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Abstract

Monitoring developments in the labour market for younger people is important, because
they make up a large share of unemployment in the economy, and because early-career
labour market outcomes can affect future outcomes. This article outlines the demand and
supply factors that have affected 15-24 year old workers in Australia. In particular, we
analyse the factors affecting their participation in the labour force, such as increased
education attainment. We also show how younger workers are more adversely affected
than the rest of the population when economic conditions slow. Over the past decade,
increases in the unemployment and underemployment rates for younger people have
been over twice as large as for the overall labour market. The share of 20-24 year olds that

have become disengaged from either study or work has also increased.
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Introduction

The unemployment rate for younger people in Australia (defined here as 15-24 year olds) has
historically been higher than for the rest of the population; it is currently around 7 percentage points
above the national unemployment rate (Graph 1). This difference tends to increase when economic
conditions slow and narrow when conditions improve. In 2017, the unemployment rate for younger
people in Australia was around 12V per cent, and is now a little higher than the average of OECD

economies.

Over recent decades, labour market outcomes for younger people in Australia have changed
significantly. This group now accounts for a lower share of the labour force — around 15 per cent,
compared with around 25 per cent in the early 1980s - reflecting both the gradual ageing of the
population and a decline in the participation rate of younger workers (although the participation
rate of younger people in Australia is still well above the OECD average). The basis of young people's
employment has also changed noticeably; more than half now work part time, up from around

15 per cent in the early 1980s (Graph 2). Overall, around 55 per cent of younger workers were

engaged in casual employment in 2017.11

The decrease in labour force participation and increased prevalence of part-time work for younger
Australians is partly related to the increase in the share of 15-24 year olds who are studying full time.
However, in recent years there has been a pronounced increase in the share of 20-24 year olds
working part time who are not studying full time. This has been associated with a significant rise in
the share of younger workers who are underemployed (that is, they want, and are available, to work
additional hours). Furthermore, the share of 20-24 year olds that have become disengaged from

either work or study has also increased over the past decade.

In the next section, we discuss some of the longer-run supply and demand factors that have been
associated with these labour market outcomes for younger people in Australia. We then look at
possible explanations for the rise in unemployment and underemployment for younger people

over the past decade.
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Labour Supply Developments

Changes to the supply of younger people to the labour force is driven by growth in their numbers
as well as changes in their labour force participation rate. Two structural factors have been
particularly important in explaining trends in the supply of younger workers; the increase in
education attainment over recent decades and, more recently, an increased supply of younger

migrants.

Increase in education attainment

The share of 15-19 year olds enrolled in full-time education has increased from around one-half in
the late 1980s to just over three-quarters. Similarly, over one-quarter of 20-24 year olds are currently
enrolled in full-time education, from under 10 per cent in the late 1980s (Graph 3). The share of
younger people enrolled at university has increased since the early 1980s, while the share enrolled
in technical education or TAFE has declined. Currently around 30 per cent of 20-24 year olds are

enrolled at university (Graph 4).
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Graph 4

Non-school Qualifications
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The increase in education attainment over recent decades has been a global phenomenon. This
reflects the positive earnings returns from higher education for both the economy and the
individual, as well as increased demand for workers with skills that complement technological
change (Norton 2012; Oreopoulos and Petronijevic 2013 ). In Australia, the increase in years spentin

education has been assisted by a number of government funding and policy reforms over the years.

For example:2

- Various financial assistance schemes were introduced for secondary, adult secondary and tertiary

students.

- Following the Dawkins White Paper of 1988, the higher education sector was reorganised to
improve its capacity and effectiveness. The expansion was, in part, funded by the introduction of
the Higher Education Contributions Scheme (HECS).

-In 2010, year 10 completion and full-time participation in education, training and/or employment
until age 17 was made mandatory for all young people. The Australian Government also

strengthened the participation requirements for recipients of the Youth Allowance.
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- Between 2010 and 2012, the Australian Government removed the caps on undergraduate
university places by introducing a demand-driven system for domestic students. The series of

changes to the system led to a pick-up in university enrolments rates for younger people.

- Several policy reforms have been introduced in the Vocational Education and Training sector,
including student loans and training models that are responsive to changes in demand for certain
skills.

