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Executive summary 

There is growing consensus that without further action we risk a ‘lost generation’ of 
young people – shut out of the labour market and increasingly disconnected from 
work and learning. Youth unemployment is now above one million, with long-term 
youth unemployment above 250,000 for the first time since the early 1990s. 

More than one in five young people who are in the labour market are unemployed – 
giving an unemployment rate of 22%. However not all young people are in the 
labour market. One third are not working and not looking for work, usually because 
they are students and so are not included in this calculation. Taking account of these 
people, the percentage of all young people who are unemployed is 14% – or about 
one in seven. This, in some ways, gives a more accurate reflection of the likelihood 
of being unemployed.  

Beneath these headline figures, it is now clear that the continuing downturn is 
having a greater impact on young people than older people and that the impact is 
significantly worse in this recession than in the last. In the 1990s, youth 
unemployment fell by 20% in the two years after it peaked. In the two years since 
the peak after the last recession, by comparison, unemployment has risen – up by 
7%. This gap is equivalent to 240,000 more unemployed young people.  

So far, for young people, this recession has more in common with the 1980s, with a 
prolonged period of high unemployment and rising long-term unemployment. 
Worryingly, long-term youth unemployment is now rising at a faster rate than at any 
point since comparable records began in 1992. 

The challenge for policy-makers, then as now, is to ensure that high youth 
unemployment does not lead to permanent impacts for those individuals, where 
there is compelling evidence that long-term unemployment can lead to lower wages 
and wellbeing later in life. Long-term unemployment is also bad for the economy – 
by reducing the number of people ready to work and so storing up inflationary 
problems for when the recovery comes.  

In many cases, young people have responded to this downturn by staying in 
education. And they have been supported in this by successive governments’ 
commitment to increasing the supply of learning places. This is most notable at 16 
and 17, where the proportion of people not in education or employment has actually 
fallen since the recession began. However, this has only really masked the labour 
market problem – now fewer than one in four 16–17 year olds do any kind of work; 
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while unemployment is highest at age 18, as young people leave the education 
system and find themselves competing for jobs. 

Alongside this, successive governments have sought to understand and address – 
with limited success – an underlying structural issue that has led to youth 
unemployment never falling below 500,000 in the past 20 years, and at least one in 
seven young people being out of work and out of full-time learning. Indeed youth 
unemployment rose by over 100,000 between 2004 and 2008, and was above 1997 
levels before the downturn even began.  

Preparing young people for the world of work 

The government’s focus on raising participation in education and reforming the 
vocational system is welcome. The recommendations of Alison Wolf’s review of 
vocational education have the potential to transform post-14 learning – with funding 
following learners, and clearer incentives for young people to take the most valuable 
qualifications. 

However, the effectiveness of skills and education reform critically depends on 
young people making the right decisions and understanding what employers need, 
which means that high-quality careers services are critical. It is not clear that 
government plans to localise careers guidance, with no measures of success, will be 
sufficient. There is also a well documented gap on employability skills, with the CBI 
calling for more engagement between schools and businesses.  

We therefore recommend: 

 Strengthening incentives for employers who offer apprenticeships 
to the unemployed 

 Reducing complexity for employers – for example by rolling out the 
‘payment by results’ pilots to more employers 

 Expanding the Apprenticeship Training Agency model, where 
apprentice providers can employ directly and place apprentices 
with host employers. 

Educational reform must also be underpinned by a system of support to ensure that 
for the most disadvantaged young people, education is financially viable and there 
are incentives to complete study. The abolition of the Education Maintenance 
Allowance (EMA) has undermined this, although the Bursary system will provide 
support to some of the most vulnerable young people. 



Youth unemployment: A million reasons to act? 

4 

We therefore recommend that the government does all that it can to 
strengthen Bursaries from next year, to reach those low-income learners 
who are most likely to drop out, and to incentivise attainment in schools. 

Increasing the recruitment of young people 

Better preparing young people for the world of work will increase their employment 
and reduce unemployment in the long run. However, there are other steps that the 
government can take to incentivise employers to take on young people – in 
particular by reducing the costs of training new recruits and/or by reducing the cost 
of employing them through subsidies. 

The government is significantly increasing funding for apprenticeships, some of 
which will be targeted at those who have been unemployed. However there are 
ongoing concerns that: 

 Very few apprenticeships – perhaps one in eight – are being taken up by 
people previously unemployed. 

