
Note: This paper expresses the opinion of the authors and does not necessarily represent the views of KfW. 

KFW ECONOMIC RESEARCH 

Focus 
on Economics 

    

 

Figure 1: Youth unemployment rate in selected Southern European countries 
in percent 

15

25

35

45

55

2005 2006 2007 2008 2009 2010 2011 2012 2013*

Greece Italy Portugal Spain EU
 

* Figures for Greece only until Q3 2013. 

Source: Eurostat, own calculations.

 

High youth unemployment in Europe 
is a major issue for European eco-
nomic policy. A solution is particularly 
urgent in the Southern European re-
form countries of Greece, Spain, Italy 
and Portugal. 

The recession of the last several 
years is responsible for the increase 
in unemployment in the EU. In addi-
tion, there are two structural causes 
for the high level of youth unemploy-
ment in the reform countries: rigid la-
bour markets and suboptimal educa-
tion and training systems.  

In the meantime, the most important 
labour market reforms have been im-
plemented in most reform countries. 
As far as education and training are 
concerned, the first reform packages 
have been launched – for example, pi-
lot projects to establish dual voca-
tional training. It is still too early to 
evaluate the impact of these reforms; 
in fact, they will only have an effect in 
the medium to long term. In the short 
term, active labour market policies 
and increased international mobility by 
young people for training and em-
ployment purposes can provide some 
relief. 

The youth unemployment rate in some 
Southern European countries currently 
lurches from one record to the next. 
Spain and Greece in particular, but  
also Italy and Portugal, are experien- 
cing high and rising rates. In 2012,  
7.5 million young people between the 
ages of 15 and 24 in the EUR-28 coun- 
tries were not in employment, education 
or training (NEET); 5.6 million of them 

were unemployed. 

Youth unemployment – often misin-
terpreted 

In the wake of the crisis, the traditionally 
high youth unemployment rates in 
Greece, Spain, Italy and Portugal rose 
even further (Figure 1). The further 
weakening of the economies in these 
countries, caused by excessive fiscal 
consolidation, has reinforced this trend. 
From 2006 until 2013, the rate in Spain 
tripled, and it roughly doubled in the 
other countries. While an improvement 
was noticeable in Greece, Spain and It-
aly prior to the start of the financial crisis, 
there had been a steady increase in Por-
tugal since 2000, which has accelerated 
even more since the financial crisis. In 
addition to this increase triggered by the 
economic situation, there are also struc-

tural reasons for the high youth unem-
ployment in all four countries.  

The widely followed youth unemploy-
ment rates exaggerate the actual prob-
lem. The rate consists of the number of 
job-seeking young people aged 15 to 24 
in relation to the number of people in the 
labour force (i. e. those people with jobs 
and those looking for work) in this age 
group. But this is only a small portion of 
the population between the ages of 15 
and 24. Many young people are still in 
education or training and are not avail-
able to join the labour market.1   

The youth unemployment ratio is a bet-
ter indicator for measuring youth unem-
ployment. It consists of unemployed but 
job-seeking young people in relation to 
the overall population between the ages 
of 15 and 24. The youth unemployment 
ratio is therefore easier to interpret and 
considerably lower than the rate. For ex-
ample, the youth unemployment rate in 
Spain was 53 % in 2013, whereas the 
youth unemployment ratio was 21 %. 
This means that one in five young Span-
ish people was unemployed, not one in 
two, as the unemployment rate suggests.  

Yet even based on this indicator, youth 
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Figure 2: Youth unemployment rate and ratio in 2006 and 2013 for selected 
countries (in percent) 
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* Figures for Q3 2013. 
Source: Eurostat, own calculations.

Table 1: Performance in mathematics in PISA and PIACC*   

 PISA PISA PISA PISA PIAAC 
 2003 2006 2009 2012 2012 

Greece 445 459 466 453 - 
Italy 466 462 483 485 247 
Portugal 466 466 487 487 - 
Spain 485 480 483 484 246 
OECD 500 498 496 494 269 

* PISA: Programme for International Student Assessment; PIAAC: Programme for the International Assess-
ment of Adult Competencies (24 participating countries). 

Source: OECD.

unemployment has more than doubled in 
the reform countries – with the exception 
of Italy. Of course, a figure of 20 % young 
unemployed people in Spain is still much 
too high, especially compared to the EU 
average of 9.7 %.  

