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ABSTRACT

This Time It’s Different?
Youth Labour Markets During ‘The Great Recession’

This paper looks at the effects of the ‘Great Recession’ on young people’s labour market
experiences in the European Union. The paper documents some of the key characteristics of
young people’s labour market experiences during the current recession and then seeks to
provide some explanations of these applying both cross-section and time series rolling
regression models in order, in particular, to better understand the role of labour market
institutions as a determining factor of differing experiences across countries. The analysis
finds that labour market flexibility contributed significantly to the negative consequences felt
by young people during the recession.
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1. Introduction

As of writing it remains unclear how long the present ‘great recession’ is likely to continue
in EU countries. Apparent recovery has proved transitory in many countries and for some, Greece
in particular, there is no sign of an imminent return to positive economic growth. This paper looks
at the effects of the recession on young people’s labour market experiences in the European Union.
The next section documents some of the key characteristics of young people’s labour market
experiences during the current recession. Section 3 then seeks to provide some explanations of
these, applying both cross-section and time-series rolling regression models in order, in particular,
to better understand the role of labour market institutions as a determining factor of differing

experiences across countries.

2. Young people and the ‘Great Recession’ — A special case?

2.1 Youth unemployment

Young people were undoubtedly hit hard by the recession albeit with much cross-country
variation (Figure 1); youth unemployment rates in the EU as a whole rose by over 35 percent, or 5.5
percentage points, over the three year period between 2008Q3 and 2011Q3. A number of authors
and international institutions have argued that young people were more severely affected by the
recession than were other workers, basing this statement on an appeal to the percentage point
change in unemployment rates of young people compared to adults.

The emphasis on this justification for the affirmation is misplaced for at least three reasons:
a) because, as is well known, youth unemployment rates are both significantly higher and more
variable than prime age adult rates; b) due principally to participation in education, labour force
participation rates are relatively low amongst young people, so that a substantial increase in youth

unemployment rates may occur due to the unemployment of relatively few more young people; and

! See, for example, European Commission (2009), and Verick (2009).



¢) the longer term negative effects of extended unemployment are likely to be particularly severe

for young people.?

Figure 1: Youth unemployment rates in EU countries, 2008Q3 and 2011Q3
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Source: Calculated from the Eurostat database, http://epp.eurostat.ec.europa.eu
Note: Countries are ordered from left to right in decreasing size of the percentage change in youth unemployment rates.

Point a) and point b) imply that a preferable way of looking at the relative impact of changes
for different age-groups is by comparing changes in the unemployment rates of young people
relative to another age-group; the obvious choice being prime—age adults. The overall EU situation
(Figure 2) suggests that, although initially the youth-adult ratio of unemployment rates rose as the
recession started to hit, this was actually a continuation of a longer term trend that was soon halted
by the recession with the ratio rapidly falling after 2008. That is, the position of young people
improved vis-a-vis adults during the recession at least in terms of relative unemployment rates.

Again, there was considerable cross-country variation, and for young people in seven countries,

% See, for example, O’Higgins (1997, 2001) on the relationship between youth and adult unemployment rates. On the
extent to which young people were affected by the current recession see also, European Commission (2010) which
contains a rather more articulated discussion of the effects of the recession on different groups than was contained in the
previous year’s publication. The report notes inter alia that, splitting the labour force into ten year age-groups, the
largest slice of the increase in unemployment between 2008 and 2010, 30%, was accounted for by increased
unemployment amongst 25-34 year olds, nearly one quarter (23.5%) by 35-44 year olds and only 18% was accounted
for by increased unemployment amongst young people — the same proportion accounted for by older adults (aged 45-
54). So that only those aged 55 and over contributed less than young people to the increase in unemployment.
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comprised of New Member States (NMS), Italy and Portugal, the relative situation of young people
worsened considerably (Figure 3). In most countries, however, the relative position of young

people, as measured by this ratio, improved and in some countries quite considerably.

