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ABSTRACT

Youth Labour Markets in Europe and Central Asia

Transition to the market economy in ECA opened up a range of potential opportunities for
young people. It has also raised a series of challenges. Youth unemployment and
joblessness have emerged as serious problems with the potentially very high costs. Formal
Education and Training systems have been slow to adapt to the changing requirements
placed upon them by the rapidly changing industrial structure arising from transition. The
damage arising from on the one hand rising expectations and on the other the failure of
systems to accommodate these is likely to have long-term consequences. It is important then
that countries in ECA support young people in fulfilling their potential. This paper looks at
developments in and around the transition of young people from education to work in the
ECA region in recent years. The purpose of the paper is to aid understanding of the current
situation and to suggest areas where action is most needed and is likely to be most effective.
The first section considers developments in the general economic context of relevance to
young people. Section 2 goes onto consider the current situation of (and trends in) factors
affecting young people’s entry into work. Section 3 assesses policies affecting youth
employment and unemployment and section concludes identifying key issues and areas
where action is needed and where it is likely to be effective.
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Transition to the market economy in ECA opened umarage of potential
opportunities for young people. It has also raisederies of challenges. Youth
unemployment and joblessness have emerged assermhbiems with the potentially
very high costs. Formal Education and Training ayst have been slow to adapt to
the changing requirements placed upon them by #pédly changing industrial
structure arising from transition. The damage agsirom on the one hand rising
expectations and on the other the failure of systemaccommodate these is likely to
have long-term consequences. It is important thet tountries in ECA support
young people in fulfilling their potential.

This paper looks at developments in and aroundrémsition of young people
from education to work in the ECA region in recgaars. The purpose of the paper is
to aid understanding of the current situation anduggest areas where action is most
needed and is likely to be most effective. Thet Bextion considers developments in
the general economic context of relevance to yopegple. Section 2 goes onto
consider the current situation of (and trends attdrs affecting young people’s entry
into work. Section 3 assesses policies affectinglyemployment and unemployment
and section concludes identifying key issues amésawhere action is needed and
where it is likely to be effective.

1. General Economic Developments

It is now firmly established thathat happens in young people as they enter
the labour market is very much dependent on what igoing on in the economy as
a wholé". In particular, youth unemployment rates are vehysely related to
aggregate labour demand. Moreover, labour markgalagons and, in particular,
labour taxes, minimum wages and employment prateckegislation (or the lack
thereof) are likely to affect the labour market gpects of young people
disproportionately. These issues will be discusfather below, however, any
discussion of youth labour markets clearly needbeqrefaced by a discussion of
what is happening at the aggregate level. In tadi@n, the general economic and
employment situation in ECA is considered.

1.1 Economic Growth

Transition to the market brought with it pressures for substantial
industrial restructuring which immediately caused recession followed by varying
degrees of recovery.Figures la-1d report the growth performance in rigion
separately for the four sub-regions considered*h&ar all the countries, save non-
transition Turkey, the recession following trarmitiand the subsequent recovery is
evident. There are however, rather different past&f recession and recovery across
the region. In EU-NMS countries, recession was tenoand for the most part

! There are many many studies confirming this. Farcant discussion, see World Bank (2006).

2 Specifically, EU-NMS comprises Bulgaria, Czech Ralfr, Estonia, Hungary, Latvia, Lithuania,
Poland, Romania, Slovakia and Slovenia; SEE compr&lbania, Bosnia & Herzegovina, Croatia,
Macedonia, Serbia & Montenegro and Turkey; FSU-&amprises Belarus, Moldova, Russia and the
Ukraine; and, FSU-CCA comprises Armenia, AzerbaijdBeorgia, Kazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan and Uzbekistan.



shallower, so that by 2005, all countries had reced their 1990 levels of GDP. SEE
countries were largely slower to recover. AboveSatbia and Montenegtdbut also
Bosnia & Herzegovina and Macedonia are all stiliffesing the effects of
consequences of internal turmoil and conflict. e #SU countries, recession was
much longer and deeper and relatively few countngége yet recovered their 1990
levels of GDP, however, also here the signs ofwegoare clearly visible.

Figures la-d —real gdp, 1990=100 - here

1.2 Employment

Although recession brought with it also reductioms employment,
employment rates fell more gradually than GDP andhe subsequent recovery of
employment, if it happened at all, was much more naest (fig.s 2a-d). More
differences emerge here also between countriesaigegions. Much depended on
the approach to the process of industrial restriruwvhich accompanied transition.
As noted in the recent World Bank report (Rutkoweskal., 2005), the relatively slow
decline in the employment rate in many CIS coustig&as by no means a positive
sign in as much as it reflects the maintenancewfdroductivity jobs.

Figures 2a-d — employment rate trends - here

Compared to EU-15 countries, employment rates in # region are
relatively low, despite the partial recovery in empoyment in some countries.
However, there is much variation. Amongst EU-NMSumoies, only Slovenia is
above the EU-15 average of 65.2%, although the ICRepublic and Estonia are also
very close. At the other end of the scale, Bulgatangary, Slovakia and above all
Poland have employment rates of under 60%. Polamavér 12 percentage points
below the EU-15 average and over 17 percentagdspauay from the Lisbon 2010
target of 70%. It is only relatively recently, setnaround 2003, that it has started to
reap the employment benefits of its strong econagnaavth performance since the
mid 1990s. In SEE, the performance is even wor$se fest performing country,
Croatia, is still ten percentage points below theE5 average, and Macedonia has an
employment rate which is little more than 30% the CIS countries, the picture is
apparently somewhat better. In FSU-Eur, only Mollevat 46% - is really struggling
with its employment rate, however, since the situain the FSU in part reflects low
productivity employment rather than a buoyant labmarket, the conclusions to be
drawn from this are less than encouraging. In Ruasd the Ukraine, there are some
signs of recovering employment in the very recegriqu. In FSU-CCA, although
employment rates tend to be relatively high, thendris clearly downwards and
reflects the still ongoing process of substantradustrial restructuring linked to

% Although the two countries are now separate estitiuntil recently they composed a single
administrative unit and so for the purposes ofisttasl reporting, information is generally presssht
for the two countries as a single entity.

* Although here too one might note that informatfon Macedonia is taken from the ILO’s KILM
database which reports for this and some of theratbuntries in the region, employment rates fer th
15+ population which would tend to underestimatghsly the rate in comparison with EU country
data based on 15-64 year olds.



transition itself. The exception here is Kazakhstahich, benefiting from oil
revenues, has seen increasing employment rathe imetv millennium

Figure 3 — employment rates 2005 - here

1.3 Labour productivity

The maintenance of employment levels despite recassin some countries
reflects the tendency to keep people on in low progtivity jobs: the other element
in the employment picture. Whereas even the po@&sorming EU-NMS countries
have now more than recovered their pre-transitioodyctivity levels (fig. 4a),
countries of the former Soviet Union — with the epiton of Belarus and Armenia —
clearly have not. This reflects the slower approsxhreform adopted here which
involved more maintenance of employment in low picitvity employment (fig.s 4c-
d). SEE lies somewhere in between (fig. 4b). Ceoatid particularly Albania have
seen sustained productivity growth over the lastde or so, whereas Macedonia and
Serbia & Montenegro are still some way from recowgrtheir pre-transition
performance. Turkey displays a pattern more famdisside the ECA region with a
general upward trend in productivity and Bosnia &rkegovina’s rather peculiar
performance reflects the rather particular condgim that country.

Figures 4a-d here — productivity trends, 1980-2004
As a consequencéie FSU countries lag well behind EU-NMS and some
SEE countries in terms of productivity. This is illustrated in figure 5 which reports

productivity in the region in 2003 relative to ttegional average.

Figure 5 here — GDP per employee, 2003

1.4 Summary

The key points regarding aggregate economic pedonoa in the ECA region
emerging from this section are:

* Transition implied massive industrial restructurimdnich brought
with it recession followed by recovery.

® At this point some data issues should be raisedfaf as is possible, the attempt has been made to
maintain data comparability across countries. Hawethis has a cost. The figures on trends in
employment rates (figures 2a-d) are taken from Thensmonee 2007 database which defines the
working age population as 15-59, and consequeapynts employment rates for that age-group. The
EU standard definition of the working age populat{ased to construct figure 3) is 15-64 which leads
to a significant difference in the rates for 2@@ported in figures 2 and 3 respectively - in EU-SIM
countries, for example, employment rates of 60-6dryolds are in the region of 10-20%. One might
also note that the substantial year-on-year vditialn the employment rate particularly in someUrS
CCA countries (figure 2d) may well be reflectingtalaeliability problems in addition to substantive
trends. Further data issues in the constructidhede and subsequent figures are taken up in ties no
to the figures themselves.



Countries and, in particular, sub-regions are miggtished by their
approach to transition. EU-NMS countries on the hadopted a
more radical approach to transition with labour dsheg being
followed by partial recovery in employment levelsSU countries
largely adopted a more protective approach leatbngnuch slower
employment losses but also the maintenance of mloh

productivity employment.

Nowhere have employment rates regained their prestion levels
and employment rate remain, for the most part, welbw the level
of EU15 countries.



2. From School to Work

2.1 Youth Population

A large youth cohort represents both a potential poblem — jobs have to
be found to accommodate them — and a potential asse a substantial youth
population can make a significant contribution to he long-run growth
performance of a country.The latter issue was emphasized in the most rétenid
Development Report (World Bank, 2006a), in its dssion of “windows of
opportunity”. Specifically, rising incomes are asisted with greater longevity as
well as falling birth rates. As a result there itseadency in most parts of the world
towards a rise in the average age of the populalibis brings with it both potential
opportunities and as potential problems. In paldiGithere is a period in which the
overall dependency rafigdends to fall as large numbers of young peopleretite
labour market. This is followed by a period in whithe dependency ratio is falling
before the growing numbers of the elderly in theuation cause the dependency
ratio to rise once more. As the WDR points out,fgheod in which per capita labour
supply is rising provides an opportunity for enheshéong-run growth. First because
the greater (potential) labour supply increase®ma@l output per capita. Second,
because a rising share of the working-age populaitioplies an increase in the
savings (and consequently investment) rate leaidingcreased long-term growth. A
third element in the equation regards levels of &mrapital. In an analogous way to
investment in physical capital, appropriate investta in the human capital of young
people through the education and training systeradikely also to lead to higher
rates of long-run growth

All of these arguments relate to higheng-run growth potential. For the
most part, in the short-run the effect of an inseshyouth population is generally
thought to be negativ@he larger the youth population the more difficulty labour
markets have in accommodating the substantial fluof new entrants which a
large youth cohort implies may lead to higher youthunemployment. However, in
his analysis of the USA, Robert Shimer (2001) dbtdfaund a negative relationship
between youth population size and youth unemploymates. His explanation for
this apparently counter-intuitive finding is thabbur markets containing substantial
numbers of young people are likely to be more Bexthan those dominated by older
workers and therefore in such markets employersnare willing to create jobs.

Peaking youth populations in several countries in e FSU, and
particularly in Central Asia, mean that for them the ‘window of opportunity’ is
currently open®. As can be observed from table 1, the peak in thehypopulations

® That is, the ratio of the non-productive populatithe young and the old, to the overall population
How this is actually defined varies according te ttefinition of the working age population. See th
discussion above in note 2.

" See, for example, Sianesi & Van Reenen (20033 faurvey of the issue.

® Note however that, since dependency ratios depenjlist on the size of youth populations but also,
in particular, on the size of more elderly age gyuhe relationship between the peak in youthivela
populations and the ‘window of opportunity’ asseethwith falling dependency ratios is not a linear
one. Although the peak in the youth population gelhe occurs during the period in which the
dependency ratio is falling much depends also oat\Whppens to older age groups.



in ECA for the most part occurred in the last centiThis is true for all EU and SEE
countries except Turkey. In the FSU, and partidylar Central Asia, however, the
peak in youth populations is occurring now or hesuored recently. It is precisely in
the period following this peak that the window giportunity occurs. It is not at all
clear that these countries are in a position te &dvantage of the potential that this
window represents.

Table 1: Many countries in FSU are just reaching teir peak in youth
populations

Year of peak in Average annual growth rate (%)
relative size of youth
population
2005-15 2025-50
EU-NMS
Bulgaria 1970 -3.6 -1.4
Czech Republic 1967 -2.6 -0.5
Estonia 1988 -3.7 0.2
Hungary 1970 -1.6 -0.8
Latvia 1979 -4.0 -0.2
Lithuania 1983 -2.7 0.1
Poland 1973 -3.3 -0.3
Romania 1991 -3.4 -1.1
Slovakia 1997 -2.8 -0.5
Slovenia 1994 -2.9 -0.7
SEE
Albania 1989 -0.5 0.1
Bosnia & Herzegovina 1978 -1.8 -0.7
Croatia 1950 -1.7 -0.3
Macedonia 1979 -1.7 -0.2
Serbia & Montenegro 1998 -1.8 -0.5
Turkey 2020 0.4 -0.3
FSU-Eur
Belarus 1977 -4.3 -0.6
Moldova 2002 -3.6 -0.3
Russia 1975 -4.4 -0.5
Ukraine 1976 -4.0 -0.9
FSU-CCA
Armenia 1980 -3.0 0.2
Azerbaijan 2007 -1.3 0.7
Georgia 1977 -2.6 -1.0
Kazakhstan 1977 -2.5 -0.2
Kyrgyzstan 2008 -0.1 -0.5
Tajikistan 2035 1.6 0.6
Turkmenistan 2008 -0.2 0.2
Uzbekistan 2009 0.1 0.0

Source: Extracted from Lam (2006, appendix B).
Note: Countries reported in blue are those who reachear®m@bout to reach their youth population
peaks between 2000 and 2010. Countries peaking2ifi® are reported in red.



