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Abstract

We first consider two issues of importance in understanding the problems of youth 
unemployment: The supply sensitivity of work-based vocational education and the problem of 
premature drop-out. After a brief intermezzo in which we consider the importance of local and 
regional initiatives in the light of low labour mobility, 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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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 acquired 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, 
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approximately 20 years later.  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 rate and/or inactivity among individuals who 
entered the labour market during the 1981-1984 crisis was no higher than that the groups 
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 again 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 Euro per year (Ecorys, 2009). The main beneficiaries will 
be the potential premature drop-outs themselves. Approximately 50% of the benefits will 
result from the fact that prolonged education will significantly increase the income these 
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people receive later in their lifetime a. 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 an 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 

                                                  
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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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.  

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 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 
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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:

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 subsides 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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