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Preface

It is a truism that prospects for youth determine a country’s future. On this
measure, Brazil should be concerned. Despite significant social progress
achieved over the past decades, many of Brazil’s social and economic institutions
still contribute to exclusion. Public policies and spending favor insiders and the
elderly and leave many young people disconnected, disenfranchised, and eco-
nomically disengaged. Unless it fully engages its young people in the economy,
Brazil’s productivity will continue to languish. This book argues that to navigate
the country successfully to a higher-income, more equitable society, Brazil’s
leaders will have to place youth at the center of an ambitious skills and jobs
policy reform agenda.

Moderate growth expectations in the medium term only increase the
urgency to engage youth and to upgrade their skills. Although the goal of inclu-
sion remains a priority—particularly of the young people who are the most
disconnected geographically, economically, and socially—the new urgency
arises from the rapid aging of Brazil’s population. This means that growth
going forward will benefit far less from increases in the labor force than it has
over the past three decades, and will have to rely much more on the growth of
worker productivity. Indeed, the last wave of Brazil’s demographic transition
is starting to crest. With the right skills and jobs policies, Brazil could ride this
wave out of middle-income status. However, unless much more is done to pre-
pare youth for and integrate them better into the labor market, Brazil may not
only face the prospect of ever greater youth disengagement, but also of stag-
nant productivity and living standards for all Brazilians, young and old.
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1 Overview

POPULATION AGING, TECHNOLOGICAL CHANGE,
AND THE PRODUCTIVITY IMPERATIVE

An essential determinant of any country’s labor productivity potential and,
ultimately, of its economic development is its human capital—that is, the
labor force and its skills.! Many economists consider human capital to be the
most vital part of “the changing wealth of nations,” to paraphrase the title of
a recent global report on the subject from the World Bank (World Bank
2018b). Brazil is emerging from a stage in its development when labor was
abundant, and years of sustained public and private investment equipped an
expanding share of its labor force with basic education. The country has,
moreover, benefited enormously from a “demographic dividend” paid by a
long period when the share of working-age people in the population was
substantially higher than that of dependent children and the elderly—a divi-
dend it augmented by ensuring widespread and expanding access to primary
and secondary education. Advances in technology also released many from
subsistence toil to work in more productive forms of agriculture and the
nonagricultural economy in rural areas and to move to jobs in manufacturing
and services in towns and cities.

But even a country abundant in human capital requires a competitive and
efficient labor market to ensure this resource is put to its best use. It is also
vital that an effective set of workforce development policies is in place to
ensure working people have sought-after skills. A recent, prolonged period of
high growth fueled by external demand for commodity exports drew new
workers into the labor market, many into regulated, “formal” (registered, reg-
ulated, and taxed) employment. These gains were also socially progressive;
leading scholars in Brazil have noted that from 2001 to 2015, the average
annual labor income rose twice as fast among working people in the lowest
three deciles of the income distribution as for those in the top three (Paes de
Barros et al. 2017). Yet, even with favorable economic tailwinds, these out-
comes were neither predetermined nor inevitable. Government policy, in par-
ticular, policies that made education more accessible to the most vulnerable,
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helped to shape these outcomes. Brazil now needs more such policy efforts to
sustain its gains, for despite the advances resulting from demographic and
structural change, productivity has been disappointing in comparison to
other countries in Latin America and other regions.

This book is a companion volume to Brazil’s Promise: Boosting Productivity
for Shared Prosperity (World Bank 2018a), a World Bank analysis of productivity
constraints across Brazil’s product and factor markets. From the perspective of
human development, it examines the institutions, regulations, and interventions
that create the bedrock of skills in the economy and channel people into the right
jobs. The best way to raise productivity is to find better ways to combine capital,
labor, and skills in core sectors of the economy. Here we scrutinize the most
binding constraints on and obstacles to this process on the supply side of the
labor market, particularly with regard to the structures Brazil has put in place to
prepare youth to be productive participants. Although the broader Brazil’s
Promise concludes that distortions in other factor markets present more acute
problems, the skills-development system and Brazil’s labor markets could also
function much better. As a result of their deficiencies, the productivity of labor
in Brazil has been notably stagnant for many years, barely moving since 1980,
while that of neighbors such as Chile and Argentina, as well as of such erstwhile
peers as Japan and the Republic of Korea, has soared.

One reason increasing labor productivity in Brazil has become both impera-
tive and urgent is the aging of its population (see figure 1.1), the rapid onset of
which has augmented the challenges faced by the skills development system and
the labor market in raising the country’s productivity potential. Indeed, Brazil’s
demographic profile will soon start to resemble that of many European coun-
tries, although at a much lower level of economic development and per-capita
value added. Soon the share of Brazil’s population ages 15-64 years (“working
age,” by global statistical conventions) will peak. The population dependency
rate—the sum of children ages O to 14 and of elderly ages 65 and over—will start
rising in 2020, driven mainly by the growing share of elderly in the population.
The old-age dependency ratio—that is, the ratio of the share of people in the
population ages 65 and older to the share of people of working age—is already
higher than the average for Latin America and the Caribbean, and among the
BRICS? and upper-middle income countries, the pace of aging in Brazil is sur-
passed only in China.

To achieve high-income status, the best chance for Brazil, “the Country of the
Future,” is to engage its young people—those currently ages 15-29—more fully in
the economy. Brazil’s productivity potential will be increasingly determined by
the capacity of its skills development and labor market institutions to engage its
youth.

The last wave of demographic transition is cresting for Brazil, but its power
can be harnessed. It is worth noting that, starting around 1990, population aging
accelerated faster in Korea than in Brazil. Despite this, Korea’s labor and total
factor productivity, its rate of growth, and its overall development have remained
consistently strong and resilient to financial and economic crises. Korea’s exam-
ple, along with those of China and Japan, is the best evidence that a country’s
demography does not have to dictate its economic destiny. Keeping the elderly
economically active longer is one imperative. But ensuring that each cohort of
new entrants to the labor market is equipped and fully engaged is another. This
book suggests how policymakers in Brazil can respond to the imperative of
engaging its youth.
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FIGURE 1.1
Brazil’s population is aging rapidly
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Source: World Population Prospects: The 2017 Revision, United Nations Department of Economic and
Social Affairs.

The policy agenda outlined in this book is urgent for yet another reason:
the adoption of digital technology is rapidly changing the task content of
occupations and, hence, the skills demanded by Brazilian employers. Like
population aging and the declining share of the working-age population,
technological change putsyouth atthe center ofany discussion of productivity.
While digital technology adoption among businesses in Brazil is in line with
other countries in Latin America and the Caribbean—that is, still at a rela-
tively low level (Dutz, Almeida, and Packard, 2018)3—that pattern is chang-
ing, albeit slowly, which in turn is changing what is required of young people
to be viable and competitive in the labor market. Recent evidence for Brazil
shows businesses that rely on higher levels of digital technology adoption
and were first to be exposed to the Internet are less likely to hire employees
who carry out routine activities and do manual work (Almeida, Corseuil, and
Poole 2017). In contrast, following adoption, firms look for workers with ana-
lytical and higher-order cognitive abilities, such as clear mathematical rea-
soning, that equip them to perform effectively such nonroutine activities as
interacting with computers. Furthermore, following adoption of digital tech-
nology, Brazilian firms are also making greater use of socioemotional skills
than in the past, including more interactive, communication-based abilities,
such as oral expression and clear speech*

If the basic education and skills development system is ready and responsive
to meet the shifting demands of employers, young minds are more likely to keep
pace with and meet changing demands. Like population aging, the transforma-
tion of the labor market by technological change increases the urgency of the
youth engagement agenda. To the vital challenge of increasing social inclusion is



4

SKILLS AND JOBS IN BRAZIL

now added the challenge of raising productivity and economic growth, which
raises the importance of Brazil’s education and skills development system. The
added challenge sets new priorities for the system to focus on new competen-
cies, as well as on digital skills, to support employability and labor productivity
further.

Skills acquisition while in school and at work, therefore, becomes part of
Brazil’s human capital and an essential determinant both of productivity and
inclusion prospects. While Brazil’s progress in placing children in school and
promoting access to upper secondary education has been significant, many
concerns remain with the quality of education and the relevance of the skills
students are acquiring (Corseuil and Botelho 2014). Because youth today will
be the prime-age workers of tomorrow, attention should be focused not only on
the foundational skills developed earlier in life but on the learning that takes
place on the job and in training programs. Box 1.1 illustrates the importance of
the three different types of skills—cognitive, technical, and socioemotional
skills—as highlighted by the World Bank’s World Development Report 2018

Placing the focus on cognitive, socioemotional, and technical skills

Knowing how to do something and carrying out a task
can be quite different things. One might think of
knowledge, for instance, as being mainly acquired in
the classroom and skills through on-the-job training.
Even the concept of “skills” can be very diverse, with
cognitive, socioemotional, and technical skills all
quite unique in their own respect. An efficient and
well-trained person in a certain trade will have all
three types of skills, in addition to knowledge.
Promoting such a range of skills means “educating for
a mastery of a wide range of competencies that will
help mitigate the challenges posed by our changing
world context” (World Bank 2018c).

Briefly put, cognitive skills form the foundation of
learning for most students. They are typically learned
in elementary school and built upon throughout life.
Cognitive skills allow students to think critically and
are generally academic, including basics such as read-
ing, counting, and telling time. They are the core skills
used by the brain to think, reason, and pay attention,
and they will be used every day.

Socioemotional skills are learned as part of navigat-
ing social and interpersonal interactions, as well as
social structures. They are the behaviors, attitudes,
and values a person may express at any given time, and

they determine how that person may react in various
situations. Socioemotional skills can include
self-awareness, relationship skills, and conversational
skills, and they make up the “life skills” necessary to
succeed in life beyond the carefully structured con-
fines of school and family life in youth. They are appli-
cable to a wide range of disciplines and can be learned
in many facets of life, including at home, at school, or
in the workplace.

Technical skills comprise the acquired knowledge
and experience needed to carry out tasks. They can be
quite specific and include the mastery of topics and
the use of certain materials or technologies. Technical
skills are often learned after cognitive and socioemo-
tional skills in later years of schooling, such as second-
ary school, technical school, or tertiary education.

Cognitive, socioemotional, and technical skills
interact to form a well-rounded person and allow him
or her to handle a variety of challenges and situations.
They all reinforce each other, with cognitive as the
foremost skill needed to form the start of learning.
Acquiring a solid base of cognitive and socioemotional
skills can set the course for a lifetime trajectory of suc-
cess, allowing the easier acquisition of technical skills
later in life.

continued



Box 1.1, continued

FIGURE B1.1.1
The multidimensionality of skills
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(2018¢). All three types of skills can be acquired throughout life, but early child-
hood is the optimal time at which to learn the most in these areas, as they can
quickly build upon one another and give youth a head start.

In addition to the two “megatrends” of population aging and technology
adoption, at least three contextual factors distinguish the discussion about skills
and jobs policies for youth in Brazil from that in other countries in Latin America
and the Caribbean. While not discussed at length in this book, they are important
for readers to keep in mind when considering the challenge Brazil faces to build-
ing, sustaining, and deploying its human capital to raise productivity.

Overview
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The first contextual factor is Brazil’s size, the relative dispersion of its popu-
lation, and its geographically uneven development and growth. As the fifth larg-
est country on Earth, both in land area and population, Brazil is often referred
to as a continent unto itself. Only slightly smaller in land mass than Canada,
China, and the United States, it is three times as large as Argentina, the next
biggest country in Latin America. Its size makes Brazil more diverse, in terms of
both environment and terrain and the extent of connectedness of its population
settlements and agglomeration centers. This matters, as economic dynamism is
often accompanied and propelled by centripetal forces that concentrate growth
in certain places. It should come as no surprise, therefore, that economic devel-
opment and growth are uneven in Brazil and heavily concentrated in the south-
east of the country. The unevenness, of course, in part determines the options
for economic engagement available to young people. The tax base of a given
locality will determine the extent and quality of the services it can afford to
offer, unless the provision of these services is supported by an effective and
equitable system of fiscal transfers.

Second, the economy, like that of many large countries, has historically been
autarkic and insular and is still relatively so, even after a long period of slow
integration. For years, it developed behind a formidable wall of tariff and nontar-
iff barriers to trade. Despite focused efforts at liberalization and more regional
and global economic integration since the 1990s, exports and imports remain a
small share of economic activity relative to their importance in many of Brazil’s
neighboring countries and among its peers. The limited links to global markets
has blunted the spurs to performance that come from foreign competition, while
the relative isolation and protection from competitive pressures has allowed
product and factor markets to remain relatively uncontestable.® Low levels of
competition have created an environment that can succor businesses that would
otherwise be uncompetitive or that can be viable at unproductively small sizes.
The extent of isolation from regional and international markets affects the
demand for skills that Brazil’s institutions were designed and evolved to build
and the extent to which liberalization and greater technology adoption will be
disruptive to those institutions.

The third factor is the highly decentralized implementation of policies in
social sectors essential to building human capital, including health, education,
labor, and social protection. State and municipal authorities and local agencies
in Brazil play a greater role in delivering health and education services than in
other countries in Latin America and the Caribbean. On the one hand, this can
make service providers more accountable to households seeking high-quality
health care and education and support when they suffer a shock to their live-
lihoods, such as the loss of a job. In this regard, decentralization of decision
making and administration might, arguably, increase not only the responsive-
ness but the local relevance of human capital-building services. On the other
hand, differing capacities across subnational administrative units to deliver
services are reflected in substantial variations in quality throughout the
country. Again, this variation in services can play a vital part in determining
opportunities for economic engagement. The resulting variation in the quality
of human capital can also tie people down or keep them disconnected from
where work is being created, adding to the costs of mobility and adjustment
(Dix-Carneiro and Kovak 2017).

In addition to being a companion volume to Brazil’s Promise (World Bank
2018a), this book is the second installment of a World Bank analytical services



and advisory program for the government of Brazil focused on skills and jobs
policies. The first installment, Sustaining Employment and Wage Gains in Brazil:
A Skills and Jobs Agenda (Silva, Almeida, and Strokova 2015) highlighted the pol-
icies Brazil needs to safeguard the economic and social advances made during
the long period of economic growth that ended so dramatically in 2014. Its main
emphasis was on social inclusion policies. This installment gives new urgency to
the skills and jobs policy agenda against the backdrop of rapid population aging.
It considers the economic contraction the country has suffered but with an
emphasis on future productivity, and it sharpens the focus on engaging young
people in school and in work. The foundational premise of this focus is that a
country that fails to provide opportunities for young people to engage, build, and
apply their talent and abilities is at an acute disadvantage as it attempts to develop
to high income in the last stage of its demographic transition.

In short, Brazil simply cannot afford to grow old before it grows to high-
income status, and the pace of population aging implies it can no longer rely on
a growing labor force. Where Brazil’s Promise (World Bank 2018a) examined
constraints on productivity that lie in the regulation and institutions of other
product and factor markets, this book dives deeper into the remaining con-
straints: those in the education and training system and the labor market that
prevent Brazil from reaching its productivity potential. The key to increasing
that potential lies in augmenting its human capital and combining it more effec-
tively with other productive factors.

Can Brazil more effectively fully engage its young people in school and work,
to raise their productivity? This core question has several component queries
that this book seeks to answer: Is Brazil equipping its youth with the necessary
skills and competencies for the future workplace? Can youth have high levels of
employability and labor productivity, and can they play a critical role in the final
wave of its demographic transformation? How many young Brazilians are disen-
gaged from the formal schooling system and in the labor market? How different
are these patterns for young men and young women? Is the ongoing ensino médio
(upper secondary school) reform doing all that is needed to reduce grade repeti-
tion and, ultimately, to support the acquisition of the right skills for the future of
work? Is the ongoing reform to de jure job protection regulations de facto
strengthening youth’s labor market outcomes, or are more reforms needed?

This book is organized as follows. Chapter 2 provides a conceptual frame-
work, developed by Angel-Urdinola and Gukovas (2018) and Rios-Neto (2017)
for this volume, which we use to grapple analytically with the concept of youth
economic engagement. Chapter 3 presents key facts descriptive of the education
and labor market participation patterns of young people since the early 2000s.
Chapter 4 covers policies and programs in the formal schooling system at the
upper secondary level and the significant efforts of the government of Brazil to
improve learning and retention at this level of schooling. Chapter 5 discusses the
labor market institutions, regulations, and interventions that shape incentives
for young people to work and for employers to hire them and that help deter-
mine the quality of job matches between firms and young workers, whether they
are first-time jobseekers or workers making transitions across sectors and mar-
ket engagements. Finally, chapter 6 examines training and other active labor
market measures, focusing especially on youth policies that foster the develop-
ment of skills employers seek and that lead to more productive work. The anal-
ysis, findings, and conclusions presented in these chapters are summarized in
the remainder of this opening chapter.

Overview
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YOUTH ECONOMIC ENGAGEMENT: NEW CONCEPTUAL
INSIGHTS AND THE EXTENT OF YOUTH DISENGAGEMENT
IN BRAZIL

Chapter 2 of this book provides a conceptual framework, grounded in human
capital theory, within which to grapple analytically with the concept of eco-
nomic engagement among young people. The model is based on seminal human
capital formation models charting pathways of skills development that lead from
the home and community through study and continue as youth take up employ-
ment full time (see figure 1.2). The conceptual framework emphasizes the
importance not only of attending school but of the quality of education and of
learning opportunities at work, yielding the novel insight that “economic disen-
gagement” can take several forms and vary in intensity, even when young people
are in school or working (see figure 1.3). The framework thus extends the defini-
tion of disengagement beyond just the small segment of young people who are
neither studying nor working to the larger population of young people who
appear to be on a risky path: students who are suffering from grade-age distor-
tions (that is, they are older than they should be had they been in the appropriate
grade) or who repeat grades at high rates, or youth who are already working but
in low-productivity and informal and/or poorly paid jobs, with few protections
from shocks and scant opportunities to build their skills further.

According to the concepts developed in chapter 2, today more than
50 percent of youth in Brazil can be considered “at-risk” of disengagement, as
they are either out of school and out of work, or in school or working, but
failing to acquire relevant human capital. Chapter 3 shows that, according to
the most recent available survey data, approximately 23 percent of youth
(in Brazil, those 15-29 years of age) are “not in education, employment,

FIGURE 1.2
“Disengagement” happens when youth are no longer accumulating
human capital
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FIGURE 1.3
Portraits of youth disengagement from a skills and jobs perspective
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Source: Angel-Urdinola and Gukovas 2018, and Rios-Neto 2017.

or training” (from which is derived the label NEETS, or nem-nems) and are
thus facing the most extreme form of disengagement. The application of the
new conceptual framework outlined in chapter 2, however, shows that the
share of youth who are less than fully engaged can rise as high as 50 percent.
This fact need be neither alarming nor paralyzing. Rather, the book proposes
this measure of disengagement as a motivation for taking earlier and bolder
policy action to keep young people engaged.