The increase in education attainment has been associated with a decrease in hours worked by
younger people, including the large increase in the prevalence of part-time work. Data from the
Household, Income and Labour Dynamics in Australia (HILDA) Survey suggest that over 70 per cent
of the younger people who work part time do so because of a preference to combine work and
study (Graph 5).

Some researchers suggest that the rise in education attainment in Australia can also be related to
the decline in full-time employment opportunities for younger people (Larum and Beggs 1989;
Lewis and Koshy 1998; Wooden 1998). For instance, if the probability of finding work is perceived to
be relatively low, young people may be more likely to opt to continue their education. However, it is
difficult to disentangle the overall impact of education policies and cyclical factors on young
people's decisions around work and study. For example, the participation rate of 15-19 year olds fell
sharply between 2008 and 2014, at the same time as when the unemployment rate for younger
people was generally rising. However, the decline probably also reflected the marked increase in the
share of students staying in high school past Year 10 and/or going on to university following the

policy changes mentioned above.
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Graph 6

Temporary Migrants in Australia
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Migration

The large increase in net overseas migration over the past decade has added significantly to the
supply of younger workers to the labour market. More than half of the net migrants to Australia in
recent years have been people younger than 25 years old. This can be explained by the steady
increase in student visa holders. There are currently around 350,000 students in Australia on
temporary visas (Graph 6). There are some work restrictions around those on a temporary visa,
which also includes those on working holidays. For example, foreign students are permitted to work
a maximum of 40 hours per fortnight when their course is in session, and are unrestricted otherwise.
Census data suggest that the participation rate of those younger people that have very recently
migrated to Australia (2 years or less) is much lower than those who were either born in Australia or
migrated some time ago. Furthermore, the unemployment rate of recent, younger migrants is also
noticeably higher than for other young people. Taking these factors together, estimates based on
the Australian Bureau of Statistics' (ABS) Characteristics of Recent Migrants survey suggest that
temporary visa holders aged 15-24 represented around 10 per cent of the total labour force for this

age group in late 2016. This represents an increase of 2 percentage points from late 2010.

The question of how much the increased supply of foreign labour has affected labour market

outcomes for incumbent younger workers in Australia is beyond the scope of this article. The fact
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that immigrants increase demand for goods and services (leading to an increase in labour demand)
is an important factor in this assessment. A recent Productivity Commission paper found there was
inconclusive evidence of younger incumbent workers being displaced by immigrant workers, in

part because such a hypothesis is always difficult to test (Productivity Commission 2016).

Labour Demand Developments

A number of longer-run labour demand factors have also contributed to changes in how younger
people work; namely, the increase in, and availability of, part-time employment and the decline in
full-time employment. The changing structure of the economy has contributed to the increase in
the share of younger people working part time. As the economy has become more services
oriented, there has been increased demand for workers in service industries such as tourism and
hospitality. The nature of these jobs can involve irregular hours, which has meant that part-time
work has become more common (Cassidy and Parsons 2016). These industries tend to have a larger
share of younger workers (Graph 7). It may also be the case that technological change is influencing
demand for younger workers. In particular, it is possible that the secular decline in demand for
routine manual jobs and the automation of some entry-level or lower-skilled jobs may have limited

the options for younger people to find full-time work.

Graph 7
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Businesses are also increasing their reliance on part-time employment to improve business
flexibility, particularly during cyclical downturns. Bishop, Gustafsson and Plumb (2016) found
evidence to suggest that, since the 1990s, businesses have responded to changes in economic
conditions by changing the hours worked by their employees rather than the number of
employees. That is, businesses can decrease the hours worked by their employees during periods of
slowing demand and this may have tempered the rise in unemployment during these periods. This
is evident for the overall labour market as well as for the youth labour market, during both the 2001
slowdown and the financial crisis (Graph 8). The authors suggest this change has come about
because of a range of factors, including the increased cost of hiring and training new employees

and labour market reforms that have made bargaining directly with employees easier.

