.9 1.4 13.6
Not Employed 1.3 3.4 2.2 1.4 17.3 25.6
Total 6.1 22.0 32.1 14.7 25.1 100.0
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Note: Panel A is constructed using averages of movements between Wave 1 and 2, Wave 2 and 3, Wave 3and 4 and
Wave 4 and 5. Panel B is the average of movements between Wave 1 and 3, Wave 2 and 4, and Wave 3 and 5.
Longitudinal weights are applied in calculations. Similar rules apply to other panels.

A simplified picture of the effects of personal, initial job and industry characteristics on
the transition probabilities for low paid employees is shown in Table 4.3. The table reports data
for the three-year transition period, with the comparable averages being Panel C of Tables 4.1
and 4.2. An average is taken of two sets of transitions: Wave 1 of HILDA to Wave 4, and Wave
2 to Wave 5. The reasons for choosing an average for the two sets of transitions instead of, for
example, the four-year transition between Wave 1 and Wave 5 is to minimize measurement
errors. There is no theoretical reason to expect that the relationship between individuals’
characteristics and low-paid transitions would differ much when comparing three-year and four-
year observation periods. The benefit of reducing measurement error is higher than the cost of
shortening the observation window by one year. Moreover, One or two-year observation
windows are too short as it takes time to accumulate human capital to gain higher wages. Thus,
it is reasonable to investigate three-year medium term transitions. To read Table 4.3 if we take
the characteristic gender, of the males starting in low pay, in three years time 24 per cent remain
in low pay, 41.1 per cent move to medium pay; and the comparable percentage transitions for

females are 22.2 per cent remain in low pay and 39.5 per cent move to medium pay.

The effects of personal, initial job and industry characteristics on the transition
probabilities provided in Table 4.3 are in line with those in Table 3.3. There are no significant
gender differences in the persistence of low-paid, but a higher proportion of women move to
non-employment and a higher proportion of men move to high pay. Younger workers have a
lower probability of remaining in low-paid jobs even though the overall incidence of low pay is
higher among them. This is as an expected result, since human capital theory predicts that
individuals invest more when they are young, and that wage profiles are steeper for young
people. Individuals with a low education level are more likely to remain in low-paid jobs or to
move to not employed. Interestingly, those with a low education are more likely to move to the

self-employed state.

Full-time students have a much higher probability of moving to high-paid jobs, but part-
time students do not. However, part-time students have a lower probability of remaining low-
paid when compared with low-paid workers not currently studying. The persistence of low-paid
status does not differ much across family types. Howev