With this broader concept of economic disengagement, chapter 3 charts
recent trends in education and market participation to distill key facts describing
the education and labor market participation patterns of young people since the
early 2000s. Descriptive statistics compare the choices young people make in
how to use their time with those of youth in other countries, as well as with older
members of Brazil’s labor force. Education outcomes are presented and, when
possible, benchmarked internationally, including students’ grade trajectories
and completion and dropout rates; the transition from study to work; patterns of
labor market insertion; and the quality of jobs held by young people.

Although youth disengagement is less, on average, than in previous years, its
extent still varies highly across Brazilian states. Map 1.1 shows the rate of disen-
gagement by state, with higher levels appearing darker. On a positive note, across
the country, youth economic disengagement fell from 61.7 percent in 2004 to
52.2 percent in 2015—this despite the increase in the share of nem-nems over the
same period. The drop was mainly driven by falling age—grade distortion rates
for those in school and falling labor informality for those already in the labor
market. More critically, the figure illustrates how the rates of youth economic
disengagement still varied substantially by 2015, being highest for the northeast-
ern states and lowest in the southern region of the country.

Despite the comforting decline since 2004 in average youth disengagement
and its within-country dispersion, this trend has recently, and worrisomely,
reverted (see figure 1.4), with rising numbers of nem-nems and increases in youth
informality and unemployment. Evidence in chapter 3 shows that during Brazil’s
recent economic crisis (2015-16), transitions from out of school and out of work
became more difficult. The recently increasing trend in youth unemployment
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MAP 1.1
Youth economic engagement varied widely across Brazil in 2015
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Source: Estimates based on data from the Pesquisa Nacional por Amostra de Domicilios

(PNAD), 2015.

Note: The map shows the shares of disengaged youth in each state relative to the state’s youth
population. Disengaged youth are those 15-29 years old who (1) work in the informal sector
(including those only working and those also studying); (2) only attend school, but are lagging in
learning (with a grade-age gap); or (3) do not work or attend school (that is, are out of school and
out of work, regardless of being active or inactive).

and informality is also cause for concern. The key for policymakers is whether
past achievements in engaging young people can be sustained in less buoyant
economic conditions. This is a worry for a country whose productivity potential
now depends so heavily on engaging its young people.

EDUCATION OUTCOMES AND THE MOTIVATIONS
TO INVEST IN HUMAN CAPITAL

Brazilian youth today complete more years of education than previous genera-
tions, especially those at the bottom of the income distribution, yet labor produc-
tivity in the country continues to languish behind most of the comparator
economies of the Organisation for Economic Co-operation and Development
(OECD). Since the first decade of the 2000s, access to education for Brazilian
youth, including higher education, has gone through a massive expansion. The
most vulnerable youth have especially benefited (Costa et al. 2017). But, puz-
zlingly, although wages have been growing, growth in aggregate labor productiv-
ity has been both low (below both the Latin America and the Caribbean regional
average and the average for OECD-member countries) and stagnant (with an
average annual growth since 1995 of 1 percent) over the past 15 years (Paes de
Barros et al. 2017).
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FIGURE 1.4
Youth disengagement fell during the period of rapid economic growth, but is now
rising: Trends by region and nationally, 2004-15
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Source: Estimates based on data from the Pesquisa Nacional por Amostra de Domicilios (PNAD), 2004-15.
Note: PNAD was not conducted in 2010. The graph reports the trends for the shares of disengaged youth in
each state relative to the state’s youth population at the state level and nationwide. Disengaged youth are
those 15-29 years old who (1) work in the informal sector (including those only working and those also
studying); (2) only attend school but are lagging in learning (with a grade-age gap); or (3) do not work or
attend school (that is, are out of school and out of work, regardless of being active or inactive).

This book argues that this education/growth “puzzle” is likely driven by
three factors. First, labor demand has been heavily constrained by shifts in
the aggregate domestic demand and an economy still characterized by low-
productivity activities and distorted product, labor, and capital markets, which
has generated a labor demand oriented disproportionately toward less skilled
workers. Some of these patterns are discussed in depth by Dutz (2018) and
Messina and Silva (2018). Second, Brazil has a low-quality education system
whose reputation among youth, especially girls, is rarely able to overcome
“heavy” and outdated gender-biased social norms. The latter tend to be espe-
cially harmful for women. And, third, evidence is presented here of misinforma-
tion regarding the returns on education, shedding additional light on the
increasing youth disengagement.

Brazil is facing a severe learning crisis. Despite generous education spending
and high enrollment levels, young people are not learning the skills that will
make them competitive workers. This learning crisis is not specific to Brazil but
is, rather, a global crisis, as spotlighted by the World Development Report (WDR)
2018 (World Bank 2018c). While greater access to education through expanded
enrollment, including in Brazil, is a proud achievement, improvements in learn-
ing have been far more limited (see figure 1.5). As of 2015, Brazil still ranked very
low on international learning achievement tests relative to neighbors and peer
countries, and progress in learning performance has been slow. The WDR 2018
estimates that, based on current trends, Brazil would take over 260 years to
reach the OECD-member average scores for reading performance (World Bank
2018c¢). Learning shortfalls during the school years show up as weak skills in the
workforce.
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FIGURE 1.5
Learning still lags
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Notes: Figure shows the relationship between GDP per capita and performance on PISA Science in 2015.

As of 2015, only 38 percent of Brazilian teenagers (ages 15 and 16 years old)
were in the right grade in school according to their ages, and more than
13 percent were already out of school. Most 15- and 16-year-olds complete
ensino fundamental (fundamental education, grades one through nine), but
many have important deficiencies in learning. Figure 1.6 shows that by this age,
when students should be attending their first year of ensino médio (upper
secondary education) if they have not had any type of age-grade distortion,
approximately one out of every eight has already dropped out of the formal
schooling system. For those who remain in school, only 37.9 percent are in the
right grade for their age, while most of the remaining are already lagging by at
least two full years of education (that is, are attending eighth grade or lower).
This implies that youth start ensino médio with highly deficient learning trajec-
tories on core foundational skills, including academic, cognitive, and behavioral
skills, from their years of ensino fundamental.

Learning deficiencies are cumulative and start early in students’ school
careers. They lead to a lack of interest in building human capital and moti-
vate many adolescents to drop out of school. The main reason students
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FIGURE 1.6
Youth ages 15-16 enrolled in school and youth who are out of school, 2015
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Source: Calculations based on Pesquisa Nacional por Amostra de Domicilios (PNAD), 2015.

Note: Ensino fundamental comprises grades 1-9 years and ensino médio grades 10-12. Youth ages 15-16 with
no age-grade distortion should be attending grade 10. The age-grade distortion indicator is positive when
students are older than what they should be had they not repeated any grade in the schooling system. Age is
measured as of March 31 of the reference year. Under race, “black” includes self-reported races “preta” and
“parda.” A category for “other races” (including indigenous and East-Asian origin) is not reported due to very
low frequencies (less than 1 percent of the sample).

report for dropping out of upper secondary education in Brazil is lack of
interest. An overloaded curriculum and time perceived as wasted are likely
important drivers. The curriculum used today in ensino fundamental and
ensino médio is geared heavily toward memorization rather than critical
thinking and rarely goes into depth on specific topics. If youth find addi-
tional education to be ill suited to jobs within their desired labor markets,
and/or if they value current events much more than future events (that is,
have high “discount rates”), they are more likely to drop out of the formal
schooling system and attempt to join the labor market with the education
they have rather than flounder in school, where they lack both opportunity
and income.

Qualitative work prepared as background to this book also shows that the
reputation of the schooling system is rarely strong enough to overcome deeply
rooted and stringent social norms which, coupled with reduced aspirations, lead
many girls to drop out of school. Machado and Muller (2018) gathered evidence
from interviews with young women and men revealing that the motivations for
and process of dropping out are quite different across genders. For all students,
however, the lack of support systems and incentives to continue investing in
human capital are important determining factors.

The earnings premium for education and labor market experience in Brazil
has been steadily falling (see figure 1.7), reducing the incentives for young people
to invest in education; but it is still, by and large, considerable. Broken down by
type of institution, the net return on university degrees is higher in almost all
fields compared to professional institutes and technical trainings. A main ques-
tion the book attempts to answer is whether selection can explain part of this
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FIGURE 1.7
Education earnings premiums have been falling across levels of
completed education
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Note: PNAD was not conducted in 2010. This figure presents the ordinary least squares
(OLS) estimates of the continuous variable for years of schooling and the returns on
experience evaluated at the average years of potential experience, as defined by
Montenegro and Patrinos (2014). The sample includes only wage earners

(employees, military, and civil servants) ages 15-64.

result, or whether it reflects real labor market gains for similar individuals. New
evidence collected for this book (Almeida et al. 2018) shows high individual
wage rate returns on the investment in higher education and large heterogeneity
across different providers, even after accounting for differences across students
in many observable and frequently unobservable characteristics (such as differ-
ences in ability at entry). There are also significant and heterogeneous wage pre-
miums for secondary-level technical and vocational education and training
(TVET) in Brazil (see Neri 2010 and Almeida et al. 2015). Since only 12 percent
of Brazilians have completed some form of higher education, considerable room
remains for gains in employment and earnings.

Despite these large earnings premiums, misinformation about (and wide
diversity in) the perceived returns on education by students and their families
likely contributes to rising youth disengagement. Coupled with the poor quality
of education provided in schools, this misinformation likely reduces the indi-
vidual incentives for investing in human capital, both at school and at work.
New evidence collected for this book (Gukovas and Kejsefman 2017), based on
anew youth survey, suggests Brazil’s youth are uncertain as well as misinformed
about the benefits of human capital investment when it comes to schooling.
When provided with the average income of a worker with a certain level of
education and asked what someone with additional years of education might
make on the job, the vast majority of survey respondents in Brazil underesti-
mated the true value of additional years of school. Among the respondents of
the youth survey, over 40 percent thought a worker with just fundamental edu-
cation who makes R$1,226, on average, would fetch the same salary as a worker
who had completed secondary education; only 14 percent overestimated the
value of the same investment (see figure 1.8). And the reality is quite different.
A worker with secondary education earns a premium of more than 50 percent
over the base rate for a worker with completed fundamental education (R$1,900
to R$2,100, on average).



FIGURE 1.8

Most Brazilians substantially underestimate the value of education in the
labor market

a. Perceptions about the wages of people with completed
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Source: Gukovas and Kejsefman 2017, using a new youth survey conducted by RIWI 2016.

Notes: Figures refer to the Brazilian youth'’s perceptions regarding investments in human capital. Respondents
were provided with the average monthly wage of a worker with completed ensino fundamental and completed
ensino médio, respectively. Then they were asked to estimate the wages of people who complete the following
level of education by choosing one alternative out of different wage ranges. The vertical bars show the
percentage of youth in the sample stating that wages are “the same”; between “Reais 1,300- Reais 1,700”; and so
on. The light blue bar indicates the actual average monthly wage in the labor market, for that same educational
level, in the PNAD household survey (2016). The two questions were asked in sequence; after the respondent had
answered the first, he or she would learn the average wage of a worker who had completed secondary education.

The good news is that government and stakeholders are engaged in enacting
solutions to these performance problems in the education system. Chapter 4
covers policies and programs in the formal schooling system at the upper sec-
ondary level and the significant efforts being made by the government of Brazil
to improve learning and reduce grade repetition at this level of schooling. While
recognizing that learning pathways among teenagers also reflect life-long
choices since early child education (and even before that), as well as opportuni-
ties, the chapter focuses on policies anchored in ensino médio. In 2017, authori-
ties were very active in enacting an important reform in ensino médio designed
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to modernize the curriculum and extend the school day, to keep adolescents in
school through completion, and to create life-long learners who would be more
resilient to changing technology and demands in the labor market. The chapter
reviews international evidence and proposes concrete policies to help maximize
the educational impacts of this reform.

Yet these efforts are not enough. Brazil can, and should, do more, especially if
the country aims soon to have a workforce fully equipped with 21st century
skills. Chapter 4 discusses important human resource reforms for teachers and
school principals in support of increased quality and motivation among these
staff members. It also reviews complementary policies needed to tackle more
aggressively the challenges of noncompletion of and dropouts from ensino médio.

YOUTH LABOR MARKET OUTCOMES

Unemployment in Brazil is particularly high among its youth. It has risen
fast since 2013, and it threatens to undo some of the social achievements of
the previous decade. The unemployment rate for younger members of the
workforce is higher in most countries for several reasons. Younger people
have limited job search experience; they present riskier prospects to
employers than older workers; and many need to “shop around,” experi-
menting with different sectors or jobs before committing to one. These rea-
sons explain not only a higher unemployment rate among youth, but also
higher levels of turnover, or churn, and shorter spells of employment. In
times of financial and economic crisis, younger members of the labor force
also usually comprise the segment hit first by layoffs, and during a pro-
tracted economic contraction, they have the greatest difficulty finding new
employment. Through much of Brazil’s high-growth period, from 2003 to
2014, the youth unemployment rate followed the overall rate, but the differ-
ence between the two started to widen significantly from 2012, with the job
prospects among people of prime working age (30-54) becoming far more
robust (see figure 1.9).

The changing job status of working youth presents a nuanced picture. The
youth segment (those ages 15-29) has shown higher rates of formal labor inser-
tion than the working-age population. This could reflect an advantageous posi-
tion of the current cohort of 25-29 years, which has higher levels of completed
education than this age group had in the past and was successfully inserted into
formal employment during the high-growth years. But among the “youngest
youth”—working people ages 15-24—the rate of informal employment is higher
than for the overall employed labor force (see figure 1.10). This pattern of market
activity is similar to the observed patterns of the “youngest youth” in other
countries. To the extent that spells of informal employment provide platforms
on which young people can gain work experience and technical skills and act as
“stepping stones” to later, higher-paying jobs offering more opportunities, this
pattern gives little cause for worry. A mounting body of evidence from several
high- and middle-income countries indicates this might not be the case, however.

Spells of unemployment or long periods of informal employment can have
lasting, adverse impacts on the human capital of young people and their future
job prospects. The motivations and circumstances that lead a person into infor-
mal work (such as tax avoidance or evasion, preferences for flexibility, and exclu-
sion from formal employment), are as numerous as forms of informal work
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The rise in unemployment in Brazil has been steepest among youth
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FIGURE 1.10

Informal employment is highest among the youngest cohorts of the workforce
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(unpaid family worker, uncontracted wage employee, day laborer, small business
owner, or sole trader). All forms of informal work entail a higher element of risk,
however, especially when a person’s options are heavily constrained and the only
jobs on offer are dependent employment without a signed contract. An early and
protracted spell in informal jobs can put young people on a path of less-than-full
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engagement. Higher rates of informal work among youth raise the risk of unem-
ployment and informality later in working life, as well as lower hourly wages in
adulthood (Cruces, Ham, and Viollaz 2012; Gukovas and Moreira 2017). These
adverse impacts dissipate over time if youth have the chance to acquire more
education and job-relevant capabilities.2 The “scarring” will, however, be sub-
stantial for those who are out of school and out of work, relative to those in for-
mal jobs. Young men who experience long spells out of school and out of work
are particularly affected and face a statistically significantly higher likelihood of
future unemployment and informal employment and lower pay later in life. The
effects on wages do not seem to dissipate as the individuals age. Their higher
rates of unemployment can last until approximately age 35, while the higher
likelihood of informality persists until age 45 (Gukovas and Moreira 2017).

LABOR POLICIES AND JOB PROSPECTS FOR YOUTH

Human capital is the most important asset in which households can invest, and
the labor market is where people go to seek a return on that investment. Like
many markets, the labor market has imperfections and failures that motivate
actions by government to help improve people’s prospects. These policies vary
widely across countries in their character, the combination in which they are
deployed, and the extent to which the authorities have implementation, moni-
toring, and enforcement capacity to make the measures amount to more than
just pages in the labor code (World Bank 2012). The objectives of most govern-
ments in deploying labor market policies are similar, however—that is, to ensure
the labor market is safe, fair, and a place where people’s skills and enterprise are
rewarded. Having these assurances is particularly important for the newest
entrants to the labor market, who may be fresh from full-time education but
lacking in real-world experience.

Concern is growing, however, that the current set of policy interventions has
aggravated the impact on the labor market of Brazil’s contraction, particularly
for youth. Chapter 5 covers labor market institutions, regulations, and interven-
tions that shape incentives to work and to hire youth and that help determine the
quality of matches between firms and young workers (either first-time jobseek-
ers or others). The chapter shows how Brazil’s labor market policies have long
privileged (mainly older) “insiders” at the expense of opportunities for younger
people. Although the employment impact of labor policies on the workforce as a
whole is actively debated in many countries, a growing consensus is that restric-
tive labor regulations are particularly prejudicial to the job prospects of young
people. In Brazil, a large body of empirical evidence supports the notion that the
enforcement of a restrictive labor code can lead to more underemployment and
unemployment, especially among young workers (Almeida and Carneiro 2009,
2012). The adverse impact is particularly notable with respect to the statutory
minimum wage.

Analyzing the impact of minimum wage increases in Brazil has been tricky,
given the unification of regional minimum wages in 1984, as well as the linkage
of minimum wages to inflation and the growth in gross domestic product (GDP)
since 2005 (Jales 2017). In 2002, the World Bank and IPEA’s Brazil Jobs Report
found little evidence of the labor market segmentation usually attributable to
statutory minimum wages that is sometimes found in other countries.



The report cited an “efeito farol” (the so-called “lighthouse” effect), in which
informal employment agreements appeared to be informed by the level of the
statutory minimum wage (Neri, Gonzaga, and Camargo 2001; Fajnzylber 2001).
Indeed, analysis of the earnings distribution of formal and informal workers in
Brazil over the period 2001-15 shows that, while the share of informally
employed people earning less than the minimum wage has always been sub-
stantial, the statutory minimum continues to shape the earnings of people
working informally.