Even where the peak has already occurred, many cotries are currentl
undergoing a relative boom in the numbers of youngeople in to the population.
Figures 6a-d show estimates and projections of gqeople as a percentage of the
total population for the countries in the regiorenthe period 1980-2020. It will be
observed that in several countries in EU-NMS andE $Ehough the highest peak
may have been reached some years ago, many ceuateicurrently undergoing, or
have recently had, an expansion of the youth pdpuk As noted above, a
substantial youth population represents a poterg@gortunity for countries to
increase outpufiowever this potential needs to be realized throughappropriate
action in terms of education, training, labour market and general economic
development policies.

Figures 6a-d here —youth relative population trend€980-2020

In the short-run, there is little evidenceto suggest that large youth cohorts
causesignificant unemployment problems for young peopleThe argument above
largely concerns long-run growth whereas the impadhe short run is more often
thought to be negative in that a larger youth laildotce will put greater pressure on
existing labour market institutions to accommodaem. Recently the impact of the
relative size of the youth labour market has bestimated for a variety of countries.
Korenman & Neumark (2000) find an elasticity of gmuth unemployment rate to the
youth-to-adult population ratio of around 0.5 foOECD countries. O’Higgins (2003)
finds elasticities of a similar magnitude for 32vel®ping and transition countries,
however in both cases the size of the effect ef tblative size of the youth
population is much reduced and/or loses statistisignificance when adult
employment or unemployment rates are introducecbturol for aggregate demand
factors. In a recent paper prepared for the WDR2B@res et al. (2006) estimate
similar models for a range of developing & tramsiticountries using a variety of
specifications. Their main conclusion is that, féhés simply no evidence that large
youth cohorts cause greater unemployment problemshe young.” (Fares et al.,
2006, p. 19). As noted above, Shimer (2001), in dnalysis of regional labour
markets in the USA, actually finds that the relatsize of the youth leads to a fall in
unemployment rates. Given that much is likely tpetel on how countries handle
large increases in new labour market entrants, jterhaps fairest to say that, whilst
concurring with the conclusions of Fares et ale pirobable explanation of this
finding lies in thevariability of the effects of large youth cohorts across coemt
rather than there being no effect per se. Thisageyt would merit further
investigation.

At the other end of the scale, in all countriegha region, the proportion of
the population aged 65 and over is expected toe@asa significantly in the first
quarter of the 21 century’. In Bosnia & Herzegovina the proportion of oveis@5
expected to double, and in nine countries in tiggore— mainly concentrated amongst
EU-NMS! — the proportion of over-65s is expected to cosgbetween one-fifth
and one-quarter of the population by 2025. Thisleasjzes the urgency of increasing

° One might speculate that this may be linked tditojsm’ related to the imminent arrival of transiti
in the late 1980s. Certainly the dates coincide.

19 Chawla et al. (2007).

1 Specifically, these are Bulgaria, Czech Repullitria, Poland and Slovenia (EU-NMS); Bosnia &
Herzegovina and Croatia (SEE); and, the UkraindJ(EST).



the quantity and above-all the quality of humanitedpn the region in order to
increase productivity and so overcome potentiaktramts to growth implied by the
rapidly ageing populations in the regtan

2.1.1 Youth Migration

In the context of the emergence of significant peois for young people in
finding employment which arose with the transittorthe market, emigration became
a fairly common coping strategy for young peopliee Extent to which this occurred,
and is occurring, varied much across countries, dearly youth migration and
above-all emigration is a significant part of thetpre of young people in the labour
markets in ECA following transition. In Moldova faxample, official estimates
suggest 234,000 citizens are working abroad. Howeweofficial estimates range
from between 600,000 to 1,000,000 or somewheréhenrange of 15-30% of the
populatiort®. Emigration has positive and negative effects; éaaw, inasmuch as long
term emigration is largely associated with the medecated, with those with lower
levels of education mainly being involved in shigmm and/or seasonal migration, the
phenomenon implies a significant brain drain effédbreover, it has also been
suggested that even the positive effects of rentéa on the sending country’s
populations whilst providing much needed incomepsupdoes not promote the long-
run growth prospects of the country.

2.2 Labour Force Participation

The labour force participation of young people hasbeen falling
throughout the region since transition. Figures 5a-d report labour force
participation rates of 15-24 year olds before after aransition. It will be observed
that in the EU countries, there was already a tecyléowards lower labour force
participation amongst young people during the 1980&h some variation, this
became a much steeper decline in the period imnedgitollowing the initiation of
transition and has tended to level off in the nedlemmium. There is some significant
variation in the pattern; Slovenia’s fall in paipiation was particularly rapid
presumably due to the war in Yugoslavia. On thesiotiand, the steep decline in
labour force participation amongst Lithuanian yoditl not occur until the second
half of the 1990s and only since 2002 is it showsigns of leveling off. In SEE the
pattern is slightly different. Bosnia & Herzegoviaad Serbia & Montenegro had
substantial drop in participation between 1990 B@@i1, again attributable to the war,
with a subsequent slight increase. In Bosnia’ ¢asedrop in participation followed a
period of increasing participation during the 1980s the other countries, labour
force participation rates had been more or lesstanh during the 1980s with a
relatively gradual fall discernable after 1989. Mdgcnia’s participation rates fell
substantially in the second half of the 1990s aaudlye2000s. Turkey, as one might
expect does not really fit any of these patterneysng a variable but clear downward
trend over the whole period.

12 The centrality of productivity growth in raisingpcapita incomes in the context of ageing
populations is also emphasised by World Bank (fathing).
13 La Cava et al. (2005).



Figures 7a-d here — Labour force participation ratg/oung people

In the case of European CIS countries, falling yout labour force
participation is discernable well before 1989Indeed there were some signs of it
leveling off following transition. In particularniMoldova, the participation rate of
young people fell hardly at all between 1991 an@320n Russia there a rapid decline
between 1990 and 1992 and more gradual fall sules#iguin CCA, the pattern is
somewhat varied. Across the region there was by failbstantial drop in participation
between 1990 and 1992. Two countries, Georgia aj#itan show a fairly constant
decline over the 2 decades leading up to the nellermium. The other countries,
with the exception of Arment§ demonstrate very modest declines in participation
over the quarter century.

The participation of rates of young women has falle more than for young
men since transition.The labour force participation rates by sex regmbih figures
8a-d and 9a-d suggest that although there arefismmi differences in the patterns
observable across countries, one striking featorerging is the overall similarity in
general trends in the labour force participationyoting men and young women.
However, very clearly the variability and in padiar the general reductions in
participation rates are much more marked for yowmmen than young men
throughout the ECA region.

Figures 8a-d & 9a-d here

2.3 Educational Participation & Attainment

Falling youth labour force participation may beriatited to two principal
cause¥’, one far more positive than the other. Young peophy abstain from labour
market participation either because they are ppéiing in education or because they
are in some sense ‘discouraged’ from participatithough both may be related to
lack of immediate labour market opportunities, diearticipation in education is
likely to produce more longer run benefits both foryoung people and society as a
whole than is non-participation in either educationor the labour market. In the
context of rapidly ageing populations such as atsd throughout the ECA region,
raising levels of human capital may be a key eldniera strategy to combat in
promoting income growth and combat poverty. A semgtercise taken from the ECA
Chief Economist’s report (World Bank, forthcomingglps to make this clear.
Elementary algebra tells us that:

GDP _(GDP)X( EMP ]X(WorkingAg@OPj @)

POP |\ EMP)" | WorkingAg@OP POP

4 As noted in the notes to the figure, many obsématin the figures are interpolated. This exmain
in particular the rather odd picture emerging faorm&nia which should be considered (relatively)
reliable until after 1997 when labour force papation rates had become very low.

!> There is a third affecting principally young womenwithdrawal from the labour market due to
maternity (or, in principal at least, paternityhig is unlikely to be a major factor here sincedlge of
first birth has been rising across the ECA region.

10



The first term is productivity, the second the eoyphent rate and the third is the
inverse of the dependency ratio. Clearly if thelfiterm is falling, as is the case in
most ECA countries, in order to maintain growthper capita incomes, productivity
and/or the employment rate must be raised. Therelaar limits to the extent to, and
speed at, which the employment rate can by inciedlses is less the case with labour
productivity. Improving the quantity, quality anelevance of human capital is thus a
key means to promote the growth of per capita irc@nd so combat poverty. As
Chawla et al. (2007) note this should involve teedopment of lifelong learning,
thusfar largely absent in the ECA region, but thenspring must be the development
of the human capital levels of young people.

Thus educational participation and, above-all, iatt@nt are key areas of
concern. This section looks at this issue, whiistfollowing section will raise issues
to do with youth unemployment and joblessness.

In EU countries, the need to raise human capitel$eamongst young people
is well recognized and has been one of the centesthents of the EU’s European
Employment Strategy. In practical terms this haamhmter alia establishing targets
for the more or less universal completion of seeopdeducation. Specificallythe
Lisbon targets for education are that by 2010 at kst 85% of 22 year olds should
have completed upper secondary educatidhand that by the same date, early
school leaving, measured by the percentage of 18-gdars olds having achieved
lower secondary education or less, should stand ab more than 10%.Figures 10
and 11 report information on these completion anopout rates for a range of
countries in the region.

Figures 10 & 11 here

For the most part the EU-NMS countries compare rivg to the rest of the
EU and several have already achieved the Lisb@etsrEven Romania, the poorest
performer amongst EU-NMS countries is still abolve average of EU-15 countries.
A similar picture emerges for the FSU, although déela and Tajikistan are lagging
behind the other countries. On the other hand, Bk $here are clearly serious
problems of educational completion and dropout.hWthe exception of Croatia,
which has already attained both targets, problenes evident in all countries.
Particularly in Albania and Turkey, and to a lessetent Macedonia, there is a huge
gap between current educational attainment andLigt®on target. In Albania and
Turkey the majority of young people (18-24) havet rmompleted secondary
education.

Turning to educational attainment by gender (&gli2), one may observe that
in most countries the educational attainment ofngowomen is significantly better
than that of young men. The exceptions to this ot¢argely in SEE. In Albania,
Macedonia and Turkey, young women fare signifiggnthnd in Bosnia &
Herzegovina slightly, worse than young men in teaiheducational performance. To
the extent that Albania, Macedonia and Turkey, ai as Tajikistan in the FSU, are
the countries which have a lowest level of educaicttainment overall, and the

'8 For practical purposes, the statistic which isoresr by Eurostanter alia is the percentage of 20-24
year olds who have completed secondary education.

11



gender disparities are particularly worrying. Thgtfor the most part, the ECA
region performs relatively well in terms of educatonal attainment overall as
compared with the EU-15. The few countries which daot perform well overall,
however, are also those where young women do pooriyp terms of their
educational attainment as compared to young men, t/s compounding their
disadvantage.

Figure 12 here

In contrast, if one looks at differences betwedvan and rural areas (figure
13), educational attainment is universally andro@nificantly worse in rural areas.
There does not seem to be strong differences aceggms, however, it does appear
that again the countries which perform less wedrall, are also those which have the
highest urban-rural differentials in performance.

Figure 13 here

Participation in secondary education is on the inaase throughout almost
the entire ECA region with significantly higher participation rates in EU-NMS
than in the rest of the region. Participation ratesin most countries in other parts
of the region are increasing although they are ofte not back to the 1989 rates,
particularly in the FSU-CCA. Figures 14a-d report trends in gross secondary
enrollment rates for the region. From these treiridsan be observed that, in the EU-
NMS, falling labour force participation occurredncoirrently with a generally rising
trend in participation in secondary education, @ltyh in some cases, there was a
fairly significant fall between 1989 and 1992. IRES Croatia and Macedonia follow
the generally rising trend in educational partitipa observed in the EU-NMS
countries, whilst Albania had a fairly substanfall in the first half of the 1990s but
has been increasing since 1999. Bosnia & Herzegoand Serbia & Montenegro
show rather less encouraging trends. Althoughdtta are rather patchy, there does
appear to a downward trend in educational partimpan these countries in the new
millennium. With the exception of Moldova, the Epean CIS countries essentially
show a small fall in secondary educational paréitgn after 1989 with a gradual
recovery since the early 1990s so that by 2005gthss secondary enroliment rates
were comparable to those of 1989. Moldova on tierobhand had substantial falls
particularly during early transition which were metcovered subsequently although
one might wonder also here the extent to whichithdue to unregistered emigration
affecting the denominattt In the non-European CIS countries, secondary aituc
participation rates have been increasing sincd#&ginning of the new millennium in
all countries except Tajikistan and TurkmenistaDespite the recent increases in
participation in most of these countries, howeparticipation rates in this sub-region
are not back to the 1989 levels.

Figures 14a-d here — gross enrollment rates, secamydeducation 1989-2005

" To be more explicit, in Albania and Moldova, thevere fairly large movements out of the country
particularly in the early 1990s which may not biyfuecognized in the population estimates which ac
as the denominator of these enrolment rates. Fgareactual enrolment are, on the other hand,gein
based on school records, are likely to be morerateu
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In contrast,enroliment rates in tertiary education have generdy been
increasing throughout the ECA region although at vaying rates (fig.s 15a-d).
With the exception of some countries in FSU-CCAd amost notably Turkmenistan
where the gross tertiary participation rate hagmalrom around 10% to less than 5%
over the period, participation has increased in Efakticularly since the second half
of the 1990s. The increase was much more mark&UHNMS countries which has
actually meant thahe gap between tertiary enroliment in EU-NMS counties and
the rest of the ECA region has widenedin Slovenia, for example, enroliment in
education is close to universal right through ® tiértiary leve®. At the other end of
the scale, less than 10% of 18-24 year olds arelledrin tertiary education in
Turkmenistan and Uzbekistan.

Figures 15a-d here — gross enroliment rates, teryi@ducation 1989-2005

A further important and related issue regardsekient to which educational
participation is converted into educational attaeémtnand more precisely, the extent to
which participation in education leads to the astjin of useful skills: the quality
and relevance of education. Many studies andtseBoim international tests, such as
TIMMS and PISA®, have highlighted concerns about the quality aldvance of
education in ECA countries, including the qualityimputs as well as the quality of
learning outcomes for studefftghis is an issue of increasing concern for coansti
the ECA region. The results of these studies oirae tare rather mixed for the
countries in ECA. In terms of literacy skills, Rissseems to have seen a significant
fall in the performance of students according te FHSA study between 2000 and
2003. Most of the other ECA countries included ésaatvia which has improved)
have shown no significant difference between 208 2003. The TIMSS study also
shows a small fall in performance in mathematicRo$sian students between 1995
and 2003. A similar fall is observable also in Slkia, whilst other, mainly EU-NMS,
countries show no significant difference in meamfqgrenance between 1995 and
2003.