Similar trend during the crisis 

The youth unemployment ratio rose con-
siderably during the crisis in all four 
countries in question (see Figure 2). The 
increase of 12 percentage points in 
Spain was the most dramatic. But the 
change was less severe than in the 
youth unemployment rate because many 
young people also left the labour market, 
for example to enter university. The la-
bour force participation rate2 of young 
people declined between 3.2 percentage 
points in Greece and 9.4 in Spain.  

High youth unemployment has nega-
tive long-term consequences 

For young people high unemployment 
has economic consequences that affect 
their entire working lives. Every addi-
tional day as a young unemployed per-
son extends the period of unemployment 
in adulthood by 0.96 to 6.47 days.3 In 
addition, unemployment when a person 
is young results in lower wages even 20 
years later.4 

The social costs could be even higher, 
for example in the form of declining po-
litical participation. In addition, the cur-
rent crisis leads to a lower birth rate5 and 
more cases of health problems in middle 
age,6 which may make early retirement 
necessary. Youth unemployment can 
therefore have very negative conse-
quences in the long term.  

Even just the short-term costs of non-
integration of young people into the la-
bour market are significant: according to 
estimates by Eurofound (2012), the an-
nual costs for 15 to 24-year-old NEETs 
in the four countries considered total 
more than EUR 30 billion. Across 
Europe, the annual cost of NEETs aged 
15 to 29 amounts to as much as EUR 
153 billion, and these costs take into ac-
count only the corresponding economic 
costs in terms of lost economic growth 
and increased government transfer pay-
ments, and not the social costs, such as 
potential health problems or increased 
crime.  

Root causes 

The high levels of youth unemployment 
are due in part to the recessions follow-
ing the global financial crisis and the 
sovereign debt crisis. But, in addition, 
structural aspects play a major role, too, 
because the level of youth unemploy-
ment was already very high prior to the 
crisis. Two reasons stand out in this re-
gard: firstly, the need for improvements 
in education and training systems and, 
secondly, rigid labour market regulation, 
which ensures that few new permanent 
jobs are created. 

Cause 1: Education system 

The rise in unemployment due to the cri-
sis between 2008 and 2011 was greater, 
the lower the level of education (see Ta-
ble 2). Greece was the only country 
where unemployment among young 
people aged 25 to 347 increased equally 
for all skill levels. Unlike in the EU as a 
whole, people who are more highly edu-
cated in Greece, Italy and Portugal even 

had a slightly higher risk of unemploment 
than those with a medium level of educa-
tion.  

Despite significant progress in recent 
decades, the educational level of the 
population in all four countries is below 
average compared to similar highly de-
veloped industrial countries. This can be 
seen, firstly, in terms of the level of edu-
cational attainment (Figure 3), and  sec-
ondly, in international student assess-
ments such as PISA, which tests fifteen-
year-old pupils, or the new PIAAC study, 
which assesses the skills of the working-
age population, both of which show a low 
level of education quality compared with 
other OECD countries (see Table 1). Al-
though Greece, Italy and Portugal were 
able to catch up significantly between 
2003 and 2009 in the PISA study, all four 
countries are still well below the OECD 
average in the latest PISA study from 
2012. However, Italy, Spain and Portugal 
were at least able to maintain the 2009 
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Figure 3: Educational level of 25 to 34-year olds 
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Table 2: Unemployment rate among 25 to 34-year-olds in 2008 and 2011 

     
 Educational level 2008 2011 Change 2008–2011 
Greece Low 10.0 25.1 +15.0 
 Medium 10.4 23.4 +13.0 
 High 12.0 25.6 +13.6 
Italy Low 11.3 14.8 +3.6 
 Medium 7.2 10.2 +2.9 
 High 9.4 11.5 +2.1 
Portugal Low 9.2 16.1 +6.9 
 Medium 7.5 12.2 +4.7 
 High 9.0 12.7 +3.7 
Spain Low 17.4 33.4 +16.0 
 Medium 11.2 24.0 +12.8 
 High 8.0 16.2 +8.2 
EU-21 Low 15.5 22.3 +6.8 
 Medium 6.5 11.0 +4.4 
 High 4.7 7.6 +2.9 

Source: OECD. 

level in the 2012 PISA study, whereas 
there was a deterioration in Greece. 

