ECOMNZTOR

Make Your Publications Visible.

A Service of

ﬂ I I I Leibniz-Informationszentrum
° Wirtschaft
o B Leibniz Information Centre
h for Economics

Tamesberger, Dennis; Bacher, Johann

Article

COVID-19 Crisis: How to Avoid a 'Lost Generation'

Intereconomics

Suggested Citation: Tamesberger, Dennis; Bacher, Johann (2020) : COVID-19 Crisis: How to
Avoid a 'Lost Generation', Intereconomics, ISSN 1613-964X, Springer, Heidelberg, Vol. 55, Iss.

4, pp. 232-238,
https://doi.org/10.1007/s10272-020-0908-y

This Version is available at:
https://hdl.handle.net/10419/224752

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dirfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie durfen die Dokumente nicht fur 6ffentliche oder kommerzielle
Zwecke vervielfaltigen, 6ffentlich ausstellen, éffentlich zuganglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

.: BY https://creativecommons.org/licenses/by/4.0/

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your
personal and scholarly purposes.

You are not to copy documents for public or commercial
purposes, to exhibit the documents publicly, to make them
publicly available on the internet, or to distribute or otherwise
use the documents in public.

If the documents have been made available under an Open
Content Licence (especially Creative Commons Licences), you
may exercise further usage rights as specified in the indicated
licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1007/s10272-020-0908-y%0A
https://hdl.handle.net/10419/224752
https://creativecommons.org/licenses/by/4.0/
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

232

Coronavirus Crisis
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COVID-19 Crisis: How to Avoid a ‘Lost

Generation’

The spread of the coronavirus has made economic conditions difficult in many economic areas
and has led to skyrocketing youth unemployment in most European countries. On the basis of
simple model calculations, we estimate the consequences of the COVID-19 shutdown on youth
unemployment in the European Union for the year 2020. According to our estimations, youth
unemployment will increase from 2.8 to 4.8 million. The youth unemployment rate will increase
to 26%, and the number of young people not in education, employment and training (NEET)
will increase from 4.7 to 6.7 million. Policymakers at the national and international level should
react as quickly as possible and make great efforts to avoid these negative scenarios. We
suggest the introduction of a new European Youth Guarantee to ensure fiscal relief for those
countries that suffer the most economically. It should be financed jointly by the EU and the
respective member states. We suggest a new formula-based co-financing model in order to

guarantee solidarity between the member states.

The shutdown of major parts of the economy to avoid
the rapid spread of the coronavirus has led to skyrock-
eting unemployment rates in most countries. However,
the labour market situation for young people has been
especially difficult and this has rarely been recognised
in public debates. The latest proposal from the European
Commission (EC) has the promising title “Europe’s Mo-
ment: Repair and Prepare for the Next Generation” and
youth employment support is explicitly mentioned. The
recovery plan has an impressive budget of €750 billion
(EC, 2020a), which should leave room for the necessary
focus on young people (EESC Workers’ Group, 2020). On
1 July the EC presented the proposal “Youth Employment
Support: a bridge to jobs for the next generation”, with a
suggested budget of €22 billion (EC, 2020c).
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To give an idea of the extent of the problem, this paper
estimates on the basis of simple model calculations the
consequences of the current recession on youth unem-
ployment and on the number of young people who are not
in employment, education or training (NEET) in the Euro-
pean Union for the year 2020.

Economic downturn and youth unemployment

Youth unemployment and general economic developments
are highly correlated (Clark and Summers, 1982; Dietrich,
2013). Given a recessive economic situation, companies
make employees redundant or hire fewer people due to
a decline in orders. This affects young people dispropor-
tionately. On the basis of OECD data for the time period
from 1970 to 2009, Bell and Blanchflower (2011) show that
a 1% increase in the adult unemployment rate leads to a
1.79% increase in the youth unemployment rate. O’Higgins
(1997) explains the high business cycle sensitivity of youth
unemployment from a supply-side and demand-side per-
spective. From a supply-side point of view, young people
tend to have a lower threshold when it comes to resigning
or changing jobs as they have fewer firm-specific qualifi-
cations and fewer economic responsibilities. Even though
these arguments seem plausible, the demand-side expla-
nation has more weight: firms have lower opportunity costs
if they make young employees redundant instead of older
ones because they have invested less in their training, and
young employees often have less protection against dis-
missal (last in, first out). Besides the aggregated demand
with its major role in youth labour market outcomes, demo-
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Table 1
Forecast 2020 scenarios for the youth labour market in the European Union

