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Getting youth to work
Many countries use junior pay rates to facilitate the
entry of youth workers into the workforce. With junior
pay rates in place, youth workers become subject
to a reduced minimum wage rate (in Australia, the
reduced rates can be as low as 40 per cent of the adult
minimum). This reduction makes the youth workers
more desirable for employers, and therefore also more
likely to find a job that accommodates their lower
levels of skills and experience. As they get older, the
youth workers become eligible for higher minimum
wage rates, eventually reaching the adult minimum
wage level.

The reports contain personal testimonies confirming
the existence of these practices. However, what
remains unknown is the actual extent of ‘learn
and churn’ practices within the Australian labour
market. This omission is caused mainly by the lack of
sufficiently-detailed administrative records that would
allow researchers to track labour market experiences
of individual youth workers. Nevertheless, this data is
available in other countries, and the lessons learned
can be translated to an Australian context.
Here, we leverage the administrative data from the
Netherlands4 to demonstrate the effects of junior pay
rates on youth labour markets. Similar to Australia,
the Netherlands uses a minimum wage system
with multiple age-related pay increases (Figure 1),
which facilitates translation of the results. This study
documents the extent of ‘learn and churn’ in the
Dutch labour market, investigates its consequences
for the dismissed workers, and points out the various
ways in which junior pay rates shape the experiences
of youth workers.

The use of junior pay rates has been linked to high
rates of youth employment1, however, recently the
policy has attracted criticism both in Australia2 and
abroad.3 In Australia, media reports have pointed out
that some employers are engaging in ‘learn and churn’
practices, whereby youth workers are employed on
flexible contracts, paid subminimum junior rates, and
then dismissed at the point when they become eligible
for a higher pay rate.

Figure 1: Changes in income shares by income decile between 1994–95 and 2015–16
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Figure 2: Predicted Changes of Job Separation Probability at Varying Proximities
to Dutch Youth Workers’ Birthdays

Change of Job Separation Rate
Relative to the Underlying Trend

2%

1%

0%

6

-1%

5

4

3

2

1

0

11

10

9

8

7

Month’s Remaining until Next Birthday

Melbourne Institute Research Insight: 18/20

2

Key Insights
1

Youth workers more likely to lose
jobs ahead of their birthday

Youth workers in the Netherlands are more likely to
lose their jobs shortly prior to their birthdays, which is
the point when workers become eligible for statutory
age-related pay increases. The youth ‘job separation
rate’ (the share of terminated youth jobs relative to all
youth jobs in the economy) increases by 1.5 per cent in
the month directly preceding youth workers’ birthdays
(Figure 2). The rate is also elevated in the two adjacent
months. On a yearly basis, approximately 2000 youth
workers get dismissed as a result of the ‘learn and
churn’. This represents about 5 per cent of employerinitiated dismissals among all individuals working for
junior pay rates in the Netherlands.

2

Learn and churn more common in
the supermarket sector

Some youth workers are more affected by ‘learn and
churn’ practices than others. Younger workers are more
affected than older workers, and the layoffs are more
common when the economy is weak. Analysing the
differences between sectors of the economy reveals
that ‘learn and churn’ is particularly common in the
supermarket sector, which accounts for 15 per cent of
the youth workforce in the Netherlands. Compared
to workers in other sectors, supermarket workers
are twice as likely to lose their jobs due to ‘learn and
churn’ practices. The larger effect in the supermarket
sector is to be expected, because the industry is highly
competitive and the workers are relatively easy to
replace. More generally, the ‘learn and churn’ practices
are found to be common in sectors with low wage
growth and low skill requirements.

3

Most displaced youth workers are
quick to find new jobs

When youth workers are made redundant, a large
majority of them manage to get re-employed in
a short period of time—with 80 per cent of youth
workers finding new jobs in less than 6 months. In
this respect, they are likely to benefit from the fact
that it is very hard to screen youth job applicants
for their skills and abilities. Other workers become
unemployed or inactive, although it is difficult
to ascertain which scenario is more likely. This is
because the vast majority of the youth workforce is
not tracked by the Dutch unemployment agency, and
some dismissed workers may leave the labour force
and focus on their studies instead.
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Waiting for higher pay rates

In addition to the employers acting on the changes
of junior pay rates, some job seekers respond to the
changing pay rates as well. Specifically, they delay
their entry into the youth labour market to become
eligible for a higher age-based pay rate. This, again,
is likely to reflect the fact that screening for youth
workers’ abilities is difficult. Just as employers find
it difficult to single out applicants with low abilities,
the applicants can face difficulties in convincing
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employers of their superior abilities (which would
entitle them to higher wages). In the absence of
reliable information on applicants’ skills and work
ethic, many employers will rely on age as a proxy
for these attributes. In such a system, some younger
job seekers may choose to wait with their job
applications until the employers become mandated
to pay them higher wages.

The merits and demerits of junior pay rates
While the junior pay rates constitute a permanent
fixture of many national minimum wage systems,
their effects on youth labour markets have been
often overlooked by the policymakers. This is in
large part due to the lack of high-quality data on the
dynamics of youth labour markets. With the advent
of administrative data and its growing use for public
policy analysis, it is time to revisit the status quo and
discuss the merits and demerits of this policy.
The existence of junior pay rates is likely to foster youth
employment. Countries with youth subminimum wages
have higher rates of youth employment and lower rates
of youth unemployment.1 Indeed, compared to other
developed countries, both Australia and the Netherlands
have high employment rates among youth aged 1518. To the extent that early labour market exposure is
appreciated by the society, the junior pay rates seem to
be serving their purpose.
At the same time, the junior pay rate policy is
incentivising employers to engage in ‘learn and
churn’ practices—periodically replacing their youth
employees in order to avoid higher costs of labour.
On the whole, these practices affect a relatively
modest group of workers. However, select industries
(such as supermarkets or hospitality) engage in
this behaviour more often, which suggests that the
problem is highly localised.
In addition, junior pay rates have the potential to create
an underclass of older low-skilled workers and longterm unemployed. With the junior pay policy in place,
workers who fail to acquire tangible skills through their
early adulthood will find themselves competing for
jobs with teenagers who can be paid less than 50 per
cent of the adult minimum wage. This can render the
older low-skilled workers practically unemployable,
leading to a vicious cycle of welfare dependence and
long-term unemployment.
At the end of the day, the desirability of junior pay
rates depends, to a large extent, on the values held
by the Australian policymakers and society at large.
The junior pay rates are likely to stimulate youth
employment, but they also allow employers to engage
in behaviors that can be perceived as unjust by some.
Whilst one could argue that ‘learn and churn’ practices
may stimulate the youth workers to try harder, acquire
more skills and therefore become more competitive in
the labour market, not everyone is likely to benefit from
this system. Most dismissed youth workers will manage
to find jobs relatively quickly, but some may fall
through the cracks and face the prospect of life-long
disadvantage. In order to account for this possibility,
junior pay rates under the national minimum wage
system should be accompanied by comprehensive
employment assistance and skill development
programs targeted at older low-skilled job seekers.
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