Beyond the modest decline in FSU in terms of m@aformance, analyses of
the issue have emphasized thieening gaps in opportunities La Cava & Michael
(2006) have reported widening gaps in differentaaref the Russian Federation
pinpointing problems of access to, and low starslandd poor teacher quality in,
education particularly in the poorer areas of therthern Caucasus. Problems
concerning educational quality have also been ifiedtin South Eastern Euroffe
which support the evidence presented in figured3 @bove.

Although not of direct relevance to the ‘youth’ ag@up it is worth noting
that although primary school enrollment is nearhjivarsal in most of the ECA
region, there is an emerging problem of out of sthahildren, particularly in the

'8 Although that it might be observed that this is necessarily ideal. In Slovenia, tax incentives fo
student employment mean that many young Slovermatay completion of their studies and remain in
education well beyond 25 in order to take advantddhese benefits.

1% These studies measure literacy mathematics ardcsriskills in % and &' grade students (TIMSS)
and in 15/16 year olds (PISA). Brown & Micklewrigf2004) discusénter alia the extent to which
these surveys are comparable.

% See, in particular, Alam et al. (2005) for a gatiscussion of the declining quality of education in
ECA. Also see TIMMS and PISA web sites for restriben these international tests.

%l La Cava et al. (2005).
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FSU. In Uzbekistan and Tajikistan around one ie fthildren of primary age are not
in school. In Bosnia & Herzegovina there is alssignificant problem with nearly

14% of primary age children not attending schol In Turkey, primary school

enrollment has increased significantly since th®&719eforms but 10 percent of
school-age children are still not enrolled in prignachool. Clearly this is storing up
problems for the future youth of these countries.

Returns to education have also increased throughouihe region since
transition began although they remain low comparedo EU-15 countries. The
increase in returns is largely a fairly natural sequence of the move to market-based
economies and reflects differing skills premiumgtuRns to education also seem to
have grown faster in countries which reformed tleenomies more quickly In the
current context, however, the widening gaps betwd#wmse with more and less
education reinforcing the picture of emerging sl inequalities in the education
system.

2.4 Youth Unemployment & Joblessness

Whilst youth unemployment is strongly influenced byaggregate economic
factors, there is significant room to affect youthlabour market problems more
directly with youth-oriented policies. This section throws some light on this by
looking specifically at indicators of the youth taly market situation

2.4.1. Youth unemployment Rates

The principal (and most widely available) indicatof difficulties young
people face in the labour market is the youth urieympent rate. Figures 14a-d report
youth unemployment rates for separately for the ®ub-regions considered here.
Several observations are in order:

* Youth unemployment rates are very high in the regin - amongst EU
countries, although falling in both countries, Pwla has a youth
unemployment rate of close to 40% whilst in Slogatkie rate remains a little
under 30%. As a whole, the ten new EU member stdtdee EU in 2005 had
an average youth unemployment rate of 30.4% wlscdimost twice that of
the EU-15 average of 16.79%In SEE, Macedonia and Serbia & Montenegro
have youth unemployment rates which have oscillatedcent times between
60% and 70%. In the European CIS countries, yoa#mployment rates are
significantly lower. In 2005 these varied betweé&fdslin Ukraine and 18.8%
in Moldova. In the CCA countries, there is substntariation in rates with
Armenia hovering around a rate of 68%

22 UNESCO (2005).

% Yemtsov et al. (2006).

4 European Commission (2006).

% There is also, despite attempts to maintain coatpiyy, variation in the definitions and reliatyliof
the figures. This particularly affects the figufesm Armenia.
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Youth unemployment rates closely mirror adult unemgpoyment rates®
and, inversely, aggregate employment rates (seerelg 2a-d). The
relationship to GDP growth is also evident albegisl obvious. The EU-NMS
countries which returned to the pre-transition lesf GDP most quickly,
Poland and Slovakia, also have the highest youdmgptoyment rates. This is
due largely to the nature of the transition prodasthe EU-NMS in general,
but which was most marked in these two countriegmnBmic restructuring
meant that the economic recovery during the 19€fisskated into increased
productivity andfalling aggregate employment. However, since 2000 in
Slovakia and 2002 in Poland when economic growtbelacated, youth
unemployment rates have also started to fall swamtly. Moreover, the
countries with the best recent growth record, alaity Slovenia which has
maintained consistent rates of economic growthesit294, are the countries
with the lowest rates of youth unemployment.

(relatively) low youth unemployment rates in European(and some non-
European)CIS countries reflect the different approach in CISto the
negative labour demand shock in the early 1990sSpecifically, in CIS
countries, the primary response was through wagemgployment adjustment
(Boeri & Terrell, 2002, Rutkowski, 2006). Partictia but not only,in these
countries youth unemployment rates are a rather linted indicator of
youth labour market difficulties.

Figures 16a-d here — youth unemployment rates, 12905

2.4.2 Ratio of Youth — to — Adult Unemployment Rate

An indicator of the relative difficulties that young people face in the

labour market is provided by the ratio of unemploynent rates of young people
vis-a-visthose of adults Taking as given that youth unemployment closeigrars
that of adults, this indicator illustrates diffecess across countries (and, in principal,
across time) in the relative position of young deopigure 15 reports this ratio for a
range of countries in the region. Again severakolsions are in order:

there is much variability across countries in tegion, but in generathe
ratio of youth to adult unemployment rates is sigrficantly higher in EU
and SEE than it is in CIS countries Amongst the new EU member states,
the average in 2005 was 2.5 compared to 2.3 foll&ldeuntried’. With the
exception of Moldova, CIS countries (for which dataavailable) all have a
youth-adult ratio which is at or below the EU-1®ege.

The ratio bears no relation to the youth unemploymet rate per se.

Hungary and Romania, with theglatively low rates of youth unemployment
have the highest youth-adult ratio amongst the Buhtries. At the other end
of the spectrum as regards the youth-adult rataayia also has a relatively
low rate of youth unemployment. Similarly, in SEEe lowest youth-adult

5 For comparable figures on aggregate unemploynages isee, for example, Rutkowski (2006).
27 Author’s calculations based on European Commis&2006).
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ratios are to be found in the countries with thevdst (Albania) and the
highest (Macedonia) youth unemployment rates.

* From figure 18 one can see that in many counthessituation of youth vis-a-
vis adults is getting worse — particularly in FSalnotries. Also in several EU-
NMS countries, young people seem to face greatécudties now than they
did in the mid 1990s, above-all in Estonia and Hugg

Figure 17 & 18 here —youth (15-24) and adult (28%Bunemployment rates and
ratio of youth (15-24) to adult (25-54) unemploymemtes over time

This supports the idea thatlthough youth unemployment is influenced by
aggregate economic factors, there is significant o to affect youth labour
market problems more directly with youth-oriented policies

2.4.3 Youth Joblessness

The extent to which the youth unemployment rate isan adequate
indicator of youth labour market problems has incraasingly been questioned
over the last decade or s8. Specifically, attention has begun to focus on
discouraged young workers who are excluded fronthyatnemployment statistics.
That is, young people who are neither in educatioemployment and who are not
actively searching for work. How this group is defd varies — although it might be
argued that it should include only those who aresearching for work because they
know or believe that acceptable employment is matlable, leading to the ‘broad’ or
‘relaxed’ ILO unemployment rate - in practice, ibra usually includes all those who
are not in education or employm&htin other words young people who are not
engaged in a ‘useful’ or ‘productive’ activify the jobless youth. In order to facilitate
the discussion below the it is worth stating thenge formulas for the youth
unemployment and jobless rates explicitly:

no.of youngpeoplevhoareunemployed

YoutlUnemploymet Rate= -
no.of youngpeoplanthelabor market

(2)

no.of youngpeoplevhonotemployedrineducation
no.of youngpeople

YouthJoblesRRate=

®3)

%8 See, for example, Bowers et al. (1999), Fareal.e2006), ILO (2006), Kolev & Saget (2005),
O’Higgins (1997, 2001 & 2003), Ryan (2003) and Vddslank (2006).

9 In their exhaustive paper on youth labour marksadivantage in South East Europe, Kolev & Saget
(2005) report, in addition to the more standarddatbrs, both the broad ILO unemployment rate and
the youth joblessness rate.

% For the purposes of this paper, | will sidestep thther more difficult issue of whether teenage
“home-making” and parenthood is a ‘useful’ activity noting that throughout the region the age of
both marriage and first pregnancy is on the in@¢hsoughout the ECA region.
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Clearly the difference in the indicators lies i ttifferences in both numerator and
denominator of the expressions. Specifically, thmerator and denominator are both
larger in the case of the jobless Fatall those who are unemployed are by definition
not in education or employment, but the latter atsxudes those not seeking work.
Similarly not all young people participate in thebbdur market either because they
participate in education or for some other reasonat actively search for work. The
consequence is that the jobless rate may be b{ggemaller) than the unemployment
rate according to whether the proportion of theciive population, as traditionally
defined, which does not participate in educatiogresater (or less than) the proportion
of the active population who are unemplolfedn other words, other things being
equal, the higher the educational participatioe,réte lower will be the jobless rate
vis-a-visthe unemployment rate.

The jobless rate is a useful indicator because:

a) it includes all those young people who are notame sort
of ‘productive’ or ‘useful’ activity — specificallyt includes a
potentially substantial group of people who are acitvely
seeking work but would do so if conditions in tlaodur
market improved. Arguablit is precisely the discouraged
young people who are most in need of interventiomi
terms of education, training and/or Active Labour
Market Policies in order to prevent them from beconng
entirely detached from the labour market; and,

b) it gives a sense of the size of youth labour mapkeblems
in relation to the youth population as a whdlas perfectly
possible for youth unemployment rates to be very gh
but, if labour force participation is very low, to affect
only a very small proportion of the youth populatian. The
youth jobless rate is an indicator of the incidente/outh
labour market problems amongst young people ascéetih

3L Strictly speaking, the numerator and denominagepectively of the jobless rate are actually “great
than or equal to” those of the youth unemploymatg,rhowever, for them to be equal, all those mot i
employment would have to actively seeking work and/oung people would participate in education.
Conditions which will never be satisfied in praetic

atb.,a b.a
2|t is a matter of elementary algebra tha%)— = —)—. If a stands for the unemployed, b the
c+d c

number of those who are neither employed, (ILOywpleyed, or in education, ¢ the size of the labour
force, and d stands for the population not in #imur force, then we have the condition statetién t
text.

% Thus, for example, if almost all young people omre in education until they are 24, then evehéf t
youth unemployment rate is very high, the youthlgeb rate will be low. One might argue
consequently that this is not strictly speakingraticator of ‘labour market’ problems amongst young
people. The debate is ongoing. | would argue thiat at the very least, a useful additional intbcaf
youth labour market problems — or possibly moreusstely school-to-work transition problems — for
the reasons given above. Precisely this typeasfaeing has lead the European Commission to include
the youth unemployment ratio (i.e. youth unemplogthmaarrowly defined as a percentage of the youth
population) in addition to the youth unemploymeateramongst the standard indicators reportedsin it
Employment in Europannual reports.
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C) Comparison of youth jobless rates with youth uneymplent
rates also help in the interpretation of the emplemt
adjustment process and consequently throw furibbt bn
cross-country differences in youth unemploymerggat

Information on the rate of youth joblessness ss lidely reported than the
youth unemployment rate although it is collectec asatter of course in labour force
and/or household surveys. Figure 19 reports thehyomemployment and jobless
rates across the region for the countries where idatvailable.

Figure 19 here — youth unemployment and joblessast

Once more, comment is in order:

* The rate of youth joblessness is very highParticularly in SEE, the rate of
joblessness has reached worrying levels. In AlpaBdsnia & Herzegovinia,
Turkey, Ukraine, Armenia and Tajikistan, betweere-imtwo and one-in-
three young people are neither in education or eympént.

* Youth unemployment rates and youth jobless rates fairly closely
correlated,countries with high rates of youth unemployment ted to also
have high rates of youth joblessneds However there are some important
differences which emerge from looking at the twdig¢ators, and, in particular
looking at countries where the two rates divergergfly. In Poland, and to
some extent in Bosnia & Herzegovina, Serbia, Armeamd Croatia, youth
unemployment rates are both very high and alsoifgigntly bigger than
youth jobless rates. In Poland, although the yautbmployment rate is very
high, given the relatively high level of educatibnparticipation, the
proportion of young people who are neither in etiocanor employment is
similar to other EU-NMS countries, such as Estomiangary, Latvia and
Lithuania which have youth unemployment rates whach around half the
rate in Poland — youth unemployment is high in Rdlaut joblessness affects
around the same proportion of young people as #sdm neighboring
countries.

* Youth joblessness is clearly related to poor edoeal attainment (figure 19),
although the correlation is weaker (and somewh#erént) in FSU-CCA
countried®. Moreover, countries which have a jobless ratectvtis much
larger than the unemployment rate tend to be tindseh have low levels of
educational participation and high levels of schdabpout, for example,
Albania, Turkey, Moldova and Tajikistan. In thisntext it might be observed
that the relatively low rates of unemployment otsable in Moldova and
Ukraine are complemented by relatively high rategauth joblessness. The
implication is that in these countries, failure fond employment is
accompanied by labour market withdrawal rather thyathe active search for

* The simple correlation coefficient is .52 — cldm# not that close.

% Here the simple correlation coefficient is .54 oughly similar to the correlation between youth
joblessness and unemployment. However, if one €rsluFSU-CCA countries, the correlation
increases to .66 — a much closer relationship.
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work. One may also observe in figure 20 presentddvb that Ukraine and
Moldova are two rather exceptional countries int,tha these countries,
obtaining a secondary education does not appesigtificantly improve the
chances of finding employment.