Change 2008-2009

Youth 15-24 years, EU27 2008 2009 Absolute Relative (%) 2019 2020 forecast scenarios
Optimistic Middle Pessimistic
IMF spring EC spring Assumption

forcast forecast

Real GDP growth rate, percentage

change on previous year -4.30 -6.60 -7.40 -10.00

Youth population in millions 52.70 52.04 -0.66 -1.25 46.38 46.38 46.38 46.38

Active labour force in millions® 21.96 21.40 -0.56 -2.55 18.25 18.25 18.25 18.25

Employed youth in millions 18.44 17.04 -1.40 -7.59 15.49 13.69 13.47 12.76

Unemployed youth in millions 3.52 4.37 0.85 2415 2.76 4.56 4.78 5.49

Number of NEET individuals in millions®  5.64 6.40 0.76 13.51 4.68 6.49 6.71 7.06

Youth unemployment rate in % of

labour force 16.00 20.04 4.04 25.25 15.00 25.01 26.21 30.11

Share of young people who are NEET

(NEET rate in %) 10.70 12.30 1.60 14.95 10.10 13.99 14.46 15.23

Notes: @ Active labour force comprises unemployed (seeking employment) and employed. ® Estimated via NEET rate in percent multiplied by youth popu-

lation in million/100.

Source: Eurostat, Ifsa_pganws, Ifsa_pgaied, une_rt_a, edat_Ifse_20, own calculations.

graphic developments and institutional factors play a part,
such as employment protection legislation (e.g. Bassanini
and Duval, 2006; Boeri et al., 2015), the vocational system
(e.g. Breen, 2005; Cahuc and Hervelin, 2020; Quintini et al.,
2007) and labour market policy (Tamesberger, 2015). Boeri
et al. (2016) even point out that the rise in youth unemploy-
ment in Southern Europe during the Great Recession was in
part an unintended consequence of pension reforms which
increased the retirement age.

Background of the forecast scenarios

During the Great Recession, specifically between 2008
and 2009, GDP in the EU27 countries decreased by
4.3% and the number of young people in employment
decreased by 7.59%. The youth unemployment rate in-
creased by four percentage points within one year to
20.04% in 20009. In relative terms, the increase amount-
ed to 25% (see Table 1). On the basis of this experience,
we derive our assumption that a decrease in GDP by 1%
leads ceteris paribus to a decrease in youth employment
of 1.77%, and the unemployment rate as well as the num-
ber of young people who are NEET will increase accord-
ingly. In the current economic downturn, the International
Monetary Fund (IMF) assumes for Europe a reduction in
real GDP of 6.6% for the year 2020. The European Com-
mission’s spring forecast predicts an even deeper reces-
sion (-7.4% of real GDP) in the European Union. We use
these forecasts as an optimistic and a middle scenario

ZBW - Leibniz Information Centre for Economics

respectively in order to calculate the corresponding im-
pact of the economic downturn on the youth labour mar-
ket. Due to the considerable uncertainties in current fore-
casts, we add a third assessment, a pessimistic scenario,
of -10% of real GDP for the EU27.

