NATIONAL YOUTH COMMISSION AUSTRALIA

INQUIRY INTO YOUTH EMPLOYMENT AND TRANSITIONS

THE YOUTH INCOME GUARANTEE

SUMMARY REPORT

A NEW INCOME SUPPORT SYSTEM FOR YOUNG PEOPLE
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An adequate and secure income assists young people to transition from school to
work, from adolescence to adulthood, and from dependence to independence.
Australia’s income support system is neither adequate, nor secure.
Youth Allowance and JobSeeker payments for young people fall well short of what is
needed to meet the costs of daily living. High housing costs force students and job
seekers into poverty and housing insecurity, compromising education and employment
outcomes, physical and mental health. The current rate structure ignores the actual
costs of study, searching for a job or meeting other participation requirements.
The current income support available can result in quite different outcomes for young
people in similar circumstances (e.g. living away from home), with similar basic living
costs and similar capacity to work. The current system also reflects an old concept of
unemployment as a short-term, temporary state experienced between full-time work.
Many young people rely on income support for several years or more while working
intermittently, often while studying. Young people face ever-decreasing prospects of a
secure job earning sufficient income to live on without additional support.
The current system lacks clear incentives for study or work. Young people over the age
of 22 years receive less income support if they are studying than if they are looking
for work. Young people are uncertain if they will be better off taking up a job with
variable shifts, which might only be short-term. Uncertainty about how long it will take
to get back on income support if the job falls through is a critical factor. It undermines
incentives for young people to take up jobs in a highly precarious youth labour market.
In short, we need a different model of income support. The National Youth Commission
Australia proposes a single income support payment for young people comprised of a
rate of payment above the poverty line including incentive payments for participation
in education, training and job search. We call this the Youth Income Guarantee.
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DESIGN PRINCIPLES FOR THE YOUTH INCOME GUARANTEE
PRINCIPLE 1: A TRUE SAFETY NET
Australia needs to re-imagine income support as payments that facilitate access to
study, encourages job search and work while topping up low wages for those earning
less than a modest income. A higher income free area or a lower taper that allows
young people to retain more of the income support young people earn would partly
achieve this.
A single payment system for young people aged 16 to 24 years would reduce
complexity and create a true safety net. The Youth Income Guarantee would merge
Youth Allowance (students and apprentices), Youth Allowance (other) and JobSeeker
Payment into a single youth payment. The introduction of the Youth Income
Guarantee as a single payment for young people would greatly simplify the system.

Recommendation 1: Establish a single income support
payment system, the Youth Income Guarantee, for young
people aged 16 to 24 years
Some young people are missing out on income support because they lack the
knowledge, skills, resources or support needed to navigate the system. Young
people told the Commission that better information needs to be available,
informing people about what income support they qualify for and how to apply.
Cutting income support for minor infringements on the system is considered unfair.
Waiting time for payments are too long.
A new model of access should reduce waiting times and ensure that those without
internet access, or who have poor English, literacy or numeracy skills can get
assistance. Simplifying the rules will help to improve access. Practical assistance is also
needed, for example, to help young people obtain identity documents, or to facilitate
online lodgement of forms. Co-design with young people is the best way to identify
and resolve blockages in access to income support.
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Recommendation 2: Design a fair and easy to access Youth
Income Guarantee in collaboration with young income
support recipients.

PRINCIPLE 2: ADEQUATE PAYMENTS FOR A DECENT LIFE
The Social Policy Research Centre (SPRC) estimated that in 2016 a single person on
Newstart required around $866 per fortnight to cover the average minimum cost of
healthy living.1 The SPRC used a budget standards methodology that priced items
needed for a minimum standard of healthy living for different family structures where
the primary income earner was either unemployed or in low-income work. Indexing
the 2016 level in line with CPI and wage increases results in $965 per fortnight being
the income required to cover the minimum cost for healthy living for an unemployed
single person in 2020.2 This amount is substantially more than the current rates of
JobSeeker Payment ($705 per fortnight) and Youth Allowance ($602 per fortnight).3
The Commission recommends a rate of payment that is around ten per cent above
the minimum income for healthy living. Further, the Commission believes only a
small proportion (20 to 25 per cent) of this income should be subject to participation
conditions such as enrolment in education, training or job search. This small
proportion effectively becomes an incentive for participation. The amount subject to
conditions should not be so high that it minimises the effectiveness of the incentives
nor so low that making it impossible to live on.

Recommendation 3: Set the Youth Income Guarantee living
away-from home rate to 110 per cent of the minimum
cost for healthy living of an unemployed adult as set by an
updated budget standard – estimated to be $1,065 per
fortnight as at January 2021.
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The current rate of Youth Allowance for a 17-year-old living at home is $253 per
fortnight.4 When the young person turns 18, the payment rises by about $50 per
fortnight. Young people told us that this is not sufficient to cover the transport and
related costs of active job search or study, especially for those who are 18 or 19
years old.
The at-home rate of the youth income guarantee should be set using the same
method as the away-from-home (i.e. 110 per cent of the minimum income for
healthy living) but excluding housing costs.

Recommendation 4: Set the Youth Income Guarantee athome rate to 110 per cent of the minimum income for
healthy living excluding housing costs - estimated to be
$516 per fortnight as at January 2021.

As a general principle, payments to young people should reflect their needs,
not their age. Young people’s costs do not dramatically increase because they
are recognised legally as an adult when they reach 18 years of age. At present,
a 19-year-old on Youth Allowance receives 85 per cent of the amount of income
support paid to a 22-year-old on JobSeeker payment in the flat next door. Their
circumstances and costs are identical. All that sets them apart is their age. It
seems reasonable that if a young person must live away from home, the Australian
Government should provide a level of support sufficient to meet their needs
irrespective of their age.