Figure 20 here — youth jobless and secondary nomngaetion rates

* Youth joblessness appears also to be positively a¢dd to the size of the
informal sector in a country. Figure 21 plots the rate of joblessness against
the extent of the informal sector (measured bystiere in GDP accounted for
by the informal sector) in countries of ECA for whidata is available. The
relationship is clearly positive albeit not veryostg. There are many reasons
why one should interpret this figure with ci&rehowever, it is suggestive and
might be a fruitful area for further investigatfdn

Figure 21 here — Jobless rates versus the inforraattor

2.4.4 The duration of the School to Work Transition

The incidence of youth labour market problemsnesasured by either the
youth unemployment or jobless rateprovides a somewhat incomplete picture. A
second general issue concerns the length of tirtekés to move from education to
employment. A high incidence of youth joblessnedis us that a large proportion of
young people are neither in education or employmeotvever, this could be the
result of two rather different phenoménat could be that all young people face a
relatively short period of joblessness on leavirduaatiorf’ or alternatively a
relatively small number of young people becomegeblbut those that do remain so
for extended periods of time. Clearly the policyplivations of the two phenomena
are very different. In the first case, the situatimay not be considered very serious
and if policy intervention is felt to be necessatynay well be sufficient to improve
job-matching services — Job search assistance (@$A&)is commonly called. In the
latter more structural intervention seeking to ralfge characteristics of either the
demand for or supply of young people’s labour (@hlp may be called for.

Considerations of this sort have lead the OECD, amdsome extent, other
international agencies, to include measures ofdilm@ation of the ‘transition from
School-to-Work’. However, the measurement of thieempomenon is fraught with
difficulty. The most common (and simplest to impkart) measure uses cross-section

% There are a series of uncertainties regardingl#éite underlying the figure, the measurement of both
joblessness and the informal sector are subjeetrr. Moreover, it does not demonstrate a causal
relation between the two phenomena. Indeed it tiseramore likely that other factors lead to both
higher youth joblessness AND a larger informal @ect

3" Especially when considered in conjunction witheabbelow which considers the relation between
strictness of EPL, effectiveness of enforcementi{aasured by the size of the informal sector), and
youth unemployment and joblessness.

% Or indeed by other indicators such as the numbdisoouraged young workers.

%9 Very obviously these are not mutually exclusivieiF juxtaposition here as polar cases serves to
make the basic point.

40 Or alternatively a series of short periods of gsishess (and employment) as they search for a good
match on the labour market.
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information such as that found in labour force lfousehold) surveys to estimate the
median age of school-leaving and compare this antkestimate of the median age of
entry into employment. O’Higgins (forthcoming) disses this in some detall,
however, for now it is sufficient to note that csesection measures: a) inevitably
overestimate the duration of the transition; andhle extent of the error varies with
the characteristics of the process of labour niagkery, whilst measures based on the
duration of transition as actually reported by vidiials: a) are subject to a downward
bias because they are based on completed durgabribe time of the survey); b)
given their retrospective nature, concern transstiaindertaken over an extended
period of time, not those taking place ‘now’; ajl,are subject to bias due to recall
error. The solution proposed in the cited papeer@saly involves turning the provble
on its head and looking at the percentage of yqewple who have completed the
transition within a given time period — in a simil@ay in which discussions of the
duration of unemployment are more usually basedetlgays on discussion of the
incidence of ‘long-term’ unemployment.

In any event, relatively little evidence exists the duration of transition in
ECA countries. However there are one or two exoepti Recent studies of the
School-to-Work Transition in Georgia (Rosati et, &006) and in Serbia and the
Ukraine (ETF, forthcoming) both include measureghaf duration of the transition.
The Georgia study uses the OECD cross-section datatidbased on the estimated
median school-leaving and employment entry datesvel as slightly modified
indicator developed in Guarcello et al. (2005) whiestimates the mean school-
leaving and employment entry dates correcting fioisé who never enter the labour
markef!. Both of these produce estimates of duration white very substantial —
according to the results reported it takes justeandl years for young men and
between 9 and 11 years for young women to completeransition, however, the
nature of the indicators used will overestimatehltbe duration of the transiticand
the relative difference in durations between yooren and young women, given their
differing degrees of attachment to the labour midtke

For Serbia and the Ukraine, information on actiahtions is available which
allows a more accurate indication of the time tatefind a job on leaving full-time
education. The table distinguishes between timefirsi job and time to first
significant job. The latter simply implies employmievhich lasts at least six months.
It is very clear that the durations experience@énbia and Ukraine are much shorter
than those measured in the alternative way in Gaofidhe median duration to the
first job is under six months for both young menl goung women in Ukraine, under
one year for young men in Serbia and just over ywa for young women in that

“! The characteristics of this indicator are alsostered in O’Higgins (forthcoming). Essentially it
produces very similar results to a ‘OECD differeninemedians’ indicator adjusted for non-labour
market entry.

“2 Essentially the difference between the sexesdrotterestimate of the duration arises because of
differences in the labour market attachment of ypomen and young women. Apart from being based
on means (as opposed to medians), the more sagltéstiindicator correcting for non-labour market
entry still assumes that there is no exit from eppilent once obtained (as does the ‘modified’ OECD
indicator considered by O’Higgins, forthcoming). the longer duration observed for women is likely
to be due in part to the greater overestimateeaif tturation due to the indictor used as well ath&ir
greater effective difficulties in labour market gntUnfortunately, although the results from Serdoial
Ukraine are indicative, without further informatiahis impossible to distinguish between the two
effects.

20



country. In both Serbia and Ukraine, the duratibthe transition is longer for young

women than young men, although the difference ishrlass pronounced than that
found in Georgia (with the different indicator). \&ther the shorter transition duration
is a positive reflection on the Ukrainian youthdab market is a more complex issue.
Social safety nets are better developed in Sehia in the Ukraine and so the longer
duration in Serbia is likely to reflect this. Wheththis is a positive or negative

reflection on the transition process is more coogétd and will depend on the quality
of the job match once found.

Overall one may conclude that in both countriesttansition process does not
take too long for most young people in either counnthe main concern here should
be with the minority who do not manage to effea thansition within a reasonable
period of time. Over 30% of young people (and ned®% of young women) in
Serbia and nearly one-fifth of young people (jugtroone-fifth of young women) in
the Ukraine had not found any job within 2 yeardeaiving school. This certainly is
cause for concern.

Table 2: Duration of the School-to-Work Transition in Serbia (2006) and The
Ukraine (2007).

Serbia Ukraine \

All | Men | Women| All | Men| Women

% of young people who have found:

Any job

- within six months 39.0| 40.8 37.4 67.8 72.0 64.0
- within one year 50.4 | 53.1 48.0 74.% 79.0 70.4
First significant job

- within six months 32.8| 32.3 33.4 59.7 63.2 56.6
- within one year 429 | 43.1 42.8 66.1 69.6 63.0

Source: Calculated from ETF (forthcoming, tablels&.3.2).

2.4.5 Which young people are most affected? Whoharédisadvantaged
youth”?

Youth unemployment and more generally labour marketdifficulties are
obviously not spread evenly amongst young peopléncreasingly it is recognized
that attention needs to be focused on young peudpieface the greatest difficulties in
their labour market entfy. It is worth considering several characteristitgolr might
be associated with labour market disadvantage:

*  Young Womenr-Almost invariably, young women in the ECA regibave
jobless rates which are higher than young menggi(@ 22). In some cases the
difference is very substantial. In Turkey, youngmem are more than three
times as likely to be jobless than young men; iraijan and Tajikistan they
are about twice as likely. In several other coastrHungary, Latvia, Albania

43 See, for example, Bowers et al. (1999), Godfre§08), OECD (2003), O’Higgins (2001) and
Quintini & Martin (2006).
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and Kazakhstan, the jobless rate for young womemasnd 50% higher than
for young men. Clearly in part, this reflects thewér labour force

participation rates of young women particularlycountries with the lower
levels of (above-all female) educational partidipatand attainment. It may
be observed in passing that the ratio of femalen&de youth jobless rates
bears no relation to the youth unemployment rate sge Only in Serbia,

Moldova and Russia are the jobless rates for yoneg higher than for young
women.

Figure 22 here — male and female youth joblessast

» Ethnic Minorities and other marginalized groupdata on the unemployment
of minorities is fairly thin on the ground, howeydfolev & Saget (2005)
report thatboth youth unemployment and jobless rates are roudy twice
as high for Roma- the most disadvantaged ethnic group in the regithan
for young people as a whole in Bulgaria and Kodva Romania this is true
for the jobless rate but not for open youth unemmplent. La Cava & Michael
(2006) find a similar disadvantage for Muslim youpgople in the North
Caucasus republics of the Russian federation. hiecnya, young people are
more than five times as likely to be jobless thathe Russian federation as a
whole. In Ingushetia, the figure is seven times.other dimension of
disadvantage is observable regardimgal youth in some countries. The
picture varies across the region, howeveral youth often face greater
jobless rates than their urban counterparts Figure 21 reports youth jobless
rates by urban and rural areas. In most countties,youth jobless rate is
higher in rural than in urban areas. In some cdkese is a substantial
difference In Bulgaria, Hungary and Russia, the rural youthlges rate is
nearly twice the urban rate. There are some exagftin particular in Serbia,
Turkey and the Ukraine, as well as in Lithuania &uwnania where however
the difference is much less marked, the jobless aatongst urban youth is
higher than the rural ratelnasmuch as one would expect the
underemployment of young people (as with adultd)edigher in rural areas,
if information on the underemployment of young peowere systematically
collected for young people in urban and rural graass would in all
probability further reinforce the picture of disagtaged rural youth. Kolev &
Saget (2005) also point to the additional labourkeiadisadvantages faced by
disabled young people.

Figure 23 here — urban and rural youth jobless rate

* Education & Skills- low and/or inappropriate education and skills leves
are the key characteristic determining the differeme between success and
failure of young people on the labour market.This will be returned to
below, however, it is worth noting here the risiamployment and wage

4 Although it might be observed that here the disatiage reflects more the general disadvantage of
Roma as a whole rather than a specific disadvargdg®oma youth. lvanov et al. (2006) show that
whilst Roma as a whole have much higher unemploymetes (and much lower wages) than their
majority counterparts, young Roma do not face S§igant additional disadvantages. The
unemployment rates of young Roma are less tharande half times those of adults — less even than
Latvia considered above.
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differentials between more and less educated yopegple which have
emerged across the region since the early 199GsriReto education have
risen fairly rapidly particularly in early tran©t as have differences in the
employment prospects of those with more or lesscathn. This is
particularly evident if one looks at jobless youkigure 23 documents this.
The figure reports the jobless rates rates of g@iah) people by level of
education. The age-group 25-34 is used as a paxydung people because,
in this context, reporting labour market outcomes f{oung people as
traditionally defined (15-24) will produce a digial picture essentially
because many young people who will subsequentlgimisecondary and most
who will obtain tertiary qualifications will stilbe in education. Using the 25-
34 age-group removes this problem whilst still fsing on the yourfg. In any
event, the inverse relationship between educatiteadl and joblessness is
extremely clear from the figure. With the excepti@i general and
‘specialized’ secondary education, which in anynt\essentially represent the
same or similar levels of educatiadhg jobless rate invariably falls as the
level of education riseslt may also be observed that low levels of edooat
are also associated with greater participatiom@informal sector considered
below. Furthermore, recent evidence for SerbiathadJkrainé® suggests that
the duration of the School-to-Work transition is ahdonger for those with
lower levels of education particularly in the Ukrai Nearly 50% of those who
did not complete secondary education do not fing sort of employment
within two years of leaving school. The comparabtgire for University
graduates is 10%. Unemployment rates by educatiothe same age-group
(figure 25) largely confirm this picture althoudtete are some exceptions and
also some rather odd looking patterns emergingqoéatly in the low income
countries in the region.

Figures 24 & 25 — jobless rates by education anceuarployment rates by education
here

* Also at an individual level, joblessness appearbdalosely related to low
levels of education and more generally poverty am@st young people
Kolev & Saget (2005) find that in Bulgaria, youngople who had no more
than primary education were more than four timeseniixely to be jobless
than those who had obtained at least some poshdano educatiod. They
also find that youth joblessness is strongly cateal with poverty. Guarcello

%> This issue is discussed further in O’Higgins (2000he problem is one of comparison groups.
Implicit in any such comparison is the fact tha¢ thrincipal difference between the groups being
compared lies in the variable of interest. Thairighis example, the level of education. Howewvery
obviously, 15-24 year olds with different levelseafucation will necessarily be systematically aefe

in several ways, not just in their level of edugatiwhich will also affect the outcome variable erén

the jobless rate. Specifically, to take the extrgmE5-24 year olds who have completed tertiary
education (and no longer study) will necessarilycbacentrated amongst the older members of the
group, they will also have completed their educatioore recently, on average, than those who have
completed only primary and/or secondary educatmgl, they will, in many countries, be only a small
subset of those who will, in the end complete aeytieducation. All these factors will of themselves
affect the probability of joblessness and will soritaminate’ any comparison made on this basis.

6 ETF (forthcoming) discussed above.

47 Although less marked in other countries, the KofeGaget (2005) find a similar pattern also in
other countries in South East Europe.
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et al. (2005) observe a similar pattern with regardboth education and
poverty in Georgia suggesting that this is nottédito SEE.

2.5 Job Quality issues

Youth labour market problems do not just manifest hemselves in terms
of difficulties in obtaining employment per se, butalso in terms of the quality of
jobs that young people are able to acces€onsequently,this section briefly
considers issues to do with job quality and inipalar, informal sector employment
and underemployment.

2.5.1 Informal Sector Employment

The Informal sector in ECA is substantial and it isgrowing. Simply stated,
informal sector employment refers to unregistenaghleyment. Actually defining the
informal sector in operational terms and even nsareidentifying participants in it is
rather more complicatél Informal sector employment is by its nature difftcto
measure, however, increasing efforts have been rimadecent time¥. Figure 26
reports estimates of the size of the informal ge&$oa percentage of National Income.
These should probably be taken as conservativena&ss. Even so, they suggest the
existence of a substantial informal sector, paldidy in CIS countries. By this
reckoning, in Azerbaijan, Belarus, Georgia and iHaathe informal sector is larger
than the formal sector and in a number of othé&smnenia, Moldova and the Russian
Federation - it is almost as large as the formeticse Throughout the ECA region the
informal sector is larger than the OECD averagerddeer, without exception, it is
on the increase.

