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ABSTRACT

Youth Unemployment in Korea:
From a German and Transitional Labour Market Point of View!

By conventional statistics, youth unemployment seems to be quite moderate in Korea: ‘only’
9.6 percent of the ‘active’ youth labour force was unemployed compared to 21.4 percent in
EU-27 in 2011. Germany, with a youth unemployment rate of 8.5 percent, is one of the very
few European countries outperforming Korea. But the Korean case is in one respect unusual.
From the perspective of intergenerational risk sharing Korea’s youth unemployment rate is
4.6 times higher than the unemployment rate of adults aged 45 to 54; in Germany, this figure
is only 1.7. Further peculiarities come up if unemployment is measured by the number of
youth not in employment, education or training (NEET) in percent of the total youth
population. Korea’s NEET figures are at the top in OECD countries, especially for youth with
tertiary education. This paper throws some light to explain this conundrum: It sketches, first,
the main causes of youth unemployment and the general policy interventions; because a
large part of the problem is structural, possible immediate measures to avoid long-term scar
effects for the unemployed youth are briefly reviewed; differences between Europe and the
United States show in particular the importance of automatic stabilizers like unemployment
insurance in order to reduce the pressure on unfavourable risk sharing for youth in times of
recession. The main part is devoted to possible lessons for Korea from Europe, in particular
from Germany. Dual education and vocational training systems that emphasise middle level
and market oriented skills are identified as institutional device both for fairer intergenerational
risk sharing as well as for a smoother transition from school to work. In its outlook, the paper
comes back to the puzzle of highly and academically inflated youth unemployment by
referring to a possible hidden cause in Korea: A strong insurance motive might explain the
overall striving for an academic degree inducing not only wasteful congestion at labour
market entries but also unfair job allocation through credentialism.
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Youth Unemployment in Korea:

From a German and Transitional Labour Market Point of View

Gunther Schmid

Introduction

According to OECD figures, youth unemployment se¢mbe quite moderate in Korea:
Compared to the United States and in particulaEtwope, youth unemployment —
conventionally measured as a percentage of thesmrnding ‘active’ labour force — was
only 9.6 percent in 2011 compared to 21.4 perceralliEuropean Member States (EU-
27) and 17.3 percent in the USA. Germany, with a@mployment rate of 8.5 percent, is

one of the very few European countries outperfogidorea in this respect (Figure 1).

Figure 1: Unemployed youth as % of ‘active’ labdarce, age 15-24, 2011

T B

percentage

UsSA EU 27 Germany Korea

Source: OECD stats, own presentation

The Netherlands, Austria and Switzerland are therotountries which have relatively

low levels of youth unemployment. On the other hahdre are EU member states with



incredibly high levels of youth unemployment, ligi the overall average level in Europe:
In 2011, Greece and Spain had levels of arounded&ept, and Portugal, Italy and Ireland
had levels around 30 percent (Figure 1A, Appendigre recently, these figures have
even worsened. The German case, however, waswaysako exceptional particularly if
we look back prior to the recession (Figure 2A, &pgix): Its current ‘comfortable’ level
of youth unemployment obviously reflects the rec&rman job miracle’ to a large
extent (Biavaschi et al. 2012, Eichhorst 2012, Riand Zimmermann 2013), whereas the
US case seems to be largely the consequence dfassic labour market deterioration

during the last recession, hitting young peoplparticular (Bell and Blanchflower 2011).

However, even in terms of conventional measures,KKhrean case is in one respect
unusual. From the perspective aftergenerational risk sharingKorea’s youth
unemployment rate is 4.6 times higher than the ymh@yment rate of adults aged 45 to
54; in the US this figure is 2.5, in Germany 1.§(fFe 2).

Figure 2: Intergenerational risk sharing: Youth umployment compared to the
unemployment of core age group 45 to 54

ratio age group 15-24 vs age group 45-54
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Source: OECD stats, own calculation and presemtatio



This is the first puzzle to be resolved. Howevdreré is another conundrum. The
conventional measure of youth unemployment hasoserilaws leading to a lot of
confusion: it does not consider that many youngjpebecome discouraged and withdraw
from the ‘active’ labor forcé.Youth unemployment measured NEET takes a broader
spectrum of jobless people into accouvibuth not in employment, education or training
as a percentage of thetal youth populations much higher in Korea (Figure 3): 19

percent for the age group 15 to 29.

