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1. Introduction 
In this report I briefly review the structural problems affecting youth labour markets in 
Europe and the specific problems originated by the current sharp economic downturn.  I 
then examine policies that can be adopted to address some of these problems, with 
special attention to apprenticeship contracts. 

 

2. Structural issues affecting youth labour markets 
The long term outlook on youth labour markets in Europe is dominated by favourable 
demographic trends: Europe is ageing, and so is its labour force. The percentage of 
youth (aged 15 to 24) in the working age population in the OECD declined from close to 
27% in 1975 to close to 21% in 2005, and is expected to fall well below 20 percent in 
2025 (see OECD, 2008). Europe fares slightly worse than the OECD: the percentage of 
youth in the working age population is projected to be in 2025 around 17 percent in EU-
19 and even lower in Germany and Italy. Other things unchanged, as the greying 
European labour force hits retirement, increasing work opportunities are bound to open 
for the relatively scarce supply of young labour.  

In the backdrop of this potentially favourable long term scenario, the European youth 
labour market faces a number of structural problems: a) about 14 percent of youth aged 
15 to 24 has left school in 2006 without having completed upper secondary education; 
b) close to 11 percent of youth in the EU-19 area is neither in employment nor in 
education or training, and runs the serious risk of being left behind and emarginated 
from productive activities; b) another 20 to 30 percent have problems finding a 
permanent job, and move from unemployment to inactivity and spells of temporary 
labour. For many European young workers, the first job is on a temporary contract, and 
the likelihood that this is a stepping stone to permanent work is low; c) for many young 
workers, over-education and mismatch both occur and tend to persist over time.  

As shown in Figure 1, the share of youth neither in employment nor in education is 
relatively high in Italy, the Slovak Republic, the UK and Spain and relatively low in the 
Netherlands, Denmark and Finland. The percentage of temporary contracts has 
increased in most European countries from 1998 to 2008, with the notable exception of 
Spain, Scandinavian countries, the UK and France (see Figure 2). In some European 
countries, more than 50 percent of young employees are on a temporary contract. The 
annual transition rate from temporary to permanent jobs is below 50 percent, and 
particularly low in Spain, Denmark, France and Belgium.  

Since the mid-1990s EU countries have carried out several reforms of their labour 
markets, decreasing the overall degree of employment protection and reducing the 
generosity of non-employment benefits. As argued by Boeri and Garibaldi, 2009, 
“...these reforms have been successful in taking Europe away from Eurosclerosis, but 
have created dual labour market segregating many workers in jobs offering low 
incentives for human capital investment and highly exposed to labour market risk…” 
(p.412).   

The OECD estimates that the average number of months required to find a permanent 
job after leaving school was higher than 4 years in Greece, Portugal and Spain, and 
lower than 2 years in Germany, Austria, Denmark and Ireland. Quentini and Martin, 
2006, show that the expected time to permanent employment in months is positively 
correlated with the overall strictness of regulation on permanent employment. They also 
show that the expected time to any type of job is longer in countries where the overall 
strictness of regulation of temporary employment is higher.  
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Beside employment protection legislation, another factor affecting the employment 
probabilities of young school leavers is the presence of minimum wages. While the 
evidence on the effect of these wages on employment is mixed, the balance of this 
evidence suggests that too high minimum wages reduce youth employment, especially 
for the more disadvantaged groups1.  

The labour market performance of youth depends on their educational attainment. 
Figure 3 plots the unemployment rate experienced by young Europeans (EU15) aged 15 
to 24 who have attained less than upper secondary education, upper secondary 
education and tertiary education for the period 1995 – 2008. The unemployment rate in 
1995 was close to or above 20 percent in the three groups but declined below 15 
percent for the better educated and remained around 20 percent for the less educated.  

The probability of being left behind or of being relegated to a sequence of temporary 
jobs is also closely related to educational attainment. In all OECD countries with the 
exception of Italy, young individuals who exit school with less than upper secondary 
education have a significantly higher risk of not being either in employment or in 
education and training than those with upper secondary or tertiary education. In Italy, it 
is the group with college education who suffers most the risk of exclusion from gainful 
employment (see Manfredi and Quintini, 2009).  

Young individuals with less than upper secondary education are also more likely to be 
engaged in temporary work: according to the European Labour Force Survey, the 
percentage of temporary workers in the EU15 in 2005 was 53, 33.6 and 38.3 for 
youngsters with less than upper secondary education, upper secondary education and 
tertiary education respectively. Clearly, having at least an upper secondary degree is an 
important passport for more stable employment.  

While higher education can guarantee a more stable attachment to employment and 
labour market participation, it does not guarantee a match with an adequate job. One 
possibility is over-education, which occurs whenever the job holder has qualifications 
above those required for the job2. Another possibility is mismatch. A self - reported 
measure of over-education that has the advantage of comparability across several 
European countries can be found in the European Community Household Panel. 
Interviewed individuals are asked whether they “...feel to have skills or qualifications to 
do a more demanding job than the current one”.  A self reported measure of mismatch 
is based instead on the following question: “…have you had formal training or education 
that has given you skills needed for your present type of work”. By combining these two 
questions, respondents can be classified in four categories (see Wasmer et al, 2007): 
the over-educated and poorly matched (OBM), the over-educated and well matched 
(OWM), the not over-educated but poorly matched (NOBM) and the not over-educated 
and well matched (NOWM).  

If we consider young individuals aged 16 to 24 in 1995 for the 9 European countries with 
available data (Denmark, Belgium, France, Ireland, Italy, Greece, Portugal, Spain and 
Austria), it turns out that only 9.5 percent of those with less than upper secondary 
education report to be well matched and not over-educated. This compares to 23.5 
percent among those with at least upper secondary education. After six years, these 
percentages were 9.4 and 30.2 percent respectively. Therefore, “good” matches increase 
over time for well educated youngsters, but do not appear to increase among the poorly 
educated.  

 

                                                       
1 This issue seems to be important in France, where the minimum wage of 20 year olds is 63% of the median 
wage, the highest ratio in the OECD. See OECD, 2009. 
2 Establishing requirements is difficult, for instance because skills can be acquired with experience rather than 
with formal education. Moreover, not all the excessive education is useless, especially if education has a 
signalling role, or if it reduces the cost of learning new skills in the future.  
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3. Youth labour markets and the current economic 
crisis 
The relative concentration of temporary jobs among younger workers implies that youth 
unemployment is more responsive to changes in the business cycle than adult 
unemployment. Figure 4 uses data from the European Labour Force Survey to plot the 
unemployment rate in the EU27 area from the first quarter of 2005 to the third quarter 
of 2009. The first panel focuses on individuals aged 15 to 24 and the second panel on 
adults aged 25 to 59.  In each panel I distinguish between the low educated (with 
attained ISCED level 0-2), those with upper secondary education and those with tertiary 
education. Among the less educated youth, the unemployment rate has increased 
sharply from less than 20 percent in the second half of 2007 to 26 percent in the second 
quarter of 2009. A sharp increase has occurred also for the youth with upper secondary 
education, whose unemployment rate has risen from 12 percent at the end of 2007 to 
close to 18 percent in the last available quarter. The unemployment rate of youth with 
college education has increased less sharply from the outset of the recession, from 10 to 
14 percent, but has jumped to 18 percent in the third quarter of 2009. This suggests 
that, in the current recession, higher education does not protect against the risk of 
unemployment.  

Compared to the younger group, adult unemployment has increased less rapidly, by 3 
percentage points among the less educated, by 2 points among those with upper 
secondary education and by less than 2 points among those with a college degree. 
Therefore, better education has had a relative protective role so far only among adult 
workers, who are more likely to be engaged in permanent occupations.  

The current crisis presents two main challenges to new school leavers: first, entering the 
labour market in a recession can lead to unemployment, exit to inactivity or have 
persistent effects on earnings. A recent study (see Oreopoulos, von Watcher and Heisz, 
2008) has shown that the initial earnings loss experienced in a recession can be large 
and fades away only after 8 to 10 years after graduation. The scarring effect of current 
unemployment and inactivity may affect permanently employment prospects. These 
risks reduce the opportunity cost of staying in school and are important factors affecting 
school enrolment beyond compulsory schooling. Another important factor is the ability to 
pay. If students in a downturn face reduced incomes and income support and binding 
liquidity constraints, they may be forced to interrupt their schooling even with a lower 
opportunity cost. Where schooling is vocational and firms fund apprenticeships, reduced 
profits cut the supply of new apprenticeship positions.  