More recently, the introduction of valuation policies and the specific param-
eters of an adjustment formula have caused the statutory minimum wage to rise
steadily. Since 2003, Brazil has followed a “minimum wage valuation policy” that
entails annual adjustments of the national minimum wage based on predeter-
mined rules, including an explicit formula. Brazil’s statutory minimum wage is
adjusted by the inflation rate in the previous year, plus the real rate of GDP
growth two years previously. The adjustment rule was extended in 2015 for the
period 2016-19. The valuation policy and adjustment rule have delivered a real
rise in the minimum wage of more than 77 percent over the period 2003-16 (see
figure 1.11). Even in the midst of a deep recession, its nominal value increased
from R$678 per month in 2013 to R$937 in 2017.

At 70 percent of the median wage, Brazil’s minimum wage also appears high
by international benchmark levels (see figure 1.12). The average statutory mini-
mum wage among OECD-member countries has remained stable, at between
45 percent and 50 percent of median wages. Some other countries in Latin
America (Colombia, Chile, and Cosa Rica) have higher minimum wages than
Brazil by this metric. When demand for labor slackens, real labor costs adjust
downward to contain unemployment. The new adjustment policies prevent that
from happening in Brazil. Unfortunately, after a long period of decline, the share
of working people earning less than the minimum wage in the country is rising
again, along with unemployment. The rise has been steepest for Brazilian youth
(see figure 1.13).

FIGURE 1.1

Brazil’s federal statutory minimum wage has been rising steadily since 2003
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FIGURE 1.12

Relative to median earnings, Brazil’s federal statutory minimum wage is higher than the average of OECD
member countries and BRICs

Minimum wage, as a percentage of median wage, 2008-13, and for Brazil, 2014 and 2015
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FIGURE 1.13

After a long period of decline, the share of workers earning less than
the minimum wage is rising with unemployment, particularly for
youth
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For Brazil’s labor force overall, empirical evidence of the impact of mini-
mum wages on employment outcomes has been ambiguous. While some
researchers have found negative employment effects from minimum wage
increases (Foguel 1998; Neumark, Salas, and Wascher 2014; Ulyssea and
Foguel 2006; Foguel, Ramos, and Carneiro 2015; Jales 2015), others have
found no such significant effects (Lemos 2004, 2009; Broecke, Forti, and



Vandeweyer 2015). The evidence of consistent, negative impacts on the job
prospects of young people in particular, however, is clearer. Fajnzylber
(2001) found an increase of 10 percent in the minimum wage to be associ-
ated with a decrease in employment of 3.8 percent. Komatsu and Menezes-
Filho, (2016) found that minimum wage increases reduced the likelihood of
teenagers’ working by 3 percent (although they attributed the reduction to
an intrahousehold reallocation of labor). Broecke and Vandeweyer (2015)
found a larger effect of 7.8 percent. They also found an increase of 10 percent
in the minimum wage as a share of the average wage to be associated with a
decline in formality by 3-4 percent, on average. Similarly, Foguel et al. (2015)
found that minimum wage hikes increase young people’s transitions from
employment into inactivity and into unemployment. These transitions and
the negative effects of minimum wages are amplified during economic
downturns.

Evidence from many countries shows that employment protection regula-
tions also have a stronger negative impact on the job prospects of youth than on
those of older workers. As new entrants to the labor market, youth are less skilled
and less productive than more experienced, prime-age workers. All else being
equal, younger workers can be riskier for employers to take on. More stringent
employment protection regulations can make firms reluctant to hire young peo-
ple if they remain unproductive and are difficult to dismiss, for example. Tenure-
based restrictions on dismissal can also make firms reluctant to fire existing,
older workers in response to an economic contraction, even if they are less pro-
ductive, and instead to let younger workers go. The empirical literature shows
that more restrictive regulations adversely affect those for whom labor demand
is more elastic (that is, less-skilled groups), including young people (Bassanini
and Duvall 2006). The effect is substantial: Bassanini and Duvall (2006) found a
decline in the OECD’s employment protection legislation (EPL) indicator by two
standard deviations to be associated with an increase of four percentage points
in youth employment. For Chile, Montenegro and Pagés (2004; 2007) found job
security provisions lowered the probability for youth (as well as less-skilled
workers and women) to be employed. As a result of high levels of employment
protection for workers with indefinite contracts, youth are more likely to be
offered informal jobs or only temporary employment (Kahn 2012). In OECD
countries in 2012, nearly a quarter of workers 15-24 years of age were employed
in temporary jobs.

Although its statutory requirements for dismissing formal workers on indef-
inite contracts are lighter than those of OECD member countries and its neigh-
bors, Brazil has had very stringent restrictions on firms’ use of flexible forms of
hiring. True, measures of de jure employment protection applied to people with
“regular” (that is, indefinite) labor contracts suggest Brazil has few restrictions
on dismissals (even if the direct costs paid by employer in fines, or multas, for
nondisciplinary, involuntary separations can be high). But comparisons of mea-
sures of regulation on employers’ decisions to use outsourcing and fixed term
and temporary forms of employment show firms to have been far more restricted.
This extreme regulatory stance can be particularly damaging to the prospects of
young people, who are more likely to prefer or need part-time and flexible
employment than people of prime working age. These restrictions are also
severely constraining to productivity, as they make it difficult for firms to inno-
vate, experiment with new technology and business processes, or adjust their
labor and skills inputs to rapidly shifting market demands.
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Furthermore, restrictions on the use of part-time and flexible hiring increase
the likelihood of informal employment. The tight restrictions on when firms can
use outsourced labor, as well as the limitations on the use of fixed-term and less
than full-time employment, have forced most firms to engage these human
resources informally. This has been bad for firms, which have had to spend time
and resources avoiding detection and enforcement; it has been bad for working
people who have a preference for flexibility, including not only young people
who might want to combine work with study and training, but also young par-
ents who need to balance market and household responsibilities; and it has ulti-
mately been bad for society, in that it has forced firms and households reasonably
pursuing economic opportunities into evasion of laws and regulations. A culture
of broadly accepted noncompliance and evasion as a social norm is arguably the
most challenging obstacle to bringing more market activity in from the shadows
of the informal economy (Packard, Koettl, and Montenegro 2012).

Finally, Brazil’s labor market programs have long privileged (mainly older)
“insiders” at the expense of opportunities for younger people. Drawing on anal-
ysis for the recently released World Bank Brazil Expenditure Review (2017),
chapter 6 documents the country’s underinvestment in programs that help
people—particularly young people with the least experience—navigate the
labor market. The deployment of labor market interventions in Brazil is
weighted heavily toward “passive” income support programs for people who
lose formal jobs, which account for 83 percent of total labor program expendi-
ture, and away from “active” intermediation and job search assistance pro-
grams (see figure 1.14). Most labor market interventions are financed from the
federal budget or dedicated levies and funds (specifically, Fundo de Amparo ao
Trabalhador, or FAT, a fund financed from statutory payroll contributions that
finances unemployment insurance and other labor programs). The bulk of pub-
lic spending on labor market programs goes to people who already have formal
jobs rather than to jobseekers. The policies and programs Brazil puts in place
to help correct failures of the labor market are skewed away from the interme-
diation services that could improve the quality of matches between firms and
jobseekers.

Although still modest relative to public spending on pensions for the elderly
and people living with disabilities, public spending on labor market programs
has been rising in recent years. Drawing on the World Bank’s recent review of
Brazil’s federal budget (World Bank 2017), while public spending on labor pro-
grams in 2000 was historically low, at 0.4 percent of GDP, this category of
social expenditure grew hand in hand with the relatively high levels of employ-
ment creation until 2014, reaching 0.85 percent of GDP in 2011 and 0.99 percent
in 2014. In 2015, expenditure accelerated to 1.1 percent of GDP as the country
slipped into economic crisis and unemployment began to surge. This figure
was dwarfed by public spending from the federal budget on old-age, survivor,
and disability pensions, which rose to 11.1 percent of GDP in 2015, and was less
than spending on social assistance targeted to the poorest (1.5 percent of GDP
in 2015). Nonetheless, spending on labor programs intended to assist people
who have lost and are looking for new jobs represents a substantial segment of
Brazil’s budget. Spending on labor market interventions finances mainly the
“passive” labor market programs (that is, income support for people who have
lost jobs), which constitute 83 percent of total labor program expenditure. This
means the system benefits almost exclusively relatively well-off, formally
employed workers; only 1.8 percent of labor program expenditure is accessible



FIGURE 1.14

Public spending on labor market programs is weighted heavily to “passive” income
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to workers who are not necessarily formalized—that is, workers without signed
contracts, referred to in Brazil as “sem carteira assinada.”

Public spending on programs that actively promote labor market insertion
of the unemployed and economically inactive remains very small, even after
taking into account the recent increased spending on skills training (see
figure 1.15). A wage top-up program, Abono Salarial, is meant to provide
incentive for formal employment. By design, however, it does not play an
explicit role in activating the out-of-work, since it requires a five-year history
of employment for eligibility. Other Brazilian programs that fall squarely
under the internationally used definition of “active labor market programs”
are training for vulnerable groups and the unemployed (Pronatec-BSM and
Pronatec-Seguro Desemprego, Projovem), public employment services (Mais
Emprego), and entrepreneurship programs (Programa de Fomento de
Atividades Produtivas Rurais, Asisténcia Técnica e Extensdo Rural). Although
it has received significant attention because of its rapid growth since 2011,
PRONATEC was only a modest driver of expenditure on labor programs, and
it continues to represent a small share of the total (3.8 percent in 2015).7
Federal spending on labor market intermediation services represented by the
Sistema Nacional de Emprego (SINE) has remained persistently low, and it is
probably the least adequately financed labor function in the Brazilian social
protection and labor policy architecture. Chapter 6 points to policy solutions
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FIGURE 1.15

Spending on “active” labor programs in Brazil is allocated mainly to wage top-up
subsidies, leaving little for intermediation services and training
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to each of these problems and recommends structural changes to improve
the efficiency of the labor market.

In this context, the chapter also discusses reforms to the labor code that were
legislated in 2017 and postulates what their impact will be on the prospects of
working youth. These reforms constitute an ambitious step in the right direction
that could reduce insider advantages, increase the share of formally employed
young people, and improve the quality of matches between firms and young
workers. Despite these advances, however, policies and programs left unchanged
by the reforms create perverse incentives that constrain the creation of human
capital and could, in aggregate, lower the speed limit on economic growth
already imposed by an aging population.

MESSAGES FOR POLICYMAKERS: SHAPING A SKILLS AND
JOBS AGENDA TO ENGAGE YOUTH

This book suggests new policy changes and measures that Brazil should priori-
tize to catch the last wave of its demographic transition. The government of
Brazil has been very active in the arena of skills and labor policy. The year 2017



was one of ambitious policy change, both to ensino médio and to the labor code.
Chapters 4 and 5 use these two education and labor reforms as a solid starting
point for the discussion. They are important steps in the right direction but will
take time to deliver the expected positive results. The ensino médio reform
efforts, in particular, are as deep as they are broad. Yet chapters 4, 5, and 6 go on
to discuss a formidable agenda of complementary policy changes to the skills
development system and labor market programs that could be pursued to raise
Brazil’s productivity potential by facilitating labor market transitions across
employment states.

This is an agenda in three parts. First, to improve learning trajectories for
youth, incentives must be provided for completion of upper secondary education
(chapter 4), and the workforce development system must be modernized to pro-
duce workers with the skills firms are seeking and are likely to seek in the future
and enable them to keep pace with the shifting demands of firms in a globally
competitive economy (chapter 6). Second, to lengthen spells of employment,
labor market incentives created by worker protection structures—such as the
statutory minimum wage (seguro desemprego) and the unemployment savings
accounts (fundo de garantia por tempo de servico)—must be improved (chapter 5).
Third, to support jobseekers and improve the matches between firms and work-
ers, modern intermediation services must be provided (chapter 6).

While the creation of a new competency-based curriculum and adoption of
the full-time school model are important steps, reform efforts must focus on
tracking the quality of subnational implementation. Considering courses that
foster socioemotional skills among teenagers will pay off with improved skills
(such as resilience, empathy, and grit), ensuring a more relevant technical edu-
cation, through closer partnerships with the private sector, will develop techni-
cal skills that are aligned with business needs and ensuring that the full-time
school model delivers an extended and high-quality model will pay off with
improved learning and reduced school dropouts. These discussions will build on
and complement previous analytical mapping of institutional policies in the
Brazilian technical education system (Almeida, Amaral, and Felicio 2016).
Furthermore, at the federal level, the risk of increased inequities in access to
high-quality education posed by the 2017 reform in ensino médio creates an
opportunity for a new role for the Ministry of Education (MEC) in promoting
innovative and cost-effective subnational implementation models that could
then be provided with incentives and adopted at scale.

Yet these reform efforts are not enough. Brazil can—and should—do
more to take advantage of these reforms to improve learning trajectories
among adolescents. At the center of the recommendations offered in
chapter 4 are vital reforms of human resources practices for teachers, such
as the nationwide creation of a teacher entrance exam, selection of the “best
and brightest” for the profession, development of accreditation standards
for preservice teacher training programs, and support for a more holistic
teacher evaluation system. Such an evaluation system would consider not
only proficiency in subject knowledge but also effectiveness in the develop-
ment of socioemotional skills among students and the use of effective ped-
agogical practices in the classroom. In addition, there is tremendous scope
to rethink the careers of school principals, who are not yet systematically
selected based on merit and often lack management and pedagogical pre-
paredness to take up this important leadership position. Chapter 4 also
points to the opportunity that is missed by using a world-class system for
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assessing learning comprehensively but failing to use it systematically to
place learning at the center of education policy, as is already common in
several OECD countries.

Chapter 4 further recommends the use of complementary interventions
to the existing reforms to support completion of ensino médio. These policies
are designed to increase further the perceived benefits of attending school
and/or reduce the direct—and more immediate—costs of attending. Given
the large share of GDP already spent on education, the chapter gives special
attention to low-cost measures, including school-based interventions to
reduce teen pregnancy, the introduction of merit-based scholarships, and the
creation of more information campaigns targeted to youth and their families
on the returns on education and TVET. Experiences from elsewhere in Latin
America and other regions of the world suggest that, if well designed and
implemented, such interventions can be cost-effective ways to reduce high
school dropout rates.

Chapter 5 argues that the distortions created by a statutory minimum wage
can be minimized if future adjustments to its level are made with greater refer-
ence to changes in workers’ productivity. Although the current adjustment for-
mula is simple and clear, the years of economic contraction showed it to be
inflexible and unresponsive to changes in the economy; despite a deep recession
and an unemployment rate in the double digits, the federal statutory minimum
wage surged upward. This book argues that the formula should be scrutinized
and changed to reduce this problem. Chapter 5 also suggests modification of the
adjustment policy to encourage more continuous and systematic engagement of
stakeholders, with the results of the formula used as the starting point in negoti-
ations to set the minimum wage, rather than being a predetermined, and unques-
tionable outcome. Additionally, Brazil could consider introducing an age-varying
statutory minimum wage for young people 15-24 years of age to lower the dis-
tortions to their employment prospects, although similar benefits may eventu-
ally be delivered by changes made to the regulation in 2017 that make it easier for
employers to hire workers at less than full time and require pro-rata, propor-
tional hourly payment of the minimum wage. An age-differentiated schedule of
statutory minimum wage levels has become a feature of leading practice among
countries, such as the United Kingdom, that have introduced national statutory
minimum wages relatively recently. While the experience of countries with
lower-statutory wage floors for younger people has been mixed, the evidence is,
on balance, mainly positive.

Brazil should also build on the labor reforms it passed in 2017 by making sup-
portive changes to unemployment protection programs. In the first half of 2017,
Brazil legislated changes to its labor market policies® designed to give firms
greater freedom in how they employ people and organize their workforces, to
improve collective bargaining institutions, and to lower the uncertain costs of
resolving labor disputes. The government’s objective was to increase flexibility,
reduce the costs and uncertainty of labor disputes, extend access to worker pro-
tection, and, specifically, to make it easier for firms to bring more working
women and young people into formal employment.

The 2017 reforms are controversial. Because they make no direct changes to
the main policy drivers of labor costs, it is difficult to predict what their impact
will be on labor demand and job creation in the short term, given what is still a
fragile recovery from the 2015-16 recession. That said, it is reasonable to expect
efficiency savings in the medium and long terms. The reform package offers



firms and individuals more options to enter regulated and protected work
arrangements; provides greater flexibility by shifting weight away from legisla-
tion and toward the bargaining table; creates incentives for unions to be more
responsive and accountable to members; and lowers the legal uncertainty and
other costs of resolving labor disputes.

Reforms should help the labor market create better matches between
workers and companies, fewer matches outside the legal framework, and less
adversarial workplace relations, and they should help reduce deterrents to
investment. While reversal of some measures is always a risk, and an awk-
ward period of adjustment by firms and people to the new rules is to be
expected, changes could be made to the parameters of Brazil’s “passive”
unemployment income support programs—Fundo de Guarantia por Tempo
de Servico (FGTS), and Seguro Desemprego—to lower perverse incentives
and improve their effectiveness. Chapter 5 of the book presents a specific
reform proposal for how Seguro Desemprego could underpin the FGTS and,
in doing so, improve incentives and provide fiscal space for more support to
lower earners and those who have difficulty finding new jobs. Many of the
latter are likely to be younger people with less marketable experience and
savvy at navigating transitions from job to job. Policy reform simulations
presented in chapter 5 show that the changes we propose could shorten the
duration of unemployment, lengthen employment spells, and reduce separa-
tions from formal jobs.

Finally, chapter 6 recognizes that more can be done for youth who have either
dropped out of the formal schooling system or need to improve their skills by
strengthening the delivery of skills development programs. The diagnostic and
discussion included in the book show that policy needs to consider targeting
groups of adolescents and youth who are already out of the formal schooling
system; who have completed degrees but need additional support to quickly find
high-productivity jobs; and who are in low-productivity jobs and in need of mod-
ern skills-upgrading programs. Taking into account that profiling of these groups
is critical for the design and implementation of these policies, chapter 6 makes
concrete recommendations for the reform of second-chance programs, orient-
ing them more toward the development of foundational skills and strengthening
certification mechanisms to signal to prospective employers that they have rele-
vant skills. In addition, the chapter cites an urgent need to offer employers a
more prominent role in the skills development system by strengthening oppor-
tunities for on-the-job learning, influencing contents of the curricula, or
strengthening teacher training.