Figure 3:  Youth unemployment measure accordingtwentional statistics (measured
as a percentage of ‘active’ labour force, left pgnand according to NEET
(youth not in employment, education or trainingagsercentage of the total
youth population, right panel)
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The figures for NEET are not strictly comparable do different times (USA/Korea 2009) and age gsoup
(USA/Korea 15-29). Sources: NEET for USA OECD EaoimSurveys Korea 2012, from Figure 10, p. 24;
for EU/ and Germany: Employment and Social Develept® in Europe 2012

2 The European media, for instance, often repoitabaut half of Greek or Spanish youth (about 50% o
one of two) are unemployed. This is correct relatedhe baseline of the active “labour force” (the
employed and the unemployed); but it is wrong messin relation to the whole youth population. B2,
youth unemployment as a percentage of the popualaied 15-24 was “only” 19% in Spain (one of five),
and “only” 13% in Greece (European Commission 20112-3). See also Figure 3A in Appendix which
displays youth unemployment rates by the youth [ajmn concept in a time series for US, EU-21,
Germany and Korea, showing the US in a less faldedgght than EU-21, and Korea in a more favougabl
light related to the US, EU-2,1 and even to Germany



Whereas the US figures do not much differ, the GerMdEET figure for youth aged 15—
24 is even lower. For the age group 15 to 29, hewem Germany the figure is higher
(11.6 %) though still lower than in Korea.

For youth with an academic education the Koreanrégs even worse. In 2011, 72.5
percent of high school graduates advanced to meriducation, but in recent years only
about half of university graduates have found ragjdbs. Consequently, 25 percent of
tertiary graduates under the age of 30 in 2009 weestive, engaged neither in
employment, nor in education, double the OECD aeraComparing the level of

educational status, the German NEET rate for yagéd 15 to 29 is ‘only’ about 7.5

percent (OECD 2012: 24).

So, Korea has a serious youth unemployment prob&ed, this problem seems to be
particularly related to those youth with tertiargueation, whereas Germany, too,
obviously has a youth unemployment problem whiawéwver, is mainly related to low

educational status.

In the following, | will throw some light on the fowing questions: First, what are the
main causes of youth unemployment, and which palntgrventions in general could
contribute to solving the problem? Second, whatdkef policy measures could be
immediately taken to avoid long-term scar effecisuinemployed youth? Third, what are
the main differences between European and the tU&itates-related policy interventions
against youth unemployment? Fourth, what lessond (ghich not) might Korea learn
from Europe, in particular from Germany? In thelook | come back to the puzzle of
highly and academically inflated youth unemploymienKorea by referring to a possible
hidden cause: A strong insurance motive might empthe overall striving for an

academic degree.

1. Main causes of youth unemployment and possiblelicy interventions

Youth unemployment has three main causes, anchia@etmay be interconnected: (1)

Lack of jobs due to economic slumps and loss oérirdtional competitiveness; (2)
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mismatch between skills demanded by existing jolasskills provided by the educational
system; (3) labour market rigidities due to infldei wages, employment protection, high
non-wage costs due to a generous welfare stateeor @discrimination. In the following,
however, | will only briefly sketch the main poirtiased on a quite selective review of the
literature; the discussion of corresponding politierventions also only touches on the

main strategic lines without going into a deepdraie.
1.1  Youth needs more jobs

There is no need to prove that youth are the molstevable group in economic slumps
when demand collapses: They are the first to bmidged, and companies close their
doors on new recruitments first for the young withwork experience (e.g. Kawaguchi
and Murao 2012). Furthermore, the last recessios paticular in one respect: Those
European countries that experienced the largestase in youth unemploymératiso had
sharp declines in house prices during the Greae$&smn, suggesting a direct link to the
youth labour market because a disproportionate eandf the young work in
construction, which has suffered particularly froine effects of property price bubbles
(Bell and Blanchflower 2011).

The first thing, therefore, that governments caniddto help mitigate economic slumps
through deficit spending in the slump and by sawiig the boom. Such Keynesian
instruments have some value but are limited dymotizy failure: Politicians like to spend
but not to save; short-term investments are oftesplaced (remind, e.g. bridges without

connections in Japan); and good investments taie ti

So, the best thing that governments can do isrid tiemselves to the mast of the ship
like Ulysses against the Sirens in Greek mytholdgyther words: to resist tempting but

dangerous policies and to build insteadomatic stabilizerato the system: For instance,

unemployment insuranaghich maintains effective demand during the crisigrt-time

work allowancewhich prevents any unemployment through risk stgaamong workers,

% For example: Estonia (+20.7), Ireland (+18.4) via(+23.2), Lithuania (+26.1) and Spain (+21.8)nfr
the beginning of 2008 to the third quarter of 2010.



employers and the state during a cribisalth insurance for alindependent of having or
not having a jobreliable basic pensionmdependent from the individual work-life career
which is often determined by pure luck. All thesgoamatic stabilizers maintain not only
consumers’ demand in crisis but also their trusthie economic recovery. Research in
Europe shows countries with such automatic stardizhave performed best and have

kept youth unemployment within reasonable limitsl{®et al. 2011).