Figure 26 here — Informal sector as a % of GDP A

Although employment figures for the informal sedbwoken down by age are
not generally available at an international levelich evidence as does exist
universally suggests th#te involvement of young people in the informal séor is
disproportionately high. In Serbia, for example, the incidence of infornsakttor
employment amongst young workers at 52.1% is ardunck as high as for adults
(25.9%5°. Moreoverjfor young people with little or no education the iidence of
informal sector employment is even higher (86.4%)almost nine out of ten young
people with low levels of education who manageirid fvork in Serbia do so in the
informal sector. Similar results have been foundaditer countries. In Georgia, 76%
of young workers are employed in the informal se@s opposed to 57% of the
employed as a whaolke

8 See, for example, Henley et al. (2006) for a redistussion. For a more complete conceptual and
operational definitions the interested readerfisrred also to ILO (1993).

49 See, for example, ILO (2002a, 2002b) and the ILIONKdatabase.

0 World Bank (2006b).

*1 Bernabe (2002).
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2.5.2 Underemployment

Another important, albeit rather neglected areaceoms underemployment.
Difficulties of concept and measurement are evenremgronounced for
underemployment than they are for involvement ia ithformal sectd?f. Although
information is collected on a rather ad hoc basish evidence as exists suggests that
here again, young people are likely to be dispriogoately represented also in this
type of employment.

2.6 Summary

Amongst the main points emerging from the precedimgussion are the
following:

* Many of the countries in the ECA region are closemn absolute or relative
peak in the relative size of their youth populasiohhere is no strong evidence
to support the idea that this is likely to lead 40 increase in youth
unemployment or joblessness, indeesijbstantial youth populations
represent a “window of opportunity” which however, needs to be
exploited through appropriate education and training measures

» The labour force participation rates of young pedmve fallen throughout the
region following transition. In some countries thisas largely been
compensated by rapid rises in secondary and tee@ucational participation.
Elsewhere it has not, leading to the emergenceladtantial groups of jobless
young peopleln some countries as many as one out of every twoyng
people is neither in employment nor education.

* Young people have been amongst the losers fromsitiam Youth
unemployment and joblessness have emerged asicigniproblems in ECA
countries since 1989. Although these increasesasseciated with general
movements in labour demand, differences in theorafi youth to adult
unemployment across the region suggestrthath can be done to facilitate
youth entry to employment independently of the aggrgate economic
situation.

» Disadvantage amongst young people has several diam) however, it is
evident thatyoung people with low levels of education are thosehich face
the greatest difficulties in finding productive empgoyment. Young people
with little education are more likely to be unemy#d and above-all jobless. If
they do find employment, it is far more likely te low quality employment in
the informal sector than for their more educateahterparts.

e Disadvantage in labour market outcomes are alsereéile for young
women, particularly in countries characterized bw llevels of educational
attainment, young people living in rural areas, aaltbeit less well
(statistically) documented, those from ethnic mitnes.

*2 For a formal definition of underemployment see 1(1998).

25



26



3. Policies to Facilitate the School-to-Work Trangion

In the light of the analysis presented above, fowin areas where the
employment prospects of young people can be improvi# be discussed in tuth
The first two of these are concerned with essdntggneral job creation issues and
have been discussed fairly exhaustively elsewhsdecansequently will be dealt with
relatively briefly.

3.1 Macroeconomic Policy & the Investment Climate

It should be clear from the preceding discussiod emtleed from previous
analyses of the problems of youth unemployment pilessness, thayouth
employment and unemployment or more generally youthoblessness are closely
related to the macroeconomic environmentAlthough, in the context of the ECA
region, the link between employment and growth nhaye been brought into
question, the analysis of Rutkowski et al. (200Bpagst others, makes clear that this
has much to do with the way unproductive employnvesd maintained, above—all in
CIS countries, following transition in a largelytifa attempt to obviate or at least
alleviate problems associated with massive indalgtestructuring. This had the effect
of delaying change and to some extent at leastruaitstg the creation of new
productive employment. In any eveahy strategy to facilitate the entry of youth
into productive employment must be centered around strategy for growth and
job creation as a wholePrecisely how this is to be done is beyond th@ead this
short paper and has, in any event been extensivetyissed elsewhere, in particular
in the aforementioned report by Rutkowski at aD0&). However, a few of their
findings are relevant here:

e The main differences across countries in their employnm
performance since 1989 are observable in countriesibility to create
jobs rather than in significant differences in jobdestruction. Countries
which were slow to reform were able to contain gstruction initially,
however, later on job destruction occurred at hightes.

« During transitionthe creation of new jobs has largely been associdte
with the entry of new firms rather than the expanson of existing ones
The correlation between firm entry and job creati®nrmuch stronger in
ECA than in the OECD. Conversely job destructiors waven principally
by the contraction of employment in existing firnasher than by firm exit
— much more so than in the OECD.

» Restructuring and ‘creative destruction’ are neags®r the reconciling of
the apparently conflicting aims of promoting empient and productivity
growth

*3 These are close to the MILES framework developgthk World Bank and used as a tool in their
National Labour Market Assessments. The MILES fraomdk, as the name suggests, encompasses five
areas: Macroeconomic environment, Investment Chmaiabour Policies, Education and Social
Protection.
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The main implication of this is thaiverall job creation, necessary also for the
general improvement in youth employment prospectsaquires the creation of a

conducive investment climate Rutkowski et alop. cit. find that differences in job
creation across the region largely reflect diffees in the investment climate.
Moreover, they find that thenain impediments to investment and consequently
job creation are to be found in poor access to fimaee, excessive market
regulations, administrative barriers and high rates of taxation, and not labour

market regulation per se.

Amongst these factors, one might emphasize the ebléaxation and in
particular payroll taxes. Payroll taxes are likébyaffect the investment climate in
general and therefore employment as a whole, anshdioectly, youth employment.
However, they are also likely to impact youth enypbent disproportionately,
particularly low skilled youth, using a similamé& of reasoning to that used with
regard to labour market regulations discussed heMiekell & Bell (1996) have
argued persuasively in favor of lower payroll taxesthe low skilled, which would
tend to impact young workers disproportionatégnd Bassanini & Duval (2006) find
a particularly strong and robust negative impagiajfroll taxes on youth employment
in the OECD.

3.2 Labour market regulation

Labour market regulation can mean many things. Herefers to minimum
wages, and employment protection legislation. Rahyf obvious reasons, both types
of regulation are likely affect young people mohart other groupsSince young
people are usually, by virtue of their age, eithenew or recent labour market
entrants, they are more likely to be affected by eployment protection legislation
in as much as this impedes new hiresSimilarly, they will likely to be
disproportionately represented amongst the low @md so may well be more
affected than other groups by minimum wage legtat

3.2.1 Employment Protection Legislation (EPL)

Over the last fifteen years or so, employment prottion legislation has been
relaxed to varying degrees throughout the regionThe traditionally paternalistic
and protective systems including guaranteed empoynmave been more or less
rapidly dismantled with the transition to the Mark€ountries which were seeking
(and subsequently obtained) entry into the EU weagticularly aggressive in
pursuing reforms. These reforms were largely cotmated on the liberalization of
temporary contracts. In this, countries in the EM®\sub-region have largely taken
their lead from the EU-15 countries. By the eardang of the new millennium, in
Bulgaria, Hungary, Lithuania, Slovakia and Sloveoier half of all employees had
temporary contracts with a duration of six month#ees”. Whilst these more flexible
forms of employment may to some extent facilitadedess by young people to some

** Indeed, their argument applies essentially tddiewaged rather than the low skilled per se making
it all the more applicable to young workers.
%> European Commission (2003).
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kind of job, the question remains, however, ahtodase with which temporary forms
of employment may be transformed into long-termcyqoality employmeri.

The increased emphasis on labour market flexibilégg not actually led to any
marked reduction in job stability as measured byplegment tenure and job
separation rates in the EU®15In contrast, transition to the market in ECA coies
was accompanied by a rapid decline in job stabdityg labour turnover with its
effects being felt most keenly by the youngest aliést groups of workers. In EU-
NMS countries, the fall in the job tenure of yoyrgpple has, however, done no more
than bring these countries in line with the theieddérn counterparts. In 1999, the
average job tenure of young people in EU-NMS wds y@&ars as opposed to an
average of 2 years in the EU in 2000. Probably efemconsequence, the rapid
changes in employment protection in ECA countriesipted with economic
instability have led to a rapid deterioration inrgaptions of job security amongst
workers which in turn, has produced a pro-cyclipattern of job tenure and
countercyclical pattern of labour turnover. Cazed\N&sporova (2003) argue that,
“fear of the fragile economic situation of many quamies, weak protection of
workers’ rights and substantial income loss whellinfa into employment cause
workers to feel reluctant about quitting their je@s moving to new ones even during
economic upswings, while during economic downswita®our flows increase as
many people lose their jobs or are pushed to guiuhtarily”®. In common with
several previous studies of OECD counftieshese authors find no relationship
between youth unemployment rates and the strictofeSBL.

But there is a further issue of relevance here:piamce with EPL. As well as
in strictness, countries vary greatly across tlggorein the extent to which EPL is
actually enforced’. Table 3 reports average youth unemployment ahbgs rates
and the ratio of youth to adult unemployment rédesountries grouped according to
the strictness of its EPL and the strength of mdoeement. The information
presented in the table by no means demonstratesigalcrelation, however, it is
suggestive. The countries which are doing besenms of youth unemployment and
joblessness are those with ‘strong enforcementinoother words, those with a
relatively small informal sect8t. This is irrespective of whether they have stEBL
or not. Indeed the best performing countries aosehwvhere restrictive employment
protection legislation is combined with its strozigforcement — or rather where there
is a (relatively) small informal sector. Also sonfew surprising is that, as shown also
in figure 23 above, far from being associated Wath open unemployment rates, the
presence of a substantial informal sector is aasettiapparently wittnigh (rather
than low) levels of youth joblessness. Finally, om&y observe that in countries with

%% See, for example, OECD (2003).

>" Although, where falls in job tenure have been ol they have tended to be concentrated amongst
young workers (Auer & Cazes, 2003).

*8 Cazes & Nesporova (2003, p. 138).

% See, in particular, Bertola, Boeri & Cazes (1988) OECD (1999). On the other hand, Bassanini &
Duval (2006) find a negative and statistically #iigant impact of EPL on young adult (20-24)
employment although this remains less influentadd( less statistically significant) than aggregate
demand in its effects on young adult employment.

% This is based on a table prepared by Rutkowskl.e{2005, table 6.1, p. 215) with the addition of
youth jobless and unemployment rates and youtlkwdt anemployment ratios.

%L In practice, the strength of enforcement is proxig the size of the informal sector — the larger t
informal sector, the weaker is enforcement.
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a relatively flexible labour market the ratio ofugb to adult youth unemployment
ratios are relatively high. This is in line withetlsituation in several EU-15 countries
where the relaxation of restrictions on contractgtes for new entrants produced
essentially a dual labour market with a strongligtected core of primarily prime age
male adults and a periphery composed primarilyafng and female workers with
insecure and badly paid work.

Table 3: EPL strictness, enforcement and youth laha market indicators

Flexible EPL Restrictive EPL Very Rigid EPL
Weak Albania, Armenia, Georgia, Azerbaijan,
Enforcement Kazakhstan Russia, Serbia & | Belarus, Bosnia &

Montenegro, Herzegovina,
Turkey Kyrgyzstan,
Moldova, Ukraine,
Uzbekistan

Mean YJR=30.7
Mean YUR=28.8

Mean YJR=29.5
Mean YUR=36.4

Mean YJR=27.3
Mean YUR=26.1

Mean RYA=1.9 Mean RYA=2.5 Mean RYA=2.3
Intermediate Bulgaria Croatia,
Enforcement Macedonia,
Romania
Mean YJR=22.5 Mean YJR=21.0
Mean YUR=20.5 | Mean YUR=24.8
Mean RYA=2.5 Mean RYA=2.9
Strong Czech Republic, | Latvia, Lithuania,
Enforcement Estonia, Hungary, Slovenia
Poland, Slovakia
Mean YJR=11.8 Mean YJR=9.7
Mean YUR=20.7 | Mean YUR=14.3
Mean RYA=2.6 Mean RYA=2.1

Sources:Country Classifications — Rutkowski et al. (20€hle 6.1, p. 215); youth jobless (YJR) and
unemployment rates (YUR) and the ratio of youthaiult unemployment rates (RYA) Author
calculations on the basis of WDR, WB-ECA data armel & Saget (2005) for youth joblessness,
ILO-KILM, UNECE and Transmonee 2007 data for youttemployment and ILO-KILM data for the
youth-adult ratio.

Notes: In addition to the country classification, the &béports the mean youth jobless rate (YJR),
mean youth unemployment rate (YUR) and the ratiyaith to adult unemployment rates for the
countries in each cell using the most recent olagienv available.

