	
	



	
	



[bookmark: ChapterNumber][bookmark: _GoBack][bookmark: ChapterTitle]1	Introduction
[bookmark: begin]This staff working paper examines factors that potentially influence Indigenous labour market outcomes (LMOs). It uses regression analysis, and builds on the simple model that was presented in Overcoming Indigenous Disadvantage: Key Indicators (OID Report) 2011 (SCRGSP 2011), by including additional variables. The analysis uses the 2008 National Aboriginal and Torres Strait Islander Social Survey (NATSISS), a rich source of information on the characteristics of Indigenous people, including data on LMOs and many factors that might contribute to them (appendix table A.1 contains a description of the variables included in the analysis). The analysis does not make comparisons with non-Indigenous Australians.
Empirical analysis can be used to test and quantify relationships that have been developed in theory. For example, policy makers might be interested in those factors that have the greatest association with Indigenous people’s decisions to participate in the labour market and their success in obtaining a job. 
The purpose of this analysis is to quantify those associations. The aim is to add variables that represent social and cultural factors to the basic model in the 2011 OID Report to obtain insight into the effects of unobserved personal characteristics, and whether the way Indigenous people engage with their community and culture affects their LMOs. 
After controlling for a number of personal and demographic characteristics, the econometric modelling could help answer the following questions:
Is a person’s health and education strongly associated with LMOs? 
Does contact with the criminal justice system have an association with a person’s LMO? 
Do social and cultural factors associate with LMOs? 
Do results differ for men and women?  
The statistical methods used cannot establish the direction of causality between these factors and LMOs, but evidence of statistically significant relationships can provide a basis for future research to identify causality.
The outline of this chapter is as follows: the policy context is discussed in section 1.1; the LMOs examined are described in section 1.2; recent trends in Indigenous LMOs are presented in section 1.3; the reasons for undertaking empirical analysis are explained in section 1.4; and an outline of the paper is provided in section 1.5.
1.1	Policy context — an integrated, multidimensional approach to targeting Indigenous disadvantage
The framework that COAG has developed to address Indigenous disadvantage, as outlined in the National Indigenous Reform Agreement (NIRA) (COAG 2011), is an integrated strategy with an emphasis on a whole-of-government approach to achieving objectives. A key focus of the work is to address the multiple dimensions and causes of disadvantage experienced by Indigenous Australians. It includes six high level targets for closing the gap of Indigenous disadvantage and the building blocks required to achieve them. The aim is to improve performance against the targets by addressing disadvantage on a range of policy fronts.
An important target is to ‘halve the gap in employment outcomes between Indigenous and non-Indigenous Australians within a decade’ (COAG 2011, p. 3). This has been interpreted as halving the gap in the employment to population ratio by 2018 (CRC 2010). This target reflects the value placed on participation in paid work in the community. Employment contributes to improved living standards and overall wellbeing. Being employed leads to higher income for families and communities, which in turn has a positive influence on the health and education of children (that is, there is an intergenerational benefit). Employment also enhances self-esteem, increases opportunities for self-development, influences interaction at the family and community levels, and promotes social inclusion. 
The building block approach agreed by COAG, as it relates to employment outcomes, is shown in table 1.1 This approach aims to make changes to factors that affect high level target outcomes linked to economic participation.



Table 1.1	Examples of National Indigenous Reform Agreement targets, building blocks and outputs
	1.	Halve the gap in employment outcomes between Indigenous and non-Indigenous Australians within a decade

	Building Blocks
	COAG Agreements
	Outputs

	Early Childhood
	Indigenous Early Childhood Development National Partnership
	Establishment of a minimum of 35 Children and Family Centres in urban, regional and remote areas with high Indigenous populations

	
	
	Provision of early learning, child care and parent and family support services to Indigenous families at or through each of the Children and Family Centres

	Schooling 
	Low SES School Communities National Partnership
	Provision of innovative and tailored learning opportunities and external partnerships with parents, other schools, businesses and communities