The existing empirical evidence suggests that college enrolment tends to increase in a 
recession, and that the opportunity cost effect prevails on the ability to pay effect. At the 
same time, early school leavers who are forced out of the education system during a 
downturn without completing upper secondary education may face substantial 
permanent costs in terms of poor labour market attachment and frequent spells of 
unemployment3. 

In countries where upper secondary education is organized in general and vocational 
curricula or schools, an economic downturn can also affect the composition of 
enrolment, because students who typically find apprenticeships in good economic 
conditions tend to complete their education in vocational schools when the supply of 
apprenticeships declines4.  

 

                                                       
3 Because of the fall of tax revenue during a recession, governments will either cut public expenditure or 
increase the public deficit. Schools and universities will be under pressure because of higher enrolment. 
Reduced transfers because of smaller transfers from the state will lead either to compromise quality or to 
higher tuition (see Brunello and Psacharopoulos, 2009). 
4 See for instance the case of Norway, as discussed in Brunello, 2009. 
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Second, a prolonged slump can create a “lost generation” effect, as it happened in Japan 
after the burst of the asset prices bubble at the end of the 1980s. The Japanese youth 
unemployment rate increased sharply after the burst from 3.7 percent in 1990 to 8.7 
percent in 1999. In spite of the slump, the so called lifetime employment system 
remained basically unchallenged, with permanent employees enjoying a high degree of 
employment protection. Its relative share of total employment, however, declined at the 
expense of an increased periphery of temporary workers, mainly young, who could not 
find access to the guaranteed core. Extensive dismissals of core employees were by and 
large avoided, especially during the first part of the 1990s, but the recruitment of new 
young workers as permanent employees was drastically cut. Because of the duration of 
the Japanese slump, many young school graduates, who were unlucky enough to enter 
the labour market in the early 1990s, ended up trapped in a sequence of temporary 
jobs, more or less losing their chance of finding their way into the core of permanent 
employment when the economy eventually recovered. There is a risk that the Japanese 
experience could be replicated in some OECD countries if, when the economy starts 
recovering, employers will prefer to hire new school graduates rather than the current 
“lost” cohort.  

Even new school graduates may find themselves in a different economic environment 
when recovery comes, one where temporary jobs matter more than before the slump. In 
an investigation of the Swedish recession of the early 1990s, Holmlund and Storrie, 
2001, argue that the recession induced an initial decline in temporary employment, as 
employers cut recruitment, followed by a sharp rise from the recession through to its 
end. Fixed – terms contracts were only 10 percent of total employment in Sweden in 
1990 but rose to 16 percent at the end of the decade. A similar – and even sharper – 
experience was shared by Finland.  

The experience of these countries suggests that the decline in employment opportunities 
during the initial stages of a downturn could be followed by a long term reduction in the 
share of permanent jobs. Since workers in temporary jobs typically receive less training, 
this shift can affect the accumulation of human capital, average productivity and the 
ability to compete internationally.  

 

4. Summary 
European youth faces both structural problems and problems related to the current 
economic downturn. Structural problems include: a) an important share of young 
Europeans leave school early without upper secondary education; b) more than 10 
percent of entrants are unable to establish a permanent attachment to the labour 
market; c) an even bigger share gets trapped in a sequence of temporary jobs; d) there 
are both over-education and mismatch, and both are not temporary events. The current 
economic crisis can exacerbate some of these problems in at least two ways: first, 
labour market entry becomes hazardous and can leave long term scars; second, there is 
a looming risk of becoming part of a “lost generation”. In the current downturn, there is 
little comfort in having higher education, as the unemployment rate of college graduates 
is increasing as fast as average youth unemployment. 
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5. Policy Measures  
Public intervention to address the structural and temporary problems faced by European 
youth can be organized into two main lines of intervention, before and after labour 
market entry. Measures before labour market entry typically aim at keeping young 
individuals in school so that they reach the minimum level of qualification usually 
considered as required to operate well in modern labour markets (upper secondary 
education). Measures after labour market entry include the promotion of second chances 
to obtain qualifications, training and apprenticeships and reforms that address the dual 
structure of labour markets and thereby favour the transition from temporary to 
permanent jobs.  

 

5.1. Early education matters 
It is well recognized by now that the economic payoffs of education are highest early on, 
starting with child education (see Figure 5 from Cunha and Heckman, 2007). In its 
Communication on “Promoting young people’s full participation in education, 
employment and society”, the European Commission argues that “...Europe’s current 
patchy provision of early childhood – the great benefits of which are well established – 
could be improved” (p.3). Early investments have important multiplier effects and 
contribute to attenuate the negative effects of unfavourable socio – economic 
background, a leading factor explaining early school leaving.  

 

5.2. Keep students in school longer 
There is a broad consensus (see OECD, 2009, The European Commission, 2007) that 
important steps should be taken to keep early school leavers in school. One measure 
often advocated is to increase school leaving age. This has been done recently in The 
Netherlands, where since 2007 a law requires 18-year-olds who have not completed a 
diploma to follow a work-study programme. In England, the Education and Skills Bill 
requires that young people stay in education and training until age 18. This measure will 
be implemented gradually in the next few years. Empirical evidence suggests that in 
Europe one additional year of compulsory education leads to 0.3 to 0.4 years of 
additional education for individuals with low educational attainment (see Brunello, Fort 
and Weber, 2009).  

If class size does not change, increasing school leaving age is going to be costly for the 
public purse, and to increase current education expenditure. This might be difficult in the 
current economic environment, when many governments struggle to maintain their 
education budget. In the medium run, however, this policy could produce important 
payoffs: by raising educational attainment, higher compulsory education produces 
higher earnings, employment and tax revenue. It also reduces economic inequality. 

By increasing compulsory schooling, governments try to induce individuals who would 
have left in the absence of the measure to stay in school. Typically, these individuals 
wish to leave school earlier either because they lack the ability to pay or because the 
balance of expected benefits and current costs is in favour of the latter. An alternative to 
increasing school leaving age is to introduce schemes such as the Education 
Maintenance Allowance (EMA), implemented in the UK in 2004, which subsidizes young 
individuals who stay in school after completing compulsory education and have 
household income below a threshold. This policy affects ability to pay and alters the 
balance of costs and benefits. Preliminary evaluations of this policy suggest that it helps 
in keeping eligible 16 year olds in school and out of NEET (neither in employment nor in 
education and training).  
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It is important to stress that a higher school leaving age is more likely to succeed in 
those school systems that differentiate curricula and offer vocational education. As 
Figure 6 illustrates, there is a positive correlation between the school year when such 
differentiation starts and the percentage of 15 to 19 year olds who drop out from school. 
Vocational education has its problems but has the advantage of keeping in school those 
youngsters who find it difficult to adjust to academic programs.  

At the upper end of the education ladder, college enrolment is likely to increase during 
the current downturn, as individuals delay labour market entry to better times. Investing 
more in education during a recession makes good economic sense for individuals, 
especially if the skills learned at school are of value when the economy recovers. 
However, further strain will be put on public resources devoted to higher education. So 
far, European governments have responded to this in a mixed way, with some countries 
increasing or announcing increases in their spending (Germany, France) and other 
countries cutting or announcing cuts to higher education budgets (Italy, the UK). If 
government cuts in the current dire straits of public finance affect subsidies to students, 
they may induce young liquidity constrained individuals who would have stayed in school 
to quit college. Moreover, colleges may be forced to respond to lower resources by 
raising tuition, with potentially negative effects on enrolment.   

 

5.3. Training opportunities for those in the labour market 
OECD countries devote more than 10 percent of their spending on active labour market 
policies to special youth measures, which include training and employment policies targeted 
to the young unemployed and apprenticeship training for young school leavers. The 
evaluation literature, however, shows that special measures for disadvantaged youths are 
not very effective. This is true both for public training programmes and for targeted wage 
subsidies and direct public sector job creation schemes (see Martin and Grubb, 2001). An 
important exception to this rather depressing conclusion is the Jobs Corps programme, a 
residential scheme used in the United States where youth are taken away from their 
neighbourhood and given mentoring, work experience and remedial education. Other 
examples of potential success are the UK New Deal for Young People and the employer 
wage subsidies in Ireland.  