Spain: Deficits in secondary educa-
tion, too many dropouts 

In Spain, when compared internationally, 
a very high percentage of young people 
have completed lower secondary educa-
tion at most8 (Figure 3). Spain has the 
highest school dropout rate in Europe, as 
well as the highest ratio of pupils who 
have to repeat classes (35 %).  

Prior to the crisis there were still many 
employment opportunities for low-skilled 
people in the construction industry and in 
the hotel, restaurant and tourism sector. 
Since the onset of the crisis, these sec-
tors of the economy have been particu-
larly hard hit, resulting in a dispropor-
tionately sharp increase in unemploy-
ment among the low-skilled.  

It is striking that despite a substantial 
35 % increase in spending on education 
since 2003 and numerous national and 
regional educational reforms, the cogni-
tive skills measured in the PISA study 
linger at below-average levels compared 
with other OECD countries and that 
there are no signs of improvement (see 
Table 1). 

Portugal: Deficits in secondary educa-
tion, educational level too low, limited 
equal opportunities 

The educational level of Portugal's popu-
lation is still relatively low. 44 % of 25 to 
34-year-olds do not complete upper sec-
ondary level education. One positive to 

mention is that past educational reforms 
have resulted in considerable improve-
ments in the cognitive skills of pupils 
(see Table 1); the improvements ap-
peared mainly between 2006 and 2009, 
i. e. before the crisis (+21 PISA points in 
mathematics); since 2009 the PISA re-
sults have stagnated. In addition, the 
dropout rate has declined by more than 
half since 2000 (see Table 3), although a 
dropout rate of one fifth is still unac-
ceptably high.  

In Portugal, the family background has a 
stronger influence on the dropout rate 
and on the attainment of higher educa-

tion than in other countries. This contrib-
utes to a high level of educational ine-
quality, ultimately leading to high income 
inequality.  

Italy: Educational level too low, dura-
tion of studies too long 

In Italy, the educational level of the popu-
lation is likewise low when compared in-
ternationally. There is also a need to 
catch up in terms of the quality of the 
overall school system, as can be seen, 
for example, in the PISA study: like Por-
tugal, between 2006 and 2009 Italy 
achieved significant improvements in the 
skills measured in the PISA studies (+21 
PISA points in mathematics). The high 
rate of school dropouts is a problem in 
Italy, too (see Table 3).  

There are significant deficits in the terti-
ary sector: compared internationally, Italy 
has a very low level of university gradu-
ates (see Figure 3), even though a dis-
proportionately large number of young 
people, roughly three out of four pupils in 
the class, achieve a qualification to enter 
university. Although the total number of 
students entering university has in-
creased sharply over the last decade, in-
terest in tertiary education appears to 
have declined again in the last five 
years. The long duration of the studies 
and the high rate of university dropouts 
are among the central deficits in tertiary 
education. Very few students complete 
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Table 3: School dropout rates 

 2000 2005 2008 2009 2012 
Greece 18.2 13.6 14.8 14.5 11.4 
Italy 25.1 22.3 19.7 19.2 17.6 
Portugal 43.6 38.8 35.4 31.2 20.8 
Spain 29.1 30.8 31.9 31.2 24.9 
EU-28  15.7 14.7 14.2 12.7 

* percentage share of 18 to 24-year-olds who have completed lower secondary education at most and are 
no longer participating in general or vocational education measures. 

Source: Eurostat.

Table 4: Transition from education to the labour market* 

 Rate of labour market par-
ticipation up to 5 years af-
ter the end of education 

Average duration between end of 
education and first job (in months) 

Greece 67.3 13.1 
Italy 59.2 10.5 
Portugal 78.6 5.7 
Spain 59.8 8.2 
EU-27 72.9 6.5 

* related to 15 to 34-year-olds. 

Source: Eurostat, EU-LFS Supplementary Module 2009. 

their studies within the normal period, 
and more than half (55 %) abandon their 
studies completely.  

Greece: An overly centralised and in-
efficient education system 

Although the formal educational level in 
Greece is relatively close to the OECD 
average (see Figure 3), the cognitive 
skills actually attained in Greece are still 
considerably below the OECD average 
and also significantly (i. e. by about one 
school year) behind those of Portugal, It-
aly and Spain (see Table 1). Greece also 
performs relatively poorly in the PISA 
study when compared to countries with 
similar GDP and per-capita spending on 
education. 