Chapter 6 also highlights the potential for making reforms to income support
more effective with strengthened active intermediation assistance and targeted
demand-side incentives to support better matches between firms and jobseekers.
Brazil, like many of its neighbors in Latin America, needs to shift greater public
support to labor market intermediation and job search assistance. The lack of
emphasis on active labor market support—particularly in these areas—is a weak-
ness of Brazil’s approach to labor programs that contributes to youth
disengagement. The bias against more active labor measures and job search
assistance will need to be corrected to serve better the labor market of a globally
integrated economy supportive of innovation. As a start, current spending on
wage top ups for people already in formal employment could be shifted to pro-
vide incentive for job offers to first-time jobseekers or people who have strug-
gled over a longer than average period of time to find employment.
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Labor intermediation services in Brazil require both more resources and
modernization. Reforming SINE, the main public provider of these services, is
essential to support youth, who rarely have the job search skills or experience
necessary to navigate the labor market. OECD countries spend, on average,
10 percent of their active labor market program budgets on placement and
related services, resulting in much higher spending as a share of gross national
product. Brazil’s spending on public employment services barely registers, at .01
percent of GDP (Silva, Almeida, and Strokova 2015). SINE can be strengthened
to facilitate job searches and matches by adopting a management approach that
is more focused on actual job placements than on simple registrations and search
matches.

Fortunately, policymakers in Brazil have a solid base on which to build effi-
cient and effective labor market training programs for market participants.
Investing in improving the existing structure of active interventions and bolster-
ing them to focus more on youth will accomplish much in closing the gap for the
young. If the new and improved programs are to be successful, however, it will
be essential, first, that policies invest more in labor intermediation and job search
services as effective, low-cost tools; second, that new emphasis be placed, not
just on technical skills, but on building personal skills and hands-on learning;
and third, that greater attention be paid to complementary policies for entrepre-
neurship, in both training and financing aspects.

NOTES

1. World Bank (2018a) analyzes in detail the challenges of low-productivity growth in Brazil
and the concepts of labor productivity and total factor productivity (TFP). While related,
this book focuses on the challenges to labor productivity growth from the perspective of
youth.

2. Brazil, Russia, India, China, and South Africa.

3. Dutz, Almeida, and Packard (2018) point out that, while Chile ranks reasonably well, Brazil
ranks 14th in the business environment subindex of the World Economic Forum (WEF)
Networked Readiness Index (NRI), which shows enormous potential for reforms to
encourage greater adoption of digital technologies. The business environment subindex is
constructed using 18 indicators that cover product market policies; skills and labor market
policies (including tertiary education and quality of management schools); and technology
generation and diffusion support policies.

4. Around the world, concern is growing that technology adoption will have adverse
impacts on the labor market—especially on the prospects of the less-skilled workers
who may be especially affected—unless the productivity gains from technology adop-
tion generate significant increases in output and employment (Acemoglu and Restrepo
2017 and forthcoming). Some fear the new technologies will reduce manufacturing jobs,
especially in emerging economies, thus undermining their main vehicle of economic
integration and economic growth (Hallward-Driemeier and Nayyar 2017). Dutz,
Almeida, and Packard (2018), however, argue that the potential for technology adoption
to generate increases in productivity, output, and employment overall in Latin America
more than compensates for employment losses in certain geographical areas, industries,
or firms.

5. A country with uncontestable markets is less open to trade and provides greater shelter
from competitive forces to its workers and firms. This can allow inefficient, overly costly
production to continue and, over time, cause stagnation.

6. Cruces, Ham, and Viollaz (2012) show that for Brazil, spells of unemployment among youth
increase the probability of being informally employed and unemployed in early adulthood,
but, again, these effects dissipate after the age of 35.



7. Part of the reason is that Sistema S, which offers many of the training courses that are now
financed by PRONATEC, also now has to provide courses to the same type of beneficiaries
with its own (levy-financed) revenues.

8. Law No. 13.429 on outsourcing (“Lei da terceirizacdo”) in March 2017; Law No. 13.446
(“Rentabilidade de contas FGTS”) in May 2017; Law No. 13.456 (“Programa Seguro-Emprego
prazo de vigéncia”) in June 2017; and Law No. 13.467 on the labor code (“Reforma tra-
balhista”) in July 2017.
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A Skills-Based Framework
for Youth Economic
Disengagement

ABSTRACT Chapter 1 revisits traditional human capital models and proposes a
new conceptual framework of human capital accumulation, anchored in skills
development. This framework helps us gain an understanding of youth eco-
nomic disengagement and its implications for individuals and for the economy
in the aggregate. It defines youth economic disengagement as a temporary or
permanent state in which individuals, ages 15-29 years old, stop accumulating
human capital because of inadequate access to and poor quality of opportunities
for skills development in education and work. Complete economic disengage-
ment is a rational choice youth can make when the formal education system and/
or work do not contribute to building skills valued by the market and when the
costs of economic engagement (that is, of studying and/or working) surpass its
benefits. Economic disengagement has lifelong implications that not only con-
strain future earnings but also undermine prospects for improving productivity

and growth.

MORE THAN MINCER AND NOT JUST NEM-NEMS

The process of human capital accumulation is a central determinant of economic
growth (Acemoglu and Autor 2012; Acemoglu 2009; Goldin and Katz 2007).!
Traditional human capital models are built on the assumption that an
individual’s decision to invest in human capital is based on an assessment of the
net present value of the costs and benefits of making the investment (Becker
1964; Mincer 1974). In other words, individuals invest in developing their skills—
that is, they pay to acquire skills and/or forego earnings—with the expectation of
receiving returns on their investments (Veum 1995). People make most skills
investments when they are young. This is rational, as foregone earnings are
relatively low in early years; also, the earlier the skills investments are made, the
longer they can render returns (Ben-Porath 1967; Cunha and Heckman 2007).
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Hence, investment decisions made in childhood and youth have long-lasting
consequences.

The framework proposes that individual’s abilities—innate or acquired—are
the result of a series of inputs: the “human capital” production function
(Acemoglu and Autor 2012; Acemoglu and Autor 2010; Ben-Porath 1967). Human
capital forms in three main arenas. The first is the home, especially for children
below school age; the second is school, for school-aged children; and the third is
the labor market, where individuals who make partial or complete transitions
from education into employment learn through work or on-the-job training
(Behrman, De Hoyos, and Székely 2014; Acemoglu and Autor 2012; Hanushek
and Woessman 2008; Veum 1995). Taking these channels into account, the num-
ber of years of schooling and/or employment experience is considered a stan-
dard predictor of individuals’ human capital endowments (Krueger and Lindahl
2001; Barro 2001; Barro and Sala-i-Martin 1995) 2

In the literature, youth economic disengagement is presented as youth who
are not in education, employment, or training (NEET) and so are not accumulat-
ing human capital. The “NEETs” (or “nem-nems”) comprise a—perhaps simplis-
tically defined—group of disengaged youth who have long been a concern of
policymakers; from a schooling and labor market perspective, they represent
both a potentially underutilized human resource and a condition many young
people find difficult to overcome, contributing to inequality and social exclusion
(De Hoyos, Rogers, and Popova 2013; Bynner and Parsons 2002; Croxford and
Raffe 2000).

But emerging evidence indicates that simply capturing access to education
and employment, while necessary, is not sufficient to measure adequately human
capital accumulation, especially among youth. It is not only the years of school-
ing or work experience that matters to building human capital. Hanushek and
Woesman (2008) and Hanuschek and Zhang (2009), for instance, argue that
years of schooling is a poor proxy for human capital, since it undermines both
the quality of schooling received and the quality of the skills acquired, whether
cognitive, technical, or socioemotional (Cunningham and Villasefior 2016;
Heckman and Rubenstain 2001). Also, while the conventional “Mincerian” wis-
dom postulates that wages are an increasing and concave function of work expe-
rience, recent evidence shows some workers experience wage stagnation or
even deteriorating earnings prospects with increasing work experience. This is
often explained by the “churning” in modern labor markets (Burdett, Carrillo-
Tudela, and Coles 2011).

Based on this more nuanced view of time spent in education and work, the
conceptual framework presented in this chapter considers a concept of youth
economic disengagement that is a continuum and allows for less extreme stages
of disengagement than youth who are out of school and out of work. Here eco-
nomic disengagement is any state (temporary or permanent) during which indi-
viduals stop accumulating human capital. This state can arise from inadequate
access to and/or low-quality opportunities for skills development at school and
learning through work. Hence, youth who are out of school and out of work com-
prise just one segment of a larger population of economically disengaged young
people—the segment whose disengagement is the most extreme. This larger
population of disengaged youth is mostly ignored in the computation of youth
disengagement national statistics around the world, and in Brazil. Furthermore,
it is often overlooked in policy discussions on how to boost a country’s produc-
tivity and growth potential.
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A SKILLS-BASED HUMAN CAPITAL FRAMEWORK

Building on seminal models of human capital formation and assuming the pres-
ence of competitive markets (Becker 1964; Mincer 1974), the optimal choice of
human capital accumulation in our conceptual framework is achieved when the
marginal benefits of investments in human capital equal their marginal costs. As
markets are competitive, an increasing supply of human capital will increase in
turn the relative output of skills-intensive activities and, thus, reduce the skills
premium enjoyed by educated workers (Goldin and Katz 2007).

Human capital augments effective units of labor and makes workers more
productive. At the macro level, the aggregate production of the economy (Y)
depends on physical capital (K), human capital (HK) measured as efficiency
units of labor, and technology (A4) (Goldin and Katz 2007). The production func-
tion is assumed to have constant returns to scale on K and HK:

Y = f(K,HK,A) @

At the micro level, HK(a) denotes the human capital accumulated by an indi-
vidual at age a. The model assumes human capital accumulation occurs through-
out life (Behrman, de Hoyos, and Székely 2014; Cunha and Heckman 2007). The
stock of human capital accumulated at any given age a, denoted here by HK*(a),
depends on the human capital accumulated until age a-I and on the marginal
human capital acquired at age a. In other words, investments made in previous
years influence the decisions individuals make concerning human capital invest-
ments today. Additionally, the framework allows for the possibility that human
capital can deplete at an exogenous rate, p, which can vary with time.

HK¢=p,HK: ,+HK, ®)
where 0 < p <1if HK =0and p, =1if HK_ > 0.

Youth economic disengagement, defined by dHK¢/d, <0, reflects a partial or
permanent stop in human capital accumulation, during which the stock
of human capital remains unchanged and/or depletes. Using the definition of
“youth” that is widely used in Brazil, figure 2.1 shows different illustrations of
alternative paths for the accumulation of human capital, across ages 15 to
29 years old.

In figure 2.1, a fully engaged individual follows the trajectory of the upper
(blue) curve in the figure, accumulating human capital throughout his or her life
cycle. This curve represents the “aspirational” norm for youth engagement. The
level and shape of this trajectory may, of course, vary across different contexts
and individual characteristics, but, in general, it represents a top-performing
student who receives a high-quality education before joining the labor market in
a rewarding and constructive job that offers opportunities for learning. At the
other end of the engagement spectrum is the lower (dotted red) line in the figure,
representing an individual who is out of school and out of the labor market, and
whose human capital is stagnant throughout his or her life.

While these two extreme cases are a simplistic representation of the reality,
they are needed to keep the model tractable.? In between these two extreme dis-
engagement states are intermediate stages encompassing youth who are in the
formal school system but enrolled in low-quality education or training institu-
tions, youth who are out of school and holding first-time jobs in the informal
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FIGURE 2.1
Heuristic illustration of youth economic engagement and

disengagement paths
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FIGURE 2.2
Portraits of youth disengagement from a skills and jobs perspective
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Sources: Angel-Urdinola and Gukovas 2018, and Rios-Neto 2017.

sector and/or with temporary contracts, and youth who are holding jobs for
which they are not qualified. The two black dotted lines in figure 2.2 document
this range of possibilities. Understanding these different states and the factors
that generate them is essential to determining the education and labor market
policies that might bring individuals closer to the aspirational norm of full eco-
nomic engagement.

Table 2.1 offers some examples of different stages of youth disengagement, at
school and/or in the labor market, across different age ranges. Across columns it
reports different “stages” of engagement, from full school and labor engagement
to full disengagement, and including intermediate stages. Going beyond school
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TABLE 2.1 Alternative types of youth engagement, by age
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AGE RANGE FULLY ENGAGED PARTIAL ENGAGEMENT | PARTIAL ENGAGEMENT II DISENGAGED

15-17 years  Attending high school Attending high school Attending lower secondary Out of school with
without age-grade without age-grade school with some age-grade  incomplete secondary
distortion; learning at distortion; starting an distortion and learning school; either out of work
proficiency levels for all apprenticeship program trajectories with cumulative  or in a low-quality job
types of skills deficiencies

18-23 years  High school graduate High school graduate Attending high school with School dropout with
attending a high-quality attending a low-quality age-grade distortion or incomplete secondary;
higher education course; (likely private) university; attending a second-chance  either out of work or in a
doing an internship working at a full-time job program; having a first labor  low-quality job
program market experience in a

temporary/low-quality job
24-29 years  Tertiary graduate in a Tertiary degree; full-time High school graduate Incomplete secondary

full-time job (white-collar)
in the private sector (large
firm) or as public servant

worker, potentially white
collar in any private sector
firm; working less than full
time

(low-quality public school or
second-chance program); in
temporary or low-paid job
(even if formal)

school; either out of work
or in a low-quality job

Notes: In Brazil, apprenticeship programs are regulated by the Apprenticeship Law (“Lei do Aprendiz”). An apprentice has a paid formal labor contract and
pays lower taxes than a full-time worker; the apprenticeship must, however, be tied to a registered technical course and aim to provide on-the-job
experience. Individuals should have a maximum daily commitment of six hours of work and time in the technical course combined, and apprentices who
have not yet completed upper secondary school must be enrolled in school. An internship, which can be paid or unpaid, is regulated by the Internship
Law and is arranged by a formal contract associated with a tertiary-level degree. An intern must be enrolled in a tertiary institution and should not have
more than six hours of work per day. For a discussion, see Marra et al. 2015.

attendance and labor market participation, it proposes some of the actual school
and labor market characteristics influencing learning (in school or at work) that
influence the extent of human capital accumulation throughout life. For teenag-
ers between the ages of 15 and 17, for example, the degree of age-grade distortion
(that is, students are older than they should be for the grades they are in) signals
learning challenges in school, while for young adults ages 18-23, attendance at a
high-quality university will potentially provide skills that are of value to the
labor market. In the work arena, an internship that complements what the stu-
dent is learning in the forma classroom is potentially better than being unem-
ployed or an holding an informal, low productivity job, where the opportunities
for on the job training are reduced.

Maximizing the utility function

Individual wages, w , are determined by the market price and the individual’s
human capital at any given age a, denoted by a,. Individuals need to be employed
to render wages:*

w, = o, HKS, 3)

In every period, individuals can choose to study, work, or stay idle. The num-
ber of hours spent in formal education and working, denoted by h¢ and h!,
respectively, are bound by a time constraint H. Domestic activities and house
care have an hourly cost, denoted by P,. Individuals who study or work need to
bear this cost. With a discount rate, J, in every period, individuals maximize
their utility function, determined by a vector of consumption items, C , over their
life cycles, subject to their maximum disposable income, E :

a

Max faaU(ca,h;) s.t.

i

C, <E,

e h < for every a,
o th, <

@
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where
E,=y,- py(hi+h.) (5)

Individual income, y , consists of the individual’s wages, if employed, plus
other income, denoted by y , from such external sources as family allocations and
government transfers:

Ya=wh+y, ©

Solving the previous maximization model, we find that

oUu oU &, dU [ ow, ow,
5“EW“+6"@: 25 a—qhtl(ahs _ahé )for every a. (7)

Equation (7) indicates individuals’ optimal allocation of time between study
and work. The left side of the equation denotes the marginal utility gain the per-
son obtains when working. For every additional hour worked, the individual gets
paid more, consumes more, and, ultimately, gains utility from such consumption.
The right side indicates an individual’s optimal choice will be to work one extra
hour if the expected increase in future wages from doing so is larger than the
expected increase in future wages for an extra hour of education.

To understand individuals’ decisions better, one can use equation (3) to
express changes in their marginal wages as a function of their human capital and
its labor market value:

d J0HK; L JHK .
BZ; = ahjt = aHpi o L wherej={e, I}. ®

Substituting (8) into (7), we have that

2p=5,99,, 159U 0K, o 9
ort o MO g T o] ®

aC,

t 1=a

max t
where B = Z[S‘a—UWtaHpi) epresents the discounted present value of

t>a
future consumption purchased through future wages. The left-hand side of
equation (9) represents the marginal lifelong benefits from studying an
extra hour.

The decision only to study

Looking at equation (9), an individual will choose to study only if the following
are true:

a) The marginal return on human capital from studying is greater than that from
working.

b) The individual expects to be rewarded for this investment in the future, when
the skills acquired in education will render higher wages when the individual
chooses to work (so that B > 0).

¢) The individual can afford to forego wages today while paying the price of
domestic care and consuming (y, is large enough).

When individuals are young and have not yet learned the basic skills that are
acquired though education, the decision only to study is clearly their best option.
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If the quality of education is good enough for individuals to increase their human
capital, which will be rewarded in the future, and if the transfers are enough
to provide for consumption and bear their costs of care, they will remain only
in school.

The decision to start working

Equation (9) provides some intuitive information about when individuals choose
to join the labor market:

a) When the potential gains from working an extra hour become larger than the
gains from studying an extra hour

b) If w_becomes attractive enough so that the utility brought by the consumption
is larger than the disutility of an extra hour of work

¢) When the present restrictions require the individual to enter the labor market—
that is, if y, becomes insufficient to pay for the minimum consumption and care

The decision to quit school

Still regarding equation (9), individuals will choose to leave school if the follow-
ing are true:

a) The marginal gain in human capital from an extra hour of work is greater than
that from an extra hour of study.

b) The marginal gain in human capital from an extra hour of study is greater than
that from an extra hour of work, but y is small, and w_and p, are large.?

¢) The individual does not receive enough returns in the future on the accumula-
tion of human capital through education to compensate for foregone consump-
tion today—that is, B is close to zero.

The decision to become a nem-nem

After individuals drop out of school, they will choose to work if one or more of
the following are true:

a) The discounted expected wages are more than enough to pay the expected value
of domestic care.

b) The individual expects to receive enough returns on the accumulation of human
capital through employment in the future to compensate for the foregone con-
sumption today.

¢) Transfers are large enough that individuals can afford to work with wages that
are lower than the cost of domestic care while still accumulating human

capital.

If at least one of these three conditions is not satisfied, individuals are better
off being NEETs.