	Health
	National Healthcare Agreement
	Chronic disease management

	
	Preventive Health National Partnership
	Chronic disease management, including good health, fitness and nutrition

	
	Closing the Gap in Indigenous Health Outcomes National Partnership
	Chronic disease management and prevention, including good health, fitness and nutrition

	Economic Participation
	Indigenous Economic Participation National Partnership
	Focus on industry sectors with jobs growth potential (e.g. health, education, construction and government services)

	
	
	Increase access to employment and training services (extend intensive assistance program to Indigenous job seekers, wage assistance programs, and continue and extend the STEP program)

	
	National Agreement for Skills and Workforce Development
	Increase access to employment and training services – extend intensive assistance program to Indigenous job seekers

	
	
	Build aspirations and foundation skills of unemployed and those outside the labour force

	
	Improving Teacher Quality National Partnership
	Focus on industry sectors with jobs growth potential (e.g. education)

	
	
	Build professional pathways for Indigenous people and Indigenous education workers who wish to progress to teaching




Table 1.2	Examples of National Indigenous Reform Agreement targets, building blocks and outputs
	1.	Halve the gap in employment outcomes between Indigenous and non-Indigenous Australians within a decade

	Building Blocks
	COAG Agreements
	Outputs

	Healthy Homes
	Remote Indigenous Housing National Partnership
	Local investment in construction – government procurement includes Indigenous participation

	Safe Communities
	National Healthcare Agreement
	Mental health promotion programs (including coping skills)

	
	Preventive Health National Partnership
	Addressing alcohol / substance abuse and harm 

	
	Closing the Gap in Indigenous Health Outcomes National Partnership
	Mental health promotion

	
	
	Diversionary programs / skills learning within juvenile justice programs


Source: COAG (2011).
1.2	What labour market outcomes are examined?
In the labour market literature, LMOs that have been the subject of research include income, hours worked and labour force status, with the latter encompassing labour force participation, employment and unemployment. This study does not examine income or hours worked (which are areas for possible future research). 
Labour force participation describes the economically active population or the formal supply of labour. It is defined as the number of people contributing to, or willing to contribute to, the supply of labour, and is often expressed as a percentage of the working age population (usually aged 15 to 64). It comprises two mutually exclusive groups: 
the employed (people who have worked for at least one hour in the reference week)
the unemployed (people who are without work, but are actively looking for work and available to start work within four weeks).
The remainder of the working age population is described as being not in the labour force. 
Labour force status in this project is examined as four labour market outcomes —‘mainstream (non‑CDEP) employment’, ‘unemployment’, ‘CDEP participation’ and ‘not in the labour force’. Unless otherwise specified, references to ‘employment’ are to ‘non‑CDEP employment’. The analysis of labour force status of Indigenous people is complicated by the classification of participants in the Community Development Employment Project (CDEP) Scheme as employed in the 2008 NATSISS (box 1.1). People who have received wages for participating in CDEP for at least one hour in the reference week are included in the group of employed people in ABS surveys. Subsequent changes to the operation of the CDEP scheme will require CDEP participants to be classified as unemployed which would distort any historical comparison of Indigenous labour force trends using the 2008 NATSISS data and later data collections.

	[bookmark: OLE_LINK2]Box 1.1	Community Development Employment Projects (CDEP)