The second thing that governments can do is to sumustainable competitiveness
through setting the right framework conditions fanovative private investment, e.g.
through effective control of financial markets atige deregulation of product market
monopolies. Some targeted industrial policy alsdép$d@o create new jobs, e.g. by
fostering green technologies as well as informatma communication technologies.
Since both industrial areas are globally interdéleah some international coordination of
growth strategies is necessary. This holds espetiak for the still nationally fragmented
Eurozone' One example of what happens if governments areinveisting enough in

competitive technologies can be observed in sommdean countries like Spain and
Greece, where youth unemployment now exceeds (atiovally measured) 50 percent.
France has also lost its competitiveness, whicteflected, for instance, in the drastic
decline of jobs in manufacturing. In 2000, Frand#l $iad 20 percent of jobs in

manufacturing; in 2011 only 12.5 percent; in Gernpahe share of manufacturing jobs

even increased to 26.2 percent during this time.

An important framework condition in Germany has rbegeage moderation through a
cooperative partnership among trade unions and e associations — a partnership
protected and supported by the government. Otlandwork conditions are a broadly
skilled, middle-level workforce of craftsmen andgereers maintained through an
extensive apprenticeship system, and an activestndl policy by governments at the
regional level supporting, in particular, the GemiMittelstand”, which means small-

and medium-sized companies.

* For the need of creating an “adequate fiscal aagan the Eurozone (see Alberto Majocchi 2013).



Of course, the decline of manufacturing can be arepted to some extent through
intelligent services. But these cannot be resttitteluxury articles like the French brand
names Louis Vuitton, Hermés and Yves Saint-Laur@ntompetitive service industry

must be related to mass markets like financialnsuiance services, information and
communication technologies, and education or hea#rvices. South Korea’'s

manufacturing also declined dramatically; it sedghet Korea's youth unemployment is
somehow related to this decline and to the lacgxpiortable high-quality services. In this
respect, governments can play an important rolereéating jobs related to public goods
like education, health, child and elderly care. é&s economy is strong, but its job
creation dynamic is low in high-quality servicesflected, for instance, in low

employment rates for women compared to the US arth@ny (Figure 4A, Appendix).

The third thing that governments can do is allocaseurces for special youth measures in
the framework of activating labour market policy am anticyclical way. European
research shows that — on average — increasing Aéiplenditure per unemployed worker
by 1 percentage point of GDP per member of theualborce lowers the overall youth
NEET risk by 0.15 percentage points (European Fatiowl 2012). Switzerland (with
relatively low youth unemployment) is one of thevfeountries to have established an

anticyclical expenditure rule for active labour iketrpolicy (Duell et al. 2010).

So, governments can do a lot, not least — andsthatds like a paradox — by strengthening
market principles, for instance, opening accesm#okets for small and medium-sized
enterprises by fighting all kinds of monopolies aedsuring that young people are

allocated to jobs by their competence and not by formal educational status.

1.2  Youth needs the right skills

New jobs often require new skills (Schmid 2012a)t B is a mistake to think that all
these new skills require high tertiary educationuaiversities: Time served in formal
education is not enougivhat countsat the end of the days what you can do with what
you know(Wagner 2012) This becomes all the more true with the interrestotution

which allows you full access to all the passive Wwlealge you may need through



intelligent search machines like Google or Yahodthimi seconds. Furthermore, it is a
mistake that skills required in the formal educatgystem are sufficient over the whole
life course. Lifelong learning is more at stakentlaafurther extension of formal schooling,
in particularly in view of complementarities of teag processes (Heckman 2008). And,
finally, it is a mistake to believe that all youthjoy work with abstract symbols possibly
combined with a lot of red tape and endless megtiMpny prefer practical work and
work with which they can connect some meaning armichv gives them a personal
identity.

Youth unemployment is lowest in European countnéth dual learning systems that
connect their education system closer to the lalboarket. These countries are Austria,
Denmark, Germany, The Netherlands and SwitzerlaBngr 2012; Figure 1A,
Appendix). On average, increasing the share of ugppeondary students that attend dual
learning systems by 1 percentage point decreaseSTNfates by about 0.04-0.09

percentage points (European Foundation 2012).

Dual education systems correspond to the concephetransitional labour market

(TLM).® This concept intends, among other things, to binidtitutional bridges between
education and worlover the whole life course. Part of the underlythgory is the

principle of fair risk sharing and the insight thatman capitahnd social capital are not
only built in schools but also on the job. The dlgle of this insight is that the longer
people remain jobless the more their acquired huamahsocial capital deteriorates. So,
everything has to be done to avoid or to reducenmph@/ment not only for youth but also

for adults, including mature age workers.