Figure 2: Ratio of youth to adult unemployment rates, EU 1987-2010
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Source: Calculated from the Eurostat database, http://epp.eurostat.ec.europa.eu

Note: the figure reports the ratio of annual youth (15-24) unemployment rates to prime-age (25-49) adult rates, 1987-
2010.

Figure 3: Change in the ratio of youth to adult unemployment rates by country, EU 2008Q3 —
2011Q3
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Source: Calculated from the Eurostat database, http://epp.eurostat.ec.europa.eu
Notes: 1) The figure reports the absolute change in the ratio of annual youth (15-24) unemployment rates to prime-age
(25-49) adult rates over the period 2007Q3 — 2010Q3.

2) Countries are ordered from left to right in decreasing size of the change in the ratio.
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2.2 Long-term youth unemployment

A number of papers over the years have noted that the effects of unemployment and/or
joblessness early on in one’s ‘working’ career are likely to have long-term effects on employment
prospects and wages (e.g. Gregg, 2001, and Gregg and Tominey, 2005).> Methodological
difficulties with separating individual heterogeneity from ‘true’ duration dependence cast some
doubt on the causal influence of early unemployment on later careers identified by early studies.
However, the regularity with which such scarring has been found, at least in the European context,
as well as more recent attempts to control for these selectivity effects suggest that there really is a
scarring effect that goes beyond unobserved individual heterogeneity (e.g. Cockx and Picchio,
2011). The implication is that extended difficulties in the search for work early on are likely to have
long-term negative consequences.* In the context of the current prolonged recession, this creates the
spectre of a lost generation of young people who become permanently excluded from productive
employment (Scarpetta et al., 2010). From this point of view, it is not so much that more young
people than adults were affected by the current recession because this is debatable and depends a
little on how ‘more’ is defined as well as where one happens to live, - but rather that young people
were more affected by the recession than adults in terms of the long-run consequences.

Changes in the incidence of long-term unemployment will tend to reflect the effects of the
recession on outflows from, and inflows to, unemployment. Long-term unemployment will tend to
increase if new entrants to unemployment outnumber exits from it. Consequently one would expect
that the initial effects of a recession would be to reduce long-term unemployment due to the large
numbers of new entrants to unemployment; in the case of young people, many of these will be new
labour market entrants who initially fail in their search for work. As the recession draws out, long-
term unemployment may well rise as the unemployed find it increasingly difficult to find work and

who will be further hampered by the fact that they have been unemployed for a significant period

® The cited paper provides perhaps the strongest case for duration dependence, looking at the effects of early
unemployment on career prospects some ten-fifteen years later, controlling for observed heterogeneity.

* Gregg & Tominey (2005) identify a scarring effect on wages more than twenty years after unemployment episodes
experienced during youth.



of time.® This is the spectre of the lost generation identified by the OECD paper cited above. Figure
4 illustrates that this has indeed been occurring in the EU. As youth unemployment began to rise,
after an initial slight reduction, the incidence of long-term unemployment amongst the young
unemployed increased rapidly, and has continued to do so even as, in the last year or so, youth
unemployment rates have reached a plateau. The rise appears to have been steepest in Spain and

Ireland, two of the countries that were hardest hit by the recession (Figure 5).°

Figure 4: Youth unemployment rates and the incidence of youth long-term unemployment,

EU 2005Q1 - 2011Q3
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Source: Eurostat database, http://epp.eurostat.ec.europa.eu

Note: The youth unemployment rate is expressed as a percentage of the youth labour force, while the incidence of
youth long-term unemployment is defined as the percentage of unemployed young people who have been in that state
for more than one year.

To some extent the change appears to bear an inverse relation to the pre-crisis incidence of long-
term unemployment, but the correlation is weak (-0.25) and in some countries, most notably Italy,
young people suffered from both a substantial pre-crisis incidence and a significant increase in the

incidence of unemployment in the interim. Perhaps of most importance, between the third quarters

® However, this effect may of course be attenuated by the introduction of Active Labour Market Policies (ALMP)
targeting the long-term unemployed.