Disengaged employment

Individuals may choose to work even if they do not gain any human capital from
doing so. This will occur if, in any period a, given the individuals’ human capital,
the wages obtained would allow them to consume more than if they stay idle.
A final implication of the framework is that, even if conditions are completely
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adverse, individuals may be forced to work to be able to afford some minimum
level of consumption.

The human capital production function

The production function individuals face when making human capital invest-
ment decisions is a complex system of technical, institutional, and price fac-
tors that determine what inputs contribute to skills development. This
framework assumes human capital is mainly formed through education and
acquisition of skills on the job and the ways in which these combine and aug-
ment a person’s intrinsic ability. The returns on these inputs (that is, their mar-
ginal products) depend on several exogenous factors at the individual /family
level (such as health and nutrition), community level (such as quality of avail-
able infrastructure), and macro level (such as government policies, technol-
ogy, and public spending; Behrman, Hoyos, and Székely 2014; Ben-Porath
1967). In such a context, the human capital production function can be
described as follows:

HK(a)=f(E(R,7,), L(.7.), U(7.)), (1)

where E(hj ,}/a) denotes the skills acquired through formal education, L(hé ,ya)
denotes the skills acquired through employment experience, and 7, is a set of
exogenous factors at the individual, family, community, and macro levels that
influence the skills development process. The model assumes education and
employment are imperfect substitute-factor inputs in the production function.
In other words, formal education cannot fully develop the skills individuals can
acquire while in the labor market, and vice versa. Finally, U denotes the individ-
ual’s intrinsic ability, which is assumed to be age invariant.

Human capital accumulation through formal education

The framework here assumes being in school is a necessary but not sufficient
condition for human capital accumulation through formal education. As
expressed by equation (3), human capital accumulation contributes to increas-
ing the individual’s earnings only if education attainment contributes to the
improvement of the individual’s skills set. In other words, human capital accu-
mulation through formal education occurs only if the system has the capacity to
promote additional cognitive, technical, and socioemotional skills, denoted
respectively by s¢, s/, s¢:

E(RS,v,)=f(s5(hSv.))i=1e 65}, (12)

as formalized by Glewwe and Kremer (2006); in the context of formal education,
skills development follows a production function that depends on an individual’s
completed years of education, the quality of school inputs, and schooling prices.
Hence,

S; (h;,’ya): f[YS(a)’Q(ya’ EP)’ I(’}/a)’ H(Ya)’P(Ya’ EP)]’]: {C; t: S}’ (13)

where YS denotes the years of completed education, Q represents educa-
tion quality, I and H represent student and household characteristics,
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respectively, and P represents the price of schooling. The quality of school
inputs is influenced by exogenous factors (). Additionally, school inputs Q
and schooling price P are also influenced by education-specific policies,
denoted by EP.

Human capital accumulation through work experience

Standard models assume every year of work experience increases human
capital (Becker 1964; Mincer 1974). Such increases, however, slow down
with age, following a concave pattern throughout the worker’s employment
cycle (Rubinstein and Weiss 2007). The classical approach assumes labor
market experience (1) could help workers develop firm-specific skills, s;, as
well as other cognitive, technical, and socioemotional skills, denoted respec-
tively by s/, s/, s':

L(hy,)=f(s(h7.))si={F e t.sh (14)

A worker’s decision to change jobs will occur when, for a similar level of
human capital, the new job offers a higher human capital rental value. Workers
who enter unemployment and become economically disengaged experience
human capital decumulation (deterioration). Employed and unemployed work-
ers receive job offers per a Poisson process with parameter z, > 0. Job destruc-
tion shocks bring individuals into unemployment according to a Poisson process
with parameter 7, > 0. A job offer with a higher rental value will contribute to
increasing the worker’s wage.

While jobs provide workers with wages, having a job may not be a sufficient
condition for human capital development if the job does not contribute, over
time, to building the worker’s skills set. In this context, a worker’s capacity to
build skills through employment experience can be formalized as follows:

s¢(nl,7,)=f[YOE(a), T(a, LP, EP), 73 (7, LP),

15)

75 (v LP,K), IT(y,, Py ) Jforj ={f,c,t, s},
where YOE denotes the worker’s years of experience, T denotes the quality and
relevance of training provided to the worker by the firm, IT denotes the firm’s
investments in technology, P, denotes the price of technology, and K denotes a
worker’s contract security (for example, no contract versus fixed term versus
open ended). LP and EP denote labor and education policies, respectively.
Implicitly, equation (15) suggests workers’ skills development through employ-
ment experience occurs when jobs provide adequate training opportunities
along the course of their careers; if workers move up into better jobs; and if they
are less exposed to job destruction shocks.

Equation (15) contains other important messages. First, job creation and
job destruction shocks can vary over time and depend on exogenous factors
at the individual, family, community/sector, and macro levels. Second, the
quality of training provided by the firms, as well as job creation and destruc-
tion shocks, are influenced by the worker’s contract type as well as by labor
and training policies, such as labor regulation, minimum wage policy, and
regulation of technical and vocational education and planning (TVET) and
apprenticeships.
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HOW THE ANALYTICAL FRAMEWORK INFORMS
POLICYMAKING

Several features of this conceptual framework are pertinent to rethinking the
design of education and labor policies in Brazil for youth to encourage a more
relevant skills development process.

First, the risk of youth economic disengagement can arise even when individ-
uals are studying or working if they are not building skills that are valued in the
workplace. Indeed, individuals can study and work for long periods of time and
face a complete stagnation in their human capital development. This occurs pri-
marily if the formal education system and labor market do not contribute to
building skills and competencies that are valued in the labor market. Therefore,
simply observing only individuals’ time allocation is insufficient to determine
their potential level of engagement. A population with a low proportion of
NEETSs may still have a high likelihood of engagement, and ultimately face stag-
nant productivity, if workers and students do not have opportunities to continue
acquiring skills.

Second, policies and programs that support higher levels of economic engage-
ment, in school and work, are best implemented as early in the life of beneficia-
ries as possible, and even before adolescence years. On the one hand, early
investments in human capital formation have the potential to bring returns for a
longer time horizon, throughout the individuals’ productive lives (added output
effect). On the other, the increased marginal return of an additional hour invested
may change individuals’ time allocation, increasing even more their human cap-
ital (substitution effect). This book focuses mainly on the process of human cap-
ital accumulation, and the decisions involved in this process, for teenagers and
young adults. Describing it as a dynamic model, however, also acknowledges that
the process begins much earlier. Cunha and Heckman (2007) and Heckman
(2011) have already shown the importance of early childhood development
throughout the entire process of human capital formation.

Third, even if study and work are contributing to the development of individ-
ual’s human capital, they may choose to drop out of school or quit work if the
costs of engagement are higher than the benefits. Individuals may drop out of
school, for instance, if their income is insufficient to meet their consumption
needs. In such cases, they choose to forego future utility to consume today. The
framework also suggests entering the NEET state is a rational decision made by
some individuals. This happens when, for given human capital endowments, the
returns on employment are low, and the income available to them allows them
more utility than if they were employed. Those individuals who are employed
can have their utility reduced (compared to those out of work) because of the
hours actually worked, and they may also bear a cost of home care. This case is
particularly relevant for women with low levels of human capital, who often
account for the largest segment of the youth NEET population. It is also relevant
for teenagers and young adults who have ceased to accumulate human capital in
school and face a labor market that offers low wages and no learning opportuni-
ties, while still counting on transfers from parents or the government.

In addition, the framework shows that the returns on investments in human
capital diminish when the individual does not anticipate working in the future.
Moreover, it shows individuals choose not to work when wages are low, the cost
of home care is high, and they have enough income transfers to cover the costs
of their consumption and domestic care duties. Considering these two facts,
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policies that improve labor market conditions, raise earnings, and reduce the
cost of home care will have a direct impact on the incentives to engage the cur-
rent adult population. They will also indirectly increase the investment in human
capital of the younger generation by offering them incentives to invest.

A last implication is that policies can make a critical difference to whether
time allocated to education or work directly contributes to the actual develop-
ment of human capital. In the case of education, policymakers should look
beyond school enrollment to focus as well on ensuring the quality of learning
is adequate, that what is taught in schools and universities is valued by the
market, and that access to education remains affordable. In the case of work,
policies that encourage firms to contract with workers formally, deliver rele-
vant on-the-job training, and support the use of new technologies that increase
workers’ productivity will affect the individual investments. In addition,
policies that ensure faster transitions across jobs and are supported by
incentive-compatible and financially sustainable consumption-smoothing
(insurance or savings) instruments, job intermediation, and job search sup-
port services are also important.

NOTES

1. This chapter of the book draws heavily on Angel-Urdinola and Gukovas (2018), and Rios-
Neto (2017).

2. The literature has often measured human capital as the present value of the labor incomes
that could be expected to be generated over the lifetimes of the people currently living,
given their levels of education and experience (Jorgenson and Fraumeni 1989, 1992a,
1992b).

3. The new qualitative work developed for this book by Machado and Muller (2018) docu-
ments wide diversity in these categories. Not all “nem-nem” youth, for instance, are neces-
sarily in extreme forms of idleness.

4. The value of the parameter ¢, depends on contextual variables affecting labor productivity
and price, such as labor market regulation, sector of specialization, factor technology, and
other macroeconomic conditions.

5. Recall that h*<H-h!, and C, < wh! +y, - pd(h;' +hi) for every a. They are equal when
the restrictions are binding.
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The Youth School-to-Work
Transitions, and
Challenges Ahead

ABSTRACT The risk of youth disengagement in Brazil goes well beyond the
large—and recently increasing—numbers who are out of school and out of work.
Today, more than 60 percent of Brazilian youth 15 years of age start ensino médio
with significant learning gaps and high age-grade distortion rates. These defi-
cient learning trajectories across a range of competencies often start during
ensino fundamental, or even earlier in the life cycle, and are never reversed by a
low quality public education system. In addition, the risk of school and work
disengagement continues throughout life, with high rates of informal employ-
ment among the younger segment of the youth population. Furthermore, youth
in the labor market are subject to important “scarring effects,” sustained over
time, from early periods of inactivity. The present holds reasons to be concerned
about the future. The patterns of falling youth informality and the lessening like-
lihood of being both out of school and out of work began reversing with the
financial crisis of 2015-16. Furthermore, the trend of falling returns to education
and the misperceptions among youth of the actual returns to education likely
reduce further the incentives of youth to undertake further investments in

education.

THE RISK OF YOUTH DISENGAGEMENT: BEYOND THE
STATUS OF OUT OF SCHOOL AND OUT OF WORK

The concept of youth disengagement proposed in the previous chapter goes
beyond the status of being out of school and out of work to capture the lack of
human capital accumulation even while in school and /or working? This broader
concept of being at risk of disengagement includes youth who are in school but
already have delays in learning and some level of age-grade distortion and, thus,
are unlikely to be acquiring the right competencies for an increasingly
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competitive labor market. These youth do not necessarily end up both out of
school and out of work, but they are still settling for less than their optimal
potential; they are forced to accept lower-paying jobs or join the informal labor
market, or they actively look for jobs but are unable to find them. Broadening the
focus of education and labor market reforms to include the less-than-fully-
engaged segments of society beyond those within the out-of-school and out-of-
work category is crucial to achieving real advances in Brazilian youth
engagement.

Table 3.1 reports several trends in basic statistics on youth disengagement
between 2004 and 2015, using the Brazilian national household survey,
Pesquisa Nacional por Amostra de Domicilios (PNAD).2 The table shows that, as
of 2015, 52.2 percent of youth could be considered at risk of disengagement, as

TABLE 3.1 School and labor market engagement of Brazilian youth, 2004-15

Percent
2004 2015
(1) (2)
Share of population 15-29 years old in total population that are: 27.2 23.5
Studying only 19.0 22.0
School-age gap (*) 36.5 21.3
Studying and working 15.4 1.5
Informal (*) 64.9 51.7
Wage < minimum wage 43.4 37.6
Out of school and out of work (¥) 20.2 23.2
Active 32.1 36.3
Inactive 67.9 63.7
Working only 45.4 43.3
Informal (*) 54.1 42.3
Wage < minimum wage 28.6 20.1
Disengaged youth, of which: 61.7 52.2
Males 46.5 48.2
Females 53.5 51.8
Teen moms, disengaged 80.6 73.5

Sources: Based on Pesquisa Nacional por Amostra de Domicilios (PNAD); IBGE 2004-15.

Notes: “Working only” refers to the share of youth who only worked during the reference period. “Informal without carteira
assinada” is the share of youth who only worked in jobs without carteira assinada (employees without carteira assinada,
domestic workers without carteira assinada, self-employed, self-employed in production for their own consumption,
construction workers for their own use, unpaid workers, and workers who did not declare the type of occupation). “Wage <
minimum wage” is the share of youth working (only) with monthly wages below the minimum wage. “Studying only” is the
share of youth who only attended school. Age-grade distortion is defined for students ages 15-29 years as the difference
between current age (measured as of March 31, of the reference year) and the appropriate age for the grade in which he or
she was enrolled. “Studying and working” is the share of youth who worked and attended school. “Out of school and out of
work” are the share of youth that does not work or attend school. “Active out of school and out of work” are those out of
school and out of work that searched for jobs in the reference period. “Inactive out of school and out of work” did not search
for jobs. “Disengaged youth” are the youth 15 to 29 years old that (1) work in the informal sector (regardless of only working or
also studying), (2) only attends school, but are lagging in learning (with a school-age gap) and, (3) do not work or attend
school (are out of school and out of work, regardless of being active or inactive). These statistics are denoted with (*).
“Teen-moms, disengaged” is the proportion of teenage mothers that are disengaged. Teenage mothers are those less than
18 years old by the time of birth of the last child born alive.
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they were out of school and out of work or in school or working but failing to
acquire relevant human capital for high-productivity jobs. It also reports the
breakdown of disengaged youth across different groups for 2004 and 2015,
respectively. Drawing on the conceptual framework in chapter 2, we define
disengaged youth as those 15-29 years old who are out of school and out of
work or are working in the informal sector (either only working and not
attending school or doing both) and those who attend school but have some
age-grade distortion (all denoted by (*) in the table). We consider out of school
and out of work those who are not working and not attending school, whether
or not they are searching for a job.

The overall risk of becoming disengaged from school or work fell by almost
10 percentage points in the decade between 2004 and 2015. Table 3.1 shows that
this fall in the likelihood of being disengaged is driven by two factors. First,
Brazilian youth today are more likely to be only studying than ever before. The
share of those only studying increased from 19 percent to 22 percent from 2004
to 2015. Furthermore, the age—grade distortion rate has also improved. In 2004,
36.5 percent of youth had some age—grade distortion; by 2015, this had dropped
to 21.3 percent.

This progress, however, hides some heterogeneity across education levels.
While the average age-grade distortion rate for those students still attending
ensino fundamental (until grade 9) decreased (from 59 percent in 2004 to 56.4
percent in 2015), for those in ensino médio, it rose slightly, by 3 percentage points.
This change was likely driven by the increased access to ensino médio and the
likely lower ability of the (new) entering students, leading to an increase in the
average age-grade distortion rate. Second, when working, Brazilian youth are
now significantly less likely to be informal workers (or to hold low-paid jobs,
defined as jobs paying monthly wages below the minimum).

The increased access to school has benefited most the youngest and the most
vulnerable youth. Costa et al. (2017a) have documented patterns in how youth in
Brazil have allocated their time since 1995. They found a substantial change,
with an overall increase in time spent attaining education. Figure 3.1 shows the
changes in time allocation nationwide for youth of different ages. Among the
youngest subset, ages 15 to 17, the likelihood of “studying only” increased by

FIGURE 3.1
Time allocation of Brazilian youth, 1995 and 2015
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formal or informal jobs; “Only work” represents youth who are not enrolled in school but hold formal or informal employment.
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24 to 31 percentage points in the two decades leading up to 2015. The share of
this youngest group who “only work[ed]” decreased by 14 to 17 percentage
points. This important progress was especially pronounced among the most vul-
nerable of the youngest group, defined as black women between the ages of 15
and 17 with age-grade distortion, in the first income quintile, living in the rural
area of Brazil’s northeast region. As shown in figure 3.2, these young people
became significantly more likely to be only studying, with that percentage more
than doubling, from 21 percent in 1995 to 55 percent in 2015.

The risk of disengagement among youth also fell because of the decreasing
likelihood of their holding informal contracts, and, until around 2008, the
decreasing probability of their being both out of school and out of work, as shown
in figure 3.3, panel a. This decline was mainly driven by the performance of
women, whose share of idle youth fell from 31 percent in 1995 to 27 percent in
2008, as seen in figure 3.3, panel c. In contrast, for men, the out-of-school and
out-of-work rate remained constant over this same period (figure 3.3, panel b).
Table 3.1 reports that, of all youth ages 15-29 who only worked in 2015
(20.8 million), 42.3 percent (8.8 million) did so informally and 20.1 percent
(4.2 million) for less than the minimum wage. This is an improvement from
2004, when the rates of youth informality and below-minimum wage work
with respect to the working-only youth population were 54.1 percent and
28.6 percent, respectively. This progress is important, as these jobs, while not
paying well, also very rarely provide the opportunity for youth to build necessary
skills for better jobs later in life, leaving a substantial number of those who only
work lacking the human and financial capital they so badly need.

FIGURE 3.2
Change in time allocation for youth ages 15-17, by vulnerability group
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Source: Costa et al. 2017a.

Notes: For comparability, data do not include households in rural areas of the northern
region. The “Out of school & out of work” category represents youth who are not engaged
in education, employment, or training. The less-vulnerable group comprises men who are
white, without age-grade-distortion, in the fifth income quintile, urban, and from the
southeast region. The more-vulnerable group comprises women who are black, with age-
grade distortion, in the first income quintile, rural, and from the northeast region.
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FIGURE 3.3
Brazilian youth out of school and out of work by age and gender, 1995-2015
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Notes: For comparability, data do not include households in rural areas of the northern region.