Establishing TLMs for youth has five advantagesytbombindearning and working1),
learning and earning(2), learning and identity building3); they alsogive voiceto
employersand workers in determining the content of learning @hd theybuild trust on

both sides of the labour markeéhrough the standardisation of training contentsikers

® To the concept of TLM see — among others — Schaniti Gazier (2002), Schmid (2008), Schmid (2011),
Muffels (2008), and Rogowski (2008).



can trust that their skills are valued on the miarkeend employers can rely on the

competences of graduates entering the labour market

1.3 Youth needs the right governance

“Governance” means not just the state, but thect¥e and efficient cooperation of
private, semi-private and public actors. Of crudilportance is the coordination of
educational measures, labour market and sociatipsliFor example, even in Sweden,
which is in many respects a model country (highfavel and high productivity), youth
unemployment is high because the responsibilityvéeh school, labour exchange and
social service is divided, and because there aret stemarcations between standard
education and youth measures, and because thameoierdue emphasis on academically
oriented upper secondary school education (Olofsswh Wadensj6 2012). In Austria,
Denmark, Switzerland and (partly) in Germany or thetherlands (with low youth
unemployment) you find closer cooperation and coattbn between education and

work.

Another important requisite for good governance eoeperative industrial relations
systems. Well-functioning corporate systems are/ben a free market and the state! Here
market means the autonomous determination of wages okkimgprconditions by
employers’ and workers’ representatives. HoweVerstatehas to play a strong role, too,
by acknowledgingand protecting the resulting collective agreements éiydsetting

minimum standards below which the market is navedld to work.

Given this institutional framework, corporate gawamce plays an important role in
taming youth unemployment. European research shbatsemployment systems with
cooperative industrial relations systems have lawemployment and in particular lower
youth unemployment. Austria, Denmark, Germany dred Netherlands (all with low or
moderate youth unemployment) are examplesooperative industrial relationsvhereas
France, Greece, ltaly, and Spain (all with high tlounemployment) havénostile

industrial relations Good cooperation between unions, employers aedthte reduces
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NEET rates. Specifically, increasing the level @ge coordination by 1 point on the scale
reduces NEET rates by about 0.75—-0.96 percentdagesg&uropean Foundation 2012).

2. Immediate Measures against Youth Unemployment

Most of the suggestions developed above need omienplementation because they refer
to structural reforms. They will not provide immatdi solutions for many youth currently
without a decent job or in further education. Bomegthing must be done quickly:
Research on youth unemployment for both Europe #ral United States show
consistently significant scarring effects of earhyemployment in later lifeEven after 30
yearswages and happiness are lower than for young peopb had a smooth transition

from school to work (Bell and Blanchflower 2011).

In the European context, the European Parliamedtthe@ European Commission have
proposed &uropean Youth Guarantegvhich is intended to give every young person
under the age of 25 the right to a job, an appresliip, further training or a job combined
with training if they have been out of work for fomonths. Of course, this is more easily
suggested than done, and there is no one-sizalfitencept. From European experiences,
five strategies are suggested: (1) prevent eaHgpadeaving; (2) reintegrate early school
leavers; (3) facilitate transition from school tonk; (4) foster employability; (5) remove

barriers and provide incentives to employers. Fahestrategy, | proffer one example to

provide a gist of what can be dohe.

(1) Dropping out from schools is the most dangsrpathway for the young and one of
the most important drivers for repeated unemployneerdong-term unemployment. The
reasons for leaving school early are manifold; immgortant cause is lack of motivation,
another is cognitive difficulties. Some countriesBurope (e.g. Luxembourg, Germany)

have experimented witllternative learning environmentlr 6 to 12 weeks, called

® For an extensive review of measures taken up ezmmmended see European Foundation (2012).
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“mosaic classes” in which young scholars at riskdobpping-out are given various

personalised help to return successfully to theiss’

(2) For young people who have already droppedeadty, second-chance opportunities
may help, for instance, special preparatory sch@@is Belgium, Germany) that provide
skills outside the conventional schedule yet vaéiddnese skills so that they can be

recognised by potential employers.

(3) One quick way to facilitate school-to-workrfisdtions is toidentify already existing
skill deficits on the market and to subsidise yqalbs in these areasor example, in the
Netherlands, theXXL Jobs Initiativeoffers young people jobs in sectors where the
retirement of older workers will lead to a shortageskills and knowledge. It is intended
that the older employees will transfer their skitisthe young people and that the young
people will receive strong guidance in their tréinsito the labour market.

(4) Often, formal skills are available and suffici but work experience is missing. One
way to fill this gap is to establish accreditéhining companiesproviding such

experiences. In Austria, young people who canmat §uitable apprenticeship places in a
company after leaving compulsory school can gets@pra-company apprenticeship
training’, which offers practical training in apmteceship workshops in specialised

facilities — for example in hotels, restaurantg] private or public canteens.

(5) One of the most important barriers for emptey&hen hiring young people is the
lack of work experience which leaves a gap betwsages and expected productivity.
Apart from apprenticeships that already reducelyeutry wages, one way to remove this
barrier is to bridge this gap througiemporary wage-cost subsidiex temporary
exemption from social taxésr employers recruiting additional (young) jotdesorkers.