Given the relative poor results, the design of training policies is particularly important to 
enhance their effectiveness. Martin and Grubb, 2001, propose that the following four 
criteria should be met: 1) tight targeting on participants; 2) programmes should be kept 
relatively small in scale; 3) they should result in a qualification or certificate that is 
recognized and valued by the market; 4) programmes should have a strong on-the-job 
component in the programme, and therefore establish strong links with local employers.  

Apprenticeship training obviously meets some of these criteria, which explains why 
much attention has been recently devoted to this measure as a tool to smooth the 
school to work transition and to improve the skills of the young labour force. 
Apprenticeships are also appealing because countries where this training system is well 
developed (Austria, Denmark, Germany, Norway) have below average youth 
unemployment rates. 

 
5.4. Apprenticeships in a downturn 
Can apprenticeships facilitate the school to work transition in the current downturn? The 
empirical evidence on the relationship between training and the business cycle in the 
United States and Europe suggests that: a) the supply of apprenticeship positions and 
the ratio of apprentices to employees tend to decline; b) the training of incumbent 
permanent employees is likely to increase in a recession. Recessions are times of 
reorganization.  
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During these times, surviving firms may be unwilling to dismiss incumbent employees, 
either because of strict employment protection legislation or because they have skills 
than can be used in a recovery. Since the opportunity cost of training falls, training 
opportunities for incumbents raise.  On the other hand, firms who keep incumbents in 
their ranks find it less costly to terminate apprenticeship contracts and reduce the 
recruitment of new employees, including apprenticeships.  

Therefore, young labour market entrants in a downturn are more likely to be 
unemployed or to end up in temporary jobs, which offer limited training opportunities.  

During a downturn, the cost of training an apprentice due to foregone production falls. 
Since the benefits of training accrue mainly near the end or after the completion of an 
apprenticeship, these benefits may be affected only slightly by a temporary downturn. 
Why is it then that the supply of apprenticeships falls5? One reason is that credit 
constrained firms face lower profits and need to scale down production and employment; 
another reason is that terminating apprenticeship contracts can be less expensive than 
terminating regular contracts.  

 

5.5. Policies targeted at apprenticeships 
In many European countries public intervention targeted at apprenticeships is not limited to 
designing formal rules, but also includes financial support. These policies are often justified 
with the argument that in the absence of public intervention the market produces less than 
the optimal share of apprentices. Apprenticeship systems often combine off the job training 
at school and on the job training in the workplace. In the apprenticeship systems prevailing 
in Germany, Switzerland, Denmark, Austria and the Netherlands the state pays for formal 
education while the firms and apprentices pay for the training on-the-job. In Norway the 
state pays both for formal education and offers generous subsidies for the workplace part. 
In France firms pay an apprenticeship tax that dates back to 1925 and is mainly used by 
enterprises to finance – together with the state, local communities and professional 
organizations - the cost of apprentice training in the Apprenticeship Training Centres. In 
other countries, for example Italy, the public contribution is considerable and firms offering 
these contracts are exempted from paying nearly 100% of payroll taxes. On the other 
hand, training content and quality is subject to low monitoring. Table 1 illustrates the main 
features of apprenticeship contracts in several European countries.                                                     

A number of OECD countries has adopted or announced temporary measures to support 
the supply of apprenticeships in the current downturn. France, for instance, has set the 
goal of placing half a million young people in apprenticeships by 2009 and doubling the 
number of apprenticeship in tertiary education institutions by 2010 (OECD, 2009a). The 
emergency plan of April 2009 includes exemptions of social security contributions and 
subsidies to employers with less than 50 employees. The UK has launched in 2005 the 14-
19 Strategy, which includes an apprenticeship entitlement for suitably qualified 16 to 19 
year olds, and is considering a pilot wage subsidy programme for small and medium firms 
to make it more attractive for them to offer apprenticeship positions (OECD, 2009b). Other 
measures taken so far in Europe include training subsidies to employers who hire and train 
young workers. The European Union has supported Member States taking similar measures 
by lowering conditional requirements and levels of mandatory co-financing for use of the 
European Social Fund.  

Are these policies likely to work? In principle, measures that reduce the cost of training 
born by employers should improve the supply of apprenticeships. This improvement may 
be lower than expected, however, if part of the financial support goes to investments that 
would have been realized anyway (“windfalls”).  

                                                       
5 In Denmark the recruitment of apprentices by Danish firms fell by 24% in the first eight months of 2009. 
According to Business Week, German officials expect the number of apprenticeships to fall because of the 
financial crisis. 
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Moreover, these subsidies may encourage employers to substitute some type of training or 
some group of workers with another and favour the one more heavily subsidized. 
Substitution effects may be particularly relevant in an economic downturn, because 
additional subsidies paid out to firms to hire apprentices may reduce employment 
opportunities for those workers not targeted by the policy.  

Designing these subsidies in a way that reduces substitution and deadweight losses is 
difficult. One possibility is to subsidize only those apprentices who would not have been 
hired in the absence of the subsidy. This may avoid windfall gains for firms but the 
implementation requires information that is often not easily available to providers (the 
subsidizing authority needs to know what would have been the number of apprentices in 
the absence of the subsidy)6.  

Other problems with subsidies are cream skimming by private employers, who tend to 
select the more qualified and talented rather than the disadvantaged – who often include 
females and immigrants. Furthermore, generous subsidies may induce firms to use 
apprentices as cheap labour to fill in unskilled or semi-skilled positions, where little training 
is involved. One potential solution to this problem is to require that skills are certified by 
independent organizations, not by the employer, as it happens in Germany but not in the 
UK and Italy. 

In some countries, including Denmark and Norway, the government has tried to 
compensate for the decline in the number of apprentice positions – for instance due to an 
economic downturn – by allowing pupils to complete their apprenticeship in a vocational 
school. Is this a sensible policy? Yes, given the high persistent costs of entering the labour 
market during a recession without having completed upper secondary education. Is this 
policy more effective than paying subsidies to employers who offer additional 
apprenticeships? This is a difficult question to answer, but some hint on the issue is 
provided by a relatively recent study applied to Denmark. In this study, Westergaard 
Nielsen and Rasmussen, 1999, estimate the impact of a subsidy paid out to firms who take 
up apprentices. This subsidy was introduced in the late 1970s, reduced in size in 1986 and 
finally discontinued in the 1990s. They find that the subsidy has had an impact on the 
supply of apprentice positions only in some industries. They estimate that in the affected 
industries the demand for apprentices would have been 7% smaller in the absence of the 
subsidy. They also estimate that the cost to the public purse of a newly created 
apprenticeship is high, but still considerably lower than the estimated cost of having pupils 
spend an additional year in vocational schools. They conclude that paying subsidies is more 
cost effective than offering public places in schools.  

 

5.6. Improving the design of apprenticeship schemes 
The relative success of apprenticeship schemes in the German area is often attributed to 
the presence of a network of supporting institutions, including local chambers of 
commerce and unions. It is open to question whether this rather unique environment 
can be exported to other European countries. There are, however, other factors that 
contribute to the relative success of the system, which can be considered in other 
institutional environments as well: the relatively low wage and the relatively long 
duration of the apprenticeship contract (up to four years). Since the main costs of 
apprenticeships are born at the start of the period, while the net benefits are reaped by 
the employer near the end of his apprenticeship contract, longer durations allow the 
employer to recoup more easily the initial investment. From this point of view, the 
retention of apprentices until completion is key: in the UK, where apprenticeships are 
not particularly successful, less than one in three apprentices complete their spell with 
the firm, compared to more than 70 percent in Germany, Denmark and The Netherlands 
(OECD, 2009b).  

                                                       
6 See Neumark, 2009. 

 
IP/A/EMPL/NT/2009-14 11                                                     PE 433.442



It is clear that employer wage subsidies are more likely to affect the willingness to 
supply apprenticeship positions in institutional environments where the retention rate is 
higher and the duration of the contract is longer. Longer probation periods and a 
certification system that penalizes mobility before the completion of an apprenticeship 
are potential measures that can improve the design of this training scheme.  