® Unfortunately data is not available on the incidence of long-term unemployment over this period for any of the Baltic
countries, all three of whom were also very hard hit by the recession. As yet, young people in Greece do not seem to
have been so severely affected, however, since the recession started to bite rather later in that country, it is predictable
that the incidence will rise here too in the near future.
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of 2008 and 2011the rate of increase in the incidence of long-term unemployment has been much
faster amongst young people than among prime-age adults (aged 25-49) so that the mean incidence
of long term unemployment amongst young people, expressed as a percentage of the prime-age
adult incidence of long-term unemployment, increased by ten percentage points over the period
from 58% to 68%, despite numerous interventions during the crisis to ameliorate the effects of the
recession on youth labour markets.” This is an issue that should be of central concern to policy-

makers.

Figure 5: Incidence of long-term unemployment amongst young people in 2008Q3 and the
percentage point change in incidence 2008Q3 — 2011Q3
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Source: Calculated from the Eurostat database, http://epp.eurostat.ec.europa.eu
Note: The incidence of youth long-term unemployment is defined as the percentage of unemployed young people who
have been in that state for more than one year.

2.3 Temporary employment

The growing incidence of temporary employment amongst young people is a common
aspect of youth labour markets in the EU. By the third quarter of 2008, the incidence of temporary
employment amongst employees as a whole was 14.4%, whilst for young people the incidence had
reached 41.8%; two out of every five young employees in the EU were in temporary employment.

During the recession the incidence rose to 44.3% (in 2011Q3) so that in many countries practically

" See, for example, O’Higgins (2010) for a more detailed discussion of the Active Labour Market Policies — and their
efficacy - introduced during the current recession.
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all new employment opportunities arising since the recession began have been temporary.® The

significance of this phenomenon will be discussed below.

3. Towards explaining the effects the recession on youth labour markets and how

these differed across countries

A number of recent and some not so recent papers have looked at the factors driving youth
employment and unemployment, in recent years focusing on the role of labour market institutions.
Throughout this literature, from its beginnings in the 1980s, studies have unanimously found a
major role for aggregate demand in determining youth labour market outcomes with a more variable
role played by demographic and, above all, institutional factors.? Jimeno and Rodriguez-Palenzuela
(2002) and Bertola et al. (2007) find a role for unionization rates in reducing youth employment; the
former attribute this to wage compression, whilst the latter argue rather more convincingly that
unions bargain to protect their core members, prime age males, and are more willing to accept
employment losses amongst more peripheral groups such as young people and women. Neither
study finds a significant role for Employment Protection Legislation (EPL) per se. The
comprehensive study of the role of institutions on employment patterns undertaken by Bassanini
and Duval (2006), on the other hand, find a role for EPL in depressing youth employment rates, but,
in contrast to Jimeno and Rodriguez-Palenzuela (2002), they also find a positive impact of youth
minimum wages on youth employment.

In the context of the current recession, a number of papers have started to look at the role of
recessions, as opposed to fluctuations in aggregate demand per se, in determining aggregate and/or
youth labour market outcomes. Choudhry et al. (2012) find a consistently positive impact of
financial crises on youth unemployment over and above that attributable to variations in aggregate

demand whilst Bernal-Verdugo et al. (2012) find inter alia that more flexible labour markets tend

& This was the case in Italy, for example — for both younger and older workers - although of course the phenomenon was
much more pronounced amongst the young (O’Higgins, 2011). For the working population as a whole, the incidence of
temporary employment remained constant over the period at 14.4%.

° Early examples here are Clark & Summers (1982) on the USA and Rice (1986) on the UK.



to exacerbate the initial negative employment effects of financial crises but that the negative effects
of crises last longer in countries with more protected labour markets, particularly so in the case of

youth labour markets.