In addition, many young jobless people could becenteepreneurs shouldisiness start-
ups be made easier by reducing red-tape, counsellith apitalising unemployment

" Related in particular to non-cognitive skills @ikmotivation, endurance, self-control, curiositgyen
earlier interventions directed to disadvantagettobn are required (Heckman 2008).
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benefits or providing temporary tax credits. Ba#tgruitment subsidies as well as start-up

subsidies have proven quite successful in Germatuation studie&.

3. Comparing experiences from Europe and the Unite®tates

Comparing Europe and the US, one thing quickly bexo evident: Before the last
recession, European unemployment figures had alwags higher and recovery from
recessions in Europe was always slower than irJ®a (Figure 2A, Appendix). But, as
already mentioned, the differences in Europe argeldFigure 1A, Appendix). Some
countries, for instance, Austria, Denmark and tle¢hNrlands, had and have consistently
lower unemployment rates than the USA althoughr thweifare policies are much more
generous and universal, which means not targetbdtorthe poor or disadvantaged, but
targeted to all people. So, labour welfare poli@sssuch cannot be the main reason for
bad employment performance, all the more that tise gérformed badly in terms of
employment during the last recession: For the Ela aghole, the fall of 1.3 percent in
employment during the recession comprised a 2.&péreduction in full-time jobs and a
4.2 percent increase in part-time jobs. In the t8,response was even starker, with full-
time jobs falling by 7.9 percent while part-time+koncreasedy 10.1 percent (Bell and
Blanchflower 2011).

The main difference between the EU and the USAaueyt relates to labour market

regulation and social policy: It is easier for Amcan employers to hire and fire than in
most European countries; it is easier for employershange wages according to market
conditions; and the average American worker is nmobile than the average European
worker. All this plus an excellent higher educatgystem and a steady stream of highly
qualified immigrants makes the US the richest OEg@Dntry measured in terms of GDP

per capita. But there are serious side effects.

For the average American worker, the dominanceeaf market principles means not only

high wage inequality but also much less social sgcthan for the average European

8 For an overview of German evaluation studies segeHet al. (2012); specifically for start-up suless
see Caliendo and Kinn (2010).
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worker, in particular in the case of unemploymémtome inequality is one of the highest
among OECD countries. The American economist Emelarkaez, for instance,
calculated that the richest 1 percent of the pdmraincreased their income by 11.2
percent from 2009 to 2011, whereas the other 96epérdost 0.4 percent. In the period
from 1993 to 2011, the average real income of dpeltpercent increased by 57.5 percent,
and only 5.8 percent for the ‘bottom’ 99 percenag® 2013). These figures no longer
correspond tdjustice as fairness”conceptualised by the American social philosopher
John Rawls who said that inequalities are onlyifjest as long as they raise the lot of the
most disadvantaged people (Rawls 1971). Furtherntbi® inequality corresponds with
one of the highest figures related to the indexheélth and social problems, which
includes: level of trust, mental illness or druglaicohol addiction, life expectancy and
infant mortality, obesity, children’s educationarformance, teenage birth, homicides,
imprisonment rates, and social mobility (Wilkinsamd Pickett 2009).

To some extent American youth unemployment resesnthlat of Korea because many
formally high-skilled youth are jobless or are aib$ below their educational level. Having

a higher education but a low-paid job is not orgpi@ssing for the individuals concerned
but is also an economic waste for the society. |§indne average American worker also

enjoys only about nine days of paid vacation comgdo around 25 days of an average
European worker (Schmid 2012b).

During the last decade, some European countries $taawn that it is possible to establish
flexible labour markets without neglecting sociaktgrity and fair income policy. This
concept is known adlexicurity’ closely related to the theory of TLM: workers whavk

to change jobs over a transition period of unemmleyt get high benefits for a restricted
yet still longer period than in the USA; supportaiiigh active labour market measures,
e.g. training or subsidised employment, is also miigher. Austria, Denmark and the
Netherlands are flexicurity-model countries, an@rathe labour market reforms according
to ‘Agenda 2010’, Germany comes close to this mo@rmany’s labour welfare

policies, however, are much more directed towahdsitternal flexibility of companies,
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for instance, fair risk sharing through short-timerk allowances, working time accounts

or wage flexibility through collectively bargain&dhge corridors.

But one should not dismiss the fact that even tt#®A Wisposes of labour market
institutions beyond the free market principle. lme briefly mention theAmerican
unemployment insurance systanroduced by Roosevelt in 1935. Sure, this systeless
generous than, for instance, in Germany or Denrfahich, by the way, reformed their
systems towards more active labour market poliBg)t a recent paper by the CBO
(Congressional Budget Office), consistent with réceéuropean research, rated the US
unemployment insurance system as the best of l&ikgp@scountercyclical measures
because of its timeliness, strength, and temparatyre. Besides replacing lost earnings
to households, the Ul job creation strength isnestied to be between two to five times
that of infrastructure spending (O’Leary 2013).