Graph 8
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Spare Capacity in the Labour Market for Younger People

Unemployment

The unemployment rate for 15-24 year olds is currently around 12% per cent. It has declined a little
from its 2014 peak, but remains well above its 2008 low of around 9 per cent. In contrast, the OECD
average unemployment rate for younger people has been steadily declining in recent years, albeit

from a much higher rate, to below the Australian equivalent. The unemployment rate for 15-19 year
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olds is around 18 per cent and much higher than the 9 per cent unemployment rate for 20-24 year
olds (Graph 9). However, nearly 70 per cent of unemployed 15-19 year olds are currently engaged in

full-time education compared to around 25 per cent of unemployed 20-24 year olds.

The elevated level of the unemployment rate for younger workers is consistent with the fact that
over the past decade there has been some spare capacity in the Australian labour market.
Empirically, the unemployment rate for younger workers has a largely contemporaneous
relationship with the overall unemployment rate but tends to move twice as much. The heightened
sensitivity of younger workers to demand conditions may reflect a ‘last in, first out’ practice.
Employers are also generally more reluctant to hire or even retain younger workers during periods
of cyclical weakness because they tend to have less experience and lower skills. Furthermore, given
that younger workers tend to be disproportionately concentrated in industries where the nature of
work is quite cyclical, such as retail trade and food & accommodation, they will generally be more

exposed to any weakness in demand for the firm's output and consequently the firm's demand for

labour3!
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Graph 10

Youth Underutilisation*
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Underemployment

Over the past decade, there has been a rise in the share of underemployed younger workers, that is,
arise in the share of workers that are willing and able to work extra hours. This is perhaps not
surprising, given a nearly 20 per cent decline in the level of full-time employment of younger
workers over this period. Indeed, while the unemployment rate for younger workers has declined
since its 2014 peak, the underemployment rate for this group is close to its record high (Graph 10).
Furthermore, the gap between the underemployment rate for younger workers and the overall

underemployment rate has widened more recently.

Underemployed younger workers, on average, have a preference to work an additional 11 hours
each week. This is quite significant considering that the aggregate equivalent is only marginally
higher (14 additional hours) and that many of these younger workers are also studying full time.
Data from the HILDA survey suggest that the average gap between actual and preferred additional
working hours by all younger workers has widened since 2010, and this increase has been more

pronounced for non-students than students over recent years.

The rise in underemployment over the past decade is consistent with the increase in the share of

20-24 year olds that are working part-time but are not in full-time study (Graph 11). In part, this may
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reflect that the transition process from tertiary education to full-time work has slowed during this
period. In the mid 1990s, around 80 per cent of all bachelor degree graduates available for full-time
work entered the labour force on a full-time basis four months after graduating (Graph 12). This
transition rate has been lower over the past decade; in 2017, just over 70 per cent of graduates had
entered full-time employment after that same period. This is around the same level as was observed
during the early 1990s recession. Related to this, 20 per cent of graduates working part-time were

seeking more hours in 2017 (Quality Indicators for Learning and Teaching 2018).

Graph 11
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Graph 12

Employment Status of Graduates™
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It is difficult to know how much of this rise in underemployment and involuntary part-time work for
younger workers over the past decade reflects cyclical or structural factors. There has tended to be
ample spare capacity in the overall labour market over the past decade. However, the elevated
levels of underemployment, despite the more recent strong growth in full-time jobs, suggest that
some part of this trend in Australia could reflect more structural factors. Among these could be a
mismatch between graduate skills and the current skills demanded, although analysis of this is

beyond the scope of this article.

Disengagement with the labour market

Another indication of spare capacity in the labour market for younger people is the increase in the

share of young people that are neither engaged in employment nor full-time education or training

(i.e. the not in education, employment or training (NEET) rate).[‘ll The NEET rates for both 15-19 and
20-24 year olds have declined over the past few decades as education attainment has broadened
and females have increased participation in the labour force. However, consistent with other
measures of labour market underutilisation, the NEET rate for 20-24 year olds has increased and is

currently around its 2005 level (Graph 13). Notably, this most recent pick-up has been

RESERVE BANK OF AUSTRALIA BULLETIN - JUNE 2018



predominantly driven by younger males. The NEET rate for 15-19 year olds increased sharply during
the global financial crisis, but has steadily declined since then as a result of increased education

attainment for this group.