3.2.2 Minimum wages

Minimum wage legislation is in place throughouw tiegion however, it varies
greatly in terms of levels. In the EU and SEE sedpans minimum wages are
relatively high, averaging close to 40% of the agerwage. In CIS countries they are
for the most part, very low, of the order of 20%dain several countries less than
10% of the average wage. In Ukraine, the minimurgenia relatively high (over 40%
of the average wage), however, there is eviderateittis not enforced (Rutkowski et
al., 2005).
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Despite the apparent plausibility of the arguméat high levels of minimum
wages tend to discourage the employment of paatilyuyoung people, the evidence
is somewhat mixed. The most recent review evidgmasented by Neumark &
Wascher (2007) finds estimates of the teenage gmaot elasticity with respect to
the minimum wage which range from below -1 to abOverhe authors conclude
overall that the existing evidence points towar@gative employment effects of
minimum wages for young people. Of 102 studies iclamed, nearly two-thirds found
negative albeit often not statistically significaamnployment effects of minimum
wages, whilst only eight found ‘convincing’ posgieffects. However, an emphasis
on demonstrating that the effects are generallyatieg rather than positive rather
misses the central point which is that the effemftaninimum wages in the vast
majority of cases are found to be small. In thissge these results are in line with the
review of evidence presented in O’Higgins (2001aptkr 6) which found small or
zero (i.e. not statistically significant) employnegffects of minimum wages for
young peopl&. In the present context, it might be added that:

a) Neumark & Wascher (2007) find that the effects ohimum
wages vary considerably (from negative to positigegording to
the presence of other labour market institutionmpleyment
protection legislation, active labour market pagiand so on) and,
in particular, the negative effects are most prowed in
unregulated labour markets; and,

b) none of the studies included in their review cowensition
countries in ECA®,

Given the lack of evidence for the region, the pthassibly beneficial effects of the
minimum wage, the general finding of smaller negafjor even positive) effects of
minimum wages in the presence of regulated labarkets as well as the relatively
low rates of statutory minimum wages in most of iéagion, there does not seem to be
a strong case to be made for the introduction bfrainimum wages for young people
or the lowering of minimum wages overall as an @ffe way of promoting youth
employment.

3.3 Education & Training

Education and training systems play a central iroldetermining youth labour
market outcomeddigher levels of human capital both improve the shid run job
and wage prospects of their possessétas well as, through their impact on long-

%2 Similar findings are reported also be Kolev & Sa@€05).

% |n general, studies on the effects of minimum vgage employment are few and far between in
transition economies. One exception is the anabfsiéertesi & Kol (2003) who looked at the effects
of the substantial increase in the minimum wageHimgary in 2001 where the minimum wage
increased by about 57% bringing it to around 40%hef average wage. They found that aggregate
employment fell by between 0.5% and 1.1% (implyamgelasticity of the order of between -.01 and -
.02). Again, a very modest effect.

® The classic example of a system which, througheiscation and training system effectively
promotes youth employment is provided of courseGermany. There, the ratio of youth to adult
unemployment rates is of the order of one-to-oimecontrast to most other countries in the EU-18 an
ECA region where, as noted above, the youth ungmmaot rate stands at between two and three
times the adult rate. However, in recent years lprab have begun to emerge even there, particularly
as regards the fate of young people once they ldavelual system and also as regards the system’s
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run growth prospects, promoting the general outloolkfor economic and therefore
youth (and adult) employment growth.

Rapid industrial restructuring in the ECA regiorc@mpanying transition led
to the need for Education and Training systemslépato cope with rapidly changing
skills requirements manifesting themselves in #i®ur market. This they have been
very slow to do. The need for reform is felt at EVels of education including
secondary educatiBhand the vocational education and training (VET)ctures. A
recent World Bank repdft has argued in favor of greater integration of geinand
vocational education as well as providing a seoilesuggestions as to how greater
efficiency might be achieved in these systems.

Throughout the region, reform of VET still has adoway to go. There are a
number of problems in VET , including :

» Early and rigid tracking of students into VET;

* The provision of VET is spread over different mines creating parallel
structures;

* VET systems are inflexible, still being based ongwun planning without
mechanisms to incorporate assessment of labouretaeleds;

* Social Partner involvement is not yet institutionedl. For example, there is
no involvement of Social Partners in the developnoéurriculd”.

In general, VET reform thus far has tended to bdeuaken within traditional
models and there is a need for greater recognittormore fundamental reform.
Systems need to be made more responsive to ongbamgges in the needs for skills,
not just reformed in terms of which industry-spicgkills provided in school. It has
been argued elsewhere that an important elemetitisns the development of less
formal and more general links between schools aubur market actors or
stakeholder¥.

Throughout the region there concerns have beeressgd regarding declining
quality of education (Alam et al., 2005). The edrbnsition years were accompanied
by a rapid deterioration in educational infrastauet For example, heating, electricity
and water services became irregular in many castiven the increasingly poor p-
ay and conditions there has been a rapid riseeratterage age of teachers. As noted

adaptability in times of rapidly changing occupatib and industrial structures. It is also costly.
Moreover, there are many questions as to the weaisfity of the German type system to other
countries with differing institutional bases. Fotample, the German system restier alia on the
existence of substantial numbers of large firmspdst-socialist ECA, companies tend to be small.
Notwithstanding this, the German system illustrdtes importance of specific design features which
could be exported. Perhaps the most important agtdhgse is the strong involvement of employers
ion the provision of training which ensures theodab market relevance of training. It provides
equitable access to places, and its high (and réoed) quality means that participation does notyca
the negative stigma associated with vocational atitue in many countries (World Bank, 2006c).

% See World Bank (2005).

 World Bank (2006c).

®"ETF (2003b).

% For example, in O’Higgins et al. (2001) on Bulgari
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above, educational participation and formal edocai attainment is, for the most
part, still relatively high in ECA. However, muclh this is to do with pre- transition
investments, whose impact is eroding rapidly. Thare some disturbing trends
concerning the growing inequality in outcomes. Alanal. (2005) note that in
between 1995 and 1999, two of best educationalbpedrs, Czech Republic and
Slovenia increased the proportion of underperfognstudents by 200-300% and
suggest that policy interventions which improve tjuality of education services are
essential in order to halt this decfihe

3.4 Passive Labour market Policy: Unemployment Bétse

In ECA, the immediate reaction to the transitioduoed recessions was,
almost universally, to introduce relatively genesamemployment benefits in order to
mitigate the social costs of transition. In theaset half of the 1990s there was an
increasing trend to shift labour market policy frqmassive’ to ‘active’. That is away
from income support towards employment and traipprggrams. At the same time,
many countries significantly reduced unemploymaestidfit entittement both in terms
of its level and its duration. Here, the findingsthe literature are relatively clear. In
most studies, the duration of unemployment is pagit linked to the level and
duration of unemployment benefits in CEE as isdhge also in studies of Western
Europé®. However, several observations on this are nacgsBirst, the disincentive
effects are generally small. Second, the findingarding disincentive effects is not
universal, Lubyova & Van Ours (1999) find littleidence of disincentive effects in
Slovakia and Earle & Pauna (1998) clearly rejeet ittea of disincentive effects in
Romania. Third, in several studies, whilst the dxitm unemployment is clearly
increased, much of this exit is to inactivity rathtdan employmenit. Fourth,
unemployment benefits played a fundamental roleeducing poverty during early
transition 2. That is, they did what they were designed toptay a redistributive role
during transition. Finally, young people are leskely to be recipients of
unemployment benefits since they are less likelyaee been employed for sufficient
time to have accumulated the necessary qualifyiagog of employmert. The
benefit safety net in ECA countries was heavilyeoted towards laid off workers
from the State sector. Indeed, young people migkn ebenefit from the reduced
competition in the labour markét

% See, for example, Canning et al. (1999) for RudsiaCava et al. (2005) find a similar situation in
SEE.

0 See, in particular, Vodopivec et al. (2002) on Cifel Atkinson & Micklewright (1991) and more
recently Bassanini & Duval (2006) on OECD countries

" For example, Cazes & Scarpetta (1998) on Poladdviicklewright & Nagy (1998) on Hungary.

"2 \Jodopivec et al. (2002).

3 For example, Kolev & Saget note that the incideat@nemployment benefit receipt amongst the
ILO unemployed is much lower for young people tfianadults in SEE (Kolev & Saget, 2005, table
12).

™ In their study of OECD countries, Bassanini & Du(Z006) are in some difficulty in explaining the
effects on young adults of unemployment benefitewkhey find to be of the same order as the effect
for other groups. The difficulty arises becausesiigtparibus one would expect a smaller effect for
young adults in that generally they are much lg®dy to receive them than say prime age adultgyTh
suggest that the result may depend on the addifi@m indirect effect, working through the negative
impact of unemployment benefits on unemploymentaaghole discouraging young people from
participating in the labour market. This is notiety convincing in as much as there is already an
overall output variable present in the equatioert&nly it would merit further study.
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3.5 Active Labour Market Policies

There is evidence to suggest that Active Labour Mdet Policies for young
people have been more successful in ECA than in théSA and EU-15. Moreover,
internationally, it would appear th#te most successful programs are those that
target specific groups of disadvantaged youthOn the other hand, ALMPs do not
appear to be sufficient to overcome barriers pdseldighly regulated internal labour
markets (Betcherman et al., 2007).

Active Labour Market Policies largely fulfill a reedial role in correcting
malfunctions in the education system and in laboarkets. As such, they tend to be
more expensive and less effective than, in priegiattion taken within in the context
of initial education. Howevein ECA ALMPs have played a fundamental role in
filling gaps left by the failure of initial education & training systems to adaptand
are likely to continue doing so for some yearsdame.

However, there is a growing need for employmenvises to play a more
complementary — not just remedial — role to edooat services. For example, in
Slovenia which, at 6% in 2006, has one of the Kiveggregate unemployment rates
in the EU, performs relatively poorly vis-a-vis itsuth-to-adult unemployment ratio.
This persistent problem which affects also morecatkd young people is associated
with the difficulties faced by first-time job seekeand the European Commission
has recommended the strengthening of employmewitesrfor this group in order to
strengthen the link between education and the labauket.

Traditionally Public Employment Services in the imghave been involved
largely in the payment of income support to thenupleyed and in the administration
of labour market based employment and training rammg. In recent times, however,
they have become more pro-active in promoting thteb functioning of labour
markets through the provision of guidance and celumg and more generally job-
matching services.

3.5.1 Wage Subsidies

Wage subsidies, or more generally financial inc&gtito firms, are relatively
frequent in the ECA region (box 1). In general ¢valuation findings are positive and
it appears thatvage subsidies have been particularly successful improving the
employment rates of young people, especially youngomen and the poorly-
educated in ECA’®. There are two major caveats here. First the eynpént benefits
do not extend to wagFs Second, impact evaluations consider the outcoafes
participants compared to a control group of norigigants. They do not as a rule
take into consideration deadweight, displacementl aubstitution effects of

> European Commission (2007, p. 54).
® Puerto (2007)
" Betcherman et al. (2007).
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program&®. Whilst these confounding effects may be preseith wll types of
program, where analyses have been undertaken $ufgeshey are most marked in
wage subsidy prograrfts

Box 1: ECA wage subsidies for young people

Several countries in the region have operated vga@psidy programs targeted at young people.| In
Poland, the Intervention Works Program was initiated ir@3%or people up to the age of 30. The
program is estimated to have increased reemploymef.6 per cent in non-subsidized jobs, and by
13.1 per cent in any kind of job (including subzatl) but with lower monthly earnings. Based oh a
scientific evaluation with cost analysis, this pamg was assessed to generate positive employment
impacts in a cost-effective manner. In tBeech Republic,a wage subsidy program has been in
operation since 1996, for the benefit of young peopt achieved a statistically significant incsean
employment of 12 per cent for participants. Womed &ss-educated participants (a considerable
proportion of all participants) gained most frore frogram. Again, however, monthly earnings were
lower than pre-program levels.

In Bulgaria, a program for subsidized Employment in Public Adistration of Young Schod|
Leavers has been in place since 2002. At the eddlgf2004, 909 people were employed through|the
program, out of 1,090 young people so far inclughetthe program. Monitoring and assessment of{the
program’s implementation are carried out on a r@agulasis. This provides the possibility [of
correcting the scope and mechanisms of the progradradapting it to suit the conditions and negds
of the labour market. I8lovakia, employers can receive a monthly contribution frgovernment tq
cover the costs of employing unemployed schooldeaywho also receive a grant to cover personal
expenses) in a ‘graduate practice’ scheme. In 200462 job seekers participated in the scheme, of
whom 68 per cent were women and 83 per cent wera flisadvantaged groups. No analysis of|the
net impact of the intervention is available. Uatvia, a pilot project of subsidized work experience

during the summer holidays for students from seaondind secondary vocational schools and
vocational training students was organized in 2004e pilot project can be evaluated as successful,
but there is also room for organizational improvatagwith better targeting — for instance to stugen
from large families. Contracts were signed with84dmployers (enterprises and organizatians)
nationwide and 3,191 subsidized jobs were offeflde employers who offered the majority of the

jobs were retailers, food factories and farm emtegg, while some positions were also offered Ly a
children’s hospital. Some employers were highlys§ad with the employed students and asked them
to continue the cooperation after the pilot projgas finished. IKyrgyzstan a Youth Job Voucherg
scheme has operated since 1996. A survey found dmtiloyers and young people to be highly

satisfied with the scheme, although employers cthia it would be possible to create even more jobs
if they only had to commit themselves to the yopegple for one year. Vouchers opened the door to
a career start for 180 young women and 80 young, M&rmper cent of the jobs were assessed to be
genuine new jobs.

Source: Betcherman et al. (2007) based on O’Leary (1988twell et al. (1999), EU (2005 and
2006b) and BMZ (2006).

'8 Specifically, in designing wage subsidy progra@ate needs to be taken that the workers employed
would not have been taken on by recipients of thesisly even without the interventiodgadweight
losyg; that employers do not simply substitute one grotiworkers (eligible for subsidy) for another
whom are not eligiblesfubstitution effegt or, that the jobs created do not displace jobsther firms
which do not receive the subsidy and are thereliess able to compete in the product market with
subsidy recipientsd{splacement effectin each case, the key question is: does theédyubeeate new
jobs which would not have existed in its absencef?dbvious reasons it is rather difficult to ensure
this is so and such programs have often beenizdticon the grounds that they are consequently a
relatively costly way of increasing overall emplogmt with a low level of net job creation. However,
careful targeting of both direct recipients (firma)d the ultimate beneficiaries (new employees) can
mitigate this problem.