3.1 Cross-section analysis

In the light of these findings based on analyses of previous crises, | look here at the effects
of the present crisis on youth labour markets with the aim of identifying factors underlying cross-
country differences. A cursory look at the data suffices to establish that youth labour market
outcomes were not simply the result of the severity of the crisis (Figure 6). The fall in real GDP is
clearly positively associated with the fall in youth employment, but the fit is not very strong with an

R? value of less than 0.2 and there are numerous outliers.

Figure 6: The depth of the recession and the percentage change in youth employment
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Source: Calculated from the Eurostat database, http://epp.eurostat.ec.europa.eu

Note: The depth of the recession is defined here as the difference between the maximum and minimum values of real
GDP over the period 2007Q1 and 2010Q4 using a four quarter moving average. The percentage change in youth
employment is measured over the period, 2007Q1 and 2011Q1.

A simple econometric framework serves to illuminate the changes in youth labour markets
during the current recession. A cross-section model is used to characterise the associations between

youth labour market indicators and the economic and institutional characteristics of European
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Table 1: OLS regressions on changes in youth labour market indicators over the period 2007Q1 — 2011Q1
Dependent variables
% point change in | % point change in
% point change in the| the Unemp/Pop | the incidence of LT
% point change in the Emp/Pop OLF/Pop ratio ratio 2007Q1 - Unemp 2007Q1 -
ratio 2007Q1 - 2011Q1 2007Q1 - 2011Q1 2011Q1 2011Q1
Males & Females Males Males & Females Males & Females Males & Females
Coeff | SE. | Coeff | SE. | Coeff | SE. Coeff | S.E. | Coeff | SE.
Explanatory variables
Depth of recession -0.48 0.29| -0.73| 0.37 0.23 0.18 0.25 0.15 1.36 0.68
EPL Index (aggregate) 2.55 216| 229 271 -2.34 1.34 -0.22 1.07 0.49 4.15
15 — 24 year olds, Emp/pop ratio
2007 -0.27 0.14| -0.36| 0.18 0.20 0.09 0.08 0.07 0.40 0.26
15 - 64 year olds emp/pop ratio
2007 0.29 0.26| 0.34| 0.32 -0.22 0.16 -0.07 0.13 0.08 0.53
Youth as % of working age
population 0.94 0.60 1.29( 0.75 -0.60 0.37 -0.34 0.30 -0.77 1.10
Dual 7.73 3.32| 9.73| 4.16 -4.87 2.05 -2.87 1.65 -9.74 6.03
Intercept -35.66 23.59| -41.59| 29.55 25.94 14.58 9.81| 11.73| -11.36 52.11
Adjusted R-squared 0.24 0.28 0.30 0.06 0.31
n 25 25 25 25 20

Source: Estimated on data extracted from the Eurostat database (http://epp.eurostat.ec.europa.eu/). The OECD EPL index is taken from the OECD’s website (www.oecd.org).
Notes: 1) The explanatory variables are explained in the text.

2) The dependent variables are the percentage point change over the period 2007Q1 — 2011Q1 in a) the youth employment rate, b) the percentage of young people who
are out-of-the-labour force; c) the young unemployed expressed as a percentage of the youth population; and d) the percentage of young people who have been unemployed for
over one year.

3) Statistical significance is indicated by coefficients reported in bold (p < .05) or italics (p < .10).
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countries over the period (Table 1). The Table reproduces the results of regressing the percentage
point changes in the major youth labour market indicators, the youth employment-population ratio,
the youth labour force (non-) participation rate, the youth unemployment—population ratio and the
incidence of long-term unemployment amongst young people, over the period 2007Q1 — 2011Q1,
on a small set of variables representing the depth of the recession, cohort crowding, and variables
intended to capture institutional features of the labour market. Specifically, the depth of the
recession variable is based on a four period moving average of a quarterly index of not seasonally
adjusted real GDP (2000=100); the depth of the recession is defined as the difference between the
high and low points of the series (for each country) between 2007Q1 and 2011Q1 thus measured.
The other explanatory factors included are the OECD’s EPL index for 2008, the youth and total
working age employment rates in the first quarter of 2007, the percentage of young people in the
working age population intended to capture cohort crowding, and a dummy variable capturing the
countries in the sample which operate a dual apprenticeship system.™®

