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Outline 

• Labour market choices of young people 

• Comparison of youth and adult labour markets 

• Consequences of unemployment and policy 

design 
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Labour market choices 
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Labour markets 

• Modern view of labour markets in terms of entry 

and exit of jobs and movements of workers 

between jobs 

• Based on “frictions”: imperfect knowledge about 

the best job for the worker 

• Especially relevant for young workers 



Choices of young workers 

• Young workers (15-24) have the choice of 

continuing with education, entering the labour 

market or dropping out of both education and 

labour 

• But almost everyone who leaves education is 

entering the labour force 

• So choice is: enter labour force to look for a job, 

or remain one more year in higher education? 
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Education choices 

• Workers with more education on average earn 

more throughout their lifetime and experience 

less unemployment 

• So one more year of education increases 

expected earnings and reduces the chances of 

unemployment in later career 

• But one more year of education foregoes a 

year’s earnings and delays the start of a career 
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Choices in recession 

• In recession immediate expected earnings are 

lower and probability of unemployment is higher 

• Demand for education should be higher because 

of lower cost of education 
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Good response 

• So it’s good for young people to acquire more 

education in recession 

• It’s also good for society: labour productivity of 

young people is increased and pressure on 

labour market for young people is relieved 

• Government should help with making more 

places available in universities and technical 

colleges 
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Labour force entry 

• Young workers do a lot of “job shopping” – 

change jobs frequently until they find one suited 

to their talents 

• Because of the lack of long tenures they are also 

the ones most likely to be affected by job 

closures 

• Both lead to high turnover and frequent 

movement through unemployment 
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Recession economics 

• But in recession the “job shopping” experience, 

which is beneficial, breaks down 

• Adult workers are less likely to leave their jobs 

because there are no alternatives 

• Hiring stops and young workers are the main 

sufferers because they start from no job 
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Role of government 

• Government should step in and help 

• “Get young people ready” for work – do what the 

job shopping does in a booming market 

• Subsidise employment to get more job creation 

and turnover 
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Comparison between young and 

adult labour markets 
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Facts about youths 

• They suffer higher unemployment than adults 

• Their unemployment is of shorter duration 

• It is more volatile 

• Graduates suffer less unemployment than early 

school leavers 
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Youths vs. adults 

• Looking at the EU (27 members) as a whole 

– Youth (below 25) unemployment about twice as high 
as overall (over 15) and 2.5 times as high as prime-
age (25 and over) 

– Remarkably stable relation through Great Recession 

– But whereas average overall unemployment before 
recession was 7.2% and went up to 10.5%, youth 
unemployment  was 15.7% and went up to nearly 
23% 
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Recession effects 

• The rigidity of the ratio of youth to adult unemployment is 
a reflection of the fact that job-finding rates in recession 
fall uniformly across all ages 

• It implies that young workers suffer much more in 
recession in high unemployment countries than in low 
unemployment ones 

• When adult unemployment in Spain and Greece went up 
by 16 pp., youth unemployment went up by 32 pp. 

• But when unemployment in Denmark went up by 3.5 pp., 
youth unemployment went up by 7 pp. 
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Youth unemployment in 2012 
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Ratio of youth to total unemployment,  

2007 and 2012 
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Optimality? 

• Youth unemployment has to be higher than 

adult, for good economic reasons (learning 

about skills) 

• But why the constant ratios, even in recession? 

• Why the big country differences? 
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Causes 

• Immediate cause is that recession affects mainly 

job creation, not job loss 

• If young workers are only half as good as adult 

to finding a job, when job creation falls their 

transition to a job falls in proportion and 

unemployment goes up in proportion 

• Therefore policy should target job creation 
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Consequences of unemployment 

and policy design 
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Effects of youth unemployment 

• Whereas some unemployment is necessary, long 
duration unemployment can be very harmful 

• It carries implications for wages and unemployment 
incidence in later life (the scarring effect of 
unemployment) 

• It causes a lot of misery (from “happiness” studies). 
The young person feels rejected, skills atrophy and 
finds it difficult to get back to work 

• Very high unemployment becomes a social threat 
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Role of policy 

• Important to use policy to contain duration, but 

not necessarily to stop youths to learn from 

search in the labour market 

• Government can help inexperienced youths to 

learn about jobs and job applications: “get them 

ready for work” 

• Many governments operate such programmes 
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What labour market conditions 

are good for youths? 

• Young workers need to experiment 

• So the more jobs that they can apply for, the 

better the information they will gather 

• For this reason, a flexible labour market with a 

lot of labour turnover is best for young workers 

23 



Poor policies 

• Policies that hurt the young labour market 

include 

– Strict job protection for adult jobs – they make it 

difficult for young workers to experiment 

• A flexible labour market is good for young 

people 
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Poor policies cont. 

• Policies that inhibit job creation hurt, such as 

common (and high) minimum wage for young 

and adults, administrative costs of job creation, 

high cost of setting up companies 

• Lower minimum wage for young people 

• Flexible job creation and company set-up 

conditions 
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But in recession? 
 

• The reforms outlined – flexible labour markets – 

are essential but in recession even flexible 

markets fail to generate enough labour turnover 

• Overwhelming problem is lack of demand for 

new jobs 

• Policy help especially important 

• What policies work? 
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What can work now? 

• In my view, in current conditions, only a job 

guarantee can be effective in motivating youths 

• Guarantee that after some months of 

unemployment, maybe 3-4, a young person will 

be placed in a job 

• Failing a job, education or training, although the 

most effective education and training are ones 

that are combined with a job 
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Costs and current practices 

• Expensive but it’s the only one that will make a 

difference 

• Currently EU putting aside 8bn euros to help 

programmes for young unemployed. Called 

Youth Guarantee 

• Tiny compared with money put aside to save  

banks. Job guarantee needs more 
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Country experiences 

• Denmark offers job guarantee within 3 months of 

leaving school or losing job 

• EU Youth Guarantee suggests 4 months 

• Netherlands target groups in need, claim 

universal coverage too expensive 

• Target early school leavers, disabled, poor 

performers 
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Experiences cont. 

• Germany emphasises need to combine job with 

theoretical and practical training 

• All countries except UK report positive results 

from assisted employment (subsidies for a 

period provided company keeps the worker 

longer) and self employment start-up assistance 
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More generally: Policies for the 

youth labour market 

• Education expansion (already mentioned) 

• Assistance with job search is universally found 

to be effective. Getting them “work ready” 

• Job subsidies and actual employment 

experience are better than unconditional 

unemployment compensation 
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Conclusions 

• Although higher youth unemployment is 

inevitable, policy can help reduce the costs to 

society and the individual 

• Making labour markets more flexible helps 

young workers! 

• Addressing more directly issues such as more 

education in recession, job subsidies, work 

experience, help with job search also helps 
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