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EXECUTIVE SUMMARY

Improving school-to-work transitions and ensuring better career opportunities for youth after labour
market entrance are common goals in emerging and advanced economies as they can contribute to
raising the productive potential of the economy and to increasing social cohesion. However, the
challenges faced in achieving these objectives and the policies required vary between emerging and
advanced economies. This paper analyses youth labour market outcomes in 16 countries: eight emerging
countries and eight advanced economies. In light of this analysis, it also discusses differences and
similarities in the policy measures countries have at their disposal to tackle the key emerging challenges.

The paper finds that youth in emerging countries are less likely to be employed and more likely to be
NEET — neither in employment nor in education and training — than their counterparts in advanced
economies. They also tend to leave education earlier and have longer transitions to work, characterized
by a higher incidence of NEET and informal employment. In addition, child labour remains common in
some emerging countries, with deleterious effects on school achievement.

The paper looks at policy measures on both the education and labour market front to tackle the
challenges facing youth leaving school and entering the world of work, highlight the differences and
similarities between the two groups of countries. In terms of educational attainment, while advanced
economies are focusing on school retention until high school completion, emerging economies need to act
on lower secondary schooling — through better learning inputs and more equality of access — before they
can turn to upper secondary education. In addition, while all countries are looking at work-based learning
to help engage youth who are at-risk of leaving school too early and without qualifications, the challenges
in this area are bigger for emerging countries where few youth attend vocational schools and even fewer
have access to apprenticeship training. Finally, over-qualification is a particularly daunting challenge in
emerging countries where, in addition to better career guidance and high-quality labour market information
and projections, innovation policy is needed to increase the responsiveness of labour demand to the
availability of a better educated workforce.

On the labour market side, differences are even more marked. While advanced economies are
thinking of more and more sophisticated ways of providing individualised re-employment support to youth
entitled to unemployment benefits, emerging economies often need to start from scratch. Some emerging
countries covered in this paper do not have an unemployment insurance system while, in several others, the
system exists but provides only limited support during non-employment spells. In addition, some emerging
countries lack the institutional features required to run cost-effective activation programmes — notably,
effective public employment services, employers’ co-operation and good performance measurement
systems for programme evaluation. In both sets of countries, high labour costs and stringent employment
protection regulation are likely to discourage employers from hiring youth in stable entry jobs. However,
the consequences, differ across countries, raising the incidence of temporary work in advanced economies
while contributing to the growth of informality in emerging economies.

Of course, the 16 countries covered cannot always be easily classified into two homogeneous groups
and country-specific characteristics need to be taken into account in policy design. This is particularly the
case when it comes to employment protection regulation, labour costs and minimum wages where no clear
distinction between emerging and advanced economies emerges. In addition, to be effective in improving
school-to-work transitions, the policy measures analysed in this paper, need to be seen as a package rather
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than in isolation. This requires further in-depth analysis of the barriers that youth face in individual
countries and rigorous evaluation of existing youth programmes to ensure that limited resources are put to
their best use. Finally, these measures also need to be part of wider policies to promote stronger,
sustainable economic growth which will create more and better job opportunities for people at all ages.
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RESUME

Améliorer les transitions de 1’école a 1’emploi et assurer aux jeunes des meilleures opportunités
professionnelles aprés 1’entrée sur le marché du travail sont des buts partagés par les pays développés et
émergents car ils peuvent contribuer & augmenter le potentiel productif de I’économie et a accroitre la
cohésion sociale. Toutefois, les défis auxquels les pays sont confrontés pour atteindre ces objectifs et les
politiques requises varient entre les pays émergents et les économies plus avancées. Ce document analyse
la réussite des jeunes sur le marché du travail dans 16 pays: huit pays émergents et huit économies
avancées. En vue de cette analyse, ce document expose les différences et similarités dans les mesures de
politique économique que les pays ont a leur disposition pour faire face aux défis émergeants.

Le document montre que les jeunes dans les pays émergents ont une probabilité plus faible d’étre dans
I’emploi mais une probabilité plus élevée d’étre NEET — ni dans 1’emploi, ni dans la formation ou a 1’école
— que dans les économies avancées. De méme, ils quittent le systéme éducatif plus tot et prennent plus de
temps a trouver une position stable dans le marché du travail, avec une transition caractérisée par une
incidence plus élevée de NEET et d’emploi informel. De plus, le travail des enfants reste courant dans
certains pays émergents, avec des effets préjudiciables a la réussite scolaire.

Les politiques d’éducation et de I’emploi mises en places dans les différents pays pour faire face aux
defis des jeunes quittant 1’¢cole et rentrant sur le marché du travail sont examinées et les différences et
similarités entre les deux groupes de pays sont mises en lumiere. En termes de réussite scolaire, les pays
développés se concentrent sur le maintien des jeunes dans le systéme éducatif jusqu’a I'achévement des
¢tudes secondaires, tandis que les pays émergents doivent agir plutét au niveau du premier cycle du
secondaire — avec de meilleurs infrastructures et plus d’égalité d’acces a 1’éducation — avant de pouvoir se
concentrer sur le secondaire supérieur. De plus, tandis que tous les pays se tournent vers la formation au
sein de I’entreprise pour engager davantage les jeunes qui risquent de quitter 1’école avant 1I’obtention d’un
diplome, les défis dans ce domaine sont plus importants pour les pays émergents ou peu de jeunes suivent
une formation professionnelle et moins encore ont acceés a 1’apprentissage. Enfin, la surqualification est un
défi considérable dans les pays émergents couverts par ce document ot, en plus d'une meilleure orientation
professionnelle et d’une information et des projections du marché du travail de haute qualite, des politiques
de I’innovation sont nécessaires pour augmenter la réactivité de la demande de travail a la disponibilité
d’une force de travail mieux formée.

Du c6té du marché du travail, les différences sont encore plus marquées. Alors que les économies
avancées envisagent des moyens de plus en plus sophistiqués pour fournir un soutien individualisé au
réemploi des jeunes ayants droit aux prestations de chomage, les économies émergentes ont souvent besoin
de partir de zéro. Certains pays émergents couverts dans ce document n'ont pas de systéme
d’assurance-chomage, dans plusieurs autres, le systéme existe, mais fournit un soutien limité pendant les
périodes de non-emploi. En outre, certains pays émergents n'ont pas les caractéristiques institutionnelles
nécessaires a l'exécution de programmes d'activation rentables — notamment, des services publiques de
I'emploi efficaces, la coopération des employeurs et de bons systemes de mesure de la performance pour
I'évaluation des programmes. Dans les deux groupes de pays, les colits salariaux élevés et une
réglementation stricte de protection de l'emploi sont susceptibles de dissuader les employeurs d'embaucher
des jeunes dans un premier emploi stable. Cependant, les conséquences différent selon les pays, ce qui
accroit l'incidence du travail temporaire dans les économies avancées, tout en contribuant a la croissance
du secteur informel dans les économies émergentes.
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Bien siir, les 16 pays couverts ne peuvent pas toujours étre facilement classés en deux groupes
homogenes et les caractéristiques propres a chaque pays doivent tre prises en compte dans la conception
des politiques. Ceci est particulierement le cas quand il s'agit de la réglementation de la protection de
l'emploi, le colit du travail et le salaire minimum ou aucune distinction claire entre les économies
émergentes et avancées n’émerge. En outre, pour étre efficace dans 1'amélioration des transitions de I'école
au travail, les mesures de politique analysés dans ce document, doivent étre considérés comme un
ensemble plutdt que séparément. Cela nécessite une analyse plus approfondie des obstacles auxquels font
face les jeunes dans les différents pays et une évaluation rigoureuse des programmes existants pour les
jeunes afin de s'assurer que les ressources limitées sont utilisées au mieux. Enfin, ces mesures doivent
¢galement faire partie de politiques plus larges pour promouvoir une croissance économique plus forte et
durable qui permettra de créer plus et de meilleurs emplois pour les personnes a tous les ages.
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Introduction

Improving the performance of youth in the labour market is a common objective in most advanced and
emerging economies. Countries at all levels of development face the challenge of providing youth with the
skills they need to enter the labour market, get rewarding jobs that are well-matched to their skills and
embark on a positive career path. Achieving these goals is essential not only to the well-being of the young
generations but also to improve the productive potential of the economy and social cohesion more generally.

Despite these common goals, the challenges faced by advanced and emerging economies are
somewhat different. For one thing, demographic trends are different across countries. Most emerging economies
face the daunting challenge of generating many more productive and rewarding jobs for large and growing
numbers of youth. On the other hand, in most advanced economies, population ageing is looming and
smaller youth cohorts are likely to provide more opportunities for youth, provided that young people
possess the skills required in today’s and tomorrow’s labour market.

But the differences do not stop at demographics. Despite some recent convergence, patterns
of educational enrolment and completion are rather different, with emerging economies often facing low
enrolment rates in lower secondary education compared to advanced economies where lower secondary
education is compulsory. On the labour market side, while the quality of entry jobs for youth is a major
issue everywhere, the discussion is mostly focused on atypical work in advanced economies while informal
employment is the key challenge in emerging countries

These key differences are often hidden behind standard measures of youth labour market
performance, such as employment and unemployment rates. For instance, employment rates in advanced
economies tend to be lower because youth stay longer in education. Also, under-employment rather than
unemployment may be a better measure of youth labour market distress in countries where unemployment
insurance coverage is very limited. To overcome these limitations this paper takes a closer look at the key
steps in the process of transition from school to work, comparing key emerging countries with selected
advanced economies. Through this analysis, it identifies the key challenges faced by youth at labour market
entry and proposes policy responses drawn from international examples of good practice.

The paper builds on a series of in-depth OECD country reviews and two comparative synthesis reports
(OECD, 2010a; and OECD, 2010b) as well as several papers prepared to support the G20 Task Force on
youth employment. Countries are selected for inclusion based on data availability and to ensure coverage
of a broad spectrum of institutional settings affecting transitions from school to work.

The paper is organised in two parts. Part A sheds light on the labour market challenges faced by youth
in advanced and emerging economies. Part B discusses the key differences and similarities in the policies
needed to address those challenges. More specifically, Part A is organised as follows: Section 1 sets the
scene with current and projected youth shares in the total population; Section 2 presents some standard
measures of youth labour market performance; Section3 takes a closer look at the process of
school-to-work transition; Section 4 discusses the quality of entry jobs for youth.
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PART A — Some key figures: comparing youth labour market outcomes in advanced and emerging
economies

1. The demographic background
Some countries face rapid population ageing while in others youth account for a large share of the population

Providing education and good job opportunities for young people is a major challenge everywhere,
but it is more daunting in countries where youth account for a large share of the working-age population
(Figure 1). Differences across countries in the share of youth in the working-age population are large.
For instance, youth aged 15-24 make up about a third of the working age population in South Africa and
this share has declined only slightly over the past fifty years. At the other extreme, the same youth cohort is
about half the size in Italy and Spain following major declines over the past half century. Over the coming
years, population ageing is expected to slow in most countries with relatively small youth cohorts while
it is likely to accelerate in countries where the share of youth in the working-age population is currently
rather large — notably, India, Mexico and South Africa.

Figure 1. Share of youth in the working age population, 1960-2025

Population aged 15-24 as a percentage of the population aged 15-64
%
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Source: United Nations, Department of Economic and Social Affairs, Population Division (2011), World Population Prospects:
The 2010 Revision, CD-ROM Edition.

Population ageing does not guarantee better youth outcomes

At the same time, and contrary to common belief, shrinking youth cohorts do not automatically
guarantee better labour market opportunities for young people, just as early retirement does not help free
up jobs for youth. Both these ideas rely on the lump-of-labour fallacy according to which there is only
a fixed number of jobs to be distributed between workers. In fact, across countries, the relationship
between the employment rate of youth and that of older workers is positive (OECD, 20114)." In addition,

1. This positive relationship could be due to complementarities or, at the very least, a lack of substitutability
between the skills of youth and older workers.

10
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while smaller youth cohorts in some countries are likely to create more opportunities for youth, young
people can only benefit from them as long as they possess the skills required by the labour market.

2. Standard measures of youth labour market performance

The proportion of youth who are working varies considerably across countries but hides positive
and negative developments

Close to 60% of youth in Australia and Canada worked in 2011, compared with 20% or fewer in Italy
and South Africa (Figure 2, Panel A). Underlying these differences are several phenomena affecting the
figures in opposite directions. First, in most advanced economies and some emerging economies the labour
market situation of youth deteriorated significantly between 2000 and 2011, mostly due to the negative
impact of the recent global economic crisis. This is particularly the case in Spain, the United Kingdom and
the United States where youth employment rates declined by between 10 and 15 percentage points.
Second, lower employment rates also reflect positive developments such as higher enrolment rates in
education and this tends to bias the youth employment rate downwards in more advanced economies.
Finally, cross-country differences also reflect the extent to which youth combine work and study, with
employment rates being lower in countries where youth have little contact with the labour market until
they complete education.