The youth unemployment rate for each member state was
calculated as follows." In the first step, the 2019 youth un-
employment rate YR was computed as

Y,
YR - i,2019
i,2019 (Y + X )

i, 2019 i,2019

for each country i in the sample, where Y, . is the abso-
lute number of young unemployed people in country i and
X, 5010 IS the absolute number of young employed people.
In a next step, the reduction in the number of employed
young people was computed as

-AX. = GDP, - 1.765116 - X, .,
where GDP, is the predicted decrease of GDP for each coun-
try i by the EC spring forecast. For each country, we used the
overall (EU27) elasticity of youth employment and economic

1 The sources used are the European Commission Spring 2020 Eco-
nomic Forecast for GDP, and Eurostat for Y, (yth_empl_090) and

i,2019
Xhzmg (Ifsa_pganws).
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growth of 1.765116 during the financial and economic crisis
in 2009. Of course, there is a variation in the elasticity among
the member states. However, we assume that the Youth
Guarantee implemented in the year 2013 had contributed to
a certain convergence between the EU member states and
therefore the average seems to be more realistic. This gives
a first estimation that could be refined in a next step using
country-specific elasticities and longer time series.

Finally, the number of employed young people X, ., , the
number of unemployed young people Y

. 2000 @Nd the youth
unemployment rate YR, ,,, were estimated via the follow-
ing formulae:

X X AX,

i,2020 — “\ij2019 " BN

Y, 200 = Y, a1+ AX; and

72020 = T 2019

YRI, 2020 = YI 2020 /(Y/ 2020 + Xl 2020)
All measures were computed for the age group 15 to 24
years.

Results: The extent of the problem

If the predicted recession becomes a reality, the situation
for young people will be dramatic. Youth unemployment will
increase from 2.8 to 4.8 million (middle scenario in Table
1). The youth unemployment rate would increase to 26%,
meaning that one in every four young people who wants to
work will not find a job. Due to the limited relevance of the
youth unemployment rate (Tamesberger, 2015), researchers
focus on an additional indicator known as NEET (Maguire,
2013; Tamesberger et al., 2014). The underlying assumption
is that the NEET status better captures young people who
are at high risk of social exclusion. According to our esti-
mation (see Table 1), the number of young people who are
NEET will increase from 4.7 to 6.7 million, leading to a NEET
rate of 14%, which means that one in every seven young
people in the European Union will be in a NEET situation.

The optimistic scenario would be such that the youth
unemployment rate in the EU27 would increase slightly
above the 2013 level (see Figure 1). However, in the case
of the middle or the pessimistic scenario, the youth unem-
ployment rate would be the highest since the beginning of
the recording on Eurostat. In all three scenarios, the NEET
rate in the year 2020 will be historically high (see Figure 2).

Figure 3 provides country-specific estimations for the middle
scenario. The expected youth unemployment rate in 2020
will vary between 16% and 46.3%. Greece, Spain and ltaly
have predicted values over 40%. Their youth unemployment
rate was already high in 2019 and the EC spring forecast

Figure 1
Development of youth unemployment rate, EU27
in %
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Source: Eurostat Ifsa_urgan edat_Ifse_20, own calculation.

predicts a reduction in real GDP of 9.4% to 9.7% for these
countries (Greece: -9.7%, Spain: -9.4%; ltaly: -9.5%). On the
other hand, the Czech Republic, Germany and Poland are
the countries with the lowest predicted youth unemployment
rates. However, their values are equal or above 16% (Czech
Republic: 16.0%, Germany: 16.6% and Poland: 16.7%).

Negative consequences of youth unemployment

Unemployment generally, but especially during one’s
youth, has far-reaching consequences for individuals,
society as a whole and economic development. Young
adulthood is a sensitive period in life, characterised by
socialisation and identity formation. Periods of unemploy-
ment during one’s youth can have a negative impact later
in life, which justifies the term ‘lost generation’ (Allegretto,
2013; Scarpetta et al., 2010). One month of unemploy-
ment at age 18-20 causes a permanent income loss of
2% (De Fraja et al., 2017). Morz and Savage (2006) show
that a six-month unemployment period at the age of 22
leads to lower hourly wages of about 8% at the age of
23. At the age of 31, wages will be 3% lower in compari-
son to people without unemployment experience. With
regards to health consequences, a vicious circle can be
assumed: young people with health issues have a higher
risk of becoming unemployed, and longer unemployment
can in turn negatively influence health (e.g. Bacher et al.,
2016; Bartley, 1994; Kuhn et al., 2009; McKee-Ryan et al.,
2005; Schaufeli, 1997). A meta-analysis by Moser and
Paul (2009) reveals both effects: the drift or rather selec-
tion effect of health problems on unemployment and the
social causation effect of unemployment on health prob-
lems with reference to mental health. In addition, their
study reveals both effects for school dropouts and univer-
sity graduates alike. The negative consequences of youth
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Figure 2
Development of NEET rate, EU27