The model is best thought of as descriptive rather than explanatory, however, the results are
| believe both interesting and informative. Taking the results as whole, one may observe that the
signs of coefficients are internally consistent; variables that are positively associated with
employment changes are negatively associated with labour market exit and unemployment. With
the exception of the employment-population ratio regression, for which results are also reported for
young males, the Table reports estimates for males and females together. The employment-
population ratio estimation is typical of the gender separated results in that the effects of
independent variables are generally stronger for males taken on their own, and is included mainly
for illustrative purposes. The statistical significance of individual coefficients tends to be rather
weak, however, this is not at all surprising given that this is a cross-section model with only 25

observations. Indeed, with the exception of the unemployment regression, which is singularly

10 With the exception of the OECD’s EPL index and the dual apprenticeship dummy, all the variables, explanatory and
dependent, are derived from the Eurostat database (http://epp.eurostat.ec.europa.eu/). The OECD index is available
form the OECD’s website (www.oecd.org).
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statistically insignificant, the overall fit with R-squared values in the range 0.24 - 0.31 is
surprisingly good in the circumstances.

As one would expect, the depth of the recession is negatively associated with changes in the
youth employment-population ratio and positively with labour market exit as measured by the
change in the out-of-the-labour-force/population ratio and the unemployment/population ratio, as
well as contributing to increases in the incidence of long-term unemployment as was suggested in
the purely graphical analysis reported above. The associations are statistically significant (at p <
.10) in the case of male employment, unemployment and long-term unemployment incidence,
however, the depth of the recession was neither the only nor perhaps even the key determinant of
such movements.

Interestingly, the strength of employment protection seems to have had an, albeit weak,
beneficent influence. The OECD’s strength of EPL index is positively related to the change in
employment and, even more important, negatively to labour market withdrawal and unemployment.
This suggests that, in countries where EPL is strong, young people were less likely to become
discouraged workers or unemployed. The general lack of statistical significance suggests caution
here, yet the consistency of the sign is suggestive. Certainly, it does not support the idea that young
people were additionally disadvantaged in countries with strong employment protection legislation.

The pre-recession employment-population ratio of 15-24 year olds is negatively related to
changes in the youth employment-population ratio and positively to the other indicators. This in
part depends on the ratio picking up educational participation. That is, youth employment fell less
in countries with a larger secondary and tertiary educational participation rates. The overall
employment rate, introduced as a control for the pre-recession state of the aggregate labour market,
is positively related to changes in youth employment and, with the exception of long-term
unemployment, negatively with the other indicators although in all cases the coefficients on this

variable are not statistically significant.



Curiously, the relative size of the youth population is positively associated with employment
changes and negatively with labour market withdrawal. This is not supportive of the cohort
crowding hypothesis a la Korenman and Neumark (2000) and, indeed, is more in line with the
findings of Shimer (2001) for the USA.

Finally, in order to partially control for country fixed effects, a dummy indicator was
introduced for the four countries, Austria, Denmark, Germany and Switzerland, operating a dual
apprenticeship system.™* This variable is consistently statistically significant, and, as one might
expect, is strongly associated with labour market success in terms of the maintenance of both
employment and labour market attachment.

Taken as a whole, these results do not support the notion of larger negative effects of the
recession in countries with stronger employment protection and more generally stronger
institutional bases. The protected entry systems offered by the dual apprenticeship system seem to

have been particularly effective in shielding young workers from the effects of the recession.

3.2 Time series analysis: rolling regressions

It is possible to take the discussion farther by analysing changes over time in the relationship
between key variables. By adopting a rolling regression approach one can look at the stability of the
short-run relationship between economic growth and youth labour market indicators in what is
essentially an Okun Law inspired environment. In recent years, much has been made of the
interaction of economic and policy variables in determining labour market outcomes, and analysis
of the stability of the economic growth-employment allows us to throw additional light on what has
been happening during the current recession.*?