 Places are not growing fast enough to meet growing demand from young 
people (with three quarters of recent growth going to those over 25). 

We therefore recommend: 

 Rolling out ‘payment by results’ systems for apprenticeships with 
significantly reduced reporting requirements, particularly to small 
and medium-sized enterprises. 

 Expanding the Apprenticeship Training Agency model, where 
apprentice providers can employ directly and place apprentices 
with host employers. 

Tackling long-term youth unemployment 

The government’s flagship Work Programme gives specialist providers more freedom 
to do what works to help long-term unemployed young people, with payments made 
for the results that they achieve. The programme has only been running for a few 
months so it is far too early to judge its success. 

However, in light of the continued downward revisions to growth there is an 
emerging shortfall between the performance expectations that were set a year ago 
and what is feasible in the current labour market. With long-term youth 
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unemployment rising faster than at any point in 20 years, there is a compelling case 
for further action. 

There have been increasing calls for a general wage subsidy to incentivise employers 
to take on more long-term unemployed young people. While this would be a 
welcome step, the evidence from previous similar schemes has not been persuasive. 
The most recent subsidy, which paid £1,000 for taking on anyone who had been on 
Jobseeker’s Allowance for more than six months, ran from April 2009 to June 2010. 
Despite widespread publicity, just 8,400 claims were made for young people. It was 
ended by the coalition government. It is unlikely that a new subsidy scheme along 
similar lines would have any discernible impact on youth unemployment.  

We would therefore recommend introducing a highly targeted wage subsidy that 
goes with the grain of the Work Programme but also seeks to create new jobs. This 
could be channelled through social enterprises and voluntary groups, as well as the 
private sector. The subsidy would cover part of the wage costs for hiring a long-term 
unemployed young person, with Work Programme providers able to recoup the rest 
through existing ‘outcome’ payments. 

The government would need to take steps to minimise the risks of ‘displacing’ 
economic activity or funding jobs that would have been created anyway, but similar 
programmes in the US and UK have had lasting positive impacts in the long-term, 
and reduced unemployment in the short term. We estimate that an additional job 
lasting six months could be created at a cost of £2,000 to £3,000 within the Work 
Programme (once projected outcome payments to providers are taken into account). 

We therefore recommend a targeted subsidy to create up to 75,000 new 
jobs for long-term unemployed young people, at a cost of £150 million. 

A longer-term vision 

Youth unemployment has not been below 500,000 since the early 1970s. Addressing 
this structural problem requires fundamental reform. In the longer-term, we would 
recommend that this reform should be built around two key elements – a unified 
system across all 16–24 education, learning and employment support, which could 
be fully localised or commissioned to non-government providers; supported by a 
new Universal Youth Credit. 

A single Youth Employment and Skills Service 

This would combine all employment and skills provision for 16–24 year olds except 
for higher education funding in a single agency; this means: 
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 Jobcentre Plus support for 18–24 year olds  

 The national benefit system for 18–24 year olds  

 Funding for 16–19 education  

 Funding for adult skills for those under 25 

 The large majority of apprenticeship funding. 

Its mission would be to maximise educational attainment, employment and 
opportunity for all young people, with success judged on three key measures: 

 To increase to 90% the proportion of people reaching age 24 
with Level 3 skills (with 100% achieving Level 2) 

 To reduce to 5% the proportion of young people not in learning 
or employment at any one time 

 To increase to 80% the employment rate of young people not in 
full-time learning. 

This approach is not as radical as it may sound. All of these functions currently 
exist – but they are shared across at least five authorities spanning national and 
local government, with often confused, overlapping and duplicated 
accountabilities. 

A Universal Youth Credit 

The creation of a Youth Employment and Skills Service would also create a unique 
opportunity to redesign the system of financial support for young people. 

One of the primary reasons for the persistence of 16–18 year olds not in 
education, employment or training is that they were taken out of the ‘rights and 
responsibilities’ regime when they lost entitlement to benefits. So learning from 
this, and experience with the EMA, we recommend introducing a Universal Youth 
Credit for those aged 16–24. This would incorporate the existing Universal Credit 
and extend it to 16–17 year olds, and also be paid to all learners in families with 
low incomes (with incentives to stay in education). 