 

5.7. Apprenticeships in small firms and rural labour markets 
Smaller employers in remote (rural) communities are typically less likely to offer training 
opportunities and apprenticeships. The supply of apprenticeships can be fostered in 
these circumstances by pooling forces. In Norway, training offices run by local/regional 
enterprises and institutions recruit firms for apprenticeship training, collect subsidies and 
organize courses. Similar institutions exist in Switzerland (vocational training 
association) and the UK (Group Training Associations). 

 

5.8. Reforming dual labour markets 
We can use four indicator of youth labour market performance – percentage trained, 
percentage neither in employment nor in education and training, probability of transition 
to a permanent contract and percentage of dropouts – to classify European countries as 
“good” and “poor” performers. Among the former we find Denmark and The 
Netherlands, where flexicurity practices are widespread; among the latter we find Italy, 
Spain and Greece, where the duality of labour markets is especially pronounced. One 
policy proposal that has been put forward to overcome this duality consists of 
introducing “tenure track” contracts for young workers, which promote entrance into the 
permanent labour market in stages. In these contracts, job security provisions – in the 
form of mandated severance pay – could increase steadily and without large 
discontinuities as workers acquire tenure (see Boeri and Garibaldi, 2009). It seems clear 
that, unless some European countries manage to overcome the sharp discontinuity that 
nowadays exists between the protected insiders and the less protected outsiders, it will 
be difficult to avoid for the young generation the risk of being trapped in a sequence of 
temporary jobs without much training and with limited productivity (and earnings) 
growth. 
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TABLES 
Table 1:   Apprenticeship contracts in selected OECD countries 

  Germany  Austria  Denmark  Netherlands  Ireland   UK 

             
Principal National  
Statutes 
 

Vocational  training Act 
1981 1984  

Vocational training  
Act 1969 1993  
1997 

Apprenticeship  
Act 1937, 1956, 
 1989 

Apprenticeship 
 Act 1966, 1992,  
1995 

Apprenticeship  
Act 1993 
 

Industrial Act  
1937 
 

Target group  No upper limit  No upper age limit.   
Advantages for older  
people  

Age 15 or 16.  
Special shorter  
programme for older  
than 25 

At least 16, no upper 
 limit 

At least 16, no upper 
 Limit 

16‐25 

Social parties  involved 
Employers 
Trade unions 
Teachers 

 
Yes 
Yes 
Yes 

 
Yes 
Yes 
Yes 

 
Yes 
Yes 
Yes 

 
Yes 
Yes 
Yes 

 
Yes 
Yes 
Yes 

 
Yes 
No 
No 

Training duration  2‐4  2‐4  3‐5  2  4  Unspecified 

Mandatory 
Educational Content.  
Share of: 
Off‐job education  
General education 

 
 
 
20‐25 
33 

4/5 of the training  
time is spent in the  
firm 
16 
25 

 
 
 
40 
33 

 
 
 
20‐40 
33 

 
 
 
21 
2 

 
 
 
0 
0 

Training certification 
Employers 
Vocational  teaching 

 
Yes 
Yes 

 
Yes 
n.a 

 
Yes 
No 

 
Yes 
Yes 

 
Yes 
No 

 
Yes 
No 

Public Subsides: 
Training  outside  
workplace 
 
Workplace training 

 
 
Full 
 
None 

 
 

Full 
 
Some groups of  workers.  
Tax  reductions for training 
companies and reductions  
of social security  
contributions for apprentices.

 
 
Full 
 
Intermittent 

 
 
Partial 
 
Tax relief 

 
 
Full 
 
None 

 
 
Partial 
 
Grants 

             
Relative pay  20‐45%  40‐60%  51‐54%  n.a.  n.a.  60% 
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Table 1:   Apprenticeship contracts in selected OECD countries ‐ continued 

  Finland   Belgium Flemish  Belgium French   Spain  France  Italy 

             
Principal National  
statutes 
 

    Decree dated 3/7/91, 
decree dated 4/5/95 
 

Decree 5281 1977 
Royal decree law  
18/1993 

Law on  
apprenticeship  
1971, 1992 
1993 

Law N. 25/1955  
and N. 6/1987,  
Decree n.276, 2003 

Target Group  At least 15, no  
upper limit 

15‐18  At least 15, no upper 
 limit 
 

16‐21  
In some cases 16‐24 

16‐25  15‐24 

Social parties involved 
Employers 
Trade unions 
Vocational teaching 

 
Yes 
Yes 
Yes 

 
Yes  
No 
Yes 

 
Yes 
No 
No 

 
No 
No 
No 

 
Yes 
Yes 
No 

 
Yes 
Yes 
No 

Training duration  2‐3 years  1‐3 years  3 years  6 months 
3 years 

2‐3 years  2‐6 years 

Mandatory  educational 
content 
Share of: 
Off‐job education 
General education 

 
 
 
70‐80 
20 

 
 
 
 
1 or 2 days a week 

 
12 hours/week 
in the first year  
and 8   hours / week  
in the second and the  
third years. 
 

 
 
 
0‐15% 
0 

400 hour for year  
 
 
¼  
¾ 

120 hours of  
formal training both  
inside and outside the  
firm 

Training certification 
Employers 
Vocational teaching 

 
Yes 
Yes 

 
Yes 
Yes 

 
Yes 
Yes 

 
No 
No 

 
Yes 
Yes 

 
To be defined 

Public Subsides: 
Training outside 
workplace 
 
Workplace training 

 
 
Full 
 
partial 

 
 
Full 
 
None 

 
 
Partial 
 
none 

 
 
Partial 

 
 
Partial 

 
 
Tax relief 
 
Tax relief; reductions  
of  social  security  contributions 
apprentices 

Relative pay  80%  n.a.  n.a.  60‐80%  n.a.  n.a. 

             
Sources: Bassanini et al, 2005, and Ryan, 2001; na.: not available
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year for which this indicator is available, 11% of 16-24-year olds were NEET in the United States and the 

EU19 on average (Figure 3). Denmark and the Netherlands had the lowest NEET rates at just 5%, while 

the share of youth in NEET was highest in Italy and the Slovak Republic at over 15%. 

 Figure 1. Share of youth neither in employment nor in education or training (NEET)

and Quintini  
and EU19, 2006 

Percentage of the population in the age group 
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a) Youth aged 15-24. 
b) Unweighted average of countries shown. 

Source: OECD Education database, Manfredi and Quintini, 2009. 

B. Time needed to find a first job 

14. Another commonly-used indicator of the speed of the school-to-work transition is the time 

needed to find a first job after leaving education. The most accurate way to calculate this indicator is to 

exploit longitudinal data. Because the same youth are followed over time, this indicator better reflects the 

dynamic nature of transitions. However, it only captures a key event – the first employment spell observed 

after the end of full-time education – of a process unfolding over a relatively long period of time. In 

addition, this indicator ignores jobs held while the individual is still studying full-time. It could be argued 

that some of these jobs are important milestones in school-to-work transitions even before leaving full-time 

education. 

15. On average, in the United States, youth who left education in the late 1990s or early 2000s took 

just under six months to find their first job (Table 2).
9
 The speed with which a first job was found tended to 

be much more rapid than in those European countries for which comparable estimates are available. Only 

in Austria, Denmark, Germany, Ireland and the United Kingdom did youth take less than 12 months on 

average to find their first job.
10

 On the other hand, in Greece, Italy, Luxembourg and Spain,
11

 youth took 

                                                           
9. Transition durations presented in Table 2 differ from those published in Quintini and Martin (2006) and 

Quintini et al. (2007) because they are calculated using the self-assessment calendar in the European 

Household Panel Survey (ECHP) rather than the job calendar available from the same source. While the 

ECHP job calendar allows access to more information about the job held – notably, whether the job is 

temporary or permanent – the self-assessment calendar includes more precise information on monthly 

activity status which is essential for the scope of this paper.      

10. These five countries either have a long tradition of apprenticeship training – Austria, Denmark and 

Germany – or have recently reinforced their apprenticeship framework – Ireland and the United Kingdom. 