The OECD's analysis of disengaged Australian young people (18-29 year olds) finds NEET rates to be
higher for women, young people with disabilities, Indigenous youth and youth with lower levels of
education attainment (OECD 2016). Some of the reasons for non-employment cited by those in the

NEET category include a lack of jobs, lack of necessary qualifications or child caring

responsibilities.[ﬂ

Even if the lack of jobs is cyclical and thus temporary, prolonged spells of disengagement from the
labour market are known to have lasting effects. Around 4 per cent of the youth labour force has
been unemployed for between 3-12 months, and a bit over 2 per cent have been unemployed for
over one year. The long-term unemployment rate for younger workers has risen over the past
decade, although it was around double this share in the early 1990s (Graph 14). Poor labour market
outcomes early on not only affect an individual's future employability but also have persistent
negative effects on lifetime earnings. Studies in the United States find that a poor early labour
market experience, particularly entry during a downturn, can reduce earnings for up to 10 years
after graduation (Oreopoulos, von Wachter and Heisz 2012). Researchers also find that those who
graduate in weak economic conditions are unable to fully shift into better jobs even once the
economy picks up again (Kahn 2010). Watson (2018) finds a similar deterioration in labour market
outcomes for those younger workers who entered the labour market in Australia after the global

financial crisis compared to previous cohorts.

Overall, the elevated level of youth unemployment and the increasing share of 20-24 year olds
working part time that have a preference for full-time work or are marginally attached suggest there

is ample spare capacity in the labour market for younger workers.
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Graph 13
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Wages Growth for Younger Workers

Given the average skills and work experience of younger workers, it is not surprising that the level of

median hourly earnings across the economy is lowest for 15-19 year olds, followed by 20-24 year

olds (Graph 15). Over one-third of younger workers have their rate of pay determined by the awards

system, and they tend to work in lower-paying industries.

However, the gap between earnings of younger people and the highest paid age cohort (35-44

year olds) widened in the years following the global financial crisis, and has only recovered a little in

recent years. The weaker earnings growth for 20-24 year olds is consistent with data that show

starting salaries for university graduates declined between 2012 and 2015 and have only recently

increased (Graph 16). Data from the HILDA survey also suggest that the earnings gap between

those entering employment and those already working has widened in recent years.

Graph 15
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Graph 16
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Conclusion

The youth labour market is distinct from the overall labour market because younger workers are
most likely to be new entrants transitioning into the workforce with minimal skills and experience.
Accordingly, they are more exposed to cyclical swings in the economy than other parts of the labour
market. They may also be more exposed to structural changes in the labour market. As such, the
youth labour market can be a useful lens for understanding developments in the broader labour
market. Over the past decade, there has been an increase in the share of 20-24 year olds working
part time who have a preference for full-time work, which is consistent with the rising level of
underemployment. Furthermore, the NEET rate for 20-24 year olds also remains around its highest
level since the mid 2000s. Associated with this, the gap in earnings growth between younger

workers and other workers has widened over the past decade.

Footnotes

[*1 Zoya Dhillon completed this work in Economic Analysis Department and Natasha Cassidy is

from Economic Analysis Department.
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[11 Part-time employment is classified by the Australian Bureau of Statistics (ABS) as working less
than 35 hours across all jobs in a usual working week. Casual employment is defined as

employment with no paid holiday or sick leave.

[2] For more information on these policy reforms, see: Australian Government (2009), Dow (2013),
Dandolo Partners (2014), Kemp and Norton (2014), Department of Education (2015), Noonan
(2016), Daniels (2017) and NCVER (2018).

[31 Anlezark (2011) found that young people in full-time employment tended to work in industries
that were negatively affected during downturns, but are more likely to lose their job due to

lack of skills/experience rather than this ‘industry effect’

[4] The NEET rate is calculated as the sum of unemployed youth not in full-time education and
youth not in the labour force and not in full-time education, as a share of total civilian

population for that age group.

[5] Related to this, ABS supplementary data show that when surveyed on the main difficulty in
finding work in 2016, a large proportion of unemployed 15-19 year olds reported ‘too many
applicants’ while ‘insufficient work experience’ was the main reason cited among unemployed
20-24 year olds. There was also a higher proportion of 20-24 year olds reporting ‘health and
disability’ as a difficulty in finding employment compared to 15-19 year olds.
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