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Summary
i. The Task

This monograph examines the extent to which low wage jobs provide access to and progression
in employment for low skill workers More spedificdly, it examines

» The extent to which low pay jobs provide the firs step on the ladder to reasonably paid and
reasonably secure jobs for low skill workers,

» Conversely, the extent to which low skill workers become stuck in low paid and insecure
work;

» What are the characterigtics of people who are employed in low wage jobs;

» Which types of low paid jobs provide the best/worst chances of upward mohbility;

» Whether alow pad, insecurejob is better than no jab;

» Whether low skill/low pay jobs can coexigt with high skill/high pay jolos for smilar work;

»Whether the supply of low skilled/lhigh skilled workers affects the demand for low
skilled/high skilled workers,

» Whether different causes of low skill (low education, poor schooling or parenting, history
on wdfae, cime drug dependence etc) affect future labour market outcomes.

The answers to these questions are derived from a review of the literature. Mog atention is pad
to the economics literature as it applies to the US, the UK and the OECD more broadly. We draw
aso on some rdevant psychology literature.

Low wage jobs play an important role in the pathway to work for low education youth. They are
important dso for women re-entering paid employment after an absence to care for children, and
higher wage workerswho lose their jobs.

The key question of interet is whether people in low wage jobs day there for a long period, or
amply trandt them on ther way to better pad work. In the fird case, low pay can cause
continuing povety and lifdime (indeed, intergenerationd) inequdity. In the second case, any
poverty will be short term and scarcdly impact on lifetime wdl-being.

The Englishgpesking countries have seen a subdantid growth in inequdity of wages and in the
proportion of jobs that are some combination of low pad, casud and pat-time If there is little
mobility out of such jobs then there is a red risk that thar rdative growth will generate an
uderdass of people and families who have to ded for long periods possbly a lifetime, with
poverty and insecurity.

The man empiricd task is to identify the extent of wage mobility. A second important task is to
understand the scope for policy to improve the outcomes for low wage workers.

ii. Some Background



i Growth in Inequality

The twenty or 0 years from the mid 1970s to the mid 1990s was not a good time for lower kill
workers, epecidly those in the main Englisrspesking countries. Developments in the United
Sates highlight trends that were goparent in more muted form esewhere (induding in Audrdia).
In brief, inthe US

> Wage inequdity rose subgtantidly for both men and women full-time employess, with
particularly fast growth in wages occuring & the very top;

> Red wages for men fell, with the lowest wage earners losing the most (up to 30 per cent of
the vadue of the red wage);

» Increased cross-section wage inegudity has not been offset by a rise in wage mobility over
time or acompresson in nonwage bendfits, so that longer term inequaities have aso risen.

ii.iit - What are Low Wages?

There are a varidy of ways in which to gpproach the definition of low wages Mogt empirica
work adopts a threshold vaue that is some fraction of a measure of centra vaue for wages (the
median or the mean). Two thirds of the median is commonly used. Ancther gpproach sets an
absolute vaue that is derived from the drcumdances of the particular economy, such as the
offidd minimum wage or agmdl quantity aboveit.

The important thing to note about the choice of definition is that the extent of mobility and the
number and characteridics of low wage workers will be affected by the choice that is made. For
example, the lower the levd chosen, the more will low wage workers be young, femde and have
reaivey high mahility into higher paying jobs

iii. Who are the Low Wage Workers?

While the incidence of low wage work varies consderably across the OECD, the types of people
in low wage jobs and the work they do ae quite Smilar. In brief, low wege jobs ae
disproportionately found among those with rdatively little education, among women and among
youth and older workers.

In migrant countries, recent migrants who do not speek fluently the languege of ther new
country are also prominent among low wage workers.

Table 1 shows the proportion of people with paticular attributes who are low paid, in a range of
countries



Table 1: Incidence of Low-Paid Employment by Sex, Age and Education

(per cent)

Aust. Canada  Germany N.Z. U.K. US.A
Total 138 237 133 16.9 196 250
By sex:
Men 118 161 7.6 144 128 196
Women 177 343 254 20.7 312 325
By age
Under 25 yrs 345 571 504 413 458 63.0
25-54 yrs 8.8 20.1 6.7 116 150 212
55+ yrs 125 208 54 156 229 237
By education
Basic na 36.3 159 235 na 55
Upper sec. na 285 26.3 10.7 na 324
Higher n.a 176 4.2 142 n.a 155
Note: * The datarefer only to full-time workers. Low wage is defined as | ess than two thirds of the median

earningsfor full -time workers.

These low wage workers are found concentrated in a few industries and occupations. The biggest
employers of low wage workers are retail, wholesale, hospitdity, persond and business sarvices

Low wage workers are employed in sdes, in catering, as clerks childcare and edercare workers,
labourers and farm workers. They are likely to be employed by smdl private sector firms.

Iv. Why Employ Low Wage Workers?

The main ressons why firms employ low wage workers are:
» Thejobisintringcaly low sKill, given current technology.
» Hrmms chooe a production technology that is low sill labour intensve, where
higher skill labour or capital could have been chosen ingtead.
» Hrms prefer to operate a low skill/low wagellow training drategy and recruit
what skillsthey need directly from the market.
There is evidence that firms that produce essatidly the same product meke different choices
about the levd of skills, wages and training thet they adogpt.

V. Why Accept Low Wages?

For the most part, people accept low wages because they cannot do any bette—induding
finding nonwage sources of income such as a patner or socid wefare. Frequently this means
that they have low levds of employable ills or thar kills are in low demend. For many, this
means that they have low leves of forma education and/or of training on the job.