Unemployment rates are only part of the story to be complemented by under-employment and inactivity

The unemployment rate — the ratio of unemployed youth to the total number of youth in the labour
force — is the most widely used measure of the difficulties faced by young people in the labour market.
Panel B of Figure 2 shows that the youth unemployment rate varies between 10% or less in Germany,
Mexico and India and about 50% in Spain and South Africa. However, the reasons behind low
unemployment rates in Germany or Mexico and India are rather different. In Germany, the good
performance of youth in the labour market is often ascribed to smooth school-to-work transitions through
apprenticeship training while the limited impact of the recent crisis has been attributed to the widespread
use of short-time work schemes. On the other hand, in Mexico and India low youth unemployment rates
hide significant under-employment and very poor income-support systems for the unemployed blurring the
boundary between unemployment and inactivity.

11
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Figure 2. Youth employment and unemployment rates, 1990-2010°
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Note: Countries are ordered by ascending order of the rates in 2011.

*  Urban areas only. Data before 2004 are estimated.

a) In Panel A, 1990 refers to 1991 for Argentina, India, Indonesia and Mexico; 2000 refers to 1999 for Brazil and 2001 for
South Africa; 2011 refers to 2009 for Brazil and 2010 for India. In Panel B, 1990 refers to 1991 for Argentina and Mexico, to 1992
for Brazil and Indonesia, and to 1993 for India; 2000 refers to 1999 for Brazil, 2001 for South Africa and 2004 for India; 2011
refers to 2009 for Brazil and India.

Source: OECD Labour Force Statistics Database, ILO Key Indicators of the Labour Market (KILM) for India and Indonesia and various

national sources.
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Inactivity is a big problem among out-of-school youth, particularly for women in emerging economies

While the unemployment rate represents a good measure of the difficulties faced by young people in
the labour market, it does not capture the situation of inactive young people who are not engaged in
education or training — some of whom face a high risk of social and economic exclusion. In addition,
the unemployment rate may include some students who are looking to combine work and study.’
To address these limitations, Figure 3 presents the share of youth neither in employment nor in education
and training — the so-called NEET rate. Among standard measures of youth labour market performance,
the NEET rate is the one that better reflects the reality of emerging economies by capturing both the risk
of unemployment and inactivity.

Internationally, the NEET rate ranges from under 10% in Germany to over 30% in Turkey, Indonesia
and South Africa. Unemployment accounts for a significant share of NEET youth in several of the
countries included in this paper. However, with the exception of France, Spain and South Africa, inactive
youth not engaged in learning make up an even larger share, particularly in emerging economies. For many
young people inactivity is the result of discouragement and marginalisation, which may reflect the
accumulation of multiple disadvantages such as the lack of qualifications, health issues, poverty and other
forms of social exclusion. In addition, evidence from the United States and some European countries
suggests that NEET status can be very persistent (Quintini and Manfredi, 2009 and OECD, 2010c).
However, some inactive youth may have chosen to withdraw from the labour market — notably, young
women engaged in child bearing and rearing. This is supported by large differences across gender among
inactive youth not in education, particularly in emerging economies where the average age of marriage
and first childbearing tends to be lower.

2. Limited opportunities to combine work and study may harm young people’s prospects in the longer run.
However, by excluding students who are looking for work, the NEET rate allows focusing on the group of
unemployed youth who are in need of immediate attention within the broader group of unemployed youth.

13
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Figure 3. Youth neither in employment nor in education or training (NEET), 2011°
Percentage of youth aged 15-29
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a) 2011 Q2 for Australia, 2010 for India and South Africa, 2009 for Chile, and 2004 for Indonesia.

b) Data refer to persons aged 15-29 for Australia.

Source: OECD estimates and Eurostat, dashboard on EU youth indicators. For further details on sources and methodology
see Annex Table A.1.
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3. Key steps in the school to work transition: leaving education and finding the first job

The labour market indicators presented above only provide an instantaneous picture of the position of
youth in the labour market. While they are key to assess the impact of the business cycle on youth, they are
less useful in interpreting cross-country differences in the process of transition from school to work and in
identifying bottlenecks, particularly for countries at different levels of economic development. In an
attempt to overcome these limitations, this section presents some alternative statistics relating to the
school-to-work transition process including the median age of school leaving as well as some estimates of
the time needed to enter the labour market after leaving school.

Youth in emerging economies leave school 3 to 4 years earlier

Figure 4 shows the activity status of young people aged 15 to 29 by single year or age, distinguishing
between: education only; work and study; work only as employee; work only as self-employed, unpaid
worker or other atypical employment relationships (notably, casual work); and neither in work nor in
education. The vertical bar shows the age at which at least 50% of youth have left the education system —
the median age of leaving education.’

Unsurprisingly, in advanced economies youth tend to stay in education longer than in emerging
countries — the median age of school leaving is around 21-22 in the advanced economies shown in Figure 4
compared with 17-18 in Brazil, India, Indonesia, Mexico and Turkey and 19-20 in Argentina, Chile and
South Africa (see also Column 1 of Table 1). But major differences in school enrollment are already
evident at younger ages. By age 15, many youth in emerging economies have already left education —
25-30% in Indonesia, India and Turkey, 20% in Mexico and 10% in Argentina. This compared with close
to 100% enrollment among 15-year-olds in advanced economies where school is still compulsory at this
age. Overall, these figures suggest that while the median young person enters the labour market with a few
years of tertiary education in advanced economies, she does so with just a high-school diploma in
emerging economies. Indeed, the share of youth leaving education before the typical age of completion of
upper secondary education — a proxy for school drop outs and an education level that experts consider
essential to embark on a promising career path — is higher in emerging economies.

3. Students who work and study are counted as being in education for the purpose of this statistic.

15
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Figure 4. Activity status by single year of age, youth aged 15-29, 2011°
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a) 2004 for Indonesia, 2009 for Australia and Chile, 2009/10 for India, and 2010 for South Africa.

b) Age is defined in two or three-year groups for Canada and the calculation is based on the average age in each class.

c) Selected urban areas only.

Source: OECD estimates based on national labour force surveys. See Annex Table A.1. for further details.
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Out-of-school youth in emerging countries are more likely to become NEET at school leaving and
under-employment is more widespread

Data on activity status by single year of age allow looking at what young people do after leaving
education. In Argentina, Brazil, India, Indonesia, Mexico and Turkey, at the median age of school leaving,
25-30% of young people are working as employees or are self-employed or in unpaid work. This is
comparable to employment shares at the median age of school leaving in Italy and Spain but well below
employment shares of 40% or over in Australia, Canada and Germany. In addition, some emerging
countries — notably, India and Indonesia and, to a lesser extent, Mexico and Turkey — have much higher
incidences of self-employment and unpaid work among youth than advanced economies, suggesting that
under-employment may be an issue in these countries.

These differences in employment shares are reflected in higher shares of inactive and unemployed
youth not enrolled in education (NEET) at the median age of school leaving in emerging economies.
South Africa is a particularly striking case, with around 40% of out-of-school youth in inactivity or
unemployment at age 19, rising to 50% at age 22 as more youth leave education but fail to find
employment quickly. By age 29, the share of NEET youth is still 30% or more in India, Indonesia,
South Africa and Turkey compared to shares of just over 10% in Canada and Germany.

School-to-work transitions tend to be longer in emerging economies

The cross-sectional data used to draw Figure 4 can be used to derive several proxy measures of the
length of school-to-work transitions. Two such measures are reported in Table 1 which also shows their
correlation.* Box 1 describes the pros and cons of each measure in detail.

One first proxy for the length of school to work transitions is the difference between the age at which
50% of youth are in employment — the median age of employment — and the median age of leaving
education, in other words the time needed to get 50% of the youth population into work after school
leaving. As Column 3 in Table 1 shows, school-to-work transitions measured this way appear to be
extremely long. This partly reflects the fact that this measure takes into account young people who do not
find work, or at least not within the age bracket used for calculations (i.e. 15-29) rather than focusing
solely on completed transitions. While this could be seen as a problem, the fact that a significant share of
the youth population does not transition to work by age 29 — i.e. they become persistently NEET — is an
important piece of information when attempting to gauge the nature of school-to-work transitions.
Beyond level comparisons, this measure yields much longer transitions in emerging countries than in
developed economies, with the longest transitions in Turkey and South Africa and the shortest in Australia
but also in Canada, France and the United States.

4. Table 1 shows the spearman ranking correlation to see whether the two different measures rank countries
in similar ways.
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Box 1. Measuring the time needed to find a first job after leaving education

Several methods can be employed to obtain an estimate of the time needed to find a first job after leaving
education, using either panel data that follows individuals over time or cross-section data with information on activity
status at different ages. Because of data availability issues, this paper uses two measures derived from cross-sectional
data, namely:

*  The time needed for 50% of youth to find work after school leaving: the difference between the age at
which 50% of youth are employed and the age at which 50% have left education; and

e  The average duration of completed transitions: the difference between the weighted average of the age
of entry into employment and the weighted average of the age of exit from education where the age
distributions of employment entry and education exit are constructed using pseudo cohorts (e.g. the
difference between the number of young people employed at 17 and the number employed at 16 is
taken to be the number of people who found work at age 17 and is used as weight for age 17 in the
distribution of the age of employment entry)

Both measures suffer from a number of limitations. First, because they are derived from cross-sectional data,
both measures tend to bias results for countries where there have been considerable changes in labour market and
education participation over time. Second, both measures exploit annual data — data that reflects the activity status at a
specific point in time, missing short employment spells — hence they are less precise than measures derived from
longitudinal sources that include information on employment spells throughout the year. Third, both measures
disregard jobs that are held while studying. In addition, the time needed for 50% of youth to find work after school
leaving yields longer transitions in countries with a large share of youth who never actually make the transition into
account — notably countries where female participation in the labour market is small even among the young.?

Although longitudinal data are not available for all countries covered in this paper, for a small number of
countries, it is possible to compare transition lengths based on different methods. For instance, panel data yield
an average transition duration of just 6 months in the US and about 13 months in the United Kingdom for cohorts of
youth leaving education in the late 1990s. These figures compare with transitions of over 2 years when computing the
time needed for 50% of youth to find work after school leaving using cross-section data but are not too dissimilar from
the average duration of completed transitions. Given that the more precise figures obtained using longitudinal data
come at the cost of excluding emerging economies without long-running longitudinal surveys, the measures derived
using cross-sectional data appear to be an acceptable compromise.

a) It is noteworthy that some of these limitations also apply to longitudinal measures. For instance, independently of the data source (longitudinal
or cross section data), students who combine study and work are generally counted as studying. In addition, the length of transitions calculated using
longitudinal data can also be bias upwards by the inclusion of uncompleted transitions — which are often attributed the maximum number of years for
which youth can be followed after school leaving. Concerning the latter issue, however, evidence shows that the bias tends to be relatively small
(Quintini et al., 2007). More broadly, all methods mentioned above put an excessive emphasis on the first job which may well be found very quickly but
be short-lived, with the young person returning to unemployment/inactivity shortly afterwards. In fact, this risk is likely to be higher with longitudinal data
which use monthly calendars of labour market status and, by doing so, are able to capture relatively short employment spells. To overcome this
limitation, Quintini and Manfredi, use an alternative statistical technique that allows identifying pathways and evaluating the stability of employment after
school leaving (Quintini and Manfredi, 2009). Unfortunately, this technique requires longitudinal data and large samples and cannot be applied in
emerging economies.
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Table 1. Average duration of school-to-work transitions, 2011°

Number of years

Time needed for 50% of .
Average duration of
School leaving age® Age of entry into work® youth to get work after .
completed transitions®
school leaving?
Column 1 Column 2 Column 3 Column 4

Australia 21.3 22.3 1.0 0.3
Canada’ 21.0 22.6 1.7 0.4
France 21.6 23.5 1.8 0.8
United States 20.8 22.9 2.1 0.5
Germany 22.0 24.2 2.3 0.4
United Kingdom 20.3 22.8 25 1.0
Spain 22.0 26.7 4.7 1.8
Italy 20.5 26.3 5.9 1.7
Brazil 18.3 21.7 3.4 1.0
India 17.4 21.8 4.4 0.9
Indonesia 17.4 22.0 4.6 1.3
Mexico 18.0 22.7 4.7 0.7
Argentina 19.7 24.9 5.2 1.2
Chile 18.7 24.6 5.9 1.2
Turkey 18.4 26.0 7.6 1.3
South Africa 19.3 21.7 8.3 27
Spearman's Rho 0.8442***

*** Statistically significant at 1%

a) 2004 for Indonesia, 2009 for Australia and Chile, 2009/10 for India and 2010 for South Africa.

b) Age at which 50% of youth are enrolled in school.