Specifically, equations of the form:

1 Obviously, being a cross-section regression, a full set of country fixed effects would not be identified.
12 Indeed, much of the aforementioned Bassanini & Duval (2006) paper is taken up with a consideration of such
interactions. For a recent treatment, see also, Sachs (2011).



Ln(ERS; = q; + ,BiLTl(GDPit) + Eit (1)

where ERl?; is the youth employment rate for country i at time t and GDP;; is an index of real GDP
also for country i at time t, were estimated with rolling regressions for each EU country on quarterly
data over 20 quarters from 1998Q1 until 2011Q4." The approach is similar in spirit to that adopted
by the IMF (2010) and Cazes et al. (2011) although the key ‘dependent’ variable used here is the
employment rate rather than the unemployment rate.

It is informative to split the relation into two parts; the reactivity of prime-age (25-49) adult
employment to variations in real GDP, and the relationship between youth and adult employment

rates, so that we also estimate two further equations:

LTL(ER&) = (li + ,Ban(GDPlt) + git (2)
and
Ln(ER})) = a; + BiLn(ERY) + & (3)

Where ER{; is the prime-aged adult (25-49) employment rate for country i at time t.14

Figure 7 illustrates the time trend in the mean value of the beta coefficients produced by
estimating the three equations. One can observe that overall the elasticity of the youth employment
rate with respect to GDP has risen over the period; from .06 in the first five year slice to .70 in the
final period covering the recession in its entirety (so far). One can also observe from the Figure that
the increase is largely driven by the increasing reactivity of youth employment to adult

employment, which almost doubled over the period from 1.69 to 3.28, rather than by any substantial

3 The employment rate is preferred to the unemployment rate, since it is more indicative of demand side changes in the
youth labour market. For a discussion of this issue in this context, see, for example, O’Higgins (2010).

Y This of course ignores what was going on with older workers. Many of the countries have been, and many still are,
undergoing reform of their pension systems which has often created countercyclical movements in employment rates
amongst older workers (see, for example, O’Higgins, 2010). For this reason, they are excluded here.



rise in the elasticity of the adult employment rate with respect to GDP which did also increase

although the change was much more moderate, from 0.16 to 0.24.

Figure 7: Beta values for rolling regressions (1) — (3)
35

3.0

2.5

2.0 S

15

1.0

_W

0.5

2002Q4 2007Q4 2008Q4 2009Q4 2010Q4 2011Q4
-05

200 2006Q4

-1.0

e YER/GDP s AER/GDP YER/AER

Source: Calculated from the Eurostat database, http://epp.eurostat.ec.europa.eu
Notes: 1) The figure reports the beta values from estimates of rolling regressions on equations (1) — (3) in the text;
specifically, YER/GDP is the elasticity of the youth employment rate to real GDP, AER/GDP is the elasticity of the
adult employment rate to GDP and YER/AER is the elasticity of the youth employment rate to the adult rate.

2) reported dates on the x-axis are the last quarter of the 20 quarter estimation period.

Concentrating on the youth-adult employment rate relation, Table 2 reports, in order of the
size of the elasticity, the elasticity of youth employment rates to the adult rate at the end of the
period under consideration for each country.”® The Table also reports the OECD’s Employment
Protection index (version 1) for temporary employment as well as the year of any recent reduction
in the index.'® One can immediately observe that out of the nine countries with an youth-adult
employment elasticity of more than four, all but two, Italy and Spain, are characterised by the fact
that they either have very little regulation of temporary contracts (with the OECD index < 1) or
have recently relaxed the legislation on temporary contracts or both. The exceptions, Italy and
Spain, are both characterised by the widespread introduction of temporary contracts in recent years,

indeed, as was noted above, since the recession began almost all new hires in Italy are on the basis

15 Specifically, it reports the mean value of the youth-adult employment elasticity beta coefficient for the last four
rolling regressions.
18 Version 1 is used because of the use of time series observations on this index.
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Table 2: Elasticity of the youth employment rate to the adult employment rate, 2007Q4 —

