	
	



	
	



[bookmark: ChapterNumber][bookmark: _GoBack][bookmark: ChapterTitle]1	Introduction
[bookmark: begin]The Australian labour market is adjusting constantly to changes in labour demand and supply. The incentives to participate in the labour force, and to study, change with varying economic circumstances and life cycle factors. As circumstances change, some workers expand (or contract) their hours of work, other workers change jobs, while others cease work for various lengths of time. Some search for a job, others leave the labour force. To improve their prospects, some individuals remain in, or return to, education. Others exhibit stable employment with no change in their labour market status over long periods of time.
Understanding the nature, prevalence and consequences of these labour market and educational transitions relates to at least four key areas of policy interest. 
First, certain types of transitions can be linked to the reallocation of workers during structural adjustment in response to major events, such as the global financial crisis or sustained changes in the terms of trade.
Second, the Council of Australian Governments’ National Partnership Agreement on Youth Attainment and Transitions is directed at supporting successful transitions from school to work in order to reduce youth unemployment and promoting engagement with the labour market. According to Youth Connections National Network (2013):
In the current environment of an ag[e]ing population and an increasing focus on productivity and skills development; the need for all young Australians to successfully transition to the workforce and make the most of their abilities is critical. (p. 5)
The focus on youth transitions has both short- and long-term consequences, as:
[The transition phase] … is a period in which the basis is laid for many of the personal and vocational skills that will determine individuals’ labour market trajectories for decades to come, in which education and training qualifications are obtained that are valued in the labour market and that make a profound difference to life chances, and in which the basis is laid for economic returns over the life span. (Dandolopartners 2012, p. 25)
Third, an analysis of transitions can inform policies to assist adults to improve their skills in their current career or to develop the skills they require to change careers to growing occupations.
Finally, population ageing will increase the number of older Australians, some of whom might want to work beyond the traditional retirement age. Understanding this type of transition will help in the design of policies that affect individuals around retirement age.
1.1	Transitions and outcomes in Australia — what has been studied?
The usual statistics associated with the labour market relate to a point in time, measuring participation, employment and unemployment rates for the working-age population or for particular subgroups. There are also data on engagement in study — particularly for individuals not in employment.[footnoteRef:1] However, such data reveal little about transitions between different activities. For example, they do not account for changes in engagement with the labour market and with the education system over time. [1:  	In the youth transitions literature, it is becoming common to focus on individuals ‘not in employment, education or training’ (NEET).] 