¢) Age at which 50% of youth are employed and no longer enrolled in school.

d) Difference between the age at which 50% of youth are employed and the age at which 50% of youth are no longer enrolled in
school.

e) Difference between the weighted average of the age of entry into employment and the weighted average of the age of exit from
education.

f)  Age is defined in two or three-year groups for Canada and the calculation is based on the average age in each class.

Source: OECD estimates based on national labour force surveys. See Annex Table A.1 for further details.

Table 1 (Column 4) also reports a measure of the length of school-to-work transitions which takes
into account only completed transitions — i.e. it excludes those young people who do not successful
transition to work before they turn 29. Unsurprisingly, this measure of completed transitions yields much
shorter durations, below 2 years in all countries except for South Africa. As for the time needed to get 50%
of youth into work, transitions tend to be longer in emerging economies although the differences are much
less marked, probably due to the exclusion of young people who never make the transition to work —i.e. a
group which is likely to be larger in some emerging economies where few young women work. It is
noteworthy that the two measures of the length of school-to-work transitions are highly correlated and
yield very similar country rankings.

The cross-country differences emerging from the measures described above could be due to different
labour market barriers faced by young people in the two sets of countries but could also be explained by
compositional effects, with the median young person in emerging countries leaving school at a younger
age — hence presumably with lower qualifications — than in advanced economies. However, things are not
binary: irrespective of the measure used, youth in many emerging economies experience shorter transitions
than youth in Spain and Italy.
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4. The quality of youth entry jobs

As shown in Figure 2, self-employment and unpaid work make up a large share of employment
among youth in emerging economies. In many instances, these involve subsistence jobs, in
self-employment or as unpaid family workers. In addition, some out-of-school youth in dependent
employment are employed on fixed-term contracts or through temporary work agencies, particularly in
some advanced economies, such as France, Italy and Spain. Finally, both categories of employed
out-of-school youth include young people working in the informal sector. This section explores the
incidence of these poor-quality jobs.

More than half employed youth in Spain and Italy work on temporary contracts

In many countries, particularly in Europe, youth are over-represented in fixed-term and temporary
work agency (TWA) jobs, often lacking the stability and social protection that is granted to workers hired
on permanent contracts. This also makes young people more vulnerable to business-cycle fluctuations, as
hiring freezes, non-renewal of temporary contracts and mass layoffs of temporary workers are often the
first steps taken by employers facing economic difficulties. In addition, the recovery phase is often
accompanied by uncertainty, making firms wary of hiring through permanent contract and preferring
temporary ones, especially for youth.

Figure 5 shows the incidence of temporary work among young people not in education or training in
countries for which comparable data are available. In 2011, the incidence of temporary work among
employed Spanish youth was extremely high, attaining 45%. While the incidence was already high prior to
the crisis, the recession has brought about a staggering 10 percentage point rise in the share of young
workers in temporary jobs, probably because of the combined effect of the collapse of youth employment
and the fact that most job creation has happened so far in temporary jobs. Temporary work is also
relatively wide-spread in France, Italy and the United Kingdom where it concerns over a third of employed
youth. Outside Europe, temporary contracts often take on a different significance. In Australia, so called
casual workers are not entitled to paid holiday or sick leave but receive a higher rate of pay to compensate
for this. As a result, they often choose this flexible form of employment of their own will. In the
United States, the employment at will norm, by which either employer or employee can terminate a work
relationship at any time, makes the distinction between permanent and temporary workers meaningless.

Figure 5. Incidence of temporary jobs, by age group

Incidence of temporary employment among employed out-of-school youth and adults®, 2011
BIncidence of temporary employmentof out-of-schoolyouth < Incidence of temporary employmentamong adults
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50 t
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a) Youth who have left education and are aged 15-24 and adults aged 25 and over.
Source: OECD estimates based on various national sources. For further details see Annex Table A.2.
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Youth are more likely to work in informal jobs than adults, especially while in school

In many emerging economies, youth tend to be more involved than their adult counterparts in
informal employment as well as situations of unprotected work in the formal sector (Figure 6).>° However,
the difference between youth and adults depends on the definition adopted and reduces significantly when
focusing on out-of-school youth. The gap is most striking in Argentina, with young people almost twice as
likely as adults to engage in informal employment according to the pension eligibility
(SEDLAC legislative definition) and social security eligibility definitions, but it is sizeable in most
countries. Interestingly, this negative relationship between age and the incidence of informality does not
hold when using work sector, education and wages to define informality (SEDLAC productive definition).’
Also noteworthy is the fact that the incidence of informality is significantly lower among out-of-school
youth, suggesting that general estimates may over-state informal work among youth by including students.

As the definitions suggest, informal work leaves many young people without the social protection and
entitlements of formal employees.® In addition, recent experience in Argentina and Mexico suggests that
informal workers are also more vulnerable to economic cycles. In Argentina, during the major economic
crisis that began in 2000, the share of youth employed in the informal economy (SEDLAC legislative
definition) reached 75% and that of adults attained 44%. Robust post-crisis economic recovery, coupled
with significant reforms of labour market institutions, managed to curb informality among both adult and
young workers. By 2005, the incidence of informal employment among youth had declined to 67% and a
further decline was observed in the following years. Although the recent global economic crisis slowed the
fall somewhat, in 2011, as Figure 6 shows, the share of employed Argentinean youth in informal
employment had attained 58%. Similarly, the share of Mexican young workers in the informal economy’
increased during the recent economic crisis.

5. The three alternative definitions of informal employment used here are: i) regular employees who are not
eligible for any pension (this is the legislative-approach definition adopted by the Socio-Economic
Database For Latin America and the Caribbean, SEDLAC); ii) salaried workers in small private sector
firms and non-professional (non-tertiary educated) self-employed workers and zero-income workers (this is
the productive-approach definition adopted by the SEDLAC); and iii) workers not eligible for social
security benefits and services. Figures in definitions i) and iii) are expressed as percentages of dependent
employment (because the benefit considered are mostly limited to dependent employees) while figures for
definition i) are expressed as percentages of total employment. It is important to underline that making
cross-country comparisons is complicated by the lack of harmonized data. Nevertheless, the data presented
here do allow reasonable cross-country comparisons of the relative likelihood that youth and adults are
employed in the informal economy.

6. See also Gasparini and Tornarolli (2009), OECD (2008a), and Reis et al. (2009) for evidence that the
likelihood of informal employment declines with age.

7. This may be due to the fact that youth are less likely to get access to credit or that they are more risk averse
than their adult counterparts. Cunningham and Bustos Salvagno (2011) find that the latter is a more valid
explanation for lower rates of self-employment among youth than adults in Argentina, Brazil and Mexico.

8. The European Commission’s report on the Eurobarometer undeclared work survey
(European Commission, 2007) notes that undeclared 15-24-year-old workers are paid significantly lower
hourly wages than their older undeclared counterparts. Evidence of a wage penalty for younger workers in
informal employment is also found by Bargain and Kuenda (2010) for South Africa.

9. This is the share of young Mexicans engaged in informal work, thus not covered by the provisions of the
Federal Employment Law, including social security entitlements. Even though this law stipulates that there
should be no prejudice for worker entitlements in the absence of a written contract, the reality is often
different. In general, the lack of a contract creates an unclear employment relationship and reduces labour
protection, especially among young workers. This negatively affects the entitlements foreseen by labour

21



DELSA/ELSA/WD/SEM(2013)10

a)
b)
c)

d)
e)

f)

9)
h)

Figure 6. Informal employment, by age group?, selected G-20 countries, 2011°
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Youth aged 15-24 and adults aged 25 and over.

Figures for Chile refer to 2009 and for India to 2009/10.

Dependent employment for SEDLAC legislative definition and Social Security coverage definition. Total employment for SEDLAC
production definition.

Includes regular employees who are not eligible/access to any pension.

Includes salaried workers in small private sector firms and non-professional (non-tertiary educated) self-employed workers and
zero-income workers (this is the official definition adopted by the Socio-Economic Database For Latin America And
The Caribbean, SEDLAC).

Includes workers not eligible to social security benefits and services.

Selected urban areas only.

For Turkey, estimates based on the SEDLAC definitions are not available and those based on the social security definition are
not available for out-of-school youth; for South African, estimates based on the SEDLAC productive definition are not available
and those based on the SEDLAC legislative definition and the social security definition are not available for out-of-school youth.

Source: OECD estimates based on various national sources. For further details see Annex Table A.2.

Child labour is a source of major concern in several emerging economies

In some emerging countries, child labour is still widespread, with its deleterious effects on children’s

health and investment in education.

In 2010, about 210 million children aged 5-14 were at work worldwide (ILO, 2010) and child labour

posed significant challenges in a number of emerging economies. To gauge the size of the phenomenon,
Figure 7 below shows the incidence of child labour among 5-14-year-old children in the emerging
countries covered in this paper. The share of children who work is found to vary significantly across

law (e.g. remuneration, hours of work, paid days of weekly rest, annual leave and sick leave, and
contribution to social security).
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countries, ranging from just 2% in Turkey to 25% in South Africa, although the figures do not refer to the
same time period. Also, male children and children living in rural areas are more likely to work than their
female and urban counterparts.

a)
b)

Figure 7. Incidence of child labour, by gender and location, selected G-20 countries®

Share of economically active 5-14-year-old children in the population aged 5 to 14°
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Data refers to 1999 for South Africa, 2000 for Indonesia, 2003 for Chile, 2004 for Argentina, 2005 for India, 2006 for Turkey,
2008 for Brazil, 2009 for Mexico.
Slightly different age groups (in parenthesis) are used for India, Mexico and Turkey.

Source: UNICEF’s Understanding Children’s Work project, www.ucw-project.org.

The majority of working children combine economic activity and some schooling. However, in some

cases, working prevents children from attending school, undermining their literacy and numeracy as well
as their future labour market outcomes. As Figure 8 below shows, as many as 5% of male child labourers
in rural areas of India and Mexico do not attend school at all.

a)
b)

Figure 8. Incidence of child labour in rural areas, by activity status, selected G-20 countries®
Share of economically active 5-14-year-old children in the population aged 5 to 14°

B Workonly Combining work and school
30

25
20
15

10

5
0lll_._--ll._-

Argentina Mexico  India Brazil Indonesia Chile  Turkey Argentina India Mexico Indonesia Brazil Turkey Chile
(12-14) (6-14) (6-14) 6-14) (12-14) (6-14)
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Data refers to 2000 for Indonesia, 2003 for Chile, 2004 for Argentina, 2005 for India, 2006 for Turkey, 2008 for Brazil and 2009
for Mexico. Data for South Africa broken down by area of residence are not available.
Slightly different age groups (in parenthesis) are used for India, Mexico and Turkey.

Source: UNICEF’s Understanding Children’s Work project, www.ucw-project.org. The role of initial education in ensuring a smooth
transition to work
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5. Summing up the empirical evidence

*  Emerging and advanced economies face opposing demographic trends, but the gap is expected to
diminish over the next two decades.

* Low unemployment rates in some emerging economies hide under-employment while low
employment rates in advanced economies hide high educational enrollment.

* NEET rates are more appropriate for comparison across countries and show higher youth
disadvantage in emerging economies.

*  Youth in emerging economies leave education earlier and take longer to find their first job.

* In all countries, young people are more likely to be found in poor-quality jobs than their adult
counterparts — but while temporary jobs are the main source of precariousness for youth in
advanced economies, it is informality that affects youth in emerging economies most.

*  Child labour is common in some emerging economies, with many children combining work and
study, particularly in the countryside and among boys.

PART B: (Slightly) different policies for similar problems

As seen above, while there is some overlap in the challenges faced by youth in the labour market in
advanced and emerging economies, the size of the challenges, their causes or their specific nature are often
different across countries. This justifies different policy stances, although often pursuing very similar broad
objectives. This section discusses policies to overcome some of the challenges faced by youth when
leaving education and entering the world of work, highlighting what policies are most suitable for
countries at different stages of development. It focuses on two policy areas: initial education and labour
market policies including remedial programmes for disadvantaged youth.