Low wages may be the result of a poor job match between the skills of the worker and the
requirements of the employer.

They may dso result from (and in cases dearly do) discriminaion on the basis of sex and race.



Some people will accept a low wage because the job has other atributes that apped. These may
be geogrgphica convenience or flexibility about timing; or paticulaly atractive work such as in
the arts or the environment; or extendve training tha improves the prospects of higher wages in
future.

Vi. How Much Mobility is There?

There is a high degree of wage mohility for young people pad near the minimum wage Sixty
per cent of young US minimum wage workers had a red wage increase in thar firsd year of
employment.

In contradt, if a modedtly higher threshold wage is used, and workers of dl age groups are
conddered, the rate of movement to a higher red wage is much reduced. Mohbility is much lower
ill if movement out of the labour force or into unemployment is consdered.

The full monograph shows levels of wage mobility over a five year period, for people who were
employed in alow wage job at the beginning of the period.

Between 26 per cent (Denmark) and 40 per cent (Germany) of low wage workers were not in
ful-time employment five years laer. For the US, fully 70 per cent of people employed full-time
on low wages in 1986 were ether nat in full-time employment or were il in low wage jobs five
years laer. Upward mohility was a minority experience in the US and Germany, in clear contrast
to Denmark and Swveden.

Sole mothers are a subgtantid component of the low wage labour force and we look in some
detal a ther experience. For the mgority of sole mothers, low-wage work provides the only
entry point into pad employment, because (at least in the US, where mogt of this research hes
been conducted) most sole mothers lack the education necessary for higher-wage jobs. Thus,
low-wage work plays a mgor role in the labour force participation of sole mothers. But these
low-wage jobs do not provide a pathway into higher-wage jobs. Instead, sole mothers gppear to
become stuck in low-wege jobs indefinitdy, because these jobs do not provide opportunities for
skill devdopment. As a result of this lack of opportunity for onthe-job learning, and because
low wege jobs involve condderable insecurity and make caring for ther children difficult, many
sole mothers give up and return to government benfits, if they are ableto.

Vii. Sources of Mobility

The main sources of upward mobility are finding a better job meatch, obtaining wage growth on
the job as areault of accumulaing skills, and undertaking forma education courses off the job.

The literature does not provide a nice comparison of the importance of each of these Bt it is
clear that most low wage jobs do not provide much opportunity for wage growth on the job. This
can be interpreted to mean that workers are not obtaining much on-the-job training in these jobs
FHrms ae more likdy to inves in the sills devdopment of higher educated, higher pad
workers: There is srong empirical evidence that low wage workers have higher rates of turnover



then higher pad workers. This inhibits both firms and workers from invesing in the
development of job-spedific skills What is not dear is whether the low wages cause the high
turnover, or vice-versa

Low wege jobs modly provide rdativey little training ad are offered by low productivity firms
The greatest chance of upward mobility for a reatively low kill worker is to get a job with a
high productivity firm that is paying reaively high wages (hence faces rddivdy low quit rates).
As a realt of the low quit rates this firm will be prepared to pay for skills devdlopment of its
workers, and hence provide the conditions for upward wage mobility.

Nationd variation in culture and inditutions &ffects the nature and amount of on the job learning
that occurs, especidly for new entrants. Compared to Germany and Jgpan, the US has a higher
flow rate both into and out of unemployment, and rdaivey efficdent job matching processes
This hdps to explan why firmprovided traning in the US is rdativdy low: it is more efident
for firms to recruit the skills they need than to devdop them among thelr existing workers
Freeman (1995), after a careful comparison of Germany, Jgpan and the US, concludes that
‘condderable indtitutiona structure is needed to induce firms to provide training to workers’

viii. Isalow wage job better than no job?

The surprisng answer to the question of whether a low wage job is dways better than no job
(unemployment) is no. It does depend on what is meant by ‘better’. Many studies have found that
a low weage job is more likdy to leed to employment in the next period then is being
unemployed. But it is difficult to edablish what is the true cause of this rdaionship. A recent
caeful dudy seeks to edablish the independet effect on future datus of ether beng
unemployed or bang in a low wage job. It concludes that that the impact of being unemployed in
period 1 on the probability of being unemployed in period 2 is not datidicaly different from the
impect of being in a low wage job. In coming to this condugon, the author excludes from the
andyss people who were continuoudy unemployed over the whole period. A second concdusion
is that being in a low pay job in peiod 1 has a gmilar impact as being unemployed on the
probability of being in a low pay job in peiod 2. Low pad work and unemployment have dmost
an equdly large (negative) impact on the probability of moving to a higher paid job, compared to
higher paid employment.

In support of this rather surprisng finding are condusons from the psychologicd literature
about the consequences for mental well-being of unemployment compeared with employment in a
poor job. In brief, dudies condgently suggest that bad or unsatifactory employment is no
better for a person's psychologicd wel-being than having no job a dl. A series of dudies
followed school leavers as they entered the workforce. They concluded that those who ended up
with jobs tha they regarded as unsatidactory, were no better off psychologicdly then the
unemployed. Whereas there were no differences between the unsatisfactorily employed and the
unemployed on leves of sdf-esteem, locus of control, depresson, negative mood, psychiatric
symptoms, psychologicd disress, hopeessness and socid dienation, the stisfactorily employed
(and ful-time tetiary dudents) displayed superior wdl-bang on dl of these psychologicd
measures.



The Monogragph condudes with a discussion of possble policy responses that could limit the
negative socia and economic consequences of low wage jobs.