Because apprentices are classified as being “employed” for the purpose of calculating the length of 
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THEME 3. HELPING YOUTH TO GET A FIRM FOOTHOLD IN THE LABOUR MARKET – 11 

 
 

OECD LABOUR AND EMPLOYMENT MINISTERIAL MEETING – TACKLING THE JOB CRISIS © OECD 2009 

Figure 5. High disparity of employment rates of youth aged 15-29 having left education by educational 
attainmenta and country, 2006 
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0

20

40

60

80

100

120

140
Less than upper secondary education

Upper secondary education

More than upper secondary education

 

a) The share of youth in employment with less than upper secondary education is indicated in parenthesis for each country. 

Source: OECD Education database. 

 Figure 2. The precariousness of youth jobs has increased in most OECD countries, 1998 and 2008a 

Temporary employment as a percentage of youth employment 
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a) Data for Greece refer to 2001 instead of 2008; for Mexico to 2004 instead of 2008; for Poland to 2001 instead of 1998. 

Source: National labour force surveys. Source:OECD, 2009
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Figure 3. Youth unemployment rate 15-24 - EU15 - 1995-2008, by education
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Figure 5. Returns to education based on age. Source: Cunha and Heckman, 2007 
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INTRODUCTION 
After three years of decline, with the onset of the economic crisis the unemployment rate 
within the European Union started to rise in 2008 and has increased sharply in 2009. The 
economic crisis has hit all Member States and affected young and old, but has especially 
exposed the extra vulnerability of young people. Young people who have yet to acquire a 
stable position in the labour market are at extra risk of being laid off when their company 
encounters rough circumstances, and new graduates find it difficult to get their first job. 
Consequently, the youth unemployment rate has accelerated more sharply (+3.7%-points 
between the first quarter of 2008 and the first quarter of 2009) than the general 
unemployment rate (+1.5%-points) revealing the fact that the relative position of young 
people in the labour market has deteriorated in recent years. In this sense, overexposure to 
unemployment and reduced job quality for the youth can be seen as a major trend in the 
current development of the European Union labour market (see Cedefop, 2009). The 
relation between the economic business cycle and unemployment is neatly illustrated for the 
Netherlands in a recent report (ROA, 2009b). All three economic downturns since 1980 
(1981-1982; 1992-193 and 2001-2005,) have been accompanied by a sharp increase in the 
unemployment rate, with the youth unemployment rate being especially sensitive to 
economic movements. These figures again indicate the vulnerability of the youth during 
economic downturns, but also show the deteriorating relative situation of the youth in the 
labour market. The last three crises have increased the gap between the youth 
unemployment rate and that of the general population.  

Before discussing some key features of youth unemployment and a set of cornerstone 
strategies to fight it, it is interesting to briefly reflect on the question of whether those who 
have left school during recent economic crises should be considered to be a lost generation 
in the long term. It is important to distinguish between macro-level and micro-level long-
term effects.  There are clear effects at the macro level, in terms of the level of 
unemployment as well as of the structural position of young people. Although 
unemployment decreases after the end of an economic crisis, when we look at the 1981-
1984 crisis, we see that it never returned to the low level of the 1970s. Among economists, 
this phenomenon is also known as hysteresis: it implies that employment does not return to 
the previous long-term balance immediately after a crisis. There is even a danger that 
unemployment shifts to a structurally higher level due to institutional measures taken in 
order to fight unemployment during the crisis. It is also striking that the crisis of the 1980s 
has led to a permanent structural disadvantage of young people in the labour market. 
Whereas youth unemployment in the 1970s was not much higher than general 
unemployment, this changed permanently after the crisis in the 1980s. We have already 
indicated above that the relative labour market position of the youth has deteriorated even 
further in recent years. 

It is well established in the literature that unemployment spells during the transition from 
school to work can have a negative effect on one’s later career. Labour market entry during 
a period of higher unemployment can have two consequences. A high unemployment rate 
will mean that recent graduates will take longer on average to find a job, exposing them to 
an increased risk of human capital depreciation. There is also a risk that new graduates will 
be forced to accept jobs for which they are overeducated. Starting work in a lower level job 
delays the accumulation of relevant working experience. At the micro level, a recent Dutch 
report (ROA, 2009b) establishes that the long-term effects of this are quite modest. The 
report looked at the position of individuals who entered the labour market during the 1981-
1984 crisis. The labour market position of this group was measured in the period from 2001-
2007, approximately 20 years later.   
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Their labour market position was then compared to that of the cohorts who entered the 
labour market in the periods before and after the 1981-1984 crisis.  

The report shows that the rate of unemployment and/or inactivity among those individuals 
who entered the labour market during the 1981-1984 crisis was no higher than among 
those who entered the labour market immediately before or after the crisis. There was also 
no difference observed in the job level of those who were employed. This is in line with the 
results of other surveys carried out at the individual level. These have shown that the 
effects of initial unemployment on later employment chances have dissipated after a period 
of 5-10 years.  

The structure of this short overview note is as follows. In Chapter 1, we consider two issues 
of particular importance in understanding the problems of youth unemployment: the supply 
sensitivity of work-based vocational education and the problem of young people prematurely 
dropping out of the education system. Chapter 2 is a brief intermezzo that considers the 
importance of local and regional initiatives in the light of low labour mobility. Finally, based 
on our discussion in Chapter 1, in Chapter 3 we present three cornerstone strategies for 
combating youth unemployment: acquisition of key competencies, an anti cyclical subsidy 
for work-based vocational education and policy measures for reducing premature drop-out.  
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1.  ISSUES OF YOUTH UNEMPLOYMENT 

Supply sensitivity of vocational education  

School-based vocational education is usually demand-driven. Participation is determined by 
young people’s choice of study. By contrast, work-based vocational education is strongly 
supply-driven. Since training positions in work-based vocational education are provided by 
employers, the supply of these positions depends strongly on the economic circumstances in 
which companies operate. A recent report (ROA, 2009b) illustrates that neatly for the 
Netherlands. There is a strong relation between economic growth and the proportion of new 
vocational education students who follow the work-based track in vocational education. On 
average in the period 1998-2007, 39% of all students who enrolled in secondary vocational 
education in the Netherlands followed the work-based track. In periods of strong economic 
growth, the supply of work-based vocational training places rises sharply, and in periods of 
economic downturn the supply is reduced. The number of participants in work-based 
vocational education is thus strongly sensitive to economic circumstances. In more detail, in 
the strong economic period of 1998-2001 we see an increase in the number of new 
participants in Dutch work-based vocational education from 58.000 to more than 80.000. In 
the low growth period of 2002-2005, this number falls back sharply to 55.000. After that, 
the growing economy stimulated again the supply of training positions, but this came to an 
end with the onset of the economic crisis and the sharp fall in economic growth in 2009. In 
the summer of 2009, the hard reality is that there is a shortage of around 25.000 training 
positions.  

The strong supply sensitivity of work-based vocational training positions to the state of the 
economic business cycle strongly limits the available options for young people in their 
acquisition of competencies. Young people who are unable to find a training position in the 
work-based vocational education system are forced to switch to alternative education, if 
available usually school-based vocational education. Given their initial preference for a 
work-based training position, these young people might a) decide against the alternative 
option or b) accept the alternative option but experience it as a forced option. In the latter 
case, their motivation might be strongly reduced. In both cases, the risk is present that 
young people, at least for some period of time, leave the education system, with all the 
risks associated with that.  

In countries such as the Netherlands where work-based vocational education is provided 
side by side with school-based vocational education, a drop in the supply of work-based 
training positions might in principle be offset by increased participation in school-based 
vocational education. In countries with little or no school-based vocational education, the 
consequences of an economic downturn might be even more dramatic.  

Premature drop-out 

Premature drop-out is considered one of the main problems in the European Union and is 
associated with high private as well as public costs. Large numbers of young people who 
abort their education may cause serious problems at the macro level. There is a risk that 
these young people become socially isolated and feel excluded from society. Not 
surprisingly, the estimated costs associated with premature drop-out are generally high.  

A recent cost-benefit analyses carried out in the Netherlands for instance shows that a 
reduction in the annual rate of premature drop-out 50.000 to 35.000 in the next few years 
would result in total benefits of between 600 million and 900 million Euros per year (Ecorys, 
2009). The main beneficiaries will be the potential premature drop-outs themselves.  
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Approximately 50% of the benefits will result from the fact that prolonged education will 
significantly increase the income these people receive later in their lifetime. Large benefits 
will also go to the government, and in this sense to society as a whole, through increased 
tax income and reduced unemployment allowances. Finally, the government will also 
benefit, although clearly in smaller amounts, from reduced costs of crime and a healthier 
population, as prolonged education decreases the chances of involvement in criminal 
activities and improves people’s health condition.  