So, even considering the US experiences, Koreatmigh be advised to enhance and not
to curtail its employment insurance system by erpanin particular the coverage from a
minority to the majority of workers and to spend rasich as possible on investive

measures such as ‘learning and working’ for yountth active labour market policy for the

adults.

4. Lessons to be learned from Europe — with speciedference to Germany

Generally, in these times policy learning might da& of sight due to difficulties of
mobilising sufficient resources. However, the cotrscal and economic crisis is not a
crisis of resources but a crisis of inequality apeculative use of our (always) scarce
resources through some irresponsible banks andkadg control in global financial
markets. The real problem is that too few of the=ssources are channelled into real
investments. We have an investment crisis, inclyidinlack of expenditure into the
education of our young generation and active laloarket policies which — if properly

implemented — are investments and not costly copomexpenditure.
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One also has to be aware of the tremendous costudh unemployment. In Europe, this
cost was estimated to be €153 billion in 2011, esgponding to more than 1.2 percent of
GDP. Of course, this cost varies a great deal tvidember States (from less than 0.4%
to more than 3%), and Europe will not be able teesthe entire cost of €153 billion.
However, using the unit cost of each person in NEE& analysis shows that if enough
vacancies were created in Europe to reintegrat@etfent of NEETs into the labour
market, this would provide a saving of more thah ®illion per year. If 20 percent of
NEETSs could be reintegrated, the saving would t@s€30 billion (European Foundation
2012).

So, what is needed molitical leadershipto tell people this truth and to act accordingly.
And it is not only the economic costs of youth upéosyment that belongs to this truth.
The social costs, both for individuals and the estyciare also tremendous: long-term
scarring effects in terms of wages and employmeatus, higher criminal records,
deterioration of health, lower political engagemetecreasing social participation and —
last but not least, as Robert Putnam expresseauit erosion ofthick trust’ (friendships
and neighbourhoods) and above all an erosiotthof trust’, which means generalized
social trust emphasizing empathy, shared interastg&nse of the common good, mutual
respect and obligation among people (Putham 20€®). 1

Reading the documents, it seems clear that Korga Ipsoblem with ‘academic inflation’
or over-education (e.g., OECD 2012: 73-4). Ovemgtcent of university graduates do
not get a job within the first year or only jobs chubelow their formal education level.
Although many eventually get a job roughly equiwalevith their education, such a
system creates a lot of waste not only in termsuok-investment costs but also in terms
of inequality and injustice. Getting a job mainly by formal credafdi and not by
competences creates wrong economic incentives medndinates against those young

people coming from low-income househoftis.

® Korea currently has nearly 100 thousamgwons,private education institutions mainly intended for
tutoring children to prepare for schools and ursiters and to enhance their competitive advantage.
concentration of around 6,00@gwonsn the Kangnam district of Seoul is thought to beraportant factor
in the high housing prices in that area, which hasome a major social issue. Tha&gwonshave more
teachers than the public school system and atinacbest ones with higher salaries; the amounutdégs
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The concept of transitional labour market (TLM) htigeach here something. It builds,
among others, on the concept of learning by mangoand on the theory of fair risk
sharing'® Related to youth unemployment, as already mentioinés the idea of building
institutional bridges between the formal educatsystem and the labour market. The
German apprenticeship system is a paradigmatic gbeafar this idea. About two-thirds
of young Germans enter the vocational track arcagel 16. Roughly 50 percent of them
conclude a two to three-and-a-half year contrath @wn employer, learning one of about
350 licensed occupations on the job. At the same,tithey attend a vocational school
where they acquire general knowledge. So, in tealidase, this system provides both:
market-oriented skills with a realistic job persjpee and general skills needed to adapt to
structural changes in the economy or to unexpechehges during one’s personal life
course. Another 20 percent in the vocational tracter a full-time vocational school in
Germany, whereas around 30 percent remain in tHoalgsd transitional system preparing
for a better education or employment; three-quartérthem having lower or even no

accredited education.

Certainly, this system also has flaws in reality, particular the danger of over-
specialisation on the one hand and the exclusiahsafdvantaged and vulnerable youth on
the other! But overall, theadvantagesprevail: On the one hand, such institutional
bridgesreduce information deficits or information asymnesthrough standardised and
accredited occupations or tradésand they provide, on the other hamerk experience
that also helps to build up confidence among yopegple, especially those with more

practical than theoretical talents. Countries Ilk@nce, Spain or Italy face high youth

per student in private tutoring is four times higligr the middle-income group than those in thedstv
income group. For households with income over @ianilwon per month, enrolment rates rise to nearly
90%, while outlays per month reach around 450 twodisvon (around $400). So, a student with a better
socioeconomic background is more likely to enterestigious university and study a subject thadhshe
would like to. One study found that 16.9% of studeinom the upper middle income class attended uppe
level universities compared to only 5.8% for lowtass students. In the meantime, Seoul introducéd a
p.m. curfew forhagwongo control excessive use of this system (OECD 2682131-5).