Recommendation 5: Remove age distinctions between
young people ages of 16 and 24 years so that young people
in the same circumstances are paid the same rate of the
Youth Income Guarantee.
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PRINCIPLE 3: STRONG INCENTIVES TO TAKE UP EDUCATION, TRAINING
AND EMPLOYMENT
Full-time students and apprentices receiving Youth Allowance can have an income
of up to $437 per fortnight before their payment begins to reduce. For other single
Youth Allowees and JobSeeker recipients, payments start to decline once income
reaches $106 per fortnight.5 As a result, a full-time student or apprentice can get
Youth Allowance if their income is below $25,137 a year, but all other Youth Allowees
lose income support once their income reaches $17,580 a year.6 The greater rewards
from work for students are reflected in the data: 41 per cent of full-time students
declared earnings in December 2019, compared to 17 per cent of other Youth
Allowees and Newstart recipients.7
The simplest model of income support for young people would apply the same free
area of $437 to all recipients of income support. The increase in the threshold would
enhance the incentives for young people to take up available work and strengthen
workforce attachment by allowing them to keep more of their income support. It
would also improve equity between full-time and part-time students, jobseekers and
those doing other approved activities. In effect, all young people would be able to
earn $11,362 a year before their income support was affected.

Recommendation 6: Set the Youth Income Guarantee
personal income test to $437 per fortnight and index this
level to movements in wages.

The combined effect of income test withdrawals and taxation on wages is called the
‘effective marginal tax rate’. The existing income test reduces Youth Allowance for
those not in full-time study by 50 cents in every dollar earned over $143 per fortnight,
and 60 cents in every dollar earned above $250 per fortnight. For JobSeeker
recipients, the 50 cents taper cuts in at $106 per fortnight, and the taper rate rises
to 60 cents in every dollar over $256 per fortnight. The same kinked taper applies to
full-time students and apprentices on Youth Allowance, but the 50-cent taper cuts
in after $437 per fortnight and the 60-cent taper applies only when income exceeds
$525 per fortnight.
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The taper rate at 50-cent in the dollar plus the actual marginal tax rate of 19 cents
for incomes over $18,000 per year creates an effective marginal tax rate of 69 cents
above the income free threshold.8 The effective tax rate becomes 79 cents in the
dollar at the 60-cent taper rate. These are higher than the top marginal tax rate of 47
cents applied to annual incomes over $180,000. The system should be encouraging
young people to work but high effective marginal tax rates plus insecurity of
employment, leading to periods of no work income or income support, combine to
create a powerful disincentive to work.

Recommendation 7: Set the Youth Income Guarantee taper
rate to 50 cents in the dollar on personal income above $437
per fortnight.

There are two similar mechanisms in the existing income tests that aim to smooth the
impact of casual and seasonal income earned in addition to income support payments.
The current Income Bank allows full-time students to accrue of any ‘unused’ part of
the fortnightly income free area up to $10,000. Young people can use this bank when
they take up work to enable them to keep more of their Youth Allowance, AUSTUDY or
ABSTUDY. Others on Youth Allowance can accrue up to $3,500 in an equivalent ‘Working
Credit’ account, but young JobSeeker recipients can accrue only $1,000. The result of
these different rules is that young people with similar patterns of employment can see a
vastly different impact on their income support payments.
Income banks or working credit arrangements should be consistent for young
people in similar circumstances. Adoption of the $10,000 Income Bank for income
support recipients under 25 would improve equity between students and young
jobseekers and would simplify payments.

Recommendation 8: Apply a $10,000 Income Bank or
Working Credit to income from intermittent employment to
young people receiving the Youth Income Guarantee.
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The current system of income support provides little in the way of incentives to seek
work, study, or participate in self-improvement activities. Rather, penalising young
people by withdrawing benefits enforces participation in activities not often useful
in gaining employment. The design of the Youth Income Guarantee would apply
conditionality on a small proportion of the payment, effectively creating a participation
incentive payment.

Recommendation 9: Apply participation conditions to
around 25 per cent of the Youth Income Guarantee payment,
effectively creating a participation incentive payment.
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A NEW MODEL OF
YOUTH INCOME
SUPPORT
The Commission proposes a new Youth Income
Guarantee that creates a single payment system for
16 to 24-year-olds that provides sufficient support
for those who need short-term help between fulltime jobs and those who need to rely on payments
for several years or more. The new Youth Income
Guarantee is designed to respond to the economic
and social challenges now facing modern Australia.
Fair, equitable and effective income support
arrangements with strong incentives for education and
employment will be the mainstay of that system.
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The indexation was based on the change in Male Total
Average Weekly Earnings between May 2016 and May
2020 as measured by the Australian Bureau of Statistics
Cat No. 6302.0 Average Weekly Earnings Australia.
2

These rates include maximum rent assistance but
exclude the temporary coronavirus supplement
3

4

Excludes the temporary coronavirus supplement.

There was a temporary increase in the income test
threshold to $300 per fortnight due to the Coronavirus
pandemic. It expired on 31 March 2021.
For simplicity, the comparisons between partnered
recipients and those with children are ignored, as is the
impact of rent assistance. Rates, free areas and cut-outs
at July 2020.
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6

Full-time students include apprentices.

There is a temporary low-income tax offset and a
temporary low and medium income tax offset that
effectively increase the taxable income threshold above
$18,000.
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