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ABSTRACT

Explaining Youth Labour Market Problems In Spain:
Crowding Out, Institutions, Or Technology Shifts?*

This Paper examines the empirical evidence regarding the poor performance
of the youth labour market in Spain over the last two decades, which entails
very high unemployment for both higher and lower educated workers,
symptoms of over-education, and low intensity of on-the-job training. It also
presents a simple matching model with two types of workers (‘educated’ and
‘non-educated’) and two types of jobs (‘skilled’ and ‘unskilled’), under which
educated workers may crowd out non-educated workers from their traditional
entry jobs, showing that a combination of an increase in the relative supply of
higher educated workers and rigid labour market institutions harms the
training and labour market prospects of lower educated workers, while it
raises the proportion of higher educated workers performing low-skill jobs.
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NON-TECHNICAL SUMMARY

Since the mid-1980s, Spanish unemployment, besides being very high, has
been very unevenly distributed: female and youth unemployment rates have
been two and three times higher, respectively, than the aggregate
unemployment rate. Given that both groups of workers have experienced a
very rapid educational upgrading over the last two decades, this adverse
evolution constitutes a puzzle that we address in this Paper.

The educational drive in Spain has taken place at a time where skill-biased
technological progress and globalization were leading to a fall in the demand
for lower educated workers. Hence, both forces are good candidates to
explain the increase in the unemployment rate of that type of workers but they
cannot explain the relatively poor performance of the higher-educated
workers. In this respect, we argue that in addition to the above explanations,
there is the less familiar one of ‘crowding out’ of lower educated workers by
higher-educated ones.

Traditionally, models of job competition and crowding out fail to explain why
the composition of vacancies does not adjust to the composition of workers.
We argue that standard search theory can provide an answer in a situation
where it is costly to adjust wages. In this context, when it takes time for
workers and vacancies to match each other, a possible strategy for workers
with high education is to accept a temporary simple job and to continue on the
job searching for a more complex job that pays a higher wage. This yields
crowding out of less educated workers from their traditional entry jobs. These
‘displacement’ effects also have consequences for the amount of on-the-job
training that firms provide to less educated workers. When it is costly to adjust
wages, firms may find it cheaper to hire for a simple job an educated worker
who does not need training, in spite of the higher probability of quitting in
search of a better job.

Using a simple model of matching with two types of job (simple and complex)
and two types of worker (higher and lower educated), we are able to
reproduce the following five well documented facts in the Spanish labour
market: (i) a fall in the employment (rise in unemployment) rates of both types
of workers; (ii) a small effect of educational attainments on employment rates;
(iii) a dramatic downgrading in the ‘entry jobs’ of workers into the labour
market; (iv) a decrease in the returns to schooling; and (v) a reduction in the
amount of training provided by firms for workers.

All in all, we conjecture that the huge educational drive in Spain has outpaced
the demand for skilled job and that, opposite to what has happened in the
Anglo-Saxon economies, supply so far seems to have ‘won the race’ over



demand. Further, the educational attainments have kept on increasing
because of public subsidies to higher education and because the decision to
acquire education is not primarily influenced by higher wages but rather by the
possibility of getting a job.

Finally, as regards policy lessons, a conventional wisdom is that when there is
crowding out, there is no need for extra education of low-skilled workers since
they would occupy, if any, a simple job anyway. Nevertheless, if, as argued in
this Paper, crowding out is the outcome of search frictions, better education
and the elimination of wage rigidities will contribute to the creation of more
vacancies and therefore lower overall unemployment. In this respect a
redesign of the allocation of public funds between tertiary education and
vocational training is badly needed.
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