19°See in particular Schmid 2008: 213-241; Schmidl269-112.

™ For a much deeper and rich analysis of dual ethrcand learning systems in Germany and in
international comparison see — among others — B&hiaet al. 2012, Brzinsky-Fay 2011, Ebner 2012,
Eichhorst et al. 2012, and Solga 2008.

12 Korea still has thousands of private-sector gigalifons established by companies and trainingtiriss
(OECD 2012: 76).
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unemployment even in boom periods because theicadidmal system concentrates on
high formal or academic qualifications. These caest clearly lack skills and
competences at the middle level that are more rarkented and allow a smooth

transition from school to work.

Korea has obviously already reacted by introduciiog,instance, 28 “Meisterschulen”
according to the model of German-speaking countridds type of TLM could be
extended, in particular at the college and the ensity level. In Austria, Germany and
Switzerland business colleges, vocational acadearidsndustrial or applied universities
play an increasing role, and the graduates of teelseols often have much better labour
market chances than graduates from pure acadenviersities. Austria and Switzerland,
and to some extent Denmark might even be betteeladdr Korea because they do not
specialise too much as Germany is currently ddimdwustria, already 26 percent of youth
aged around 16 attend full-time vocational collegith integrated practical experiences
in firms (‘Berufliche Hohere Schulen’) providingth: a licence for exercising a broadly
defined occupation as well as the right to enteruhiversity (‘Matura’). In Switzerland,
one-third of youth attend business colleges or emities for applied science
(‘Fachhochschulen’) that also require practicalezignces from both the teachers as well
as the students. Both countries have better redardstegrating youth into the labour
market at their acquired skills, and both counteks® do better for disadvantaged youth

by ensuring some kind of accredited educationithatarketable.

Investing in dual education systems is also arcé¥e device for sharing investment risks
between employers, workers and the state in amMay. The Korean government might
therefore consideco-financingmore in dual education systems. Currently, itsrested
public expenditure in education is the lowest in GOE countries, but its youth
unemployment measured in NEET is one of the higtiégtre 5A, Appendix}?

It is often argued, in particular in the US, thattopg rid of minimum wages for youth

would solve the problem. At lower wages, employewsild be willing to hire more young

13 Strengthening vocational education and careeraguiel would also reduce the excessive costs foateriv
tutoring (OECD 2012: 136); see also footnote 9.
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people. But European experiences show that mininwages play, if at all, a minor role.
One also has to consider the discouraging effefcteery low wages for young people,
especially for young adults who want to establisaraily. Decent wages also ensure that
employers not only attract skilled young people thait these people remain loyal, work
hard and do not opportunistically switch to the thgb paying a little more. Labour
turnover may be efficient, but a too high fluctoatiis a waste of resources and kills

mutual investments and respective trust betweermms and workers.

Some, not all, European experiences show that trerdetter functional equivalents for
just lowering wages. First, high formal educati@mses the reservation wages of young
people that might not correspond to the markeitresl The TLM-system dearning and
earning however, mitigates this problem by paying only tlee productive part of work
and not for learning on the job. So, there is sBkring between employers and workers.
Furthermore, in this way young people become acdeeito the market pay structure and
do not develop unrealistic high reservation wa@econd and after the apprenticeship,
systems of wage coordination take into accountaiver productivity of young people by
establishing relatively low entry levels of wages the youth but providing at the same
time some security of career perspective with retspe increases of wages after

considerable work experience.

So, markets are necessary but are not sufficiensdtving youth unemployment. The
concept of TLM tries to combine both, the market ahe state. It brings a market
orientation into the formal education system foe oung by learning on the job and
earning at market wages, and it brings the staie tine market by ensuring decent

minimum wages, quality standards and the publiarf@ging of schools and teachers.

A flourishing ‘Mittelstand’, as it is called in Geany, with thriving small and medium-
sized enterprises (SME), is an essential condibomitilising as well as for establishing a
healthy middle-level skill reservoir. Such an eptemeurial infrastructure, however,
cannot be established from one day to the next.tfAile® most important strategies would
be: an industrial policy supporting SME; regulatpoficy restricting casual and informal
jobs with wages and work conditions below decemindards; an education policy
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providing skilled workers at the middle level, e.graft workers, engineers, and

professional care and health workers.