in %
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Source: Eurostat Ifsa_urgan edat_Ifse_20, own calculation.

unemployment on health can also be proven when the af-
fected person turns 50 (Bell and Blanchflower, 2011).

In a qualitative study of long-term unemployed young peo-
ple, Beelmann et al. (2001) identified three groups of social
exclusion. Nearly half of them are characterised by high so-
cial exclusion in different fields of life (low opportunity to
return to the labour market, precarious financial situation,
social isolation, cultural and institutional exclusion). Euro-
found (2015) calculated the economic costs of young peo-
ple being NEET. They came to the conclusion that through
the non-integration of young people during the Great Re-
cession, European economies lost around €162 billion per
year. Eurofound (2012) highlights that the consequences
of youth unemployment are not merely economic but are
also societal, with the risk of young people opting out of
democratic and social participation in society. A decline of
social capital (Putman, 2000) would be one of the conse-
quences; an increase of extreme right-wing orientation and
violence would be another (Heitmeyer, 1989). High youth
unemployment in suburban areas may result in criminal or
conflict subculture, as shown by Cloward and Ohlin (1960)
and supported by recent studies (Body-Gendrot, 2013).

A European Youth Guarantee as possible solution

In the face of skyrocketing youth unemployment during the
Great Recession, the European Union introduced a Youth
Guarantee scheme in 2013 to ensure that all young people
under the age of 25 would receive a good-quality offer of em-
ployment, continued education, an apprenticeship or a train-
eeship within four months of becoming unemployed or leaving
formal education (Council of the European Union, 2013). The
Youth Employment Initiative was the main EU funding pro-
gramme to roll out this Youth Guarantee with a total budget

ZBW - Leibniz Information Centre for Economics
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Figure 3
Estimated youth unemployment rate 2020 by country
in %
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of €6.4 billion for the period from 2014 to 2020. It particularly
supports regions where youth unemployment is higher than
25%. In 2015, the Commission proposed a 30% advance pay-
ment to eligible member states. Between 2014 and 2020, the
Youth Guarantee will be partly financed for a total of €12.7 bil-
lion from the EU budget through the European Social Fund
(ESF) and the Youth Employment Initiative (European Court of
Auditors, 2015; Andor and Vesely, 2018). Even though the aim
of the European Youth Guarantee was reasonable, its imple-
mentation has caused problems. Rautner et al. (2019) mainly
criticise the insufficient funding total, the inadequate targeting
as well as the quality of the programmes and the slow bureau-
cratic start. Also the European Court of Auditors (2015) high-
lighted the “adequacy of total funding” as one of the threats to
the successful implementation of the Youth Guarantee.

Sufficient funding

It would go beyond the scope of this article to propose a
specific form of a redesigned European Youth Guarantee.
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From our point of view, it would be necessary to introduce
a new European Youth Guarantee promptly and with suf-
ficient funding so as to ensure that those countries that suf-
fer most economically are unburdened. The estimated nec-
essary costs of a Youth Guarantee for the EU are around
€45.4 billion per year. The background of this estimation is
the experience of Sweden, where the national Youth Guar-
antee had very positive impacts at a relatively modest cost.
In 2010, the estimated cost per participant of the Swedish
Youth Guarantee plan was approximately €6,000 plus ad-
ministrative costs (Escudero and Mourelo, 2015). Eurofound
(2015) estimated it at €50.4 billion per year, which is still low-
er than the cost of not acting (around €162 billion per year).