Young people without a proper basic qualification who decide to terminate their educational 
careers are less likely to enter the labour market. The large group of premature drop-outs 
who do not enter the labour market and thus join the NEET must be given an opportunity to 
a) find their way back to school, or b) make a successful start in the labour market. The 
longer this group is neither in the education system nor in the labour market, the greater 
the risk that they lose their connection with education and work. Premature drop-outs who 
enter the labour market face serious problems compared to young people with a proper 
basic qualification: a higher probability of unemployment, less job security and a higher 
probability of ending up in low-level occupations. An economic downturn amplifies these 
effects and worsens the position of the most vulnerable even further. It is true that, so far, 
this is a very pessimistic view, which does not do justice to the large majority of young 
people who leave the education system for a variety of reasons. Dropping out, however, 
also results in underutilization of the available capacity in the European Union. In a dynamic 
global knowledge economy, underutilization is harmful from an economic perspective. 
Preventing dropouts has therefore rightfully become a key issue on the policy agenda in the 
past few years.  
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2. BRIEF INTERMEZZO: LABOUR MOBILITY AND LOCAL 
INITIATIVES 

Since the European Union was established, labour mobility has been seen as fundamental to 
success. A recent study by Ward (cited in Cedefop, 2009) makes clear that some 50 years 
after the European Union was conceived, internal mobility across Member States remains 
strikingly low. Less than 2 percent of the working-age population of the EU-25 in 2005 
consisted of EU nationals living in a Member State other than their country of origin: 
(invisible) borders are still present within the European Union and barriers such as language 
and different educational and social systems still hinder labour mobility. European Policy to 
encourage labour mobility (examples are Europass, providing a European credit system for 
VET in the European qualifications framework at education and training levels) has come far, 
but has not yet reached its aims, and needs to be further stimulated in the future. That said, 
we have to consider that mobility is not only low between Member States, but often also 
within Member States. This seems to hold in particular for the most vulnerable group, low to 
medium educated young people. Results from the Netherlands confirm this. With the 
exception of university graduates, recent graduates from different types of education are 
more likely to enter a strongly restricted regional labour market than a national one. Close 
to 90% of the youth that follows training in secondary vocational education (independent of 
whether this is school-based or work-based) follows that training in their home province and 
remain in the same region for work after graduation. Also in de midst of the economic crisis 
of 2009, a crisis without parallels for more than 20 years, within-country labour mobility 
remains low, resulting in large regional differences in the unemployment rate within the 
Netherlands.  

Given the low labour mobility in general, and the near absent labour mobility among low 
and medium level educated youth, policies to fight youth unemployment need to be 
established through a bottom-up approach, starting at the local and regional level.  

Local and regional players (firms, schools and local and regional government) have to be 
brought together and made responsible for the position of young people in the labour 
market. Taking the current economic activities in the region and the expected perspectives 
into account, firms and schools must cooperate to set up education and training, and in 
particular vocational education (both at the secondary level as well as the tertiary level, if 
this is available), that matches the demand for qualified young people in the region. 
Regional activities must not be restricted by (invisible) borders such as the border of a 
country or language borders within a country. That is where further measures are needed at 
the national and European levels to facilitate cross-border cooperation and mobility. 

Economic downturns affect economic sectors at different stages to different extents. Given 
the concentration of economic sectors in certain regions, regions will be hit differently during 
economic downturns. At the national or European level, transfer schemes therefore need to 
be in place to allow borrowing in bad times and repayment in good times.  
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3. CORNERSTONE STRATEGIES FOR SOLUTIONS 

Acquisition of key competencies  

When asked, young people entering training in vocational education prefer to indicate that 
their objective is to become an electrician, a mechanic or a nurse rather than a ‘well trained’ 
graduate in general. This is not surprising, given the fact that vocational education is 
strongly organized around a particular set of occupations or sometimes even around a 
particular profession. Employers undoubtedly expect graduates from vocational education to 
have solid field-specific knowledge. Discipline-specific knowledge provides graduates with a 
comparative advantage in certain types of occupations. This is especially important for 
graduates from low and medium level vocational education. In an economic context in which 
employers would select new entrants solely based on their level of generic competencies, 
graduates from low and medium level education would be fighting a war that was already 
lost.  

That said, we have to recognize that in recent years vocational education has faced 
increasing expectations by firms to provide more than just narrowly educated graduates. 
Sternberg (2002) proposes that the future needs a “generation of experts, whose expertise 
will extend well beyond technical knowledge”.  This is also confirmed by e.g. the British 
Skills Survey 2001, which focused on an update and improvement of the knowledge on 
competencies used at the British workplace. Although the changes reported since the 1997 
Skills Survey are small, the consistency of their direction is strongly suggestive of a steady 
ongoing transformation in the British labour market (see Felstead, Gallie and Green, 2002). 
Occupations increasingly demand competencies that are not by definition applicable only in 
a small area, but rather competencies that are useful in a broad range of occupations. Along 
this line, recent reviews of education propose generic competencies that are applicable in a 
variety of occupations and across different life contests, as desirable and key outcomes of 
education. “If you do not know what the future situation will be, then teach students some 
fundamental skills which they can apply to any situation” (Bowden and Marton, 1998). 

Taking stock, we can argue that generic competencies are relevant in two important 
respects. First, they are a necessary condition for graduates to react to changes taking place 
in the labour market as a result of technological changes, as well as the related changes in 
the way organizations are managed. Second, but related to the same underlying factors, the 
increased uncertainty with which discipline-specific competencies can be applied in the 
labour market requires of graduates that they are able to continue learning and/or to 
acquire new or different types of competencies after leaving school. Investments in generic 
competencies during vocational education therefore provide a kind of option value to be 
cashed in case the discipline-specific competencies are of reduced value.  

Considering the above argumentation with respect to the increased emphasis on generic 
competencies, it is legitimate to ask whether the role of discipline-specific competencies will 
become marginalized in the near future to the material needed to acquire generic 
competencies1. This is undoubtedly too pessimistic a view. Discipline-specific competencies 
will continue to play an important role as competencies of direct value in the labour market 
and hence will keep their central place in vocational education. However, they may have to 
share their place with generic competencies.   

 

 

                                                            
1 A review of the literature reveals that teaching generic competencies generally needs to be rooted in teaching 
discipline-specific competencies. For an overview of relevant literature, see Meng, 2006.  
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Prevention of premature drop-out 

However high the social costs may be, in the view of young people who are about to drop 
out, these costs are irrelevant. Even the private costs that they may incur as a result of 
premature termination of their education, such as a reduced chance of a successful labour 
market career and the related risk of reduced job security, unemployment, dependence on 
social benefits and even poverty, cannot convince them to change their mind. What then are 
the reasons why young people drop out of school? Recent research in the Netherlands (see 
e.g. WRR, 2009 and ROA, 2009a) indicates that two policy interventions are crucial if we 
wish to reduce the level of premature drop-out: 

Plus schools 

In the report ‘Confidence in the school’ (WRR, 2009) the authors focus on students whose 
drop-out is the most difficult to prevent: the so-called ‘burned-out’ students – vulnerable 
young people dealing with a combination of different problems. To prevent this group of 
young people from dropping out, schools have to be more than just a place where 
knowledge is transferred. In local/regional settings, schools have to be extended to ‘schools 
with something extra’, paying attention to all the problems the young people have to deal 
with. To achieve that, professionals from a broad range of specialisations (educationalists, 
health specialists, social workers and specialised youth workers) have to be brought into the 
school, establishing a close connection and allowing to treat the different kinds of problems 
these young people are dealing with in an accessible way.  

Guidance  

In the report “Without a diploma: Reasons, Chances and Intentions for the Future” (ROA, 
2009a) the authors show that premature drop-out can be influenced to a substantial extent 
by coaching students well in the choices they make with regard to education. This holds in 
particular during the transition from lower secondary education to higher secondary 
vocational education. In addition to an ex ante intervention in the choice of a course that 
matches the expectations of the pupil, the educational sector also needs to provide ex post 
support (i.e. when the wrong choice was made and the student is in danger of dropping out) 
to help the student switch to a different, more suitable course.  