As regards the third strategy, Korea should not giyp its well-established tertiary
education system which, in international comparissrclearly an asset. But this system
might be improved by more market orientation thitowstablishing principles of dual
education and learning. Apart from the already m@ed dual business high schools or
universities of applied sciences in the Germanldpgacountries, a possible model might
also be the recently foundé&hden-Wuerttemberg Cooperative State Univensith its
main seat in Stuttgart, eight other locations & tlégion and four branch campuses. This
university integrates academic studies and workeegpce. The students have an
employment contract and through the entire peribdy receive a monthly salary and
have the insurance of being an employee. Smalsetasf at most 30 students guarantee
close supervision. The university cooperates withnerous universities and enterprises
worldwide. That makes it possible for most of thegeke programmes (business,
engineering, and social work) to include a trainargl education period abroad thereby
responding to the increasing demand for internatisation. The students’ future
prospects are excellent: roughly 90 percent of shalents sign regular employment

contracts with the companies after graduatieww.dhbw.d8.

So, governments can play an important role in éstabg and extending TLMs, which
meansdual systems of earning and learningirst by extending conditional public
support for instance, supportonditional on market as well as on social performance
indicators, on work-place training, and on inclgliremployers or community
representatives in the boards of colleges and tridusniversities. Sweden, for instance,
has even written into its constitution the obligatiof colleges and universities to make a
contribution to regional economic development. RFemnore, vocational academies,
industrial colleges or applied universities havetovide to an increasing extent education
and training for foreign students. So, educatiorghhidevelop into a job-creation
machinery for teachers and trainers, something itght be an objective for Korean
education (and industrial) policy because the maBonalisation of the Korean university
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system does not yet seem to be well-developedydiogpto the recent OECD Economic

Survey for Korea.

Outlook

What are the future prospects for youth unemployf@aime Danish Nobel prize winner
Nils Bohr once said'lt is hard to predict, especially the futureToo much depends on
too many single decisions. However, at least omegtlseems to be sure, because the
decisions have already been made: Demography tir tates. Progressively shrinking
cohorts — in particular in Korea and in Germany # tave dramatic effects on the
number of entrants to the future labour market eemext 15 years or so. In this respect,
the decline is relatively small in the US compaweth other countries, in part because of
its relatively high rate of immigration, and immaapts tend to be young. But by 2020 for
instance, the number of 20-year-olds will have gempby 12 percent in the Euro area,
and Korea is facing the fastest population agemthe OECD. So, youth unemployment
in Europe — and probably in Korea as well — mightldss of a problem in 10 years than

the lack of skilled people due to demographic reaso

But this is no reason to be reassured. Much depamdsating the right skillsAnd here |
come back to the ‘academic inflation’ of skills, iafn can be observed more or less in all
countries, not least — unfortunately — in the pdeweloping countries. What are the
reasons for this inflation? | believe that one im@ot reason is the parents’ aspiration to
get their children the best education they can ine&d read, for instance, from a survey
in Korea that 93 percent of parents want their &llgwonly one) child to get an education
at one of the best universities. This, obviousanrot work for all. Individually, it may be
rational; but collectively it is non-rational — aténg congestion, disappointment or even

desperation.

What is the reason behind this aspiration? | beliaat this aspiration is — among other
obvious motives like cultural thrive — strongly\d#n by annsurance motiveHigh formal

education is still the best insurance device to @mdn a high-paid job with high social
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security. So, and this may sound like a provocatmnmany Koreans, one solution for
this problem of ‘academic inflation’ and respecthigh youth unemployment would be to
moderate these aspirations éstablishing better social security for adispecially for the
many of those who still are not or are not suffithe covered by health, employment and
pension insurance. If such a safety net existeshymaore young people would probably
be happy to aspire and to take the risk of jobthatlower or middle end of the labour
market — provided that wages and work conditiomrsdacent and that the doors remain
open when they plan to receive higher education laetter jobs later during their life

course.

From this point of view — and considering the depéig countries, in particular Africa —
the global problem of youth unemployment will prblyabe more dramatic for the next
five or 10 years than today. Confronted with thslenge, the wise words of the French
writer Antoine de Saint-Exupery should be rememtbeta&s for the future, your task is

not to foresee it, but to enable it.”
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Appendix

Figure 1A: Youth unemployment rates in Europe 28dcbrding to the conventional
measure: Unemployed youth in agel5-24 as perceattve’ youth labour

force in age 15-24

Data: Eurostat, OECD
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Figure 2A: Youth unemployment rates in Korea, ebhibtates, EU-21 and Germany,
2003-2011

Unemployed youth (15-24) as % of active labour force (15-24)
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Figure 3A: Youth unemployment rates in Korea, ebhibtates, EU-21 and Germany,
2003-2011; measured by unemployed youth in agetlds 2 percentage of
total youth population in age 15-24
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Figure 4A: Employment rates of women in Korea,tethStates, EU-21 and Germany,
2003-2011
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Figure 5A: Youth unemployment measured by NEET) 2&de group 15-29) and
share of public spending on overall expendituregduncational institutions,

2009
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