1. Investment in human capital to facilitate school-to-work transitions

Investment in human capital is a key factor in facilitating transitions from school to work and putting
youth on promising career tracks. This is the case in both emerging and advanced economies but the
specific challenges related to education and training systems vary across countries at different stages of
economic development. For instance, as seen above, the median age of school leaving is lower in emerging
economies than in advanced countries, justifying policy actions at different stages of the education system.
This section highlights the importance of initial education for youth labour market outcomes, while
stressing the differences and similarities in policy interventions across countries.

Improving educational attainment

Access to productive and rewarding jobs improves as the level of education increases. As mentioned
above, completion of upper secondary schooling (i.e. high school, mostly between the age of 15-16 and 18)
is becoming a key policy goal for a smooth transition to work, participation in life-long learning and career
progression. As Figure 9 shows, in most countries for which data is available, employment opportunities
for workers without an upper secondary qualification are much poorer than for their better educated
counterparts. Even in countries where the demand for low-qualified employment remains substantial —
notably Argentina, Brazil, India and Mexico — the employment rates of tertiary graduates are much higher
than those of youth with less than upper secondary qualifications.
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Figure 9. Educational attainment and labour market outcomes, 2005
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Source: OECD Education Database.

However, while all countries face the challenge of ensuring that more youth stay on in school until the
end of upper secondary education, for some countries the challenge is much bigger. As Figure 4 above
suggests, drop-out rates are higher and dropping out happens at an earlier age in emerging countries than in
advanced economies. As a result, school retention strategies differ between the two sets of countries.

In advanced economies, where enrolment in education through lower secondary education (i.e. up to
age 15-16) is almost universal, the focus has been on improving retention in upper secondary education, in
some cases by raising the age of compulsory participation in learning. This is the case in the
United Kingdom and the Netherlands, in some Linder in Germany, in some Australian and United States
and in two Canadian provinces. In the most recent reforms — notably in the United Kingdom and
the Netherlands — attendance obligations have been linked to turning 18 or achieving an upper secondary
qualification, whichever comes earlier (OECD, 2008b).

On the other hand, in emerging countries, interventions earlier in the education system are needed
before the focus can turn to upper secondary achievement. While primary education is generally available
in every local community in most emerging economies, secondary education may require travelling or
moving to bigger towns, making attendance more difficult for children from disadvantaged households and
girls who are expected to spend some time working or helping with house chores. The lack of role models
for girls hampers the reduction of the education gap between genders in several emerging economies
(Chimombo, 2005). In India, the language of instruction also represents a key barrier to the educational
attainment of ethnic minorities. To encourage educational enrolment of children from disadvantaged
backgrounds, some countries have added school attendance as a condition to the receipt of cash transfers
through so-called Conditional Cash Transfer schemes (CCTs). Many of these schemes have proved
successful at improving school enrolment and attendance as well as child nutrition and health (Box 2).
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Box 2. Conditional Cash Transfers (CCTs) can boost investment in human capital

CCT programmes started to emerge in the late 1990s in countries such as Mexico, Brazil and Bangladesh. Today
they represent an important component of social protection in many developing and emerging economies and in
certain cases, such as Bolsa Familia in Brazil and Oportunidades in Mexico, they cover a significant proportion of the
total population. CCTs have multiple objectives: they provide income support to poor families in the short run, but also
aim to increase educational enrolment, attendance and performance for young children and improve the health status
of children and pregnant women, hence promoting investment in human capital among future labour market entrants.

The positive effects of CCTs on child nutrition, health, school attendance and enrolment are well established and
hold true in various countries and programmes (see OECD 2010d and Annex 2.A3 in OECD, 2011b for a review of
relevant studies). Evidence from Mexico, Brazil and South Africa suggests that CCTs receipt reduces child labour,
possibly because CCTs reduce the opportunity cost of having the children attend school rather than enter the labour
market (Skoufias and Parker, 2001; Ferro and Nicollela (2007); Williams, 2007 and Edmonds, 2004). However, the
effects of CCTs on school performance are less clear-cut. Possible explanations for the lack of a strong impact include
the fact that the test measures used are appropriate and the importance of non-monetary factors affecting the learning
capacity of children (e.g. nutrition, parenting skills and the value placed on education). A remaining important question lies
in the longer-term impact of any improved educational outcomes at a young age. Unfortunately, evidence of the long-term
impact of CCTs is still limited, as beneficiaries of early CCTs are only now beginning to enter the labour market and solid
empirical evidence on their labour market outcomes is still scarce and mixed (Rodriguez-Oreggia and Freije, 2010; and
McKee and Todd, 2011).

CCT effects are found to be larger among poor households (Fiszbein and Schady, 2009; Williams, 2007; and
Edmonds, 2004) and for children at transition grades, e.g. those moving from primary to secondary or from lower
secondary to upper secondary education (Schultz, 2004). The limited evidence available also suggests that the impact of
CCTs may be larger for girls than for boys (Hamoudi and Thomas, 2005) due to the fact that higher effects of CCTs are
found in cases where initial enrolment is low, which is often the case for girls. Who receives the cash transfer also seems
to matter for the impact of the transfer on children’s outcomes: a majority of CCT programmes make payments to
mothers as they are thought to have a stronger preference for investing in children than fathers do and because they
may place a relatively higher value in investments on girls relative to boys (Fiszbein and Schady, 2009). Evidence from
the United Kingdom’s Education Maintenance Allowance (Ashworth et al., 2002) also suggests that paying the benefit
directly to the child, especially when this is a teenage person, may yield higher positive effects than paying the
allowance to his/her parents.

CCTs can also be helpful in adjusting to temporary shocks. Indeed, existing CCT schemes have made it easier
for many developing and emerging economies to respond to the increasing needs created by the recent global
financial crisis and/or to face the consequences of natural disasters (OECD, 2010e). In particular, through the
conditionalities they impose, CCTs can mitigate any long-term effects of economic and natural shocks on school
attendance and the health status of children. Such programmes also allow for exceptional transfers to those already
receiving benefits in case of temporary shocks.

Despite these positive aspects, CCTs still face several challenges associated with their administration and
effectiveness (OECD, 2011c). First, the effectiveness of the conditions imposed on children and pregnant women
depends crucially on the monitoring of compliance with these conditions and on the enforcement of sanctions in the event
of non-compliance. In most cases, such monitoring and enforcement are rather limited due to weak administrative
capacity and budget constraints. Second, fairly generous means-tests which are rarely re-assessed are likely to increase
the extent to which better-off groups receive benefits (i.e. errors of inclusion) and reduce the efficiency of the scheme.

Promoting vocational learning to boost educational attainment and improve labour market outcomes

One policy area where both emerging and advanced economies converge is the one related to the
improvement and expansion of vocational education. Indeed, there is ample evidence suggesting that high-
quality vocational education pathways in upper secondary education can help engage youth who have
become disaffected with academic education, improve graduation rates and ensure smooth transitions from
school to work (Quintini and Manfredi, 2009). However, in many of the countries covered by this paper,
vocational education accounts for only a small share of enrolled students. For instance, just 10% or fewer
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upper secondary students attend vocational courses in Brazil, Canada, India and Mexico and there is no
vocational education pathway at all in upper secondary education in the United States (Figure 10). Overall,
there appears to be a tendency for lower vocational enrollment in emerging economies but the difference is
not clear-cut. Chile, Indonesia and Turkey have enrollment rates comparable to those of some advanced
economies while Canada is placed at the low end of the distribution, second to last before India. Also, it is
important to keep in mind that, irrespective of the share of youth enrolled, vocational education may be of
low quality.

Figure 10. Distribution of upper secondary students by programme orientation, 2010°
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a) Data for India refer to 2008.
Source: OECD (2012) Education at a Glance, OECD Publishing, Paris.

In light of this evidence, many countries, including both emerging and advanced economies, are
envisaging reforms to strengthen their vocational education routes in order to improve retention rates of at-
risk youth who have disengaged from academic education. In this respect, dual schooling systems
combining class-based learning with work-based apprenticeships have received significant attention. This
is partly because of the good performance in terms of low youth unemployment in countries with a long
tradition of apprenticeship systems — notably Austria, Denmark, Germany and Switzerland — along with
evidence that apprenticeship training helps make transitions from school to work smoother even for youth
who are not subsequently retained by the firm providing the training (Quintini and Manfredi, 2009).
Indeed, youth leave apprenticeship programmes with skills that can be immediately used at work with no
or little need for further training by their prospective employer.

However, it is important to keep in mind that there is no perfect apprenticeship system or one-size-fits
all solution. Even well-established apprenticeship systems face challenges. In the early 2000s, acting on an
alarming drop in the number of apprenticeship places available, the German government initiated talks
with the social partners to upgrade the dual vocational education system. The outcome was a National Pact
for Training and Young Skilled Staff signed in June 2004, committing employers to offering sufficient
apprenticeship places over the following three years and the government to reshaping the apprenticeship
framework to pay more attention to employers’ training needs and to adapt to new skill requirements and
work organisation practices.
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The structure of apprenticeship programmes varies markedly across countries, particularly along the

following dimentions:

Age groups covered (e.g. only youth in Brazil and Spain, mostly youth in dual-systems, adults
too in Australia, Canada and England).

Duration (e.g. 1-2 years in England but approximately 3 years in Australia and Germany).
Employers and unions involvement (strong in dual-systems but weak in England, France).

Apprenticeship level (up to degree level in France as opposed to upper secondary level for most
other countries with apprenticeship systems).

Type of occupations (service-sector occupations account for 30% of all apprenticeships in
France, 60% in Germany and 70-80% in Australia and England).

Gender balance (just under half of apprentices are male in England compared to 61% in
Germany, 65% in Australia and 67% in France).

Apprenticeship pay, a key determinant of the attractiveness of apprenticeships to both employers
and prospective apprentices, also vary markedly, as shown in Table 1 below. In most countries,
minimum apprenticeship pay is set at a faction of the minimum wage or the wage of a skilled
worker in the same occupation.

Table 1. Apprenticeship pay, by country, 2012

Country Apprenticeship pay/allowances

Australia 55% to 95% of minimum wage, depending on tenure

Brazil General minimum wage applies

Canada 40% to 90% of skilled employee wages, depending on tenure

England 43% of adult minimum wage

France 25% to 78% of minimum wage, depending on age and tenure.

Germany approx. 30% of skilled-employee wages in relevant occupation (varies by sector and region)
Spain General minimum wage applies

Turkey 30% of minimum wage

United States General minimum wage applies

Source: OECD secretariat, based on G20 questionnaire on apprenticeships and Steedman (2010)

These differences in features result in marked differences in programme performance and size.

For instance, Steedman (2010) reports that less than 10% of employers offer apprenticeship places in
England compared with 30% in Australia and 25% in Germany. Completion rates also range from 80% in
Germany, to 70% in England, to 50% in Australia. Figure 11 shows how the number of participants
relative to total employment'® also varies markedly across countries, from close to 40% in countries like
Australia and Germany to 3% or less in Brazil, Spain and the United States.

10.

The figures are expressed in percent of total employment to ensure comparability across countries. This
will result in a downward bias in countries — notably Brazil, France and Spain — where youth are the main
target of apprenticeship programmes. However, using the same denominator allows better comparisons
across countries and total employment is chosen over youth employment in view of the fact that it would
be desirable that access to apprenticeships is not restricted by age.
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Figure 11. Participants in apprenticeship training, 20117
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Source: OECD (2012) Education at a Glance, OECD Publishing, Paris.

As obvious from Figure 11, countries vary in the extent to which they would need to expand
apprenticeship programmes. Further expansion does not seem to be necessary in Australia or Germany
while it would certainly be desirable in Brazil, the United States, Spain and Turkey, possibly along with
improvements in the quality of training provided by the programme. Policy tools aimed at expanding and
improving apprenticeship training include: financial incentives, programme flexibility, the involvement of
social partners, and the participation of disadvantaged youth. Box 3 presents examples of good practice in

each of these areas.

Box 3. Sustaining the demand for apprenticeships: examples of good practice

Countries wishing to expand and improve the quality of apprenticeship training can appeal to a number of policy
tools, each with its own costs and benefits. The main policy instruments are summarised in the table below.

Table What can be done to expand and improve apprenticeships?