If policymakers intend to provide adequate total funding,
the majority must be financed by the EU budget with mem-
ber states contributing to the Youth Guarantee according to
their financial capacity. The latest proposal for a recovery
fund from the European Commission includes this distribu-
tion idea as well with a budget of €750 billion titled “Europe’s
moment: Repair and Prepare for the Next Generation” (EC,
2020a), there should be room for a focus on young people
(EESC Workers’ Group, 2020). In addition, the EC (2020b)
announced a programme called “Recovery Assistance for
Cohesion and the Territories of Europe” (REACT-EU) that
provides an additional fund of €55 billion from 2020 to 2022.
Youth unemployment is mentioned as a distribution criterion.
“The REACT-EU funding will be distributed among mem-
ber states taking into account their relative prosperity and
the extent of the effects of the current crisis on their econo-
mies and societies, including on youth unemployment” (EC,
2020Db, 1). In our opinion, more money is immediately needed
to successfully reduce youth unemployment. Therefore, we
propose a new fund that should be endowed with €50 billion
per year.

With reference to our prediction (middle scenario, see
Table 2), the fund would guarantee that €10,400 is avail-
able on average for each unemployed young person. This
amount is below the average cost of the non-integration
of young people NEET (Eurofound, 2012, 2015).

Two-thirds of the fund should be financed by the EU and
could be taken from the €750 billion recovery fund and
from the REACT-EU programme if it is established in the
foreseeable future. The member states should finance one-
third according to their increase in youth unemployment.

Fair distribution of EU funding

Our concept is inspired by the ideas of formula-based
financing of educational systems (Levacic, 2008). Here,
one main element of formula-based financing is to pro-
vide those schools with additional resources that have

more disadvantaged students. More equity and transpar-
ency are important advantages of formula-based financ-
ing (Levacic, 2008). One main criticism is that the output
is neglected (Levacic, 2008; Hanushek, 2003). Given the
urgency, this argument does not carry the same weight. In
the long term, formula-based financing can integrate the
output (outcome) as an additional component.

In order to guarantee solidarity and to avoid a possible free-
rider problem, the co-financing by a member state should
decrease if the pandemic results in a higher increase in
youth unemployment in that country than in others.

If the increase is zero, the EU will not co-finance. If the in-
crease exceeds a certain threshold ¢, the EU will finance
100% of the Youth Guarantee. We can call this the solidar-
ity threshold. A lower value symbolises more solidarity.

The contribution ¢, of a country to the fund is
c,=n,-cf,-a

with n, being the number of unemployed young people for
a certain reference date during the crisis (e.g. June 2020),
cf, representing the co-financing factor (100% if there
is no increase in youth unemployment and 0 if a certain
threshold is passed), and g, being the normalising factor
so that the sum ¢, gives €16.5 billion.

If the increase in youth unemployment as a percentage for
a country i is denoted by Ayi and the threshold by t, the
co-financing factor is

100 ifAy,<0
cf= { 100-100 2iitAy > 0and A
.= - -itAy,>0and Ay, <t
0 if Ay, >t

The increase in youth unemployment is measured as the
difference between the youth unemployment rate before
the COVID-19 crisis and during or shortly after the crisis:

A-yi = yrl during - yr/ before

One possibility for normalising the threshold could as-
sume that the country with the highest increase co-fi-
nances with a symbolic low percentage of x:

max (Ay,) 00

7 =100-100 - ot= -max (Ay,
t 100 - 7 @)
100
If 7=5% the threshold is t =g~ max (A )
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Table 2
Parameters of the suggested new European Youth
Guarantee

Optimistic Middle Pessimistic

Parameters in thousands scenario scenario scenario
Fund €50,000 €50,000 €50,000

'EI'\LvJo—thlrds financed by the €33,50 €33,500 €33,500

One-third financed by

countries according to the €16,500  €16,500  €16,500

respective increase in youth

unemployment.
Number of unemployed youth 4,565 4,8 5,49
Number of NEET individuals 6,49 6,71 7,06
Funding per unemployed youth €11.0 €10.4 €91
Funding per NEET youth €7.7 €7.5 €71
Cost of NEET (valorised values €117 €117 €117

of Eurofound 2012)

Source: Own calculation.