OVERALL, LEVELS OF YOUTH DISENGAGEMENT ARE HIGH
AND UNEQUAL WITHIN THE COUNTRY

Most teenagers in Brazil (15-16 years of age) complete ensino fundamental
(grades 1 through 9) but already have important deficiencies in learning. The
first column in figure 3.4 reports the share of this group who are either in school
or have dropped out. Two facts are worth noting. First, by age 15-16—when stu-
dents should be attending the first year of ensino médio, had they not had any
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FIGURE 3.4

Youth ages 15-16 enrolled in school and youth who are out of
school, 2015
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Note: Ensino fundamental comprises grades 1-9 and ensino médio grades 10-12. Youth
ages 15-16 with no age-grade distortion should be attending grade 10. Age-grade
distortion is defined for students ages 15-29 years in the education system as the
difference between their current age (measured as of March 31, of the reference year) and
the appropriate age for the grade they are enrolled in. In the race category, “black”
includes self-reported races “preta” and “parda.” Other races (indigenous and East-Asian
origin) are not reported due to very low frequencies (less than 1 percent of the

sample combined).

type of age-grade distortion—13.2 percent (approximately one of eight) are
already out of school and have dropped out of the formal schooling system.
Second, among those remaining in school, only 37.9 percent are in the appropri-
ate grades for their current ages, while most of the students (24.4 percent) are
lagging by at least two full years of education (that is, they are attending eighth
grade or less). This implies that youth start ensino médio with highly deficient
learning trajectories on core foundational skills—academic, cognitive, and
behavioral skills—from their years of ensino fundamental.

Although Brazil has made some advances in improving learning since 2000,
itis still among the countries in Latin America and the Caribbean (LAC) with the
lowest proficiency levels among 15-year-olds. The country has stagnated and
perhaps even regressed since 2012 as measured by the international assessments
of student learning across most subject areas. Brazil’s Program for International
Student Assessment (PISA) score for math, for instance, which was 334 in 2000,
peaked at 391 in 2012, but fell to 377 in 2015 (not reported). This placed it well
behind neighbors such as Argentina and Chile and well below the OECD aver-
age. Furthermore, over half of 15-year-olds in Brazil scored below the basic level
of proficiency in both reading and science (World Bank 2017; see figure 3.5).
These have tremendously negative consequences for future learning, leading to
stunted achievement trajectories.

These learning deficiencies certainly contribute to Brazil’s having among the
highest grade repetition and dropout rates and the lowest completion rates for
upper secondary education in the Latin American region (see figure 3.6). Despite
improvements in access to ensino médio achieved since 2004, most Brazilian stu-
dents today still do not complete it, and many drop out of the formal schooling
system without the relevant skills to be productive in the workplace. Chronic
overage, deficient learning, and large dropout rates among ensino médio



The Youth School-to-Work Transitions, and Challenges Ahead | 53

FIGURE 3.5
GDP per capita and PISA 2015 performance, international comparison
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FIGURE 3.6

Enroliment by age in selected Latin American countries, urban, 2015
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FIGURE 3.7
Brazilians ages 25 and older, with completed secondary education or more
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students—large even from an international perspective—lead to secondary com-
pletion rates well below those of other LAC countries. The green curve in
figure 3.6 represents Brazil’s school enrollment by age. Notable is that Brazil has
the steepest drop of all countries represented, indicating that dropouts become
quite common at that stage of education.? Figure 3.7 shows that only 43 percent
of the Brazilian population age 25 or over had completed secondary education,
in contrast to 54 percent in Chile and 65 percent for the OECD.

Brazil’s low school completion rates are of concern and have important impli-
cations. First, in a country with increased access to and use of digital technolo-
gies (Almeida, Corseuil, and Poole 2017) and shifting demands for skills, holding
an upper secondary degree is a minimum prerequisite for access to higher-
quality jobs. Second, these low completion rates are also keeping youth from
enrolling in tertiary education, with the greater access it provides to higher-
quality jobs in the formal sector.

By the time youth reach 18 years of age in Brazil, more than half are out of
school and without the solid set of skills they need to achieve high employability
and attain productive jobs; hence, they are more likely to be unemployed.
Figure 3.8 shows time allocation for youth ages 15-29 for Brazil and Chile in 2015
and Argentina and Mexico in 2014, comparing urban areas in the four countries.
Beyond reporting in each the shares of youth who are both out of school and out
of work or working and/or studying, it also classifies the employment of those
working according to type of contract in the labor market (that is, wage earners
versus others). Among the half of Brazilian youth who are already out of school
when they turn 18, an important share is out of work as well. Brazil stands out in
LAC and around the world for the magnitude of this problem (De Hoyos, Rogers,
and Székely 2016)—a performance in contrast to much longer stays in school for
all the other countries. In Chile, it is only by age 21 that half of youth are out of
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FIGURE 3.8
Time allocation for urban youth in selected Latin American countries
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FIGURE 3.9

Unemployment rates for urban youth in selected Latin American
countries, by age
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FIGURE 3.10

school; approximately 70 percent of Chileans 18 years of age are still in school,
and almost 80 percent are in school and working.

Aside from low education completion and proficiency rates, other drivers of
youth disengagement in Brazil include regional location, gender, and household
income. Within Brazil there is a large—although diminishing—diversity in the
rates of youth disengagement across regions. The North and the Northeast per-
form worst. There disengagement can be above 60 percent, as compared to the
South, with 41.7 percent. Evidence discussed in chapter 1 (map 1.1) had shown
significant heterogeneity within regions, and across the 27 Brazilian states. In
the Northeast, states with the lowest levels of disengagement include Sergipe,
Pernambuco, and Rio Grande do Norte. Since 2004, however, Brazil has made
important progress in reducing the risk of disengagement, with the lagging
states starting to catch up to the better-performing ones. Figure 3.10 shows some
convergence over that period.

Another essential predictor for learning trajectories and for completing
ensino médio is income. The positive relationship between income and student
achievement in ensino fundamental (measured by the Third Regional
Comparative and Explanatory Survey, or TERCE) can be observed throughout
most of LAC and also clearly in Brazil (see figure 3.11). This shows how learning
disadvantages for students from lower-income households start forming in
ensino fundamental, continue into upper secondary education, and potentially
can last well into life. In 2004, approximately 50 percent of youth in the lowest
income quintile completed more than five years of education, with a dismal
12 percent or fewer continuing in school through ensino médio. While those
numbers had improved considerably by 2015, they were still unacceptably low.
Of youth in the lowest quintile, 50 percent remained through eight years of edu-
cation, and nearly 20 percent completed ensino médio. Those among the highest
quintile, on the other hand, completed ensino médio at rates above 60 percent in
2004 and 80 percent in 2015. The gaps between curves observed in figure 3.12

Youth disengagement fell during the period of rapid economic growth, but is now
rising: Trends by region and nationally, 2004-15

Percentage of youth disengaged
relative to the youth population
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Source: Estimates based on Pesquisa Nacional por Amostra de Domicilios (PNAD), 2004-15.

Note: PNAD was not conducted in 2010. The graph reports the trends for the shares of disengaged youth in
each state relative to the state’s youth population at the state level and nationwide. Disengaged youth are
those 15-29 years old who (1) work in the informal sector (including those only working and those also
studying); (2) only attend school but are lagging in learning (that is, have some age-grade distortion); or (3)
do not work or attend school (that is, are out of school and out of work, regardless of being active or inactive).
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FIGURE 3.11
Cross-national comparison of reading scores, by income, 2013
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FIGURE 3.12

School completion by income quintile, 2004 and 2015
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illustrate this wide disparity in education completion for youth at different
income levels.

Yout

h disengagement also has an important gender dimension. Table 3.1

(above) shows that, as of 2015, 51.8 percent of the disengaged youth in Brazil
were females. This is largely explained by the large share of women with chil-
dren who are out of school and out of work. Costa et al. (2017a) have found
that, although the share of women who are out of school and out of work had
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fallen as of 2015, the largest share of youth neither studying nor employed
could still be attributed to women with children, just as in 1995. The share of
women with children among the group of “nem-nems” fell by over 15 percent-
age points, from 50.4 percent in 1995 to 35.3 percent in 2015 (figure 3.13,
panel a). As of 2015, however, the share of NEET youth among young females

FIGURE 3.13
Demographic breakdown of out-of-school and out-of-work youth, 1995-2015
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(both with and without children) was still close 50 percent (figure 3.13,
panel b), despite the large progress made by this group in increasing their
school attendance during the period. Box 3.1 discusses how very strong gen-
der norms and reduced motivation and aspirations are especially binding con-
straints for women, ultimately determining their youth disengagement and

A qualitative perspective on out-of-school and out-of-work youth

In a new qualitative study, Machado and Muller (2018)
examine the school and labor trajectories and the atti-
tudes and perceptions of out-of-school and out-of-work
youth in the Brazilian state of Pernambuco. The study is
based on interviews with young men and women ages
18-25, and it covers a wide range of themes, including, in
particular, perceived barriers to future aspirations. To
benchmark this group, the researchers also collected
information for a set of “positive deviance cases” of
youth who had completed high school and were attend-
ing tertiary education institutions and/or were about to
enter the labor market. Three different profiles of out-
of-school and out-of-work youth emerged from this
study, depending on the types of barriers faced:

» Barriers to internal motivation characterize youth
lacking aspirations or an internal predisposition to
return to school and/or work. This group includes
mainly women living with partners and women
with small children. The main constraint is their
internalization of restrictive social norms that
enforce their role as caregivers whose lives are
focused on the domestic sphere. Such normsinclude
the roles of “good wives and mothers” for girls and
“breadwinners” for boys and partners’ and commu-
nities’ control over women’s mobility (for instance,
the negative associations imposed on “outgoing
women”). In addition, women’s work is considered
less meaningful and important than men’s. These
factors, de facto, shape women’s aspirations and
actions in their transitions to adulthood.

e Barriers to action characterize youth who, unat-
tracted by the low-skilled jobs available to them,
aspire to resume formal schooling to pursue spe-
cific careers but do not act to achieve their goals.
This group includes predominantly single youth
without children. The absence of role models seems
to be one driver of their behavior.

Source: Machado and Muller 2018.

» External barriers limit even motivated youth,
who aspire to return to work and/or school and
continually try to do so but cannot overcome these
obstacles. Examples include lack of job opportuni-
ties, lack of human capital for certain opportuni-
ties, and lack of financial resources, and/or other
practical difficulties in combining work and study.
Other factors are long distances, inadequate school
hours, or gender discrimination by employers,
constraining especially women.

Beyond profiling, the research highlights the need
for more customized skills and job policies for youth
that address the barriers faced by the different groups
in Brazil. Machado and Muller also stress that the
“capacity to aspire” is adaptive to individuals’ social
environment, and that it can be changed. The “posi-
tive deviance cases” of urban youth, for instance,
show they are more likely to interpret difficulties as
“stepping stones” to the achievement of their longer-
term goals. They proactively tend to seek new oppor-
tunities to progress with their plans and build
resilience strategies based on increased persever-
ance, self-confidence and self-reliability. This resil-
ience is based on solid relationships with parents,
peers, and/or partners. Greater exposure to role
models and networks provide them—particularly
young women—with a greater sense of “possibility.”
Second, tackling gender norms that influence youth’s
main references for attainable work and/or educa-
tion trajectories is essential. Finally, multidimen-
sional interventions that tackle internal and external
barriers are needed everywhere, but especially in
rural areas, where all these constraints seem to be
more binding. There, where jobs and industries are
scarcer and farming is considered a suitable profes-
sion only for males, youth perceive fewer good
economic opportunities.
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FIGURE 3.15
Youth exiting from out of school and out of work, 2012-14
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labor trajectories. As figure 3.14 shows, half of the female respondents to a
2016 survey who were out of school and out of work agreed that “taking care
of children should be the mother’s responsibility even if sacrificing work and
study” (Gukovas and Kejsefman 2017).

Being a male and having completed upper secondary education are import-
ant variables pushing individuals out of the out-of-school and out-of-work sta-
tus. Young people making these transitions out of the out-of-school and
out-of-work status differ across gender, age, educational attainment, and geo-
graphical area. From the first quarter of 2012/2013 to that of 2013/2014
(aperiod of one year), the exit rate into employment or employment and study
was about 35 percent (see figure 3.15). Almost 50 percent of the men exited, but

FIGURE 3.14
Women'’s perception of their child care responsibilities, 2016
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only 30 percent of the women. The exit rate was higher for older youth, as well
as youth who lived in metropolitan (as opposed to rural) areas and had com-
pleted more education. The substantial disparity this represents across socio-
economic backgrounds corresponds with the reasons youth fall into the
out-of-school and out-of-work status in the first place.

YOUTH DISENGAGEMENT PATTERNS IN THE FUTURE

During the economic crisis of 2015-16, the transitions from the out-of-school
and out-of-work status became more difficult. The overall rate of transition from
the first quarter of 2015/2016 to that of 2016/2017 dropped to only 30 percent
(see figure 3.16). Heterogeneity among exiting youth in gender, geographical
area, age, and educational attainment remained similar to that in 2012-14.
Statistically, a 15-year-old girl who had not completed ensino fundamental and
was living in a rural area had the lowest chance of going back to school or joining
the labor force; conversely, a mid-20s male with completed secondary education
living in an urban setting had the highest probability of leaving the out-of-school
and out-of-work category.

In other words, the NEET “trap” became even more persistent during the
financial crisis. Over 60 percent of NEET youth remained in the category from
the first quarter of 2015/2016 to that of 2016/2017. This means the average prob-
ability for an individual in the NEET category at the beginning of the period of
being in that group at the end of the year was greater than 60 percent. This rate
increased from 57.6 percent (not reported) during the pre-crisis period to 61.3
percent during the crisis (see table 3.2).

Costa et al. (2017b) also showed that the patterns of transition out of the NEET
category, as in the earlier period, were quite heterogeneous across socioeconomic
backgrounds. Furthermore, they found about 20 percent of youth ages 15-17 who
were in “only study” at the beginning of the later period fell into the out-of-school
and out-of-work group or the “only work” group one year later. This share was
especially high for females. Finally, only 10 percent of youth ages 18-24 in full-time
study at the beginning of the period were employed a year later.

FIGURE 3.16
Youth exiting from out of school and out of work, 2015-17
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TABLE 3.2 Youth ages 15-29 remaining in NEET category during financial
crisis, 2015-16

FIRST QUARTER, FIRST QUARTER, YEAR t + 1 (%)

YEAR t (%)

NEET ONLY WORK STUDY AND WORK  ONLY STUDY  TOTAL
NEET 61.3 27.6 2.3 8.8 100
Only work 15.3 78.2 5.1 1.3 100
Study and work 10.7 27.4 43.0 19.0 100
Only study 18.0 6.2 10.7 65.2 100

Source: Costa et al. 2017b.
Notes: Table reports the transition rates across each of the states, NEET, only work, study and work,
and only study, in Brazil, between quarter 1 of time t and quarter 1 of yeart + 1.

FIGURE 3.17
Percentage of workers in informal jobs by age, 2004-15
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Source: Based on Pesquisa Nacional por Amostra de Domicilios (PNAD), 2004-15.

Notes: PNAD was not conducted in 2010. Informal jobs include the following categories:
Other employees without carteira assinada, employees without carteira assinada, domestic
workers without carteira assinada, self-employed, self-employed in production for the own
consumption, construction workers for their own use, unpaid workers and workers that did
not declared the type of occupation.

Of further concern have been increasing trends in youth unemployment, in
the propensity of being out of school and out of work, and in informality.
According to Costa et al. (2017a), the positive pattern of falling NEET rates
observed since 1995 has recently reverted. As figure 3.3 (above) shows, the lowest
disengagement level—captured by the NEET rate—for all youth was 13.5 percent
in 2009. After that, NEET rates began to rise for all youth, back to levels seen in
the early 2000s. By 2014, the rate for men, at 8 percent, was nearly the highest it
had been for the previous 20 years. To Foguel et al. (2017a), this pattern suggests
that NEET rates and levels of disengaged youth act countercyclically to the
health of the economy.

As the fall in the returns on labor market experience seems to have stalled
in Brazil at 2 percent, there are concerns about further progress in closing the
youth labor earnings gap. Figure 3.19 reports estimates for the experience and
education earnings premium for all wage earners ages 15-64 between 2004
and 20154 Several interesting facts emerge. First, consistent with Aedo and
Walker (2012), Montenegro and Patrinos (2014), and Ferreira, Firpo, and
Messina (2014), the returns on education have fallen in Brazil. This is likely
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FIGURE 3.18
Unemployment by age, 2004-15
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Notes: PNAD was not conducted in 2010. Unemployment rate is percentage of
economically active population that is unemployed.

FIGURE 3.19
Evolution of education earning premiums in Brazil, 2004-15
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Notes: PNAD was not conducted in 2010. Panel a reports the OLS estimates of the additional
years of schooling and the returns on experience, as defined in Montenegro and Patrinos
(2014). Panel b reports the OLS estimates of the dummy variables to denote completed levels
of schooling (primary, secondary, and tertiary). The sample only includes wage earners
(employees, military, and civil servants) ages 15-64.
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FIGURE 3.20
Wage returns on higher education in LAC, ca. 2010
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related to the increase in the supply of education documented above running
ahead of the increase in the demand for education. This trend may reduce the
incentives for youth to invest in education. Second, there is a steeper fall in the
returns on completed tertiary education as compared to the completion of sec-
ondary and primary education degrees. Third, the rise in the minimum wage
has driven part of the fall in the returns to labor market experience.® Significant
evidence indicates this pattern held across the formal and informal sectors, as
the minimum wage is also a benchmark in the informal sector (Silva et al. 2015;
Ferreira, Firpo, and Messina 2014).

After decades of expansion in access, falling and diverse wage returns have
also been reducing the incentives of youth to invest in higher education.
Figure 3.20 shows that holding a higher education degree in Brazil yields, on
average, an earnings premium of 125 percent, which is above the Latin American
average of 104 percent (Ferreyra et al. 2017). Broken down by type of institution,
the net return on university degrees is higher in almost all fields compared to
professional institutes and technical trainings. Since only 12 percent of Brazilians
have completed some form of higher education, considerable room remains for
gains in employment and earnings. One important question is whether selection
can explain part of this result, or whether it reflects real labor market gains for
similar individuals. Almeida et al. (2017) considered this question. They still
found high individual wage rate returns on the investment in higher education
and large heterogeneity across different higher education providers, even after
accounting for differences across students in many observable and frequently
unobservable characteristics (such as quality at entry).

Misinformation—and wide variation—in the perceived returns on education
also reduce the incentives for investing in human capital, at school or at work.
New evidence collected for this report through a new youth survey collected by
RIWTI suggests Brazil’s youth are uncertain as well as misinformed about the ben-
efits of human capital investment when it comes to schooling (Gukovas and
Kejsefman 2017). When provided with the average income of a worker with a
certain level of education and asked what someone with additional years of edu-
cation might make on the job, the vast majority of the survey respondents under-
estimated the true value of additional years of school. Of respondents in a new
survey, for instance, over 40 percent thought a worker with just fundamental edu-
cation who makes R$1,226, on average, would fetch the same salary as a worker
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FIGURE 3.21
Perceptions of benefits of human capital investment, 2016
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Source: Gukovas and Kejsefman 2017, based on a new youth survey collected by RIWI in Brazil 2016.