Sustain work-based education in times of crisis 

To guarantee a smooth transition from school to work, a sustained supply of high level 
vocational education is needed. As indicated in the previous chapter, work-based vocational 
education has an especially strong supply-elasticity with respect to economic growth. To 
ensure that the supply is not drastically reduced in times of an economic downturn, forcing 
young people to make decisions that are not in line with their intentions and increasing the 
risk of premature drop-out, policy measures to counteract the supply-sensitivity have to be 
established. Work-based vocational training is usually partially subsidised through e.g. tax 
schemes. These subsidies need to be reconsidered, and an anti-cyclical part has to be 
included or added: in good economic times, when firms compete for young people, the 
subsidy needs to be reduced and in bad economic times, when firms hesitate to offer work-
based vocational training, the subsidy needs to be increased. There are two strong 
conditions for success of an anti cyclical subsidy: 

 

 

 

IP/A/EMPL/NT/2009-14 32                                                     PE 433.442



Anti cyclical subsidies have to work as an automatic stabiliser that is budget-neutral in the 
long run 

The anti cyclical part of the subsidy to firms providing work-based vocational training 
positions needs to follow a set rule that determines in advance the amount involved, 
dependent on objective indicators with respect to the current economic state of the sector 
involved. This removes the need for difficult discussions in times when government income 
is reduced due to an economic downturn. At the same time, local/regional governments are 
ensured that when the economy starts to grow again, the expenditures on the subsidies will 
be reduced.  

Sharp distinction between cyclical and structural conditions 

The anti cyclical subsidy needs to be restricted to economic sectors with short term 
problems related to the business cycle. Economic sectors with structural problems need to 
be excluded from subsidy schemes. This ensures that young people are not trained for 
industries facing structural problems with weak perspectives.  
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1. Main challenges 
Youth unemployment (unemployment of 15-24 years old) dramatically increased by 
900.000 people in the EU27 countries since the first quarter of 2008 and reached 5 million 
in the first quarter of 2009. This corresponds to a youth unemployment rate of 18.3% 
compared to a total unemployment rate of 8.2%. The rise in youth unemployment 
stronger affected men, poorly integrated new labour market entrants, immigrants, 
minorities, youth in rural or remote neighbourhoods and those with low school education 
as well as youth in Ireland and Spain (Eurostat, 2009; Bell and Blanchflower, 2010).  
 
There are mainly two reasons mentioned for the stronger increase in youth unemployment 
in comparison to average unemployment. The first reason is relatively large youth cohorts 
entering the labour market. For example in the UK, Sweden, the Netherlands, Italy and 
Denmark, the size of the cohort with twenty years old (these are the children of the baby 
boomers) is larger than the size of the cohort with twenty-five years old (Bell and 
Blanchflower, 2010). The other reason is that youth unemployment traditionally is 
stronger affected by macro-economic fluctuations than average unemployment because 
young employees lack the specific training and seniority that buffers older workers from 
swings in market conditions (Jimeno and Rodriguez-Palenzuela, 2002). In addition, young 
employees in many countries face last-in-first-out rules, they more frequently hold a 
temporary job and are employed in cyclically-sensitive sectors (OECD, 2009). 
 
For most young people, the substantial effects of early unemployment on subsequent 
labour market and social outcomes have been found to be temporary. For disadvantaged 
youth, however, lacking basic education, a failure in their first experience on the labour 
market is often difficult to make up and may expose them to long-lasting so-called 
“scarring” effects (OECD, 2009). 

 

2. What are barriers for young people to enter the labour 
market? 
Barriers are based on norms, specific rules for young people and restrictions. Regulations 
that bring about a decrease in the hiring rate such as firing regulation, severance pay or 
notice requirements affect youth more than older workers. Employers who have little 
knowledge about the productivity of young workers may be reluctant to hire them since 
they represent a more risky investment in the presence of employment adjustment costs 
(Skedinger, 1995). Especially restrictions on fixed-term contracts could prove to be a 
major obstacle because this reduces screening opportunities of young workers who cannot 
credibly demonstrate their abilities. In the Nordic countries the last-in-first-out principle is 
more widespread than in other countries and therefore youth is stronger affected by 
labour market mobility in these countries (OECD, 2009). The empirical evidence on the 
impact of (changes in) regulation on youth unemployment is mixed, however. 
 
There is no evidence that youth priced itself out of the labour market. Youth earnings 
relative to adult earnings decreased in most OECD countries. They were on average at 
64% in 2006 while they were at 67% in 1996 (OECD, 2008). 
 
Young people in rural areas frequently face higher barriers to enter the labour market 
than young people in urban areas. They have a lower qualification and less training 
opportunities. In addition, firms are frequently smaller, there is a dearth of childcare 
facilities and reduced mobility (Cartmel and Furlong, 2000). Local social networks play a 
larger role to get into jobs than in urban areas and a positive selection of migration from 
rural to urban areas because wage levels are lower in rural areas exacerbates the 
situation. The obvious solution – a sustainable development of the farming sector is 
impeded in many countries by a lack of knowledge and therefore employment in farming 
continues to shrink.  
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This is especially problematic because jobs may become available soon as farming 
employees are much older than average employees and therefore there potentially is a 
high substitution demand. In addition, there is a high hidden unemployment or 
underemployment on farms that further reduces farming labour demand.  
 

3. Dual apprenticeship training as a panacea? 
The dual apprenticeship system is seen as a vital complement in a regulated labour 
market in order to secure a successful school-to-work transition for young people (OECD, 
2009). Enterprises however have several alternatives to obtain the advantages of dual 
apprenticeship training without offering an apprenticeship when they do not need a skilled 
employee in the future. They can gather information about unobservable ability or the job 
match by hiring a job applicant for a probation period or offering an internship. They also 
can train un- or semiskilled employees in specific skills that allow them to execute 
selected skilled jobs. Therefore the question arises how enterprises can be induced by 
public subsidies to offer more apprenticeships in recession periods than they would offer 
according to their profit maximisation calculation. 
 
Besides the motivation to train apprentices in order to have skilled employees in the 
future (frequently called the investment motivation), enterprises might want to substitute 
un- or semiskilled employees or even selected skilled activities by apprentices (the so-
called substitution motivation). The substitution strategy is especially viable in countries 
where the apprenticeship wage is only a small fraction of skilled wages and even lower 
than the earnings of un- or semiskilled employees. This is for example the case in the 
German speaking countries. The main problem associated with the substitution motivation 
to hire apprentices is that these apprentices are not taken over but replaced by fresh 
apprentices after their apprenticeship ends (Mohrenweiser and Backes-Gellner, 2008).  
One might argue that the apprentices at least had some work opportunity and training 
during their apprenticeship period and hereby improved their chances on the labour 
market. Human capital investments beyond the skills needed for executing the activities of 
those substituted are not interesting for the employer, however. Therefore the quality of 
apprenticeships might be lower than in other firms especially in countries without a strict 
quality control system. We therefore might expect that the apprentices who have been 
hired by firms mainly on the basis of the substitution motivation have a higher risk to end 
up without skilled employment, drop out from apprenticeship training or receive a low 
wage after the apprenticeship because they have to leave their employer (Franz et al., 
2000; Göggel and Zwick, 2009). An increasingly polarised labour market may cut off badly 
trained young people from moving into better paid jobs after their apprenticeship training 
(Blanchflower and Freeman, 2000; Bell and Blanchflower, 2010). 
 