Measures

Direct costs

Financial incentives High

Flexibility of
programme
Involvement of
employers and unions

Encourage

participation of
disadvantaged youth

Low

Low

High (pre-
apprenticeship
courses; additional
subsidies)

Benefit

Stimulates demand for
apprentices
Stimulates demand for
apprentices

Keeps system in line with
sector skill needs

Increase government
returns if school drop-out
rate falls
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Box 3. Sustaining the demand for apprenticeships: examples of good practice (cont.)

Government financial support is offered in many countries and takes a variety of forms (social security rebates as
well as direct subsidies). In Canada, the Apprenticeship Training Tax Credit is a refundable tax credit for companies and
businesses employing apprentices in certain skilled trades during the first three years of an apprenticeship programme.
The employer can claim up to CAD 5 000 each year for a total of CAD 15 000 per apprentice. In France, public subsidies
take the form of various exemptions from employer and employee social security contributions. In addition, since 2005,
employers hiring apprentices also benefit from a tax credit, which amounts to EUR 1 600 per apprentice (on a full-year
equivalent basis). The drawback of these financial measures is that they can be quite expensive for the public purse,
especially in countries with large apprenticeship programmes. In Australia, large scale financial incentives paid to
employers have raised doubts about the cost effectiveness of the programme (Dolphin and Lanning, 2011).

Rigid rules concerning the hiring of apprentices and the management of apprenticeships often represent a barrier to
expanding the system as employers are more reluctant to take on apprentices. Australia has recently reformed and
strengthened its apprenticeship system, putting more emphasis on flexibility particularly by supporting competency-based
progression through the Accelerated Australian Apprenticeships Program. Competency-based progression is defined as
progression through an apprenticeship or a traineeship which is dependent on the satisfactory demonstration of
occupational competencies prescribed as part of the qualification, and is not solely tied to a specific duration. The
programme is expected to encourage participation in apprenticeships by employers, who have been shown to favour
shorter schemes or schemes that allow apprentices to graduate early if they have acquired the key competences required
by their trade.

Other forms of rigidity remain undealt with. For instance, in Brazil, employers have the legal obligation to take
apprentices on based on the size of their workforce, without any form of financial subsidy from the government. This rule
has given rise to widespread non-compliance with the obligation, with employers suggesting that the number of
apprentices to be hired should be based on the workforce in occupations susceptible to be learnt through apprenticeship
training rather than the whole workforce. Similarly, in Italy, employers have the legal obligation to hire a certain share of
apprentices upon training completion and a recent reform has increased the applicable ratio. Again, while this aims at
ensuring that apprenticeships are a stepping stone into the labour market for young people, there is a risk that the
obligation undermines the willingness of employers to take on apprentices while helping only a small share of apprentices
to find work. In dual systems, such as in Germany, such obligation to hire does not exist but the quality of the programme
ensures that the vast majority of apprentices find work upon graduation, either with the training employer or with another
firm.

The direct involvement of unions along with employers’ representatives and government has been key in the
success of apprenticeship programmes in dual-system countries such as Germany. In particular, it ensures that a
sufficient number of places are created to meet demand and that training content is periodically revised to keep up with
technological and organisational progress. In Germany, a comprehensive system is in place whereby the Ministry of
Economic Affairs regulates the overall programme, the Economic Chambers advise training companies and supervise on-
the-job training, landers fund vocational schools while employers pay for on-the-job training and all social partners are
engaged in updating the training content for each qualification.

Apprenticeships can be particularly effective for disadvantaged youth, who have become disaffected with academic
education and more likely to engage when learning is hands-on and on-the-job. For them, apprenticeships can help re-
establish a connection with school and the labour market. Unfortunately, in most countries, take up rates for low-skilled youth
are low, calling for pre-apprenticeship programmes to prepare them for standard apprenticeship training as well as extra
financial subsidy as an incentive for employers to take them on as apprentices. In Ontario (Canada), the government offers
CAD 1 000 scholarships to young people (16-24 years of age) who have dropped out from school to complete their
education and be able to register as apprentices. A CAD 2 000 lump-sum payment per apprentice is also available for the
employer who sign up at-risk youth. In France, a higher tax credit, EUR 2 200 perapprentice (on a full-year equivalent basis)
rather than EUR 1 600 is paid to employers who hire a young disabled person or a disadvantaged youth.

In addition, some labour market programmes for disadvantage youth act as pre-apprenticeships. This is the case of
the United States Job Corps programme. The programme is targeted towards youth aged 16-24 from low-income
backgrounds who face one or more barriers to employment such as lacking qualifications, or being a foster child, a
teenage parent or a homeless youth. Job Corps services are provided at 122 centres nationwide, where most participants
reside in campus-like living quarters. Programme content includes academic education and vocational training aimed at
attaining an upper secondary qualification and it is also recognised as a pre-apprenticeship programme, allowing entry to
apprenticeships.
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Improving the quality of learning provision and equality of access

Raising participation in education cannot be an end in itself. Rather it is a means to raising learning
outcomes and improving the competences of the workforce. Unfortunately, measuring learning outcomes
is not easy. Some comparable information is available on the level of cognitive skills of 15-year-olds for
those countries/regions included in the OECD Programme for International Student Assessment (PISA)
and it shows a marked variation in cognitive outcomes. In emerging economies — notably, Argentina,
Brazil, Chile, Indonesia and Mexico — 15-year-olds perform rather poorly in mathematics (Figure 12) as
well as in the other two cognitive domains covered in PISA (reading and science) relative to the advanced
economies covered in this paper.

Figure 12. PISA scores in mathematics, G-20 countries
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Source: OECD Programme for International Student Assessment (PISA), 2009.

While poor outcomes are partly explained by socio-economic characteristics — including, in particular,
family background — low quality of education unquestionably affects students’ performance in emerging
economies. In many of the countries at the low end of the PISA performance scale, critical inputs for
students and teachers, including infrastructure, textbooks and other learning material are often lacking.
For instance, in Brazil, in 2011, 33.5% of upper secondary students attend school in the evening
(INEP, 2012)."" Class size, another input in the learning process, is also the largest in emerging economies
both in primary and lower and upper secondary education, although large class sizes are observed in some
advanced economies as well (OECD, 2012).

Differences in the amount countries spend on education per student explain these differences in the
quality of infrastructure. As Figure 13 shows, emerging countries spend very little per student, in both
primary and secondary education, compared to advanced economies. However, it is noteworthy that
expenditure does not fully explain educational outcomes — for instance, in all three PISA domains, the
United States are outperformed by several countries spending much less on education (per student but also
as a percentage of GDP). Moreover, the size of youth cohorts and lower level of GDP per capita in
emerging countries are such that catching up to advanced economies would call for raising expenditure on

11. In Brazil, the school day is often divided in three shifts — morning, afternoon, and evening — lasting
approximately 3.5-4 hours each. As a result, students attending evening classes cumulate short instruction
time with the fact of attending at a time when they are less productive. However, it is also important to note
that some youth may elect to study in the evening so that they can reconcile school and work.
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education to a major share of their GDP. As this may not be feasible and given limited resources, a better
distribution of available inputs may help improve outcomes. Indeed, inequalities of opportunities
significantly affect student performance. Poor children frequently enter formal schooling with serious
nutritional deficiencies and inadequate levels of cognitive and socio-emotional development. These
findings suggest that more and better distributed key education inputs — infrastructure, learning resources
and instructional time — have the potential to improve learning achievement. They also justify allocating
additional resources to schools serving disadvantaged students such as poor, rural and ethnic minorities.

Figure 13. Annual expenditure per student, 2009

In equivalent USD converted using PPPs for GDP, by level of education, based on full-time equivalents
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Note: No breakdown available for China and for below-tertiary education in Canada and the Russian Federation. Figures reported
refer to the total (China) or below-tertiary sub-total (Canada and Russian Federation) expenditure.

Source: OECD (2012) Education at a Glance, OECD Publishing, Paris.

Finally, while increasing inputs and improving access to education are key policy measures for
emerging countries, some advanced economies face other but equally daunting challenges calling for
different policy tools. With the exception of Australia and Canada, 15-year-olds in the other advanced
economies covered by this paper score poorly compared to the best performers — Finland and several
Asian countries'” — in all three PISA domains. Most countries are focusing on improving teaching quality,
particularly by attempting to attract better skilled professionals through more attractive pay packages and a
better image of the profession but also by improving the motivation of existing teachers through better
incentive structures. Some countries are also attempting to improve results by lengthening instruction time.
This is notably the case of France where the government has been trying to lengthen the school week to
4.5 days from the current 4 days."

Improving educational choice through better labour market information and career guidance
Many youth leave the education system unprepared for the labour market, even in countries with low

school drop-out rates, high expenditure on education and high PISA scores. The current focus on
improving and expanding vocational education, including apprenticeships, may help address this issue, as

12. Japan, Korea, Singapore as well as Hong Kong and Shaghai in China rank very high based on the
performance of 15-year-olds in PISA.

13. The issue of instruction time is relevant to several emerging economies as well. As mentioned above,
Brazil secondary students attend school for just 3.5-4 hours.
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discussed above. However, in some cases, it is youth themselves — particularly those from disadvantaged
backgrounds — who make unwise educational decisions and embark in courses for which there is only
limited labour market demand. This can result in high youth unemployment rates but also in large shares of
youth working in fields unrelated to what they have studied. The latter is a major source of
over-qualification,"* whereby workers are employed in jobs that require lower qualifications than those
they possess. In this particular area, differences between emerging and advanced economies are blurred.
Although Brazil, Mexico and Turkey have high rates of over-qualification, the same is true for Australia
and Spain while South Africa experiences rather moderate rates (Figure 14)."

Figure 14. Over-qualification at work,? youth and adults 2005
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a) Over-qualified workers are those whose qualifications are higher than required by their occupation. The modal qualification in
each occupational group at the two-digit level is used to measure qualification requirements.

b) Trainees and apprentices are excluded.

Source: International Social Survey Programme (2005) for Australia, Brazil, Canada, Mexico, the United States and South Africa.

European Survey of Working Conditions (2005) for all other countries.

High-quality career guidance can help youth make better informed decisions about their future
(OECD, 2004; OECD, 2010d; and OECD, 2011b) but requires: i) early action in lower secondary
education; ii) highly qualified guidance personnel; and iii) timely and high-quality data on local labour
market needs and employment prospects by occupation. This is a common challenge to all the countries
covered in this paper. In fact, even in advanced economies, career guidance programmes suffer from severe
under-funding, are provided by untrained teachers and cannot rely on accurate labour market statistics and
projections by region and occupation.

14 . Field-of-study mismatch contributes to explain about 40% of over-qualification OECD (20115).

15. Of course, there are other factors that may influence the likelihood of over-qualification and are unrelated
to education outcomes. For instance, in some countries the demand for high-level skills may take time to
adjust to an increase in supply. This is particularly likely to be the case in emerging economies where the
share of youth attending tertiary education is increasing rapidly.
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The combination of work and study would also help youth acquire some of the skills required in the
labour market before they leave the education system (Box 4). To encourage the acquisition of work
experience, some advanced economies are considering whether to apply the apprenticeship model to
students pursuing academic pathways. Internships are being strengthened and expanded in a number of
countries and some guidelines have started to emerge. To prevent abuses and ensure that internships are
true learning experiences for students rather than a cheap form of labour for employers, several countries
have introduced a number of requirements, including: i) internship agreements can only be entered in with
students, i.e. internships result from an agreement between an educational establishment and the employer;
ii) tutors from school and at work are appointed to follow closely the development of the work-experience
spell; iii) the training content of the internship is documented and verified; iv) interns are paid a moderate
wage, at least beyond a certain length; and v) participation gives rise to certification or credits towards the
intern’s qualification.

On the other hand, in emerging economies, the trend has been to give young people the means to
study without having to work at the same time, particularly in secondary education. This was, for instance,
the motivation behind the introduction of a supplement for 16-17-year-old adolescents within the Brazilian
Bolsa Familia programme. While this trend deviates from the tendency to encourage the combination of
work and study in advanced economies, it is important to keep country background in mind. In many
emerging economies, working adolescents are employed in the informal labour market, in poor quality jobs
that provide little training and labour market experience and rarely improve their future labour market
prospects. In addition, because these jobs tend to be in the unregulated sector, there is little way to ensure
that work takes place outside school hours, with many young people working during the day and studying
in the evening, thus compromising their learning outcomes.

Box 4. Combining study and work: achieving the right balance

The impact of combining study and work on future labour market outcomes has been thoroughly investigated.
The number of hours worked is recognised in most analyses as being key, with positive returns emerging when work is
half-time or less. The fact that it provides students with some income is also important as this may help cover part of
the costs of their studies or the cost of living while studying.