Notes: Figure shows people’s perceptions regarding investments in human capital. Respondents were provided
with the average monthly wage of a worker with completed basic or secondary level of education and were
asked to estimate the wages of people who complete a specified level of education by choosing one alternative
out of different wage ranges. The light blue bar indicates the average monthly wage that is observed in the
labor market, for that same educational level, in the PNAD household survey (2016). The two questions were
made in sequence; after answering the first, the respondent would be told the average wage of a worker with
secondary education complete.

who had completed secondary education; only 14 percent overestimated the
value of the same investment. And the reality is quite different. A worker with
secondary education earns a premium of more than 50 percent over the base rate
for a worker with completed fundamental education (R$1,900 to R$2,100, on
average). See figure 3.21 for the complete response to the survey question.

The high unemployment rates among youth are likely a reflection of
especially high turnover rates and do not necessarily represent protracted
unemployment periods (Cunningham 2009). While young adults are more
likely to become unemployed than prime-aged adults, they are also more likely
to leave unemployment, to have greater turnover in the labor market in general,
and to have periods of unemployment of similar duration to those of prime-
aged adults. Cunningham (2009) netted out young adults’ higher general
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turnover rates to find they were no more or less likely to be unemployed than
members of other age groups. This suggests that young people’s elevated unem-
ployment rates in Brazil reflect higher rates of turnover than among other age
groups, similar to findings about unemployment among European youth
(Quntini et al. 2007). The turnover may reflect the “shopping around” hypoth-
esis, where young people may be trying out different types of jobs to find those
that best meet their interests and needs.

Rather than a sign of a dynamic labor market, the high rate of churn comes at
a cost to total factor productivity, however. Rocha, Pero, and Corseuil (2017)
found that in firms where turnover is lower and the average duration of employ-
ment is longer, total factor productivity is higher. They argued that a “learning by
doing” effect obtains, allowing firms at which workers stay longer to develop
firm-specific human capital. This gives those firms a significant productivity
advantage that is borne out in the data and is robust to alternative specifications
of total factor productivity and to analysis using control variables?

High levels of churn may also reveal perverse incentives created by employ-
ment regulation and worker protection programs. A debate as to why turnover is
so high has been going on among labor economists in Brazil for years. Although
definitive evidence is so far lacking, a strong link between worker movements
and the system of entitlements, such as access to unemployment income sup-
port, is becoming apparent. Gonzaga (2003) and Zylberstajn and Silva (2015), for
example, have shown high turnover despite earnings losses in the destination
workplace. Pinto (2015) has documented evidence of induced dismissals: a spike
in the share of dismissals at the de jure vesting period for unemployment insur-
ance and a finding that 6 percent of those dismissed “without just cause” returned
to the same firm after a period more or less equivalent to the maximum payout
period for unemployment insurance.

Exploiting evidence from variation in the enforcement of labor regulations
within Brazil (captured by labor inspections), Almeida and Carneiro (2009;
2012) found that stricter enforcement of labor market regulations leads to higher
unemployment, especially among youth. As enforcement becomes more strin-
gent, workers at the top of the formal wage distribution bear the cost of the man-
dated benefits by receiving lower wages. Wage rigidity (due, say, to imposition of
the minimum wage) prevents this downward adjustment at the bottom of the
income distribution. Hence, formal sector jobs at the bottom of the distribution
become more attractive, inducing the low-skilled, self-employed to search for
formal jobs. Unemployment is more likely to increase among youth and females
than among other groups. Almeida and Carneiro (2009) have also found that
stricter enforcement of labor regulation constrains firm size and leads to higher
unemployment.

Failing to accumulate high-quality human capital early in their professional
careers leads youth to persistently lower labor market outcomes during adult-
hood. According to Cruces, Ham, and Viollaz (2012) and Gukovas and Moreira
(2017), in a new background paper prepared for this report, higher informality
rates among youth 16-24 lead to higher unemployment and informality rates
and lower hourly wages in adulthood nationwide. Evidence also shows, how-
ever, that the negative labor market impacts of early informality spells dissi-
pate over time if youth acquire more education and job-relevant competencies.®
As might be expected, the “scarring impacts™ on the labor market are even
higher when youth is out of school and out of work early in life (as opposed to
being employed in informal jobs). The authors show that cohorts with a larger
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incidence of young people out of school and out of the labor market have sig-
nificantly worse labor market outcomes, particularly for males. This negative
impact of being out of school and out of work between the ages of 16 and 24 is
statistically significant with regard to the probability of holding informal jobs,
being unemployed, or receiving lower-paid jobs later in life. Interestingly, the
scarring impacts on wages do not seem to dissipate as the individuals age,
while the effects on unemployment last until approximately age 35 and on
informality until age 45.

NOTES

1. The qualitative work produced as a background to this book by Machado and Muller (2018)
shows the categories used to define the nem-nem group are a simplification. Particularly,
most Brazilian women who are nem-nems are engaged in some form of unpaid work.

2. Unless noted, statistics in this chapter were computed based on PNAD, which is col-
lected by the Instituto Brasileiro de Geografia e Estatistica IBGE) annually. PNAD is a
nationally representative household survey, with a stratified and clustered sampling
design that ensures coverage of rural and urban areas in every Brazilian state. Prior to
2004, it did not include households from the rural areas in the northern region of
Brazil. “Youth” is considered the population between 15 and 29 years of age. The chap-
ter considers thata child enters the first year of elementary school at age six. Elementary
school is compulsory and comprises nine years of education (ages 6-15), while high
school generally comprises three years of education (ages 16-18). The “ninis” or
“nem-nems” category captures youth who are not engaged in education, employment,
or training. We use the terms “ninis” and “nem-nems” interchangeably for youth who
are out of school and out of work.

3. While the curves in figure 3.6 appear similarly steep for all the countries represented,
Brazil still has much worse enrollment outcomes than the others. In addition, it generally
spends more on education as a percentage of gross domestic product (GDP) than Argentina,
Chile, and Mexico, respectively. Brazil’s government expenditure per secondary student is
nearly 22 percent of GDP per capita, while Chile spends 15 percent and Mexico 16 percent
of GDP per student. This underscores the need for reform in Brazil’s education system
aimed at improving efficiency and getting more out of spending, rather than just engaging
in more spending.

4. The regression includes as main dependent variable the log (monthly wages) for all wage
earners. The main dependent variables are average years of schooling, a female dummy
variable, years of experience, years of experience squared, region dummies, an urban
dummy, and a dummy for whether the person is black (including either African American
or mestico) and another for indigenous. We also include a dummy variable for whether the
person is in informal employment (formal is omitted). Figure 3.19, panel b, reports the same
regression, but with years of education replaced by three dummy variables: completed pri-
mary, completed upper secondary (ensino médio), and completed tertiary school. The “edu-
cation” omitted category is having zero years of education completed in the first regression
and having less than primary education completed in the second. All standard errors are
clustered at the region level.

5. Measured here by age minus years of schooling minus six.

The survey is described in detail in Gukovas and Kejsefman (2017), and information about
the survey firm is available here at https://riwi.com/. In a third question, respondents were
provided with the average wage of an academic secondary school graduate and asked to
estimate the average wage of a technical secondary school graduate. Of the respondents,
51 percent estimated a lower wage for the technical secondary school graduate, while
26 percent overestimated it.

7. At the individual level, the international literature says it is less clear that short unemploy-
ment spells have a lasting impact on the labor market. Newmark (2002) showed that stay-
ing in the same job had positive impacts on wages for both men and women in the United
States, while Gregory and Jukes (2001) showed churning itself to be a smaller issue than
long unemployment spells.
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8. Cruces, Ham, and Viollaz (2012) show that for Brazil, a spell of unemployment among
youth increases the probability of being informal and unemployed in early adulthood, but,
again, these effects dissipate after the age of 35.

9. Ruhm (1991) first defined “scarring” as the lasting effects spells of unemployment can have
into adulthood, as opposed to “blemish,” when the worker is affected only for a short period
after the unemployment spell.
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Developing School-Based Skills

for Higher Productivity

ABSTRACT A low-quality education system, coupled with misinformation about
the real returns on education, are key drivers of school disengagement among
young people in Brazil. Deficiencies in learning trajectories start well before
ensino médio and are not reversed by a low-quality education system. They lead
to high grade repetition and age-grade distortion rates in ensino médio and to
one of the lowest high school completion rates in Latin America and the
Caribbean (LAC). Implementation of the 2017 education reform will create both
challenges and opportunities to improve student engagement, but complemen-
tary interventions are needed to reduce grade repetition in and dropouts from
ensino médio. While tackling deficiencies in learning trajectories for students
before they start ensino médio is important, identifying and prioritizing a policy
agenda for youth ages 15 and over in the formal schooling system is also

essential.l

Chapter 3 argued that the education system in Brazil is facing a learning crisis
brought about by its failure to reach all students, especially adolescents and
young adults. The World Development Report 2018 (WDR; World Bank 2018)
acknowledges the recent strong expansion in access to education around the
world, including in Brazil, but flags as a very worrisome trend the slow progress
in improving learning levels. Figure 4.1 shows that high-performing Brazilian
students in the Programme for International Student Assessment (that is, those
at the 75th percentile or above in the PISA learning distribution) would rank in
the bottom quarter (that is, at the 25th percentile or below) in a wealthier coun-
try, such as Korea, or when benchmarking against the average of the Organization
for Economic Co-operation and Development (OECD) countries.?

Learning shortfalls during the school years of ensino fundamental eventually
show up as weak skills in the workforce. Successful student trajectories in ensino
médio are very much determined by the quality of those trajectories, including
with regard to learning and grade repetition at early stages of the life cycle.
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The focus of this chapter, however, is on secondary and postsecondary reforms,
where learning among many adolescents and young adults in ensino médio has
been stagnant for years (see figure 4.2, for example).2
Cumulative learning deficiencies, starting early in life, are not reversed by the
public education system. They lead to a lack of interest and motivation in school
among adolescents and, ultimately, in high dropout rates from the formal school-
ing system. As shown in figure 4.3, the main reason students drop out of upper
FIGURE 4.1
Cross-national comparison of PISA mathematics scores, 2015
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FIGURE 4.2
Proficiency trend for math learning in Brazil, 2009-15
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Notes: Figure reports the average proficiency and the share of students who meet level-1
standards in math.
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FIGURE 4.3
Reasons for not attending school by gender, 2006
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secondary education in Brazil is lack of interest in what school offers (see also
Neri 2009). An overloaded curriculum and perceived waste of time are likely
important drivers. The curriculum currently used in both ensino fundamental
and médio is geared heavily toward memorization rather than critical thinking
and rarely goes into depth on specific topics. If youth find additional education
ill-suited to jobs within the labor markets they want to enter, they are more likely
to drop out and attempt to join the labor market with the education they have,
rather than flounder in school where they lack both opportunity and income. As
Machado and Muller (2018) also show, the process of dropping out is quite dif-
ferent for boys and girls. For both, however, the lack of support systems and
incentives to continue investing in education are important#

This chapter discusses the 2017 ensino médio reform and proposes complemen-
tary reforms and policies to increase the value of education as perceived by adoles-
cents and young adults and reduce the costs of school engagement. The first
section of the chapter revisits the reform, which proposes anew competence-based
curriculum and the expansion of the full-time school model nationwide. This dis-
cussion is informed by relevant international experiences with the design and
implementation of such reforms. Second, the chapter reviews complementary
education programs and policies aimed at improving the learning trajectories of
youth and reducing grade repetition and, ultimately, reducing dropout rates from
ensino médio. Last, the chapter discusses selected interventions to help promote
more transitions among adolescents to high-quality higher education opportuni-
ties and reviews the progress that has been made.

THE 2017 ENSINO MEDIO REFORM: SEVERAL
OPPORTUNITIES DURING IMPLEMENTATION

In 2017, the federal government of Brazil passed a reform of the upper secondary
education system, including the introduction of a competence-based curriculum

73



74

SKILLS AND JOBS IN BRAZIL

(the ensino médio reform) and the extension of the full-time school (FTS) model.
The ongoing upper secondary reform aims mainly to address the overloaded
curriculum—focused on memorization of academic subjects—reduced school
hours and instruction time, and the perceived irrelevance of the curriculum for
entry into the labor market and higher education. Until 2017, Brazilian high
school students had 13 mandatory subjects during a four-hour public school day.
Approximately 40 percent of young boys identified lack of interest, including in
the contents of a poorly structured curriculum, as their main reason for drop-
ping out (figure 4.3). It is, thus, reasonable to establish a link between this lack of
school engagement and the general lack of skills needed for the labor market
among graduates from public upper secondary schools. Moreover, public school
students find it difficult to progress to tertiary education, as they must compete
with better-prepared private school students, especially for admission to the
tuition-free public universities.

The ensino médio reform supports a new competence-based curriculum, with
streamlined core academic subjects and the teaching of higher-order cognitive
and socioemotional skills. Adding flexibility to the curriculum is key; the old
upper secondary curriculum included thirteen mandatory subjects, and stu-
dents had little or no flexibility in pursuing their fields of study. The recent
reform proposes, first, to reduce number of mandated subjects from thirteen to
three (core) subjects: Portuguese, math, and English; second, to allow each
student to select a “learning itinerary” from one of five broad knowledge
areas: languages, mathematics, natural sciences, humanities, or technical
education; and, third, to base the curriculum on the development of core compe-
tencies, including socioemotional skills. In addition, those who choose the
technical itinerary are now offered a more balanced workload, as the hours allo-
cated to technical courses and/or internships in firms are included in total study
time—hence reducing mandatory study time in academic subjects.

The new curriculum is a long overdue and promising reform to reduce the
number of dropouts while supporting learning among adolescents. Drawing
from experiences in Mexico and other OECD countries, such as Poland and
Portugal, the addition of flexibility to a new competence-based curriculum can
be an important step in increasing student motivation and engagement in Brazil.
Strengthening access to relevant technical subjects while maintaining a good
balance between basic foundational and technical skills is also important to
increase the attractiveness of secondary education (Almeida, Amaral, and Felicio
2015). In most OECD countries, the offering of accelerated, flexible curricular
pathways instead of sequential courses is associated with greater student reten-
tion and final certification.

The 2017 reform also extends the full-time school (FTS) model, with the
objective of meeting the targets defined in the National Education Plan (Plano
Nacional de Educacfo, or NEP). The FTS program lengthens the school day at
the upper secondary level ® where most students in public schools have, on
average, four hours of daily classes. The reform provides financial support for
states to increase the school day to at least five hours in all schools and to seven
hours in selected targeted schools (that is, from 800 to 1,400 hours per year in
the latter).2 The extension of the FTS model is intended to accompany the new
curriculum and the provision of new school facilities (such as new labs).

While these reforms are an important part of Brazil’s education policy, they
are not without challenges and risks. The federal government establishes the
functional norms for all levels of education, including the new core secondary
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curriculum—Base Nacional Comum Curricular (BNCC)—but implementation is
subnational, as upper secondary education is the responsibility of the states.”
Hence, the extent to which federal law can regulate how states will ultimately
implement these reforms is limited. While promoting flexibility and encourag-
ing different modalities, curriculum reform has the potential to create and
deepen educational inequities, as some states and schools will be more efficient
in the redesign of their curricula to be aligned fully with the BNCC and the NEP
legal framework, while others will do a better job of integrating new technolo-
gies and adapting textbooks; others will offer better teacher training programs to
SEEs officials, technical staff, school principals, and pedagogical coordinators;
and still others will be more effective in redeploying teachers.

At the federal level, this poses a unique opportunity for the MEC to address
such inequalities by strengthening its monitoring and evaluation (M&E) system,
increasing the technical capacity it provides to states, and, most importantly,
encouraging and rewarding good practices in their implementation. A revamped
governance structure in the education sector could support new delivery models,
piloting and evaluating them rigorously before their broader scale up. Ministries
of education in several countries have innovated by implementing such “labs” as
they seek more cost-effective solutions than their existing systems. In LAC, Peru
has pioneered this experience by implementing an evaluation “lab” like those
already in effect in Australia, the United Kingdom, and the United States.®

The ensino médio reform also creates important challenges at the subnational
implementation level that translate into opportunities for delivering high-
quality and cost-effective education programs. Three important areas of inter-
vention include strengthening M&E and the private sector focus of technical
education; supporting the development of socioemotional skills; and piloting
and evaluating models for extending the school day.

Strengthening the M&E and private-sector focus in
technical education

The provision of technical education in Brazil has strong design features,
including good blending across technical and academic knowledge and a ver-
tical permeability, with transitions into higher education. Almeida, Amaral,
and Felicio (2015) discuss three main advantages of the Brazilian technical and
vocational education and training (TVET) system that should be preserved, as
well as strengthened. First, the system displays high levels of vertical permea-
bility across upper secondary and tertiary levels. In other words, those in tech-
nical education in Brazil are likely to move from secondary to higher education
(which is unusual for technical education in Latin America), so it is not a dead-
end track. Second, and related to this, students in upper secondary technical
education have greater employability and wage returns than their peers in aca-
demic tracks (Almeida, Anazawa, Menezes-Filho, and Vasconcellos 2015). This
vertical permeability is important to keep and strengthen further (Almeida,
Amaral, and Felicio 2015; Schwartzman and Moura Castro 2013). Third, tech-
nical and academic subjects are generally well integrated in the Brazilian
system of education, ensuring that students who choose a technical track also
have ongoing education in essential foundational subjects, such as math, sci-
ence, and Portuguese. The three main alternative tracks at the upper second-
ary level (integrado, concomitante, and subsequente) all combine technical
courses with general courses.
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Moving forward, placing the private sector more squarely at the center of
technical education while strengthening the M&E of TVET programs will be
essential. While the current reform addresses important issues, including the
imbalance in workload across tracks, ample room remains to make curricu-
lum more relevant and its delivery more cost effective during implementa-
tion. By rebalancing the workload (in school hours) across technical and
academic “itineraries,” the reform will promote higher student interest in
and take-up of the technical track. But while the current ensino médio reform
should improve access, there are concerns with the quality and relevance of
the contents offered. Almeida, Amaral, and Felicio (2015) and Silva, Almeida,
and Strokova (2015) discussed in depth the still-reduced collaborations with
the private sector of most public TVET providers across a wide range of pro-
gram features (such as curricular contents, teacher training opportunities,
and internships). Moreover, while the MEC houses comprehensive adminis-
trative datasets on TVET, such as the National System of Vocational Education
and Information Technology (SISTEC), these data and statistics are not reg-
ularly used to track employability of TVET graduates, and/or inform design
of TVET policy.