2011Q4
OECD EPL Index — Reduction in
End period youth-adult temporary employment | OECD index
employment elasticity (2008) since 2007 (year)

Finland 6.63 1.75 2008
Sweden 5.87 0.88 2007
Portugal 5.67 2.13 2007
United Kingdom 5.52 0.38

Italy 5.09 2.00

Czech Republic 5.07 0.88

Spain 4.39 3.50

Slovakia 4.19 0.38

Ireland 4.14 0.63

Greece 3.83 3.13

Hungary 3.79 1.38

Slovenia 3.22 2.98

Latvia 3.09 n.a.

Netherlands 2.92 1.19

Romania 2.78 n.a.

Bulgaria 2.67 n.a.

Lithuania 2.63 n.a.

Denmark 2.24 1.38

Estonia 2.23 n.a.

France 2.21 3.25 (2009) 2009
Austria 1.90 1.50

Poland 1.84 1.75

Belgium 1.79 2.63

Germany 1.59 1.25

Source: The first column of the table is based on the estimates produced by the rolling regressions applied to equation
(3); the second and third columns are based on the OECD database (www.OECD.org
Notes: 1) The first column of the table reports the mean estimated elasticity for the last four periods of the rolling

regressions covering the period 2007Q4 — 2011Q4.

2) The OECD EPL index employed is version 1 to allow comparison over time. See the OECD website for

details.

if temporary contracts (O Higgins, 2011)." At the other end of the spectrum, one observes Austria,

Denmark and, right at the bottom, Germany,

three countries characterised by their moderate

1" Both Italy and Spain are also characterised by the so-called ‘Mediterranean Labour Market Model” which has to do
with the role of family, as opposed to the State, as the guarantor of the income of family members other than the
principal (usually male) breadwinner. This has a number of implications which go beyond the scope of the current
paper, but which include the greater difficulty of young Mediterraneans in accessing full-time permanent jobs. See, for



http://www.oecd.org/

regulation of temporary contracts and, above-all, their use of a dual apprenticeship system in
facilitating the school-to-work transition.

It might be argued, indeed, it not infrequently is argued, that flexible employment contracts
and particularly the widespread use of temporary contracts tend to amplify reactions in the labour
market to variations in aggregate demand in both directions.® Thus, reductions in employment
during a contraction of output are likely to be more severe in countries with weaker employment
protection legislation. This affirmation has been amply verified during the current recession as is
illustrated also by Table 2.*° The hopeful corollary that the recovery in output and employment will
be quicker in flexible labour markets is much less obviously the case. Returning to the elasticity
estimates produced by the rolling regressions, one would hope to observe the maintenance of a
relatively substantial elasticity of youth employment with respect to both adult employment and
GDP also during periods of expansion. However, examination of the elasticity estimates produced
by the rolling regressions reveals that, for example, in the UK, for almost the entire period covered
by the rolling regressions up until the onset of the recession, in other words during a period of
output expansion in the UK, the elasticity of youth employment to GDP was actually negative.”® In

contrast, in Germany the elasticity of youth employment with respect to adult employment during

example, O’Higgins (2008) for further discussion of some of behavioural implications of this in Italy, or OECD (2007)
for an analysis of the situation in Spain.