Although there is a relatively large num-
ber of teachers per pupil in Greece, 
Greek teachers spend comparatively few 
hours a week in the classroom actually 
teaching. This explains the high level of 
per-capita spending on education de-
spite relatively low teacher salaries. 

The Greek education system is highly 
centralised. As there are no external 
evaluations of schools and / or teachers, 
there is a lack of important information 
for quality control purposes.9 In order to 
offset the lack of quality in the public 
school system, it is customary to invest 
in private tutoring (so-called “frontistíria”).  

Education reforms 

Besides these country-specific problems, 
the transition from the education system 
to the labour market needs to be im-
proved in all four countries. This takes  
– with the exception of Portugal – a very 
long time when compared with other EU 
countries (see Table 4). As far as voca-
tional training is concerned, a greater 
commitment by employers is needed, as 
well as improved on-the-job training. The 
countries under consideration are cur-
rently investigating ways of strengthen-
ing of their vocational training system 
and the introduction of a dual system 
similar to the German model. In some 
cases they have already launched pilot 
projects in this regard.10  

But it is doubtful whether the highly ac-
claimed dual vocational training system 
can easily be exported to other coun-
tries. After all, the system in Germany 
was developed and enhanced over dec-
ades and is therefore adapted to the 
structure of the German economy. 

In addition, reforms in the education sys-
tem have an impact on the labour market 
only in the medium to long term. Never-
theless, from an economic perspective it 
makes sense to eliminate the aforemen-
tioned structural problems in the educa-
tion system, which existed even prior to 
the financial and economic crisis. 

Cause 2: Rigid labour markets 

The sharp rise in youth unemployment in 
the affected countries during the crisis is 
a result of the dualisation of the labour 
market: older workers have well-paid 
jobs that are nearly impossible to termi-
nate, with generous severance arrange-
ments, whereas younger workers are 
hired, if at all, only on a temporary basis. 
In addition, the collective bargaining 
agreements of a sector usually apply na-
tionwide, without the possibility of adapt-
ing them at individual company level in 
order to react flexibly to a crisis. The 
necessary flexibility is therefore estab-
lished by limiting the duration of em-
ployment contracts for younger employ-
ees. Fixed-term contracts usually contain 
few rights regarding protection from dis-
missal or continued employment, mean-
ing that in a downturn the younger em-
ployees hired with these contracts are 
the first ones to lose their jobs.  

Labour market reforms 

There are two ways to reduce the duali-
sation of the labour market: make tempo-
rary employment more unattractive to 
employers by, for example, establishing 
the right to a permanent position after a 
certain period of time, or make perma-
nent employment more attractive. This 
can happen, for instance, by adjusting 
the rules on dismissal protection and 
severance arrangements so that a per-
manent position, particularly for a small 
company, does not become an existen-
tial threat; or by making collective bar-
gaining agreements more flexible so that 
companies and their employees are able 
to conclude company-level agreements 
that allow for mutually acceptable solu-
tions during times of economic hardship 
apart from the elimination of jobs. 

In Greece and Portugal, corresponding 
labour market reforms are among the 
conditions of the aid programmes, and 
Italy and Spain have likewise initiated re-
form measures. Portugal and Spain have 
already implemented numerous reforms, 
and Greece has taken big steps, too. It-
aly, on the other hand, is still at the be-
ginning of its implementation process 
(Figure 4). In its first evaluation of the 
Spanish labour market reforms, the 
OECD has already found initial positive 
effects, particularly for young people.11 
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Figure 4: Level of labour market regulation of permanent employment 
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Source: OECD (status 1 January 2013). Shown here is the EPL indicator, which measures the costs of labour
market regulation for the employer. A falling index value is an indication of flexibilisation of the labour market.

Table 5: Summary of the main problem areas in education 

 GR IT PT ES 

Raise the formal educational level of the labour force  

 Lower the share of low-skilled people o + ++ ++ 

 Raise the share of highly skilled people + ++ ++ 0 

Improve the quality of education ++ + + + 

Improve the transition from education to labour market + + + + 

Note: ++ high priority, + medium; o low priority. 

 

But visible, lasting success can only be 
expected when the economy has recov-
ered enough that it is even able to gen-
erate new jobs. 