Impact of early work experience while in high school

On the one hand, evidence suggests that early work experience, while enrolled in high school, may hinder school
performance, as the individual falls behind in his/her schoolwork to the point where dropping out of school and entering
the labour market is the preferred option. The pupil may also simply lose interest in schoolwork and enter the labour
force early on a full-time basis.

On the other hand, some moderate exposure to the labour market via internships, summer jobs or in jobs of no
more than 15 hours a week during the school year should not compromise school achievement. It could actually
improve teenagers’ prospects of graduating from high school as it might lead them to develop life-skills, such as a
greater sense of responsibility, improved work ethics, and better discipline. It might also help teenagers decide what
they intend to do later.

Whether high-school employment is beneficial or not has been extensively researched in the United States over
the past three decades. While some of the earlier studies (e.g. Greenberger and Steinberg, 1986) tend to find negative
impacts, more recent work shows that modest involvement in work activities actually leads to positive outcomes. In
particular, Ruhm (1997) finds strong evidence that early work experience leads to higher future wages and better fringe
benefits. Additionally, he finds that students working ten hours per week during their senior year have a higher
graduation probability from high school than those who do not work at all, although heavier work commitment is
associated with a lower probability of graduation.
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Box 4. Combining study and work: achieving the right balance (cont.)
Impact of student jobs while in tertiary education

In a number of countries, tertiary students work to off-set the costs of their studies. However, it is not the only
reason for student work. Countries where student work is very widespread are not necessarily those where tertiary
fees are high. In Nordic countries, where all students receive a study allowance and tertiary studies are free, almost all
students work to be financially independent and to leave the parental home. By contrast, in France where tertiary fees
are low, student work is perceived as a necessity for students not lucky enough to benefit from the financial support of
their parents and constitutes a source of additional income on top of public scholarships for young people from
disadvantaged backgrounds.

Overall, most analyses provide evidence that working a moderate number of hours helps youth in post-education
labour market outcomes without compromising school achievement (Dundes and Marx, 2006).

In some European countries, emphasis is also put on the relation between work content and the student’s field of
study. Evidence from France (Beffy et al., 2009) shows that work experience acquired while studying has a clear
positive effect on future labour market outcomes only if the job is related to the student’s field of study.

2. The role of labour market policy and institutions in facilitating access to employment

While leaving education with the skills required in the labour market is important to facilitate
transitions to work, labour market policies and institutions can play a major role in supporting youth in
their job search and in promoting labour demand. Labour market policies can assist job search by
providing adequate income support combined with effective employment services. At the same time,
institutional features affecting labour demand may also have an important impact on the job prospects of
young people and the quality of the jobs they hold. This section discusses the role of labour market policies
in supporting job search and skills acquisition as well as policies and institutions affecting labour demand.

Programmes for unemployed youth and those facing specific challenges

Youth who leave school without an upper secondary qualification as well as youth facing multiple
disadvantages find it difficult to access stable, formal employment. While the educational policies
described above address the problem at its root, unemployment benefits and active labour market
programmes represent important sources of financial help and re-employment support. However, not all of
the countries covered in this paper have well-functioning benefit and employment. Even in advanced
economies, public employment services and programmes for disadvantaged youth sometimes provide poor
quality, expensive services that are rarely evaluated to assess cost-effectiveness. These issues tend to be
exacerbated in emerging economies.

Starting from income support provided to unemployed youth, most countries do not distinguish
between age groups as far as entitlement to unemployment benefits is concerned. However, eligibility
requirements tend to exclude youth from unemployment benefits on the basis of their insufficient
contributory history. Very few countries provide unemployment assistance benefits to youth without work
experience — among the countries covered in this paper, this is the case in Australia, Germany and the
United Kingdom — and in most cases these payments are a fraction of what is perceived by the adult
unemployed (OECD, 2010a).

Youth in emerging countries are even less well covered than their counterparts in more advanced
economies: Indonesia and Mexico do not have unemployment insurance systems; in Chile and Brazil,
unemployment insurance exists but its duration is rather short, reaching 5 months at the maximum; and
required contribution periods are quite long in India and Turkey — 20 months out of the latest 36 months
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and 5 years respectively — but also in Argentina and Chile — one year — making access unlikely for youth
who have just entered the labour market. Only in South Africa, does the unemployment insurance system
resemble those in advanced economies (OECD, 2011b). On the other hand, in most emerging economies,
additional income support for job losers is provided through individual saving accounts (Brazil, Chile and
Mexico) and/or severance pay systems (Chile, India, Indonesia, Mexico, South Africa and Turkey),
sometimes in conjunction with unemployment insurance. Although in most emerging economies youth
without work experience and/or working in the formal sector have right to little financial support during
unemployment spells, the existence of individual saving accounts as a form of income support may benefit
them in other ways. Notably, it may help reduce hiring barriers in the formal sector due to strict
employment protection regulations, hence indirectly increasing unemployment benefit coverage.

In recent years, access to safety nets in advanced economies has been made conditional on active
job-search following the “mutual obligations” principle whereby income support for the unemployed is
combined with strict job-search requirements and compulsory participation in effective re-employment
programmes under the threat of moderate benefit sanctions in the event of non-compliance. Unfortunately,
even in countries where the “mutual obligations” principle works well, identifying effective
re-employment programmes for unemployed and other disadvantaged youth is far from easy and many
programmes have yielded disappointing outcomes. Summing up what works and what does not is not
straightforward and outcomes of different programmes may reflect broader institutional settings that are
specific to each country. Nevertheless, drawing on the existing programmes evaluation literature covering
many emerging and advanced economies, successful programmes appear to share the following
characteristics (Martin and Grubb, 2001; Betcherman et al., 2004; Betcherman et al., 2007):

*  Job-search assistance programmes are often found to be the most cost-effective for youth,
providing positive returns in the form of higher earnings and employment. Some wage and
employment subsidy programmes have yielded positive returns, but these measures tend to
perform poorly in terms of their net impact on the future employment prospects of participants
unless they are designed very carefully;

*  Training programmes work best when they are carefully tailored to local or national labour
market needs. In this respect, mobilising and involving the private sector, the social partners and
community leaders to assess local or national demand for skills is important. In Argentina and a
number of other Latin American countries, youth programmes that combine training with other
services, such as job readiness and job-search assistance, have shown that they improve
employment and earnings prospects of participants (Elias et al., 2004; and Pagés et al., 2009;
see Box 5). In the United States, the YouthBuild programme for disadvantaged youth focuses on
training in the construction sector and has been replicated in a number of other countries
(see Box 6).
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Box 5. Training programmes for disadvantaged youth in Argentina and Brazil

The Proyecto Joven in Argentina was launched in 1993 to improve the labour market outcomes of disadvantaged
16-29-year-old youth, including youth with low educational attainment living in low-income households and young
workers in the informal economy. The programme combined classroom-based learning with on-the-job training.
Training institutions provided foundation skills — such as literacy and numeracy — as well as vocational and
employability skills — notably, communication and interpersonal skills. On-the-job training was contracted from private
enterprises working under the supervision and coordination of the public agency managing the programme. Job-search
assistance and self-employment training complemented these training modules, as well as follow-up training after
recruitment, if required.

A similar youth programme — Capacitacion Solidaria — was launched in Brazil in 1996. The Brazilian programme,
which is still being implemented, is financed by the State. Funding is granted through competitive bidding to private
training institutions and civil society organizations, as well as trade unions. These institutions are required to ensure
ex-ante that training services are linked to work experience and opportunities for internships.

Programme evaluations have shown an improvement in the employment opportunities and earnings of
participants. For instance, impact evaluation of the Proyecto Joven in Argentina has shown that it increased the
probability of employment of young adult women (21 years and older) by 10 percentage points and raised the monthly
wages of participants by 10%, with more favourable results for young men and young adult women (Aedo and
Nufiez, 2001; de Moura Castro, 1999 and Elias et al., 2004). The common characteristics identified as contributing to
the success of programmes of this kind are: j) effective coordination between the State, social partners, private
companies and civil society; ii) outreach to the targeted population; iij) decentralized implementation through
competitive bidding; and iv) an integrated package of training services.

*  Good targeting of the programmes is important. For instance, there is a need to distinguish
between teenagers and young adults, and to devote particular attention to early school leavers.
The most desirable solution to the employment problems of teenagers is to help them to remain in
(or return to) school to acquire a useful qualification, whereas for young adults in their twenties,
it is more important to help them to acquire work experience;

* To the extent possible given administrative capacity, it would be important to make participation
in programmes compulsory for youth after a period of job search (e.g. six months). While this
may imply an increase in costs and possibly a reduction in the average effectiveness of the
programmes, making participation compulsory is likely to be the only way to ensure that the
programmes reach the youth who are most at risk of social exclusion;

*  Programmes that integrate and combine services and offer a comprehensive package adapted to
individual needs seem to be the most successful (e.g. the Work Programme in the
United Kingdom and Job Services Australia);

*  For the most disadvantaged youth at high risk of social and labour market exclusion, residential
programmes with a strong focus on remedial education, work experience and adult mentoring —
e.g. the Job Corps programme in the United States — have shown some positive outcomes,
particularly for young adults (Schochet et al., 2001; and Schochet et al., 2003).
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Box 6. The YouthBuild programme in the United States

The YouthBuild programme in the United States supports disconnected 16-24-year-olds from low-income families
to obtain a high-school diploma or GED — a test-based upper secondary qualification — and provides occupational
training in the construction field. The programme was initially introduced as Youth Action in East Harlem in 1979. It was
originally operated by the Department of Housing and Urban Development but was transferred to the Department of
Labor in 2006. This change led to a change in the main focus of the programme, from community development and
building of affordable housing, to the employability of disconnected youth. Since 2006, the programme has been
subject to performance measures set by the Department of Labor, including a follow up of participants up to 90 days
after leaving the programme. The programme lasts between six months and two years and participants spend at least
50% of their time in education and related services and at least 40% of their time in workforce investment activities
(work experience, occupational skills training, job search, internships, etc.). In addition, beneficiaries participate in
counseling, peer support groups, and life-planning exercises which encourage them to pursue life goals and develop
their leadership skills while providing community services.

Funding is provided mainly by the Federal government but other government agencies, private foundations and
individual donors also contribute. All initiatives are linked through a centralized national office that provides
implementation support, including staff training and information on best practices and programme innovations. In 2009,
the YouthBuild budget doubled thanks to USD 50 million in additional funding that the programme received as part of
the US Recovery Act which included several measures aimed at limiting the consequences of the economic downturn.
The budget was expanded further to USD 120 million in 2010 and 2011. However, the cost per participant is high at
between USD 15 000 and USD 18 000. The programme serves approximately 10 000 youth per year but the high cost
per participant means that, despite the generous budget, about 14 000 applicants are turned down every year because
of the lack of funds.

Available evidence suggests that YouthBuild is a successful alternative education programme. More than one
third of its participants move from the programme to post-secondary education and hence increase their chances of
successful labour market entry.?

Although the vast majority of YouthBuild centres are based in the United States, the programme’s model has
been replicated in several other countries including Brazil, Canada, Mexico, South Africa® and the United Kingdom.®
Outside the United States, YouthBuild programmes are managed/funded by government, NGOs or private initiatives.”
The cost of running YouthBuild outside the United States varies, mostly due to differences in the cost of living across
countries. The length of the programme also varies and is shorter in emerging countries where youth cannot afford to
train and be out of work for too long.

a) The Department of Labour has funded a rigorous national evaluation of the programme to be undertaken by MDRC, Mathematica
Policy Research and Social Policy Research Associates. The evaluation will use a random assignment design to measure the impact
of YouthBuild on employment, educational attainment, criminal justice involvement, and other important outcomes and will be
completed in 2017.

b) The content of the programme varies slightly across countries. For instance, in South Africa, YouthBuild students construct
affordable housing and provide trauma counseling to refugees.

¢) In addition, YouthBuild International is currently working with private sector, government, education and training systems in China,
India and Indonesia to build or redesign youth employment support.

d) In Mexico, the YouthBuild network raised USD 7 in public funding for every USD 1 invested by the Kellogg Foundation, its main
funder.