" See, for example, O’Higgins (2001, pp. 110-111)sfanore detailed discussion of this issue.
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3.5.2 Labour Market Training

Labour market based training is the most common fom of ALMP for
young people in the ECA regiof. In practice employment services have been
called upon to remediate the failure of VET system#he region to provide labour
market relevant skills in the context of the rapidhanging industrial structure. To an
extent this is natural. Employment Services feel é¢ffects of the failure to reform
training systems directly in terms of a greaterwdman the resources devoted to
passive labour market policies. Educational ingths are at one remove from this
and so do not feel the pressure so acutely. Pethaps it is not surprising that they
have been much slower to react.

Labour market training is often combined with sofaen of wage subsidy
and it has been argued that this is indeed the pftesttive form of intervention for
young peopl®. On the one hand, the training component remetlieslack of
employable skills of school leavers while on theéheot the work experience
component provides above-all direct links with eoyprs and the world of work.

In general, youth training programs whether pariaafmore comprehensive
package or not have been relatively successfulGA.Bindeed significantly more
successful in this region than in the rest of thoeleff>.

3.5.3 Self-employment and small business support

Although self-employment increased rapidly ovansition, this was in part a
survival strategy adopted by individuals (RutkowsRD06). Programs promoting
business start-up for young people are relatively ind far between in the ECA
region. Howeverthe broader analysis of Betcherman et al. (2007)rfds highly
positive effects for such programsalthough the number of such interventions is
small impeding the drawing of general conclusiortse only such program in ECA
which has been subject to an impact evaluation, Bhlgarian Self-Employment
Program, did show significant short-term gains mpeyment for participants
particularly for young females, although the cdétaiveness and long term effects
are more doubtful. Certainly, costs per placemerieed those of training and
subsidized employment programs. On the other hpolities aimed at overcoming
the additional barriers that young people face staldishing their own businesses
appear to be popular with the young people therasgliva Cava et al., 2005).

3.5.4 Public Works and Direct Job Creation Prograesm

In many countries in the region, the initial resperio the collapse in labour
demand was first the rapid expansion of passive@uabmarket policy (income
support) followed by the introduction of substahtpublic works programs. In
essence, these types of programs are intendeavalprsome income support to the
unemployed as well as maintaining, or, in the aafsgoung people, developing the

8 As indeed is true world wide (Betcherman et 0072).
81 For example, O’Higgins (2001).
82 Betcherman et al. (2004), Betcherman et al. (2007)

36



labour market attachment of participants and tp n@tigate some of the detrimental
consequences of long-term unemployment. They canske to produce goods of
benefit to the community at large such as in thestoction, and in South East
Europe, postwar reconstruction of infrastructuneleled Betcherman et al. (2007) note
that positive net benefits to society as a whole can lsemetimes observed with
these programs if the value of the goods and sereis produced by the program is
included.

What they do not do very effectively is promote thelong-term
employment prospects of participantsThese programs are generally temporary or
short-term in nature, employing labour in relatwdbw skill work on specific
projects. In some cases, the longer term, employpremotion role can be enhanced
by the introduction of training elements. Howewiie overall finding of evaluation
research on this subject, is that public worksraean effective means to integrate
the unemployed into employmé&ht Such programs are best seen principally as
income generating measures or means to promote attaghment amongst the long-
term unemployed rather than as a means to prorheténtegration into long-term
decent work of young people. However, one such narag the Temporary
Employment Program in Bulgaria, was found to rdise post-program employment
probability of participants by six percentage psirftor the most part, however, such
programs tend to have, at best no positive impenct,often a negative one.

3.5.5 Guidance and Counselling

Much of the recent work in the area of policieptomoteyouth employment
has emphasized the importance of guidance and elumsboth before and after
young people enter the labour mafRetin many countries the information
available to young people does not allow them to rka realistic choices
concerning the options available to themindeed, in recent times, Active Labour
Market Policieshave increasingly included a preliminary phase iérdation and
guidance in which young people are made aware ef dffectively available
alternativesThis has proven to be a relatively cost effectiveofm of intervention
which often obviates the need for more expensive wko oriented training %,
although there is very little hard evidence, inmterof impact evaluation, on the
effectiveness of such interventions specificallyyyfoung people.

Although guidance and counseling functions aretikelly developed in richer
countries, both within the educational system asd an the labour market through
Public Employment Services, this is not true ineosh One major obstacle faced by
many countries is the basic lack of labour markdbrmation on which to base
guidance and counseling or indeed the more gejmraiatching function fulfilled
by Public (and increasingly private) Employmentvgmss.

8 See, for example, the findings of Fretwell ef(2099). However, more recent work has tended to put
a somewhat more favorable light on the usefulndspublic works programs in promoting the
employment prospects of participants (Betchermaat, &004).

8 See, for example, Fay (1996).

% See, for example, Betcherman et al. (2004) ar@EED (2006).
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Box 2: The New Deal for Young People

In 1998 the British Government launched the NewlB@ayoung people under the age of 25.

The program is composed of several parts, withedsfiit options offered to different groups of the
unemployed. The New Deal for young people is cosgmyl for all those aged 18-24 who have bgen

receiving the Jobseekers allowance for more thamsinths. Initially, individuals enter a "Gatewa
period, where they are assigned a personal adwiker gives them extensive assistance with

y
job

search. If the unemployed person is still on JSthatend of the Gateway period (formally a periéd o

4 months), they are offered four options:

i) Entry into full-time education or training fopuo 12 months for those without basic qualificasic
(without loss benefits);

i) A job for six months with a voluntary sector ployer (paid a wage or allowance at least equal to

social assistance plus £400 spread over six mgnths)

iii) A job on the Environmental Task Force (paidwage or allowance at least equal to so
assistance plus £400 spread over six months);

cial

iv) A subsidy to a prospective employer for six rits with training for at least one day a week (£60

per week plus an additional £750 training subsjahgad over six months).

If an option is refused, the claimant is liablestdfer a benefits sanction. Initially, sanctionketahe

form of withdrawal of benefit for two weeks, andther refusal may result in repeated four-weekly

withdrawals. Individuals returning to unemploymaevithin thirteen weeks after leaving an option
onto the follow-through program of job assistanbich is essentially the same as Gateway.

go

Impact evaluations show that the programs have bfeative between 1998 and Young unemployed

men are about 20% more likely per period to gabsjas a result of the New Deal. Part of this ef
is due to subsidized jobs, part a pure "Gatewagtheht (enhanced job search), at least one fiftheo

ect
f

total effect. The cost benefit analysis suggesis tihe program is worth continuing. The job search

assistance element of the New Deal element is mose effective than the other ALMP options
there is no subsidy involved.

The New Deal stands as the least costly compreleimgiervention for youth in OECD countries. T

cost per beneficiary served ranges from £454 t®£i#91999 £). In addition, the cost per job crdate

as

he

is under £4,000 (in 1999 £), given an average piace rate of 17,250 participants per year (Van

Reenen, 2003). Regarding its sustainability, theseal has received extensive political support
the government is placing greater emphasis on @mmrand scaling-up the assistance during
Gateway period.

Source: Puerto & Rother (2007) based on O’Higgins (2001 ®¥an Reenen (2003)

3.5.6 Comprehensive programs

and
the

Comprehensive programs involve some combination safbsidized

employment, training, self-employment support, guick and counseling and so

on.

They are not very common in the ECA region but having history in OECD

countries and above all in the US. One of the most-effective programs, the UK’s
new deal for young people is illustrated in boxAd. three of the comprehensive
programs considered by Stavreska (2007) seem te has positive impacts on the

employment prospects of participants.
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3.5.7 Job Matching Services

In EU-15 countries, the job matching function fildfd by public employment
services is becoming ever more important. Indeeterand more, ALMPs include an
element of job search assistance. Thus, PES, beyaministering financial
unemployment assistance, is taking a more actide i the promotion of
employment through the implementation of ALMPs tkeires but also through the
role of matching job seekers to jobs. In many coest the PES also organize job
fairs which bring together prospective employersl goung potential employees.
However, although these no doubt play a usefulrmé&tional role in terms of
informing young people about the available oppaties and vice versa with firms,
little actual recruitment actually takes place dgrihese events.

In most ECA countries and particularly in the FSbhs are largely filled
through informal contacts of relatives and friermtsthrough direct recruitment by
firms. This in itself is no bad thing as long as #8ystem of informal networks works
efficiently®®. The large numbers of unsuccessful young job sedi@vever suggests
that in many countries, this is not the case. Gle#rere is room for an increase in the
active role played by the PES. One way in whicls tmay be accomplished,
particularly suitable to young people, is througle establishment of and access to
Internet based job-seeking services. In Slovenia, eikample, such services are
relatively well developed. In less wealthy courgrighere access to computers and
above all the Internet is less widespread, employroenters could, in principle, be a
focal point for access to the Internet for job-segkEssentially what is required is for
the centers to be seen as a useful source of iaf@mand access to jobs. The PES
needs to make itself more attractive to young pebplproviding useful services.

3.5.8 Factors influencing the success of ALMPgéamg people

The meta-analysis undertaken in Betcherman g2@07) suggests that it is
certain specific program characteristics which ang@ortant in determining their
effectiveness rather than the type of intervenpen se. Encouraging amongst their
results, the authors find that programs aimed ah@wically disadvantaged young
people are more successful as are programs ggnardHtansition (and developing)
countries as opposed to industrialized ones. Lessugaging in the context of ECA,
they find a negative impact of the strictness of. BR outcomes, however, this is not
supported by the specific albeit limited evidenaespnted for the ECA region
(Stavreska, 2007, table 14, p. 27-28).

3.5.9 Labour Market Information (LMI), Monitorirgnd Evaluation

In ECA countries progress is being made in thisaagarticularly in the
collection of appropriate labour market informatittmough the implementation of
regular labour force surveys which now take platalmost all the countries in the
region. However, a key element in the design arnmesguent modification of youth

8 Although bribes also appear to be common in thés &0 (La Cava et al., 2006)
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(as indeed for adult) employment policies is thenitwoing and evaluation stage. This
relies on an established labour market informafldvil) collection system in order,
for example, to identify the appropriate targetugrdor intervention. Which of those
amongst the general category of ‘youth’ are mosteied of assistance and so forth.

Once programs are actually implemented, monitorofgthe programs
(sometimes referred to as process evalu¥fjionan be used to ensure that for
example, the programs reach the designated targep gthat program costs are kept
within target limits, that a target proportion tfetgroup complete programs, that a
target proportion of participants find employmefieathe program and so on. Where
these targets are not met, further considerationbea given to why this is so and
corrective action adopted. The central element® lee on the one hand the
establishment of targets. Targets which must béstieaand realizable given the
resources allocated to the program. On the othed,ithe collection of information is
necessary in order to allow such process evaluatidake place. Both of these are
very obvious albeit fundamental points, howeverpegience shows that the
importance of their role is clearly underestimatedthe implementation of youth
labour market policies in many countries.

Perhaps of most importance, certainly in termafegular absence in ECA,
is the post-program evaluation of program impact This is beginning to be
implemented in the EU-NMS countries in the regiomder the auspices of the
European Employment Strategy which sees evaluasokey tool. Evaluation is at
least as important as monitoringis through impact evaluation that one may gain
an understanding of what the effects of the programactually are. Essentially,
impact evaluation seeks to compare the experieofcparticipants on programs with
what would have happened in the absence of thergrfy This in itself is not an
easy exercise and much ink and effort have beerogetbto develop and refine the
methodology. However, the crucial element is tha txperiences of program
participants are compared with a like group of pepvho act as a proxy for the
experiences of participants in the absence of tbgram. Betcherman et al. (2007)
note that the overall evaluation situation is ragheor. Even including industrialized
countries in the calculation, they found that oalguarter of programs in the youth
inventory were subject to net impact evaluation &®b than 10% including an
assessment of impact and ¢Bst

87 Auer & Kruppe define monitoring as the “reguladgnducted observation of statistical indicators of
labour market policy input/output and performanmet§¢ome) for the purpose of improving programme
implementation and even programme design,” (Audtr@ppe, 1996, p. 901).

8 Here the review is limited to a schematic overviétore details can be found in O’Higgins (2001,

chapter 5) and/or Grubb & Ryan (1999). For a pecatthandbook on the implementation of impact
evaluation, see also, Baker (2000).

8 Typical examples are the program participants fieeparticipation or other young people who do not
participate in the program. More recently, attemtims turned to experimental methods involving the
random selection of program participants from @eargroup of eligible persons. Discussion of this
goes beyond the scope of this paper. For morelsiete the above-cited works on evaluation.

% Knowles & Behrman (2003) also note the difficidtia evaluating the economic returns to investing
in young people arising from the lack of information the effects of youth oriented interventions.
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4. Key Issues and Areas for Action

This final section brings together some of the liogpions of the previous
discussion in order to suggest some priority afeaaction. The main emphasis here
is on Education & Training systems and Active Labiglarket Policies.

General Issues/findings

* Disadvantaged Youth:A theme running through this paper concerns the nee
to concentrate resources on disadvantaged younglepelm a sense, young
people were amongst the losers of transition, hewethis is not accurate
when applied to young people as a whole. The grémpshom transition has
created acute difficulties varies across countiethe region, however, one
unifying characteristic definindisadvantage concerns those with low levels
(and/or inappropriate forms) of education and skils. Young people with
low levels of education are both more likely to jbbless as well as being
more likely to work in low wage and low quality orfnal sector jobs if they
do succeed in finding employment. Lack of suffitieand/or appropriate
education is a key problem in general, but alsoitant contributor to the
problems faced by specific disadvantaged groupsekamplethe problems
faced by young women in some countries, specifichetic groups such as
the Roma or Muslim youth in the Caucasus, and ruralyouth universally
are clearly exacerbated by difficulties in acces®teducation Moreover, the
evidence suggests thaterventions aimed at disadvantaged young people
are likely to be more cost effective.