Longitudinal data are required to analyse transitions between — and persistence in — various education/labour market activities.
There has been much analysis of school‑to‑work transitions for youths (usually aged under 25 years) in Australia. For example, researchers have defined pathways for young individuals who left school and did not obtain a tertiary qualification (Lamb and McKenzie 2001) and for those who enrolled in tertiary study (Lamb 2001), based on their main activity each week over a seven‑year period in the late 1980s and early 1990s. Fitzpatrick et al. (2011) estimated the average length of time taken to find employment after leaving education in the late 1990s. Buddelmeyer and Marks (2010) estimated the effects of post-school qualifications on annual transitions of youths between labour market states.
Studies of labour market transitions beyond age 25 tend to focus on particular groups in the population. For example, Lattimore (2007) explored the likelihood and reasons why Australian men leave the workforce. Cai (2010) investigated the effects of persistence in labour market status and changes in circumstances, such as having children, on the work choices of women who were married or in de facto relationships. Transitions into and out of employment by lone and couple mothers with dependent children aged less than 15 years were studied in Baxter and Renda (2011). Different patterns of full-time and part-time employment in transitions to retirement for men and women were identified in Gilfillan and Andrews (2010) and transitions from part‑time work to either full‑time work or retirement (men only) in Sane (2011).
Borland and Johnston (2010) focused on the employed, exploring the effects of labour market history on the duration of employment (although that study was limited to exits from employment rather than transitions between all labour market states). Early school leavers and their re‑engagement in education was the focus in Black, Polidano and Tseng (2011). Polidano and Mavromaras (2010) focused on the labour market outcomes of people with disabilities to determine the effect of completing a vocational qualification.
Much of the literature considers transitions as one‑off changes from one activity to another (such as study to employment, or employment to retirement). 
By examining activities over an extended period of time, the analysis in this paper accounts for multiple changes in activities (such as reversals or repeated activities, like those associated with returning to the labour force or churning in and out of employment) and identifies broader patterns — or pathways — that might be associated with different life stages. 
1.2	Why pathways are important
Over an extended period, longitudinal data show sequences of activities. Rather than focussing on a single transition, analysis of a sequence ‘emphasises that single events should not be isolated from each other but have to be understood in their continuity’ (Aisenbrey and Fasang 2010, p. 421).
According to Pollock, Antcliff and Ralphs (2002): 
The fact that a person occupies a number of different statuses over a period of time is a fundamental aspect of life. These changes in status exist everywhere, as we accumulate qualifications, move through different family structures, and occupy a variety of labour market and occupational statuses. Focusing on employment, … it is possible to identify distinct career trajectories … This form of analysis has permitted an understanding of how people from different backgrounds progress through their employment careers. (pp. 91–2)
Not everyone follows the same sequence of activities. There are variations in what they do, when they start, how long they continue and what they did before and do next. However, patterns also have similarities. As a result, in analysing the patterns in sequences, it is helpful to group together people with the same (or a similar) pattern. That pattern then characterises a ‘pathway’ for the group. Optimal matching and cluster analysis are two techniques that — when combined — are ideally suited to identifying such groups.
Grouping similar sequences into pathways can show how individuals move into and through the labour market (Yu et al. 2012), while accommodating breaks, divergences and reversals (Corrales‑Herrero and Rodríguez‑Prado 2012). They also show patterns of mobility that can affect later labour market outcomes (Fuller 2011).
The analysis of pathways can show, for example, which pathways are more likely to lead to jobs and which pathways are associated with individuals being disconnected from the labour market (Corrales‑Herrero and Rodríguez‑Prado 2012). Identifying ‘less successful’ pathways and the characteristics associated with individuals in those pathways, can assist in targeting intervention.
The Household, Income and Labour Dynamics in Australia (HILDA) Survey contains a rich source of information in its education and labour market calendar. To date, these data are underutilised even though they are extremely valuable for understanding the dynamic processes associated with, for example:
how youths transition to employment
how and when workers transition to retirement
how jobseekers become discouraged.
This paper highlights the value of these data.
1.3	Roadmap
The purpose of this paper is to extend and enhance the existing analysis of transitions in Australia. This is achieved by describing the broad patterns — or pathways — and persistence in education and labour market activities during an extended period. In doing so, this paper also highlights the considerable value of a systematic analysis of the HILDA calendar information.
Chapter 2 summarises the relevant international literature on sequence analysis of labour market transitions and highlights the gap that this paper seeks to fill.
Chapter 3 begins with a brief outline of the HILDA calendar data and the methodology used to identify the various pathways followed by individuals over a ten‑year period. A novel technique for comparing sequences — optimal matching — is used to calculate a measure of the similarity of each pattern to all other patterns in the data. Cluster analysis is then used to assign individuals to groups according to the similarities in their activity patterns. Each group represents a particular transition pathway. Additional details are provided in appendices A (data) and B (methodology).
Since activity patterns (and their possible implications for policy) are likely to vary over the life cycle, the analysis is conducted separately for youths (aged 15–24), young adults (aged 25–39), mature adults (aged 40–54) and seniors (aged 55–64).
After summarising the pathways identified and their prevalence, the chapter describes six key pathways using characteristics of the activity sequences and of the individuals in those pathways. (Appendix C provides results for the remaining pathways.)
Chapter 4 indicates areas for future research.
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