Of course, it is possible to lower the threshold and thus
to demonstrate more solidarity. According to our calcula-
tion, the largest increase of the youth unemployment rate
occurs for Croatia, with a value of 13.43. Hence, t would
have a value of 14.14.

After paying into the fund, each country receives an amount
s; according to the number of unemployed young people
n,, the purchasing power parities (comparative price level)
of the country ppp, and a normalisation factor b,

S;=n;-ppPp;- b,

The normalisation factor guarantees that the sum ES, is
€50 billion.

The specification of the parameters of the model requires
further research. It might be useful to integrate additional
social and economic factors as co-financing factors. Ad-
ditional criteria might be the poverty rate as a measure of
the social component and the general government gross
debt as an economic component. Member states with a
higher poverty rate and/or a higher debt rate should co-
finance less because of their restricted opportunities. In
this case, the co-financing factor contains three com-
ponents (increase in youth unemployment, poverty rate,
general government gross debt), which can be averaged
by:

cf,

cf= Wyr CfYR T Wep CfPR W GGGD

GGGD

where cf,, stands for the co-financing factor ‘increase in
youth unemployment’, cf,, is the co-financing factor ‘pov-
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erty rate’, cf, ., represents the co-financing factor ‘gen-
eral government gross debt’ and w, stands for weight for

co-financing factor x (2w, = 1).

A general formula for calculating the co-financing factor is

100 if x <xmin
of X -xmin .
i = 100 -100 t —xmin ifx>xminand x <t
0 ifx >t

where w; is the value for the country i in co-financing fac-
tor x, xmin is a defined minimum for co-financing factor x
and t is the solidarity threshold for co-financing factor x.

In the above example of youth unemployment, xmin was
set to zero.

Conclusion

This paper sheds some light on the consequences of the
COVID-19 shutdown on youth unemployment in the Euro-
pean Union. The presented estimations of youth unem-
ployment on EU average and the country-specific estima-
tions can serve as orientation for policymakers. However,
the extent of the problem with a predicted increase of
about two million young unemployed people is alarming.
Because of the far-reaching negative consequences of
youth unemployment, policymakers on national and inter-
national levels should act promptly and take great pains
to avoid these negative scenarios.

As one possible solution to tackle increasing youth un-
employment, we are suggesting a new European Youth
Guarantee that should be endowed with €50 billion per
year. The fund should be financed by the EU and the
member states (two-thirds and one-third, respectively).
We suggest a formula-based co-financing model in order
to guarantee solidarity among the member states. The
co-financing criteria could contain three components (in-
crease in youth unemployment, poverty rate and general
government gross debt). Further research on this topic
would be worthwhile for several reasons. The expected
high unemployment makes effective policy measures
necessary. The proposed fund has the advantage of
avoiding free-riding because each country has to pay in.
On the other hand, it promotes solidarity. The formulisa-
tion objectifies the political discussion. Finally, the mo-
tivation of the member states is a given because each
country receives more than it pays in.

This new European Youth Guarantee with a formula-
based co-financing model would not only signal that the
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European Union cares about the next generation, but al-
so that it is keen to support economically and financially
struggling regions. For those unemployed young people
who have already been awarded a qualification, the Youth
Guarantee should also serve as a job guarantee (Tcher-
neva, 2018), meaning that young people gain their first
experience of employment in the public or the non-profit
sector. This public job guarantee would benefit not only
young people, but rather the society as a whole would
benefit from socially and ecologically useful products or
services. After all, the coronavirus pandemic has painfully
proven just how essential public services are within the
welfare state.
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