* Youth Unemployment and JoblessnessThe paper has argued that in
addition to the conventional indicator of youth dab market problems, the
youth unemployment rate, should be added the rat@wuth joblessness, a
broader indicator of labour market problems covering also discouraged
young people as well as giving an assessment of theidence of youth
labour market problems in the youth population a wtole.

e Education and Training and ALMP: In general, Education and Training
systems have been slow to adapt to the rapidly gthgnlabour market
requirements arising from the fundamental shiftsofustrial structure which
accompanied transition. ALMPs have to some ext#atfthis gap, however,
they are largely remedial in nature providing secohances where the initial
education systems have failed. Clearly both tygestervention are required.
The fundamental reform of Education and Trainingtems which is needed
in the region will take many years and should bensas a long-term
investment. Although ALMPs tend to be less cost@ffe than appropriate
investment in educational systems, above-all instihat run, ALMPs have a
crucial role in supporting the labour market intggm particularly of
disadvantaged young people.

* Monitoring and Evaluation: In Education & Training reforms and above-all
in ALMPs greater emphasis needs to be placed on etreduation of
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interventions. A key finding of World Bank work ithis area concerns the
general lack of systematic assessment of the ¢fesitigeness of programs
and policies. In order to better design intervamidetter information is
required on what works, where and why.

Learning from the experiences of others:Reforms in Education and
Training systems are more advanced, and ALMPs mdexeloped, in EU-
NMS countries. Their experiences can provide auldedsis to aid SEE &
FSU countries in improving their own policies.

Emphasis on SEE and FSU:Young people face significantly greater
problems in effecting the transition from SchooMifork in SEE and FSU
countries. Investment in the reform process hemedsas in ALMPs is both
more urgent as well as potentially at least beiogentost-effective.

Macroeconomic Environment, Investment Climate aadobur Market Regulation

In general, the labour market entry of young peayleclearly be facilitated
by a better general environment for job creatiomrd/specifically, measures
which promote and facilitate hiring are likely tesproportionately benefit
young people. One such type of measure which wawntisideration concerns
the reduction of the burden of payroll taxes on hiveng of those with low
levels of skills. In practice this may be, and iedes, incorporated into
ALMPs aimed at young people.

Education & Training

Out of school children & youth: There is clearly an issue of out of school
children in some countries as well as serious sswising from the dropping
out of young people from secondary and vocatiodatation

Fundamental reform: Systemic reform is still required throughout thé A&
region to make education systems more responsivéhéochanged and
changing requirements of the labour market.

Educational Quality: Throughout the region there are concerns with the
qguality and relevance of education. There is sowideace of decreasing
educational quality. In some countries, there appebe significant problems
arising from bribery and corruption which exaceésaproblems of access and
cost particularly for poorer students.

Educational attainment: whilst overall the ECA region is characterized by a
relatively high level of educational attainmentcasnparedo, for example the
EU15 countries, there is evidence of declining etinoal attainment in some
countries and, moreover, poor educational attainrsea key contributor to
the difficulties faced by ethnic minorities, rusguth and, in some countries,
young women.
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Involving stakeholders: the involvement of labour market actors in
education and training systems is extremely limitethe region and where it
does exist tends to be confined formal and cemedlforms. A more fruitful
approach would be to promote less formal and/ nuweentralized links
between educational institutions and the labourketathrough for example,
work experience programs, internship, entrepremgurstraining and
mentoring and so on.

Active Labour Market Policies

Correcting the failings of Educational systemsThe paper has emphasized
the important role played by ALMPs in correctindidiencies in Education
and Training.

Policies for disadvantaged youth:A key finding in the recent literature is
that polices aimed at disadvantaged young peoglerare likely to be cost
effective. This further supports the idea thateéhghasis should be placed on
young people who fail to affect a successful labmarket entry on the basis
of schooling alone, particularly those leaving daicational system with few
relevant skills.

ALMPs are more cost-effective in ECA than in EU-15ALMPs appear to
be more cost- effective in ECA (as they are alsdeweloping countries) than
they are in EC-15 countries. As well as supportimg idea of an important
role for ALMPs in the region this also raises theesfion as to why ALMPs
are more effective in ECA. Seeking an answer te tjuestion would clearly
help in the design of better policies. More gergrah the implementation of
program and policy evaluation greater emphasis tnigd placed on
identifying why some interventions are more sucitédban others, not just
which ones work.
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Figure 1: Throughout the region transition meant recession followed by recovery.
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Figure 2: But recovery did not mean returning to previous levels of employment
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Figure 3: So employment rates in the region remaimwell below the EU-15 average and far from the Lisbhw 2010 target of 70%.
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Figure 4: Productivity has recovered in EU-NMS andsome SEE countries, but in FSU remains well belowg-transition levels.

4a: EU-NMS 4b: SEE

~—&—Bulgaria
—— Czech Republic
Estonia —&— Albaria
~—>—Hungary ~—— Bosnia & Herzogovina
—¥— Latvia Croatia
—@— Lithuania ~—3¢—— Serbia & Montenegro
——+—Poland —¥— Macedonia
Romania —@— Turkey
= Slovakia
Slovenia
4c: FSU-Eur 4d: FSU-CCA
—&— Armenia
~—@— Azerbaijan
—&—Belarus Georgia
~—&— Moldova ~3¢——Kazakhstan
Russian Federation —¥— Kyrgyzstan
“3¢—— Ukraine —@— Tajikistan
——+—Turkmenistan
== Uzbekistan
1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2002 2003 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 20001 2P002 2003

Source: Author calculation8ased on ILO-KILM databaséitp://www.ilo.org/public/english/employment/stietm/index.htn).
Note: The figures report indices of GDP per employee, 1982004 (according to availability), in ppp USD 199@vith 1990 = 100.

54



Figure 5: So that productivity in EU-NMS countriesis well above productivity in the FSU.
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Figure 6: Even in countries where the youth peak hmalready been reached, many countries are currentlundergoing a relative boom
in youth populations
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Figure 7: The Labour Force Participation Rates of Young People are falling throughout the region
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Figure 8: Labour Force Participation Rates of YoungWomen (15-24) 1980-2005.
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Figure 9: Labour Force Participation Rates of YoungMen (15-24) 1980-2005.
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Figure 10: With some notable exceptions, most coungs in the region compare favorably to the EU-15ad many have already reached
the Lisbon target for the completion of secondary @ucation.
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Source: Eurostat (http://epp.eurostat.ec.europa.eu) forilBUEU-27, EU-NMS, Croatia and Turkey; Bosnia & Bgovina, own calculations on the 2006 LFS; alkoth
countries, own calculations on the World Bank dasabof household surveys.
Notes: The figure reports th& of 20-24 year olds who have completed upper seatary education.Data are for 2006 except, Albania, Croatia and i8e&tMontenegro

(2005); Moldova and Tajikistan (2004); and, Armemaerbaijan, Kazakhstan and Kyrgyzstan (2003).
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Figure 11: Those which don't also have problems whtearly school leaving
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Source: Eurostat (http://epp.eurostat.ec.europa.eu) forlbUEU-27, EU-NMS, Croatia and Turkey; Macedonid ¥E2005); Bosnia & Herzegovina, own calculations on

the 2006 LFS; all other countries, own calculationghe World Bank database of household surveys.
Note: The figure reports thé of 18-24 year olds who have not completed secongieeducation and are not in education or training.Data are for 2006 except, Albania,
Croatia and Serbia & Montenegro (2005); Macedavialdova and Tajikistan (2004); and, Armenia, Azéjdra Kazakhstan and Kyrgyzstan (2003).
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Figure 12: In most countries, the educational attaiment of young women is better than that of young en
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Source: Eurostat (http://epp.eurostat.ec.europa.eu) forlbUEU-27, EU-NMS, Croatia and Turkey; Macedonid ¥E2005); Bosnia & Herzegovina, own calculations on
the 2006 LFS; all other countries, own calculationghe World Bank database of household surveys.

Note: The figure reports th& of 20-24 year olds who have completed upper seatsry education by sexData are for 2006 except, Albania, Croatia, Geoagid Serbia
(2005); Macedonia, Moldova and Tajikistan (2004)m&nia, Azerbaijan, Kazakhstan and Kyrgyzstan (20&3d Belarus (2002).
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Figure 13: But living in rural areas means also geing a lower level of education — in some cases ntuwer
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Source:own calculations on the World Bank database of ébolsl surveys.
Note: The figure reports thé of 20-24 year olds who have completed upper seatary education by rural/urban residence.Data are the most recent available in the

database which means: Ukraine (2006); Georgiandaliad Romania (2005); Hungary, Latvia, LithuaMaldova and Tajikistan (2004); Armenia, Bulgariadan
Kazakhstan (2003); and, Belarus (2002).
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Figure 14: Increasing participation in secondary edcation in EU-NMS has lead to widening of educatical gaps between EU-NMS and
the rest of the region
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Hosgdr (2004).
Note: the figure reports gross enroliment rates in secoraty education, 1989-2005.
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Figure 15: Participation in tertiary education hasbeen increasing throughout the ECA region althougimuch faster in EU-NMS
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Source: Based on data from thEransmonee 2007 database, UNICEF IRC, Florehte:{/www.unicef-icdc.org/resourcgséxcept Turkey which uses data reported in
Hosgdr (2004).
Note: the figure reports gross enroliment rates in tertiay education, 1989-2005.

65



Figure 16: The incidence of youth unemployment isighest in SEE, but it is also substantial in EU-NMS
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Source:Compiled from ILO-KILM, Transmonee 2007 & UNECE dhase — see, previous figures for web addresses.
Note: The figure reports youth unemployment rates, 1992405, based on LFS data and ILO definition.
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Figure 17: The ratio of youth to adult unemploymentrates bears no relation to the youth unemploymentate per se
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Source: EU-NMS countries— EC(2007b), otherwiskO-KILM database fittp://www.ilo.org/public/english/employment/stidti/index.htn) except for Serbia taken from

World Bank (2006b).
Note: The figure reportshe Youth (15-24) and Adult unemployment ratesFor EU-NMS countries, ratios are for 2006, otheen#905 except, Albania (2001), Russian

Federation (1999), Kazakhstan and Kyrgyzstan (208af) EU-NMS countries & Serbia, ‘adults’ are definas 25-54 year olds. In other countries theyrctheeage groups
25-72, 25-74 or 25+. On the basis of the EC (20@&per which reports the ratio for both types alufé definition, one may assert that the differeric ‘adult’ age groups
makes very little difference in the reported rdt@ween youth and adult rates.

67



Figure 18: But the ratio is high and in many counties is getting worse
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Source: EU-NMS countries— author calculations on ILO-KILM database, EC(@pand World Bank database of household surveys.

Note: The figure reportshe ratio of Youth (15-24) to Adult unemployment ates.The base year employed is 1995 except: Latvia (199uania (1997) , Belarus,
Croatia & FRY Macedonia (1998), Armenia, Georgid jikistan (1999), Albania & Kazakhstan (2001),rbike & Kyrgyzstan (2002). The most recent year leygd is
2007 except: Russia (1999), Belarus (2002), ArmgBD03), Kazakhstan & Kyrgyzstan (2004) and Albar@roatia, FRY Macedonia, Turkey, Moldova, Ukraie
Georgia (2005).
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Figure 19: Youth jobless rates provide a rather diferent picture to youth unemployment rates.
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Source: Youth unemploymentEU-NMS — EC (2007a)Bosnia & Herzegovina, own calculations on the bakikie 2006 LFS, otherwise as figure 16; YoutHgsbness
EU-NMS — EC (2007b) for other countries Own calculations on World Bank database of HouskBairveys apart from Bosnia & Herzegovina, owrcdations on the
basis of the 2006 LFS

Note: The figure report¥outh unemployment and Jobless Rates for ECAThe youth (or adult) jobless rate is calculated@asber of young people (adults) who are
neither in employment or education as a percertftfee youth (adult) population. Data (for both mpgoyment and joblessness) are for 2006 exceparfdh Croatia,
Georgia and Serbia (2005); Macedonia, Moldova agjkiStan (2004); Armenia, Azerbaijan, Kazakhstad Kyrgyzstan (2003); and Russia (1999).
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Figure 20: High youth joblessness is closely relatdo poor educational attainment in countries, altlough the relation is weaker in FSU-
CCA countries.
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Source: Secondary non-completior as figure 11Youth jobless rate —as figure 18.
Note: The figure reports rates of non-completion of selawy education and youth joblessness as definfigures 11 and 18 respectively.
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Figure 21: There appears to be a positive relatiobetween the size of the informal sector and the ettt of youth joblessness
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Source: Youth Joblessness — Own calculations on World Btatkbase of Household Surveys (2005) apart froranaa& Herzegovina, own calculations on the baskis o
the 2006 LFS; Informal sector — Schneider (2006).

Note: The figure plots the rate of youth joblessness agat the size of the informal sector (as a % of GDPPata for the informal sector are for 2003/4. Far jibless
rates, the closest available dates to 2002/3 @e. us
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Figure 22: In most countries joblessness is more gvalent amongst young women
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Source: Author calculations on the basis of World Bank Bate of household surveys and Bosnia & Herzegdwabaur Market Survey 2006.
Note: The figure reports male and female youth jobless ttas for the most recent year available
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Figure 23: and the youth jobless rate is usually gher in rural areas
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Source: Author calculations on the basis of World Bank Bate of household surveys.
Note: The figure reportsirban and rural youth jobless rates for the most ecent year available

73



Figure 24: Higher levels of education are clearly ssociated with lower rates of joblessness amongstyng(ish) people
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Source: Author calculations on the basis of World Bank tate of household surveys.
Note: The figure reports the jobless rates by staratdized level of education of young adults aged 254 for the most recent year availablde classification of
educational level in Serbia is slightly differendrh other countries (1 = none; 2 = incomplete elgany; 3 = elementary; 4 = secondary; and, 5 Fatet
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Figure 25: a similar picture emerges also for unenmpyment rates by education
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Source: Author calculations on the basis of World Bank Bate of household surveys.
Note: The figure reports the jobless rates by staratdized level of education of young adults aged 254 for the most recent year availabléde classification of
educational level in Serbia is slightly differendh other countries (1 = none; 2 = incomplete elgany; 3 = elementary; 4 = secondary; and, 5 Fatet
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Figure 26: The informal sector is substantial and gpwing throughout the region
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Source:data from Schneider (2006).
Note: The figure reports estimates of the size of the infmal sector as a percentage of GDP 1999-2003.

76