The youth unemployment situation in Germany is on the first sight favourable and 
therefore several observers see the dual apprenticeship system as a panacea for the youth 
labour markets in other European countries. There are several qualifications we have to 
keep in mind, though. The youth unemployment rate in Germany is probably lower 
because young people until age 18 are required to attend schooling when they do not find 
a regular job or an apprenticeship. Therefore there are hardly any people classified as 
unemployed at an age below 18. In addition, youth unemployment statistics are better 
because many young people who want to get apprenticeship training instead (have to) 
join publicly provided full time schooling measures. The number of participants in these 
courses (the so-called “transition system”) steadily increased and is now at more than 
400.000 people. During the previous labour market crisis in 2004/2005, the share of those 
interested in an apprenticeship training who had to enter the transition system was larger 
than those who directly found a job as apprentice (BMBF, 2009). The transition system 
entails mainly preparatory courses that may lead to a schooling degree but not to a 
professional degree. In addition, the time in the transition period frequently does not lead 
to a reduction in the duration of the apprenticeship period. From the point of view of most 
participants – mainly those with a schooling degree – this system is second best (BMBF, 
2008) and frequently seen as a waste of time.  
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So far an evaluation of the effectiveness of the transition system to provide a transition 
opportunity to an apprenticeship is missing. Full time and extended schooling programmes 
for disconnected youth seem to be inefficient (OECD, 2009) and indeed the transition 
system is expensive – the main training measures offered in the transition system cost 
between 3000 € and more than 6000 € per participant per year. In addition, Franz et al. 
(2000) show that participation in the transition system leads to long-lasting scars with 
respect to employment and earnings opportunities instead of temporary blemishes – the 
negative effects are comparable with drop outs from apprenticeship training. Compulsory 
schooling until age 18 and the expensive transition system lead to a relegation of 
unemployment to age 20+ in Germany and only suggest a robust youth labour market on 
the basis of the youth unemployment statistics.  
 
Besides the problem that enterprises use subsidised apprentices as cheap substitutes for 
unskilled or selected skilled jobs, it is difficult and costly to raise establishments´ 
willingness to offer apprenticeships. In Germany, the share of apprentices in the workforce 
is rather stable during depressions and boom times, irrespective of government 
programmes to stimulate apprenticeship training in time of over-demand 
(Jacobebbinghaus et al., 2009). A stable apprentice share in the workforce means that the 
total number of apprentices hired declines in depressions in line with the number of 
employees although the training behaviour of enterprises might be unchanged. When in 
recessions the excess demand for apprenticeships increases, this might be a consequence 
of larger youth cohorts, a stronger interest of labour market entrants in apprenticeship 
training, or a reduction in total employment rather than a change in establishment 
training attitudes. This makes it difficult for policy to influence training behaviour by 
subsidies. In Germany, 80% of the employees asked about the training subsidy introduced 
in 2009 (Ausbildungsbonus) declared that they hired a subsidised candidate with the 
necessary characteristics (apprenticeship applicants with a low school education, a 
problematic social background, or those looking for an apprenticeship for longer than one 
year or apprentices whose former employer closed down) but did not increase their 
number of apprenticeships. The figure might constitute a lower bound of the real number 
of deadweight losses and subsidies frequently seem to be paid for apprentices who would 
have been hired anyway. One reason is that subsidies cannot be concentrated on firms 
that did not train apprentices before and rules such as subsidies should only be paid for 
apprentices beyond the number originally planned are relatively easy to circumvent 
(OECD, 2009).  
 
Martin and Grubb (2001) therefore note the following four characteristics of successful 
public training measures which can also be applied for subsidised apprenticeships: tight 
targeting on participants, programmes should be kept relatively small in scale, they 
should result in a qualification or certificate that is recognised and valued by the market, 
programmes should have a strong on the job component and establish strong links with 
local employers. Although a shift from employment subsidies to training subsidies for 
unemployed youth seems attractive, experience with subsidised public training 
programmes is not very encouraging (OECD, 2009). 
 
Westergaard-Nielsen and Rasmussen (1999) compare subsidies for dual apprenticeship 
training versus full time schooling costs in Denmark. They find that subsidies increased 
apprenticeship shares at a lower cost than full time schooling. A problem is cream 
skimming by private employers and the possibility that the less talented and motivated 
young people are excluded. In addition, more subsidised apprenticeship positions do not 
necessarily increase youth employment because other young people might be substituted. 
 
All in all, specific subsidies for unemployed youth including subsidies to motivate 
employers to provide apprenticeship training seem problematic. Bell and Blanchflower 
(2010) argue that youth unemployment rose because product demand has fallen, which in 
turn reflects severe credit rationing, falling consumer confidence, responses to transitory 
shocks in raw materials prices and delayed response by monetary authorities to these 
developments.  
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None of these issues directly impinges on the (youth) labour market or on the extent to 
which institutional arrangements or their changes affect its efficiency. Brunello (2009) also 
argues that structural policies that favour product market, competition, and labour market 
policies that reduce the dualism between protected insiders and unprotected outsiders 
may deliver better payoffs for youth employment than subsidies to workers and 
employers, which are plagued by the presence of deadweight and crowding-out effects. 
 
Indeed available studies show that large scale active labour market programmes seem not 
to have a pervasively positive effect and instead may mainly increase the chances of those 
supported at the cost of those not supported, (Edin et al., 2000, Bell and Blanchflower, 
2010;  Boockmann et al. 2007). Crowding-out of older employees for higher employment 
of younger employees might in total increase the unemployment level because young 
people are regionally more mobile and therefore potentially can easier improve the match 
between regional labour market imbalances (for example between rural and urban areas) 
(Skedinger, 1995).  

 

4. Recommended measures 
A prolongation of full time schooling is a typical individual reaction to tight labour markets 
and young people should be encouraged to do so (Blanchflower and Freeman, 2000). 
Facing quickly declining sizes of youth cohorts during the next years and probably a 
receding recession, the chances to find a job might strongly increase for those who stay 
longer in education instead of being unemployed. The move to improve educational 
attainment in Australia is a good example for a national measure in this vein (OECD, 
2009, p. 23). 
 
Lower minimum wages for young employees are applied in Belgium, France, Ireland, 
Netherlands, and Portugal (Jimeno and Rodriguez-Palenzuela, 2002). A lowering of the 
minimum wage positively affects only a small part of job applicants with earnings 
capacities between the old and the new minimum wage, however. The same applies to a 
lower strictness in rules for temporary employment (Abowd et al., 2000). Legality of fixed-
term contracts especially helps young people into the labour market because it allows 
firms to have a prolonged screening period. OECD (2009) reviews the evidence from eight 
European countries where longitudinal data are available and summarises that the 
probability for youth of getting a permanent job one year after being on a temporary job 
is higher than after being unemployed. This probability is higher for youth with a tertiary 
education. Also the success of the apprenticeship system is frequently associated with its 
screening function in otherwise tightly regulated labour markets (Franz et al., 2000). A 
reduction of minimum wages and reduced requirements for temporary jobs for young 
people therefore might be effective in the short run. We nevertheless should not expect 
large effects from these measures because the share of people affected might be small. In 
addition, effects might be one-off and short lived when employers get used to the new 
rules and adapt their hiring behaviour accordingly – i.e. indeed pay lower wages or offer 
less employment security for disadvantaged youth even in better times.  
 
Youth outreach programmes identify school-leavers who do not manage to find a job or 
apprenticeship training. They should be oriented to register with Public Employment 
Services, where a profiling process should be implemented quickly to determine who is 
job-ready and who should be activated. In addition, referrals from school to the Public 
Employment Services are essential – youth disengagement should be addressed at the 
earliest opportunity because then success is most likely (OECD, 2009). Apprentices who 
drop out from training should receive help to complete it, particularly when they are 
without a school qualification.  
 
A reduction of school drop-out rates should have highest priority: options are a re-
connection to schooling preferably with an on-the-job component such as in the Dutch 
“Investing in Young People Act” (OECD, 2009). In Germany strong ties between lower 
secondary schools (Hauptschule) and local employers proved to be beneficial and efficient. 
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Here teachers place pupils in internships on the basis of personal relationships with 
personnel officers in local establishments or help to find a good match between vacancies 
and applicants for apprenticeships after school. These efforts dramatically reduced the 
shares of those not in education, employment or training after school (NEET) without 
subsidies in areas with local job opportunities for young people with low schooling. These 
programmes are therefore preferable to the French emergency plan to provide youth 
employment that is mainly based on financial incentives, see OECD (2009). 
 
There are some growth areas that could especially benefit the employment of youth in 
rural areas: tourism, crafts and provision of rural amenities as well as a local development 
of childcare facilities (Cartmel and Furlong, 2000). It therefore seems a good option to 
training young people in rural areas especially in human capital that is needed for 
diversification of the local economy in the growth areas mentioned and in general reduce 
the urban rural divide in schooling, training, public transport and child care facilities. 
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