The aforementioned reforms of both the 
labour market and the education system 
are therefore appropriate to address the 
significant structural problems in the la-
bour market of the countries concerned. 
But none of these reforms can lead to a 
rapid alleviation of youth unemployment 
in the near term. 

Active labour market policy 

Active labour market policies are a sen-
sible approach to alleviate youth unem-
ployment in the near term. To that end 
the countries concerned are primarily us-
ing incentives for employers to hire un-
employed young people by, for example, 
having the government make the social 
security payment or assume a portion of 
the young person's salary. Training and 
unpaid internships are also being offered 
to improve the qualifications of young 
people. Policy makers in Greece are 
even considering the possibility of im-
plementing a public job creation pro-
gramme similar to the American "New 
Deal" of the 1930s.  

The EU is supporting active labour mar-
ket policies with the employment initia-
tive for young people that was agreed in 
2013. This includes establishing a new 
EUR 6 billion fund for the period from 
2014 until 2020. This fund is to be made 
available to those EU countries whose 
youth unemployment rate exceeds 
25 %.12 Under the so-called "youth guar-
antee", all member states will be ex-
pected to offer young people up to 
25 years of age a suitable job, continuing 
education, an apprenticeship or an in-
ternship within four months after com-
pleting education or after losing a job. 

Promoting labour mobility 

Higher training and labour mobility can 
also contribute to reducing youth unem-
ployment in the short term. The current 
level of mobility, however, is far from 
adequate. Comprehensive bilateral or 
EU level support for  the mobility of  un-
employed young people for educational 
or employment purposes would be use-
ful; after all, mobility is greatest among 
young people anyway, and the preserva-
tion and expansion of their human capital 
promises the greatest benefit for them-
selves and their homeland. 

Room for German support is available 

Germany is providing targeted support, 
particularly through the promotion of 
training mobility and skilled worker mobil-
ity for unemployed young people from 
other EU Member States. For example, a 
bilateral German-Spanish intergovern-
mental agreement was reached in May 
2013 for the training and employment of 

5,000 young Spaniards. In addition, the 
International Placement Services (ZAV) 
of the German Federal Ministry of La-
bour and Social Affairs (BMAS) partici-
pates in the MobiPro EU initiative, which 
promotes the vocational mobility of both 
young people seeking training and un-
employed skilled workers from EU coun-
tries. 

Conclusion 

The problem of high youth unemploy-
ment must be addressed as a high prior-
ity in the countries concerned. Even 
though the first positive changes are al-
ready apparent, further reforms are still 
necessary in both the education systems 
(see overview in Table 5) and the labour 
markets. But an essential prerequisite for 
the reduction in youth unemployment is 
also economic growth in these countries, 
and, in this respect, lending to SMEs in 
the countries concerned is crucial be-
cause SMEs generate growth and create 
jobs. ■ 
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1 Cf. Eurostat, “Messung der Jugendarbeitslosigkeit – wichtige Konzepte im Überblick” (Measuring youth unemployment – an overview of important concepts), press re-
lease from 12 July 2013. 
2 The labour force participation rate describes the percentage of an age group that is available to the labour market. It is defined as the share of employed and unem-
ployed people as a percentage of the resident population of a particular age group. 
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Data, Demographic Research 29, 85–104. 
6 Cf. Bell, D. and D. Blanchflower. (2011). Young People and the Great Recession. Oxford Review of Economic Policy 27, 241–267. 
7 The 25 to 34 age group is reviewed here because most people at this age have only just finished their tertiary education.  
8 In Germany, this corresponds to successfully completing lower secondary education without subsequent vocational training. 
9 But there are university entrance exams. 
10 Cf. the Memorandum on Cooperation in Vocational Education and Training in Europe, which was signed in Berlin in December 2012 by Germany, Portugal, Greece, 
Spain, Italy, Latvia and Slovakia. 
11 OECD (2013). The 2012 Labour Market Reform in Spain: A Preliminary Assessment. Paris: OECD. 
12 Greece (54.8 %), Spain (57.7 %), Croatia (49.7 %), Italy (41.6 %), Cyprus (40.0 %), Portugal (36.8 %), Slovakia (33.3 %), Bulgaria (28.5 %), Poland (27.9 %), France 
(25.6 %) [status: January 2014]. 