	The original aim of the CDEP program — introduced in 1977 — was to create local employment opportunities in remote Indigenous communities where the labour market might not otherwise offer employment. The program was later extended to all areas. However, a recent restructuring of the CDEP program has seen its focus shift back to supporting employment opportunities in remote Indigenous communities.
For statistical purposes, in the 2008 NATSISS, the ABS classified known participants in CDEP as employed rather than as unemployed. Consequently the employment rate for Indigenous people appears higher than it would be if participants in the CDEP program were classified as unemployed. It is important to consider CDEP when analysing historical labour force and unemployment data because, at the time data were collected: 
CDEP participant payments comprised a mix of both wages and  income support payments such as NewStart Allowance
CDEP had elements of both unemployment and employment, especially in remote and very remote areas. Some CDEP activities were similar to those undertaken by participants in Work for the Dole, while other activities were essential roles in municipal services, health care, community services, education and other sectors that would be considered employment in mainstream communities and organisations. However, through the National Partnership Agreement on Indigenous Economic Participation agreed in early 2009, COAG committed to converting around 2000 CDEP positions to ongoing jobs in government service provision (COAG 2011, p. 5).
Following the collection of the 2008 NATSISS data significant changes to CDEP were announced. Since then, CDEP has ceased operating in non-remote locations where the economy was already reasonably established, with services to Indigenous job seekers in those areas now provided through Job Services Australia and the Indigenous Employment Program. Commencing on 1 July 2009, new CDEP participants received corresponding income support payments rather than wages, with existing CDEP participants continuing to access CDEP wages until 30 June 2011 before transferring to the new payment arrangements.

	Source: SCRGSP (2011).


1.3	Recent history of Indigenous labour market outcomes 
The OID Report (SCRGSP 2011) contains an analysis of trends in Indigenous and non-Indigenous labour market outcomes. These include labour force participation (LFP) rates, employment to population ratios, unemployment rates, and CDEP participation rates. 
Between 1994 and 2008, for people aged 15 to 64 years, labour force participation increased from 40.2 to 55.0 per cent for Indigenous women and from 70.0 to 74.9 per cent for Indigenous men (figure 1.1). From 2004-05 to 2008, the gap between Indigenous and non-Indigenous labour force participation decreased from 17.6 to 14.4 percentage points (SCRGSP 2011).
Figure 1.1	Indigenous labour force participation, people aged 15–64 years, 1994 to 2008a,b
	