The good functioning of these active programmes hinges on several institutional features such as: the
availability of financial support — e.g. in the form of unemployment insurance or assistance or other social
benefits — to attract NEET youth to the programmes and keep them involved through the threat of benefit
sanctions if need be; the image of public employment offices, also crucial to ensure youth participation; the
involvement of employers, particularly their willingness to hire disadvantaged/unemployed youth for
internships or subsidized jobs; and the collection and availability of good performance data to ensure that
the programmes can be evaluated and that fine-tuning can take place in the event of poor performance.
Unfortunately, these features are present in only very few of the countries included in this paper.
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Employment protection regulation could affect the quantity and quality of jobs for youth

Regulations concerning the hiring and firing of workers play an important role in ensuring a fair
treatment of workers and avoid abuses. By increasing employment security, they also raise employers’
incentives to invest in human capital through on-the-job training as well as employees’ incentives to
participate in firm-specific training and co-operate with the implementation of productivity-enhancing
work practices or new technologies. In addition, as mentioned above, severance pay, can represent an
important source of income support during unemployment spells, particularly in emerging economies with
weak unemployment benefit systems.

However, designing and enforcing employment protection regulations involve trade-offs between the
degree of effective protection to the workers and the incentives for firms to hire, particularly among
inexperienced youth and other new labour market entrants.'® In particular, strict and uncertain procedures
concerning the firing of permanent workers along with high severance payments tend to make employers
reluctant to hiring youth on open-ended contract.'” Figure 15 shows an index of employment protection
regulations compiled by OECD for most of the countries covered in this paper. The index is mostly based
on legislation and collective bargaining outcomes. In 2008, according to this indicator, the strictest
regulations were found in Turkey and the least strict were observed in the United States. The only clear
distinction between emerging and advanced economies is that several emerging countries do not have
specific requirements for collective dismissals. It is important to note that, as it stands, this OECD indicator
does not incorporate any information concerning the enforcement of employment regulations. This implies
that in countries where labour inspections are not systematic and sanctions are low or where many youth
are involved in the informal sector or in temporary forms of employment, the actual degree of employment
protection is much lower than what is stated by the indicator.

16 . Although evidence on the impact of employment regulations on the overall level of employment remains
mixed, cross-country evidence suggests that strict employment protection regulations tend to be associated
with higher youth unemployment even when controlling for a host of other factors that could affect youth
employment (see e.g. Bassanini and Duval, 2006; and the OECD, 2006).

17. Theoretically, the effects of employment regulations on productivity are uncertain. On the one hand, the
effects on human capital investment point to a potential positive role of employment protection regulations
on labour productivity. On the other hand, there is a risk of a negative effect as these regulations tend to
restrict the movement of labour into emerging, high-productivity activities, firms or industries. Overall,
there is evidence of a significant negative effect of overly strict employment protection regulations on
labour turnover and, given the importance of labour mobility to promote reallocation of resources to most
productive uses, on productivity growth (see Martin and Scarpetta, 2011 for a review).
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Figure 15. Employment protection regulation, OECD index, 2008
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Source: Venn (2009) based on the OECD’s database of indicators of the strictness of Employment Protection Legislation.

In countries where strictly-regulated permanent contracts are combined with easy-to-use temporary
ones, inexperienced young people tend to be hired on short-term contractual arrangements, notably
fixed-term and temporary work agency contracts (see Figure 5). This is the case in Germany and Italy but
also in France and Spain where the share of workers in temporary contracts suggests that their use is much
more widely spread than suggested by the indicator shown in Figure 15 possibly because of limited
inspections and/or sanctions. Temporary contracts may represent a stepping stone into the labour market
opening the door to more stable employment later on or they may become traps whereby short-term work
and unemployment spells alternate through one’s working life. Overall, as the nature and duration of
temporary contracts as well as their training content vary, both effects are likely to co-exist, with longer
temporary contracts facilitating youth’s access to work and shorter ones more likely to become dead ends.
On balance, countries that have enhanced the adaptability of the labour market mainly by easing
regulations on temporary (or other atypical) contracts while leaving in place strict regulations on
permanent contracts have often seen an increase in labour market dualism, with no significant reduction in
youth unemployment. Consequently in these countries youth are considerably over-represented in
temporary work and, as a result, more vulnerable to economic downturns (Blanchard and Landier, 2002;
and Dolado et al., 2002).

On the other hand, in some emerging economies, strict regulations on permanent contracts are also
accompanied by strict rules on the use of temporary forms of employment and this is likely to result in high
and persistent youth unemployment or in a high incidence of informal employment among youth
(see Figure 6).

One aspect of employment protection regulation that is particularly relevant to the hiring of youth
is the duration of the trial period — i.e. the initial period during which regulations protecting workers
against unfair dismissal are not applicable. Across the countries included in this paper, the length of trial
periods varies between 12 months in the United Kingdom and no statutory period at all in Chile and
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Mexico (Figure 16)."® Both these extremes have potential drawbacks. While overly-long trial periods could
be used by employers to rotate new hires and reduce firing costs, very short ones may discourage the hiring
of young people without experience for fear of incurring high firing costs should the new hire turn out not
to be a suitable match for the position.

Figure 15. Trial period length, OECD index, 2008
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a) In the United States, trial periods can be set in collective agreements or individual contracts and vary widely. There is no trial
period in Chile and Mexico.

Source: OECD Employment Protection database, www.oecd.org/employment/protection.

Re-balancing the protection offered by different types of contracts would have positive effects for
many low-skilled workers and those with intermittent employment spells, and youth are likely to be among
the main beneficiaries. This would help youth (as well as other workers with limited work experience)
to move gradually from entry jobs, which are very often atypical, to more stable career jobs. In this
context, as mentioned above, some countries have either introduced (Brazil, Chile, Mexico and Turkey) or
are considering (Spain) a system of individual savings accounts that complement or substitute severance
pay schemes. Distinct from the severance pay, the benefits are paid whatever the reason or initiator of the
separation and thus these accounts tend to reduce firms’ defaults on severance payments. Moreover, since
payments are prepaid, they do not hinder employment adjustment and simplify separation procedures."
Less radical options include the possibility of limiting the use of temporary contracts more narrowly to
jobs/projects having a temporary nature. However, this is already the case in some countries with very high
incidences of temporary work — notably Spain — which suggests that moving further in this direction would
require a significant increase in labour inspections and a marked rise in sanctions incurred in the event of
non-compliance. Finally, youth may benefit from trial periods of moderate length — approximately six
months. This would encourage employers to hire young people on permanent contracts as it would allow
sufficient time for the skills of new hires to be tested.

18. In the United States, trial periods can be set in collective agreements or individual contracts and vary
widely.
19. In these systems, desing is crucial to ensure that the right incentives are provided for all parties involved,

notably employers and workers. For instance, the initial design of the Brazilian Fundo de Garantia por
Tiempo de Servigo left room for negotiation betweem workers and firms to agree on fake dismissals, by
which firms simulated that they were firing workers for just cause and paid a firing penalty that was later
returned so that workers could access the funds in their personal account (Gonzaga, 2003). Recent changes
in the system design have reduced incentives for this behaviour.
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Labour costs can be a barrier to youth employment in some G-20 countries

Total labour costs can significantly affect labour demand. Part of these costs, notably non-wage costs
associated with the payment of social security contributions, play an important role in financing essential
social services, in particular in countries where the tax base for income tax is limited. However, if non-
wage labour costs are too high, they risk hindering labour demand, particularly for the low-skilled and for
new labour market entrants whose productivity is not easily assessed at hiring by employers.”” For this
reason, several countries have attempted to encourage employers to hire youth by lowering social security
contribution rates.

Good measures comparing labour costs in emerging and advanced economies are hard to produce.
The OECD computes tax wedges for its member countries, including social security contributions (both
employers’ and employees’ contributions) and taxes on labour income expressed as a percentage of
average wages for a number of socio-demographic groups (Figure 17, top panel). These figures suggest
very high labour taxation rates, of 45% and over, in continental Europe — notably, Germany, Italy and
France — compare with rates of about 20-25% in Anglo-Saxon countries — notably Australia, Canada,
the United States and the United Kingdom — and very low rates in Chile and Mexico where contributions
are below 15%. Although the composition of the tax wedge (not shown) is theoretically irrelevant®,
employer’s social security contributions make up a large part of the total tax wedge in France, Italy and
Spain and this may represent a particular barrier to the hiring of inexperienced youth. This is particularly
the case in Spain and Italy where employer’s social security contributions are regressive — i.e. they are
lower for those hired at a wage equivalent to 100% of the country’s average than for those hired at 67% of
the average wage. On the other hand, these contributions appear to be progressive in France where
employers of low-wage earners pay two percentage points less.”

The bottom panel of Figure 17 shows the sum of employers’ and employees’ social security
contributions for a number of benefits, including old age and sickness benefits. The values reported are
based on descriptive information provided by the US Social Security Administration and should be taken
as only indicative of social security contributions around the world rather than precise estimates. It is
noteworthy that not all emerging economies have low social security contributions but coverage is often
very limited — e.g. in India. The figures confirm that labour costs are unlikely to be a barrier to the hiring of
youth (in the formal sector) in Mexico and Chile and suggest that this may be the case in Indonesia as well.
On the other hand, policies aimed at reducing labour costs may be justified in Argentina, Brazil and
Turkey.

20 . Cazes and Nesporova (2003) find that unemployment, and in particular long-term and youth
unemployment, tend to rise with higher payroll taxes. Bassanini and Duval (2006) also find a negative
effect of the total tax wedge on youth employment.

21. Theoretically, the role played by labour taxes in reducing employment depends on the extent to which
employers can shift the cost onto workers in the form of lower wages. If this is possible, the effect on
employment will be limited as wages will adjust accordingly. However, the presence of a wage floor
(e.g. statutory minimum wages) can prevent employers from passing on increases in labour taxes through
lower wages, hence reducing employment ceferis paribus.

22, Only in the United Kingdom does the rate of employee’s social security contributions increase with
income. Unsurprisingly, income tax rates are progressive in every country shown in Figure 17.
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Figure 17. Tax wedge in selected countries, 2011
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a) If different rates apply to different earnings levels, the rate applying to the lowest level is used in these calculations; If different
rates apply to different firm sizes or sectors, the average is used in these calculations; figures for Mexico exclude medical
contributions because these are expressed as a percentage of the difference between the worker's monthly wage and a
reference multiple of the minimum wage, making it difficult to estimate a rate; values for South Africa are not available. Please
note that employee’s and employer’'s contributions are expressed as a percentage of different amounts and summing them
represents only a ballpark estimate of total contributions rather than a precise one.

Source: OECD Taxing Wages database and Social Security Programmes Around the World,http://www.ssa.gov/policy/docs/progdesc/ssptw/.

Some advanced economies have been experimenting with lower social security contribution rates to
encourage employers to hire young people for several years.” Some lessons can be learnt from these
experiences that may be useful for emerging economies attempting to follow this path in order to stimulate
youth employment. In terms of implementation, across-the-board reductions risk incurring significant
dead-weight losses, i.e. employers exploiting subsidies to hire youth they would have hired anyway, and
substitution effects, i.e. employers firing other workers in order to qualify for subsidies when hiring youth.

23. Since the early 1990s, public authorities in France have influenced labour costs at the minimum-wage level
by reducing employer social security charges on low wages.
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To ensure effectiveness, reductions in labour costs could be targeted on low-skilled or other disadvantaged
youth and could require that no workforce reduction occurs around the time of hiring (see Box 7).*

Box 7. Duration and targeting make wage subsidies work better for youth

Wage subsidies and other financial incentives (e.g. tax or social security exemptions for a limited period of time)
for employers who recruit young people can help improve school-to-work transitions. Indeed, these financial incentives
can offset the cost of the initial training that young workers require or compensate for their limited work experience and
initial lower productivity (Rosas and Rossignotti, 2005; and Betcherman et al., 2007).

In advanced economies, there is a wide array of measures for sharing initial hiring costs between employers and
government. The main features include: duration, amount of subsidy or employer's compensation, and type of contractual
arrangement. In some countries, employers receive the equivalent of the national minimum wage per person hired or
apprenticed. In others, subsidies are paid for the hiring of young people on limited-term employment contracts, on the
grounds that these contracts can serve as stepping stones onto the labour market. For instance, in France and lItaly,
financial incentives are granted to employers who recruit and provide on-the-job training to young jobseekers.

Wage subsidies can be particularly effective in improving the employment rates of young workers facing labour
market disadvantages (e.g. low-educated and low-skilled youth, young disadvantaged women, young people exposed
to discrimination in employment and occupation) provided they are specifically targeted on these at-risk youth. An
efficient monitoring system is also essential to avoid abuses and achieve the policy objective of improving
employability of young workers, rather than turning them into cheap labour.