18 See, for example, IMF (2010). | have argued elsewhere that the evidence presented in support of this argument is, to
say the least, rather weak (O’Higgins, 2010). A number of papers have looked at the direct effects of temporary
employment at the individual level. See, for example, the collection of papers in the symposium in the Economic
Journal, vol. 112, no. 480, 2002. Of the four substantive papers in the collection, three find negative effects of
temporary employment (Blanchard and Landier, 2002; Booth et al., 2002 and Dolado et al., 2002) with only one
(Holmlund and Storrie, 2002) suggesting a (partially) positive role. Although, the general picture has not changed
subsequently, some analyses have found a positive role for temporary employment as a stepping-stone to permanent
employment. For example, in their review of the literature, Zijl and Van Leeuwan (2005), report positive ‘stepping-
stone’ effect for temporary jobs in Germany, the Netherlands and Italy, but not for Spain. Zijl et al. (2011) analysing the
situation in the Netherlands in more detail find that although temporary jobs do shorten unemployment durations, they
do not lead to an increase in the likelihood of being in regular employment subsequently. In Italy several studies (for
example, Ichino et al. (2005, 2008) and Barbieri & Sestito (2008)) have found a weak positive effect of temporary
employment on the chances of finding permanent employment, although Gagliarducci (2005) finds that the
intermittence of work experience associated with temporary work tends to impede the transition to permanent
employment and Berton et al. (2008) whilst noting that the probability of the transition to permanent employment is
higher from temporary employment than unemployment, they also observe that the existence of strong state dependence
or persistence in temporary employment; particularly, for young people, there is a tendency towards ‘permanent
precariousness’ with new labour market entrants becoming trapped in repeated short-term contracts.

19 See, amongst many others, O’Higgins (0p.cit.).

% To be precise, the estimated elasticity of youth employment to GDP produced by the rolling regressions is negative in
the UK for the regressions with end periods between 2003Q2 and 2009Q1 inclusive.



the first five years of the new millennium, a period of moderate positive economic growth in
Germany, remained above 3, reaching a peak of 3.6, or more than twice the end-period elasticity
estimated during the current recession. Thus, in the UK the short-run elasticity of youth
employment was negative so that youth and adult workers were effectively substitutes, not
complements with more adult employment corresponded to less, not more, youth employment. In
Germany, younger and prime-age workers were complements so that increases in adult employment
were accompanied by increases in youth employment during a period of positive growth.

In any event, the rolling regressions allow a further understanding of some of the dynamic
processes underlying the cross-country differences in the reactions of youth labour markets to the
current recession. Differences observable across countries in the relationship between youth
employment and unemployment on the one hand, and the severity of the recession on the other, are
largely attributable to differences in the reactivity of youth employment to adult employment,
which, in countries with flexible labour markets, tends to be substantial. Thus, for example, the
explanation of why similar falls in GDP in Ireland (-12%), Poland (-11%) and Romania (-11%)
resulted in such differing falls in youth employment (-53% in Ireland, - 16% in Poland and -9% in
Romania) lies principally in the responsiveness of youth employment to adult employment, or, in
other words, to aggregate labour demand. In turn, the explanation for differing elasticities of youth-
to-adult employment can largely be explained in terms of the institutional structure of youth labour
markets and in particular, the relative ease with which temporary contracts allow adjustment at the

margin through the hiring and firing of young workers.?

4. Conclusions
This paper has examined some of the key characteristics of the effects of the current Great
Recession on the labour market experiences of young people in the EU. It was argued that young

people were hit particularly hard by the recession. The key element of this argument was that the

2! Based on the moving average of real GDP employed in the regression analysis reported in table 2.



recession has seen an upsurge in the incidence of long-term unemployment amongst young people
at a much faster rate than has occurred amongst prime-aged workers. Also of note, during the
recession, the incidence of temporary employment amongst young workers has continued to rise,
becoming the dominant form, in some countries almost the only form, of new employment contracts
for young people.

This aspect is of some concern because the cross section and time series analyses both
suggest that the youth employment loss arising from the recession was reduced in countries with
stronger not weaker employment protection legislation. Moreover, the analysis of the country-
specific coefficients in the rolling regressions for the period prior to the recession further suggests
that the strongly negative adjustment of youth employment in countries with relatively flexible
labour markets prompted by the recession was not counterbalanced by a strong positive adjustment
of youth employment to the growth in aggregate labour demand in the period of expansion prior to
the downturn. This bodes ill for the future of youth employment growth if and when the ‘Great
Recovery’ starts also in the light of the significant increases in the incidence of long-term

unemployment which has accompanied this Great Recession.
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