a Error bars represent 95 per cent confidence intervals around each estimate. b Labour force participation is the number of employed plus those who were unemployed and available for work expressed as a percentage of people aged 15–64 years. 
Source: ABS (unpublished) NATSIS 1994; ABS (unpublished) NATSISS 2002; ABS (unpublished) NATSIHS 2004-05; ABS NATSISS 2008; ABS NHS 2007-08; SCRGSP (2011). 
Between 2004-05 and 2008, for those aged 15 to 64, the employment to population ratio increased for Indigenous people (from 50.7 to 53.8 per cent), and for non‑Indigenous people (from 74.2 to 76.0 per cent). Overall, there was no significant change in the gap in the employment to population ratio between Indigenous and non-Indigenous people over this period (from 23.5 to 22.2 percentage points between 2004‑05 and 2008) (SCRGSP 2011). 
The unemployment rate for Indigenous people between 1994 and 2008 decreased significantly from 28.1 to 17.1 per cent for women and 32.8 to 16.3 per cent for men. Long‑term unemployment also fell between 2004-05 and 2008 both as a proportion of the labour force and as a proportion of all unemployed (SCRGSP 2011). 
Long-term unemployment as a proportion of the Indigenous labour force decreased from 5.2 to 4.3 per cent.
Although the number of Indigenous long-term unemployed only decreased slightly from 8707 in 2004-05 to 8678 in 2008, as a proportion of all Indigenous unemployed it fell from 33.3 to 26.0 per cent, reflecting a larger number of Indigenous people entering the labour force during this period. 
CDEP participation has fallen since 2002, reflecting government policy of phasing out CDEP in non-remote areas. As a proportion of the Indigenous population, CDEP participation decreased from 17.7 per cent of males in 2002 to 7.7 per cent in 2008. For females, the fall was from 9.7 to 4.5 per cent over the same period (SCRGSP 2011).
1.4	Why do empirical analysis?
The trends in LMOs examined above assist in determining the extent to which objectives are being achieved in relation to Indigenous disadvantage but provide no explanation for those outcomes.   
The OID Report examines patterns of multiple disadvantage and observes that:
Where analysis shows that a particular population who experience one type of disadvantage also experience another kind of disadvantage, the two aspects of disadvantage are assumed to be linked or associated in some way; for example, low levels of educational attainment appear to be linked with high levels of unemployment (SCRGSP 2011, p. 13.2). 
Analyses in the OID Report illustrate that Indigenous people who are unemployed or not in the labour force are more likely to be disadvantaged in other aspects compared to non-Indigenous people. They examine links between unemployment and labour force participation, and education, income, housing, health and health risk factors, crime, difficulty speaking English and removal from family. 
They are a type of bivariate analysis — because they only look at two variables at a time — which are best described as ‘associations’ that do not indicate cause and effect relationships. Other studies have also used this bivariate approach to examine patterns of disadvantage (Hunter and Borland 1997; Hunter and Gray 1999). However, associations can vary depending on the demographic group being examined. For example, LMOs vary significantly between men and women, as women tend to take on more of the unpaid work related to child rearing and caring for other family members. The associations will also vary depending on other factors such as a person’s age, education and where they live.  
This paper develops a framework for undertaking analysis that examines relationships between LMOs and factors of potential interest to policy makers, while controlling for other factors. The framework is based on a microeconomic model of labour demand and supply, uses human and social capital theory to select modelled factors, and uses multivariate regression analysis to provide numerical estimates of the relationships, while controlling for other factors. 
However, as noted in Laplagne et al. (2007), modelling the theoretical link between LMOs and these factors has a number of problems: 
Variables available in datasets are often imperfect proxies for human and social capital.
Some elements of human and social capital are not observable, such as motivation, ability and preferences.
The causal relationships are complicated, and the direction of causality is not always one way (for example, health affects LMOs but LMOs might also affect health simultaneously).
There may be errors in the measurement of variables.
In some areas, research has provided evidence of the links between particular factors, for example:
education and income levels are estimated to account for between one‑third and one‑half of the gap between Indigenous and non‑Indigenous people’s self‑assessed health status (AIHW 2004; Booth and Carroll 2005)
socioeconomic differences account for between one‑third and two‑thirds of the gap in early childhood outcomes (Leigh and Gong 2008)
eleven modifiable risk factors account for almost half of the gap in disease burden (including tobacco, obesity, physical inactivity, high blood cholesterol and high blood pressure (Vos et al. 2007)).
Research on the underlying causes of Indigenous disadvantage in other policy areas is not as well developed. 
Laplagne et al. (2007), in looking at the effects of health and education on labour force participation, used a simultaneous equations model (to account for endogeneity between human capital factors and participation) and panel data (to account for unobserved factors). These models are complex, and panel data on the characteristics of Indigenous people are not available so these approaches are not undertaken here. 
Instead, a broad range of variables is considered, some of which are intended to be proxies for unobservable characteristics. The results — the marginal effect of an explanatory variable on a particular dependent variable — should be interpreted as ‘associations’ between explanatory variables and dependent variables, rather than estimates of cause and effect. Nonetheless, the regression analysis results provide more robust numerical estimates of the associations than bivariate analysis, because it estimates the effect of variables separately, allowing for other control variables (such as age and marital status), as well as a range of other determining factors) to be held constant. Diagrams explaining the different types of analyses described above are shown in figure 1.2. 
1.5	Outline of the study
The outline of this paper is as follows: the analytical approach is discussed in chapter 2; the econometric model, interpretation of results and some qualifications are discussed in chapter 3; the variables used in the econometric model that are suggested by the theoretical framework are described in chapter 4; the results are discussed in chapter 5; and possible future directions for research are provided in chapter 6. An appendix contains detailed results, which are also be found on the Commission’s website (www.pc.gov.au) in excel format.  
Figure 1.2	Modelling the relationship between explanatory factors and labour market outcomes
	[image: ]


aSource: Adapted from Shomos (2010). 
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