Overall, in advanced and emerging economies, wage subsidies have in general had positive effects on improving
the employment outcomes of youth.? Existing evaluations of wage subsidies show that wage subsidies work best when
they are designed and targeted to address specific labour market disadvantages faced by young people and when
they are provided for a limited period of time. Therefore, generalized subsidies that target young people mainly on the
basis of their age are unlikely to have a long-term impact on their employment and earnings. If not targeted, these
subsidies often result in labour market distortions in terms of deadweight and substitution effects, with employment
lasting only as long as the subsidy is perceived. Evaluation results also stress the benefit of combining subsidies with
on-the-job training and other measures in the form of comprehensive service packages offered to young workers.

a) For instance, in 2010, South Africa introduced a wage subsidy scheme aimed at improving youth employment rates in formal-
sector firms. The subsidy is worth ZAR 5000 — approximately, EUR 670 — and is paid over a period of six months. This compares with
a national median monthly wage for 20-24-year-old youth of approximately ZAR 1500, i.e. slightly less than twice the monthly amount
of the subsidy. Unfortunately, no evaluation of the impact that the subsidy has had so far on the hiring of young people have been
carried out yet.

Setting the right minimum wage

The primary objective of minimum wages is to help prevent working poverty. By redistributing
income to workers at the low-end of the pay scale, they are also likely to boost aggregate demand through
a multiplier effect. Finally, minimum wages play an important role in preventing labour market
discrimination on any ground.

However, if minimum wages are set too high they could discourage employers from hiring low-
skilled youth or encourage them to hire youth informally.” It is hard to pinpoint the appropriate level of

24 . It is noteworthy that substitution effects could be smaller in countries with strict firing regulations.

25. While there has been considerable controversy and mixed empirical results concerning the impact of
minimum wages on employment, the international empirical evidence suggests that, on balance, the impact
is negative for youth employment if the minimum wage is set at a high level, and especially if it is
combined with high non-wage labour costs (e.g. OECD, 1998; Neumark and Wascher, 1998 and 1999; and
Kramarz and Philippon, 2001). However, it should be added that analysts are not unanimous on this and
some studies have failed to find significant negative employment effects (e.g. Card and Krueger, 1995;
Stewart, 2003; and Hyslop and Stillman, 2004). Too-high minimum wages may also have a negative effect
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the minimum wage. This depends on several factors such as the wage distribution, the degree of employer
power in setting wages and the nature of other labour market institutions. Keeping this in mind, Figure 18
shows the ratio of the minimum wage to the average wage in the countries covered in this paper which
have a statutory minimum wage and for which this information is available.***” The ratio of the minimum
to average wage is just 18% in Mexico. At the other extreme, the highest ratio is found in Indonesia where,
on average across provinces, the minimum wage corresponds to 65% of the average wage.” Australia,
Chile and France also have relatively high ratios, all above 45%.

a)
b)

Figure 18. Minimum wages, 2009°
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All ratios refer to 2009, except for Argentina and Brazil (2010), and India (2008).

India: National rate; regional rates exist; United States: Federal rate, state rates above the Federal minimum are allowed;
Sub-minima for youth can be applied at the state level but must be above the Federal minima (in 2009, only lllinois had a binding
youth sub-minima); A federal sub-minimum for youth under 20 during the first 90 days of work with a new employer also exists
and is equivalent to 65% of the adult wage. United Kingdom: Sub-MW applies to youth under 22; Two different rates apply: a
development rate for youth aged 18-21 and an additional sub-minimum for youth aged 16-17; Australia: Youth are subject to a
reduced MW to be set in collective agreements. France: Youth aged 17 and 18 with less than 6 months experience receive 90%
of the adult MW and youth 16 or younger receive 80% of the adult MW. Indonesia: Average of provincial rates.

Source: OECD Minimum Wages database for Australia, Canada, Spain, France, Mexico, Turkey, United Kingdom and United States; ILO
minimum wage database for Argentina, Brazil, and Chile; EMO (2007) for India; and http://dds.bps.go.id/booklet/boklet mei 2010.pdf?
for Indonesia.

26.

27.

28.

on educational enrolment (Neumark and Wascher, 1995; Landon, 1997; Chaplin et al., 2003; and Pacheco
and Cruickshank, 2007). Empirical evidence on the effect of higher minimum wages on the provision of
on-the-job training is more mixed, with some authors finding statistically significant negative effects
(Neumark and Nizalova, 2007) and others finding that minimum wages increase training provision
(Arulampalam et al., 2002).

Although a wage policy may be regarded as less relevant in countries where most young workers are in the
informal economy, evidence from some countries (e.g. Argentina, Brazil and Mexico) suggests that
minimum wages can affect wage determination in both the formal and the informal economy.

Germany, Italy and South Africa do not have a statutory minimum wage. In these countries, minimum
wages are negotiated in collective agreements. Argentina has a statutory minimum wage but internationally
comparable figures — relative to average wage — could not be constructed.

In Indonesia, legislation provides for exceptions to be made for companies that are not in a position to pay
minimum wages and these exceptions seem to be granted fairly easily. As a result, the minimum wage can
be seen as an effective wage in the formal economy and not as a threshold at the low end of the labour
market (Saget, 2008).
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To compensate for a relatively high ratio, some countries set sub-minimum rates applicable to youth.
France allows for lower rates to apply to youth with limited work experience (as well as by lowering
employer social security contributions for low-wage workers). Other countries with sub-minimum wage
rates applying to youth include India, the United Kingdom and the United States. In India, reduced youth
rates have been established in some sectors (e.g. agriculture, tea plantations). In the United States, state-
level sub-minima are allowed provided they are higher than the federally-set rate. In addition, a lower rate
applies to youth under 20 in the first 90 days of work with a new employer. On the other hand, the
United Kingdom has two sub-minima rates applying to young people: a development rate for youth aged
18-21 equivalent to 32% of the average wage; and a lower rate equivalent to 24% of the average wage for
youth aged 16-17.

The application of lower wages to young workers may be justified when the job offered requires
higher skills. In this event, a differentiated wage would have the specific purpose of encouraging
enterprises to invest in training and to share the costs with young workers. Examples of this include
apprenticeship programmes in Germany and the United Kingdom, where salaries are initially lower in
recognition of the lower productivity expected during the training period and are adjusted as the training
programme progresses.”’ If a sub-minimum wage is introduced, the critical issue is to determine how much
lower it should be compared to the adult rate in order to compensate for lower productivity. The social
partners have an important role in determining a suitable level of remuneration. Furthermore, sub-minima
subject to training provision call for regular monitoring to avoid abuses.

Policies to reduce informal work among youth and improve access to formal-sector employment

Section 1 highlighted the fact that youth are more likely to work in the informal sector than their adult
counterparts (Figure 6). This limits their social security coverage, reduces their job security and wages and
makes them more vulnerable at times of economic slowdowns.

Combating informal employment requires a comprehensive approach to reduce the costs and increase
the benefits to businesses and workers of operating formally and ensure that regulations are adequately
enforced. OECD (2008a) looks at informality in Mexico and Turkey among other countries and identifies
some key determinants. Few of the findings are specific to young workers but some are particularly
relevant to them.

First, high wage floor in some countries as well as high non-wage labour costs create incentives for
informal employment or under-declaration of earnings among employees. For instance, in Turkey, high
labour costs result from the combination of binding minimum wages in the formal sector and high labour
taxes, partly driven by generous pension systems.

Second, the characteristics and complexity of tax systems are found to play a key role in the spreading
of informal employment. For instance, granting preferential tax treatment to the self-employed, notably
through taxes on turnover instead of net income, is found to encourage false self-employment and
under-declaration. It is easier for the self-employed to evade taxes than for wage earners and it can be
difficult for tax authorities to detect their true income accurately. Simplified taxes for small businesses
may, however, be appropriate in countries where many self-employed are not equipped to establish proper
book-keeping procedures. However, these simplified tax regimes should be designed so as to provide
incentives to declare employees’ wages. In addition, complex tax systems increase compliance costs for
taxpayers and encourage under-declaration.

29. Even in this case, some may argue that initial lower productivity would be compensated by higher levels
after the training period, hence invalidating the need for a sub-minimum wage for trainees.
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Third, there is a close link between informality and the rules governing the use of temporary
contracts. Relaxing restrictions on the use of temporary or fixed-term contracts and reducing firing costs
for young or inexperienced workers may improve incentives for firms to hire formal workers. In fact,
informal employment is used by firms to increase internal flexibility in some emerging economies, where
regulations limit the use of temporary and fixed-term contracts. Introducing probationary periods for new
workers on permanent contracts could reduce informality, especially among young workers.

Finally, workers’ perceptions of the value of the benefits they are likely to receive from social
protection schemes may be a factor encouraging formal work or the full declaration of earnings if workers
have some say in whether or not they are employed formally. Along similar lines, improving trust in
government and the quality of public services can play an important role in reducing informality by
increasing the perceived benefit to taxpayers of paying taxes.

Along with the measures listed above to improve incentives for formalisation, effective enforcement
of labour, tax and social security regulations is essential to combat informal employment. Existing
enforcement resources in countries where informality is a major issue can be used more efficiently by
implementing or increasing the use of risk-assessment processes to target inspections and increasing
coordination and information-sharing between enforcement agencies. Combating informality also requires
broadening the current focus of most enforcement bodies from revenue maximisation (for tax authorities)
and occupational health and safety (for labour inspectorates) to include formalisation by targeting new
groups, such as small firms or the service sector, where informal employment is prevalent, providing
advice and technical assistance to small firms and improving income detection for small firms and the self-
employed.

Conclusions

Improving school-to-work transitions and ensuring better career opportunities for youth after labour
market entrance are common goals in emerging and advanced economies as they can contribute to raising
the productive potential of the economy and to increasing social cohesion. However, the challenges faced
in achieving these objectives and the policies required vary between emerging and advanced economies.
Youth in emerging countries are less likely to be employed and more likely to be NEET — neither in
employment nor in education and training — than their counterparts in advanced economies. They also tend
to leave education earlier and have longer transitions to work, characterized by a higher incidence of NEET
and informal employment. In addition, child labour remains common in some emerging countries, with
deleterious effects on school achievement. In some areas, these differences warrant different policy
responses.

In terms of educational attainment, all countries have been focusing on helping youth complete upper
secondary education. However, while most advanced economies have raised or are planning to raise the
age of compulsory schooling to 18, emerging economies need to act earlier. Indeed, before they can turn to
upper secondary education, most emerging countries need to support enrolment in lower secondary
education, improve education inputs — such as infrastructure, learning resources and instruction time — and
focus on equality of access. In addition, both sets of countries are looking at work-based learning to help
engage youth who are at-risk of leaving school too early and without qualifications. While all countries
face big challenges in this area, the hurdles are even more daunting in emerging economies where few
youth attend vocational schools and even fewer have access to apprenticeship training. Finally, in all the
countries covered, even youth who leave education with good qualifications often lack key skills required
to enter and progress in the labour market. This is particularly the case in emerging economies where large
shares of youth are found in jobs for which their qualifications are too high. To tackle this phenomenon,
better career guidance supported by good-quality labour market information and projections are key in all
countries. However, emerging countries also need to strengthen innovation policies as the reason for
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over-qualification may, at least partly, rest in the speed with which labour demand adjusts to the
availability of better skilled labour supply.

On the labour market side, differences are even more marked. While advanced economies are
thinking of more and more sophisticated ways of providing individualised re-employment support to youth
entitled to unemployment benefits, emerging economies often need to start from scratch. Some emerging
countries covered in this paper do not have an unemployment insurance system while, in several others, the
system exists but provides only limited support during non-employment spells. In addition, some emerging
countries lack the institutional features required to run cost-effective activation programmes — notably,
effective public employment services, employers’ co-operation and good performance measurement
systems for programme evaluation. In both sets of countries, high labour costs and stringent employment
protection regulation are likely to discourage employers from hiring youth in stable entry jobs. However,
the consequences, differ across countries, raising the incidence of temporary work in advanced economies
while contributing to the growth of informality in emerging economies.

Of course, the 16 countries covered cannot always be easily classified into two homogeneous groups
and country-specific characteristics need to be taken into account in policy design. This is particularly the
case when it comes to employment protection regulation, labour costs and minimum wages where no clear
distinction between emerging and advanced economies emerges. In addition, to be effective in improving
school-to-work transitions, the policy measures analysed in this paper, need to be seen as a package rather
than in isolation. This requires further in-depth analysis of the barriers that youth face in individual
countries and rigorous evaluation of existing youth programmes to ensure that limited resources are put to
their best use. Finally, these measures also need to be part of wider policies to promote stronger,
sustainable economic growth which will create more and better job opportunities for people at all ages.
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