To ensure the quality of technical education and promote public and private
partnerships in the formal public school system, more such partnerships need to
arise. This will inevitably bring new challenges, including certification and
accreditation issues. Almeida, Amaral, and Felicio (2016) have also highlighted
the importance of (1) guaranteeing the quality and relevance of program content,
including through more innovative curricula and pedagogies and a strong atten-
tion to and articulation of core foundational skills (cognitive and socioemo-
tional); (2) better technical preparation for teachers and trainers, including
greater linkage with sector experience; and (3) making career guidance available
to support students’ school-to-work transitions and the sector or job redeploy-
ments of older trainees.

Supporting the development of socioemotional skills

Schools in Brazil (especially private schools) are increasingly incorporating
socioemotional skills (SESs) into their curricula, with promising results in learn-
ing outcomes (Loureiro and Szerman 2017). SESs include competencies related
to curiosity, self-regulation, determination—or “grit”—resilience, empathy, and
self-esteem, to name a few. While for some youth the optimal age for the devel-
opment of SESs comes earlier in the life cycle, others best gain these skills in
their teenage years.

Multiple types of interventions could be developed to support SESs, includ-
ing schoolwide approaches, standalone interventions, and post-school pro-
grams. Among public schools, the experience of the state of Rio de Janeiro is
probably the best known. In a partnership with the Ayrton Senna Institute, the
state’s education secretary integrated the development of socioemotional skills
into the academic curriculum through selected changes.? An evaluation showed
that participating students performed better on Portuguese and mathematics
assessments than comparable students in similar public schools (Ayrton Senna
Institute 2014). These encouraging results led to an expansion of this program in
2014 to more than 50 state schools.

The development of SESs has attracted the interest of other LAC policy-
makers. Mexico and Peru, for example, have experimented with schoolwide
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approaches by investing in new curricula and accompanying teacher training.
As illustrated by box 4.1, such efforts show that, while having a good program
design is fundamental, ensuring local capacity and resources to follow through
on implementation is also needed. That said, given Brazil’s ongoing ensino
médio reform, the country seems uniquely positioned to consider more sys-
tematic reforms to develop social and emotional skills and include them in
new learning standards and curricula, as has been done in Colombia and the
United States.

How to build 21st-century skills into secondary curriculum:

Lessons from Mexico and Peru

With World Bank support, Mexico and Peru designed
programs to teach SESs to primary students in (in
Peru) and secondary students (in Mexico and Peru).
The objective of Escuela Amiga (“Friendly School”)
in Peru was to improve SESs, school climate, and
learning in high-risk urban schools, from grades 1 to
11. It consisted of a socioemotional learning curricu-
lum, teacher training programs, and specialized sup-
port by psychologists, pedagogues, and social
workers.

Construye-T (“Build-T”), in Mexico, aims to
develop SESs in high schools to improve students’
present and future well-being. Like Escuela Amiga, it
includes a socioemotional curriculum, and it provides
virtual courses and online resources and materials for
teachers. Both programs focused on developing
“intrapersonal” traits (such as self-awareness and self-
regulation), “interpersonal” traits (social awareness
and positive communication and collaboration), and a
goals-oriented mindset (“grit” and responsible deci-
sion making). The curriculum proposed series of
scripted 50-minute lessons following the SAFE
(sequenced, active, focused, and explicit) approach to
classroom activities.

The implementation of these programs highlights
important lessons. First, while classroom teachers
were charged with the task of delivering the sessions,
some were less prepared and motivated to do so than
others. Offered the opportunity to teach SESs, most
teachers took it. This had advantages over hiring exter-
nal facilitators in terms of costs and connection with
students.

Sources: Kudo 2016 and http://www.construye-t.org.mx/.

Second, making printed materials available for all the
students and teachers was challenging. In Peru, toolkits
were delivered in the first phase of implementation of
Escuela Amiga, but later the only available materials
were those provided online. Frequently, teachers and
schools did not have the resources to print them. In
Mexico, the materials are also available online for teach-
ers and schools to print using their own resources,
which imposes similar constraints to those seen in Peru.

Third, ensuring timely support and “troubleshoot-
ing” mechanisms to help teachers and schools imple-
ment the SES curriculum proved a challenge. The
curriculum required teachers to prioritize listening
over lecturing; focus on the students’ experiences
rather than the teacher’s expertise; and build relation-
ships with the students rather than impart concepts
and theory. In many cases, this approach conflicted
with more traditional ways of teaching.

Teachers also faced the constraints imposed by
their own social and emotional skills. The programs
found that training all the teachers could be costly,
while cascade training might be ineffective and online
training insufficient. In addition to any or all these
forms of training, having mechanisms in place for
teachers to evaluate their experiences of implementing
these curricula proved important and to evaluate their
own performance proved essential to ensuring the sus-
tainability and adoption of the program. These mecha-
nisms could take the form of support groups within
schools, mentoring, or, as in the case of Escuela Amiga,
external but regular support, or they could include a
combination of all these.
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Piloting and evaluating models for extending the school day

The FTS reform at the upper secondary level can produce important impacts on
education if design and implementation arrangements are made at the subna-
tional level. Recent evaluations in LAC have shown extension of the school day
may positively influence dropouts and learning, but success depends on the
implementation arrangements (Holland, Evans, and Alfaro 2015).12 In Brazil, the
Mais Educacdo (More Education) program extended the school day from four
and a half to seven hours in public state and municipal ensino fundamental
schools.! But it failed to produce the impacts on dropouts or learning initially
expected (see Almeida et al. 2016; Oliveira and Terra 2016).22 Recent qualitative
work led by the World Bank showed substantial heterogeneity in the implemen-
tation of the program, as well as in several other subnational experiences (World
Bank 2015). Box 4.2 shows the promising implementation lessons for the current
reforms learned from selected state- and municipal-level experiences, respec-
tively, in Pernambuco and Rio de Janeiro municipality. There, important deter-
minants of program success are the quality and relevance of the curriculum
offered to students; how well the contents of the “extra” school hours are artic-
ulated with the contents of the core-mandated curriculum; the quantity and
quality of teachers participating in extra time (including whether they have full-
time contracts and their career prospects); whether students with learning diffi-
culties have access to tuition programs; and whether additional training is
offered to school directors.

Promising lessons from the Pernambuco and Rio de Janeiro single-shift

program for implementation of the ensino médio reform

The Pernambuco and Rio de Janeiro experiences with
extending the school day show that any resulting
gains in academic learning are likely related to how
the additional time is used (through an enriched cur-
riculum strongly related to core curricula) and teach-
ers’ time commitment to the project (through the
assignment of full-time teachers). In Pernambuco, the
extended-day policy has expanded the network of
full-time schools in upper secondary education
(grades 10-12) through two models: reference schools
and technical schools. The target group for both
programs are underperforming schools. The
extended-time schools have 45 hours of activities per
week, of which 35 are dedicated to academic courses
and 10 to complementary activities, such as physical
education, computer instruction, and science. This
expansion of educational, cultural, and athletic and
arts experiences is promoted through the assignment

Sources: Loureiro and Szerman 2017, and Cruz et al. 2017.

of dedicated full-time teachers focused on improving
student motivation and learning.

In Rio de Janeiro, the Single Shift Program (Turno
Unico) offers additional time (for a total of seven hours
daily) that is filled with a diverse and enriched curricu-
lum, including reinforcement classes in basic courses,
second languages, computer instruction and science,
and extracurricular activities (such as music, arts, and
dance). Teachers in Turno Unico schools work full-time
in one school, an arrangement associated with higher
teacher motivation and efficacy. Turno Unico also high-
lights the importance of having adequate and modern
infrastructure to support the model. Cruz et al. (2017)
has found that when the extra school time is organized
within a structured curriculum, a full-time teacher ded-
icated to a single school and receiving focused training
on the extended-day model may have a significant
impact on student dropouts and achievement.
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BEYOND THE ENSINO MEDIO REFORM: SUPPORTING
EFFECTIVE TEACHERS AND SCHOOL MANAGEMENT FOR
HIGHER LEARNING

The WDR (World Bank 2018) highlights three key school-level ingredients for
achieving higher learning: prepared learners, effective teaching, and
learning-focused inputs, along with a fourth—skilled management and
governance—to pull them all together. Brazil has made strong progress in recent
decades to encourage attendance, reduce poverty, and improve preparation of
learners (with expansion of access through Bolsa Familia, among other efforts).
The two areas in which Brazil would benefit from bigger and bolder changes are
teachers’ skills and the quality of school management and governance arrange-
ments to support learning.

Here we argue that the moment is right. Current demographic trends provide
a major opportunity to raise teacher standards over the next decade. With the
school-aged population in ensino fundamental expected to fall by 25 percent
from 2010 to 2025, lower-performing teachers can be weeded out through early
retirement, new teachers can be recruited to higher standards, and salaries can
be made more attractive on average and, importantly, based on performance.

More effective teachers: addressing low teacher preparedness
and motivation

Since the early 2000s, Brazil has made important progress in improving its
teachers’ education. New research prepared for this book, however (Barbosa
and Costa 2017), shows no evidence that these efforts have translated into
improved secondary student learning. Compelling evidence indicates that
teacher quality is the single most important determinant of school systems’ abil-
ity to raise student learning and that, at the national level, learning outcomes
drive the economic and social gains from education.t* And Brazil has notably
improved the initial qualifications of its teachers. The share of those holding col-
lege degrees rose from 89 percent in 2002 to 93 percent in 2016. During this
period, Brazil progressed in the dispersion of this indicator across states. Barbosa
and Costa (2017) assessed whether this trend correlated with improvements in
learning. Perhaps surprisingly, they found no evidence of a correlation between
increased teacher qualifications—as proxied by the shares of teachers holder ter-
tiary degrees and those holding degrees in their subject areas—and increased
student learning in upper secondary school, as proxied by Exame Nacional do
Ensino Médio (ENEM), the national high school exam. These results are clearly
illustrated by figure 4.4.

Why aren’t increases in the share of qualified teachers translating into better
learning in ensino médio? As discussed by Bruns and Luque (2015) and Barbosa
and Costa (2017), one likely explanation is the low quality of applicants to the
teaching profession. As in many countries in LAC, teaching does not attract top
talent in Brazil. As figure 4.5 shows, the gap in PISA math scores between pro-
spective teachers and prospective engineers is bigger in Brazil than anywhere
else in LAC and much worse than in most OECD countries. In addition, Barbosa
and Costa (2017) and Louzano et al. (2010) have presented evidence that the
upper secondary graduates interested in the teaching profession come dispro-
portionately from among the worse students in their cohorts. In general assess-
ments, the highest scoring candidates for education departments tend to score
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FIGURE 4.4
Student proficiency at the end of ensino médio and formal teacher qualifications by state, 2009-15
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FIGURE 4.5

Math performance of prospective teachers and engineers
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below the worst candidates for medicine, law, and business. The low prestige of
the teaching profession, linked to nonselective admission to teacher training and
low standards for teacher recruitment, along with flat salary trajectories with no
incentives for performance, combine to make the profession unattractive to
smart, ambitious individuals.

Furthermore, the recent expansion in initial teacher training, supported
partly by the expansion of online courses, is not equipping teachers with ade-
quate skills, either academic or pedagogical. Barbosa and Costa (2017) have
shown that more than 70 percent of Brazil’s teachers are trained in private and
low-quality, virtually unregulated teacher training schools with reduced admis-
sion and graduation standards. Many of the courses are based on distance
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learning, with few opportunities for students to discuss knowledge and contents.
In general, the quality of the curricula is poor, and future teachers graduate with
weak knowledge in subject areas and no exposure to the best pedagogical skills.
In contrast, at the public (or top private) universities, where one out of four
teachers is trained, the trainees have greater access to academic resources. Still,
anecdotal evidence indicates the curricula at these institutions are very theoret-
ical and divorced from hands-on pedagogical practices. Finally, because the
average quality of graduates is low, screening applicants in the formal schooling
system as they enter the professionis extremely importantin Brazil. Nevertheless,
most of the municipios, and many smaller states, do not have the capacity to set
up competitive recruitment processes.

Further weakening the profession is the failure of most Brazilian states to
“croom” the best ensino médio teachers with policies that place their motivation
at the center. According to Bruns et al. (2015), public school systems cannot raise
the average teacher quality unless they have the capacity to do the following:

e Hire carefully by avoiding recruitment mistakes and using probationary peri-
ods to monitor and support new teachers over a period of years

e Evaluate individual teachers’ performance systematically at regular
intervals

» Base promotions, and pay, on skills and performance, rather than years of
service

* Dismiss consistently poor performers

* Support good teachers with effective in-service training

Today, no Brazilian school system has a teacher evaluation system that allows
for performance-based pay, promotion, and dismissal of ineffective teachers—in
fact, rather to the contrary. Barbosa and Costa (2017) have shown that the wage
gap between teachers and other professions has been closing since the early
2000s. Salaries are, however, still very far below those paid in professions where
the quality of professionals is higher at entry (as proxied by the average student
admission tests).

Accountability for developing teacher performance is also low. Absence and
tardiness are endemic among teachers (20 percent are absent from school on any
given day), and classroom observations (based on the Stallings classroom obser-
vation instrument) show that, even when they are not absent, they lose 5 percent
of every class hour because they are out of the classroom—arriving late or leaving
early.* World Bank studies conducted with the states of Ceara, Pernambuco, and
Minas and with Rio municipality have shown that teachers lose 20 percent of
instructional time—the equivalent of one school day per week—because they
cannot manage their classrooms effectively (see figure 4.6). Moreover, they have
found teaching practice highly traditional, with heavy reliance on the black-
board and almost no use of information and communication technologies (ICT),
and with teachers spending most of their time lecturing or reading aloud rather
than questioning students, which research shows is most effective in promoting
learning. Like accountability pressure, effective support for teachers, with
in-service training, is also low. Brazil spends a lot on in-service training, but most
of it is contracted to universities with little interest in raising teachers’ effective-
ness in the classroom.

The large discrepancies in teacher practices within municipios, and even
within schools, also pose important challenges to policy. Important facts emerge
from classroom observation research documented by Bruns et al. (2015).
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FIGURE 4.6
Instructional time use in Brazil, and in Latin America and the Caribbean,
2009-13
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Note: Figure reports the results of the application of the Stallings observation instrument in
selected LAC countries. The last column reports the values for the proposed “good practice”
benchmark resulting from the application of the Stallings instrument in U.S. school districts
over several decades, led by Stallings and Knight.

First, teachers with the same formal qualifications and salaries, working within
the same schools, often perform very differently. The absence of a teacher eval-
uation system that can identify and reward the better-performing teachers
undermines the long-term incentives for better performance. Second, every
school has within it untapped potential for teachers to learn from their peers, but
the traditional models of in-service training, delivered by university faculty far
offsite, do nothing to catalyze and support this learning. Finally, salary incentives
are generally unconnected with teachers’ performance.

How can these challenges to improving teacher performance be addressed?
At the federal level, having a nationwide teacher entrance exam would be an
important initiative. Chile, Colombia, Ecuador, Mexico, and Peru have set
national minimum competence standards for teachers and administer an
entrance exam to all new teacher graduates that benchmark their readiness to
be qualified teachers. The exams generate evidence on the relative quality of
different teacher preparation programs and makes it possible to monitor the
quality of teacher candidates over time. This reform has been controversial in
most countries, especially among teacher unions. The exams are often intro-
duced as voluntary and later made obligatory. Implementing a national exam
of this sort in Brazil would send a strong signal that the country is committed
to providing all children with good teachers. It would also most benefit the
most vulnerable states and municipios that do not have the resources to
administer their own exams. Another important initiative would be to develop
accreditation standards for preservice teacher education schools. Chile and
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Peru have made strong efforts to eliminate the lowest quality teacher training
schools. In Brazil, university autonomy precludes closing them directly, but
accreditation reviews (coupled with poor results on a national teacher
entrance exam) would help pressure these deficient training schools out of
the market.

Innovative interventions to support the entrance of the “best and brightest”
youth into the teaching profession are also promising. Initiatives such as “Teach
for All” demonstrate how talented youth can make a difference inside the class-
room and can be coupled with more comprehensive teacher evaluations. Well-
designed teacher evaluation systems are essential to enable school systems to
promote and reward their best teachers and dismiss and/or train their ineffec-
tive ones. Brazil has ample room to strengthen its evaluation of secondary school
teachers, with the MEC stimulating this progress with financial incentives.
A good model is the Race to the Top Program established in the United States by
the Barack Obama administration. It awards competitive grants to states and
municipalities submitting proposals for new teacher evaluation systems that
include assessments of teachers’ subject mastery, as well as direct observation of
pedagogical practices in the classroom and structured feedback from students,
parents, directors, and peers. (Bruns and Luque 2015). Chile, Ecuador, Mexico,
and Peru all either have in place or are developing such systems. Some Brazilian
states, like Ceara, have also taken important steps in this direction (Bruns, Costa,
and Cunha 2017).8

Finally, coupling large public investments in in-service teacher training with
rigorous impact evaluations is necessary to ensure the cost-effective use of
resources. In Brazil, teacher training is mostly the responsibility of the MEC and
the states. Some states and municipalities are working with the more promising
training approaches, combining in-classroom learning with classroom observa-
tion and coaching. The federal government could provide incentives for them to
do more evaluations and generate more evidence on which approaches are most
cost-effective in their localities. This would make future public spending at all
levels of government more efficient. Once successful models are established, the
federal government can provide funding and technical support to help the
weaker states and municipalities adopt them.

Can technology support teaching and learning?

Can technology support learning in ensino médio, especially in more remote
areas? Can it be useful in supporting teachers to teach students at the individ-
ual level, especially in very diverse classrooms? The greater use of technology
in the classrooms is probably the most promising pedagogical intervention in
recent years to improve students’ outcomes by generating “disruptive innova-
tion” (Glewwe and Muralidharan 2015). Technology-aided instruction, how-
ever, has not been always associated with positive impacts on academic
outcomes. While some programs have been effective in improving test scores
(see, for example, Banerjee et al. 2007; Linden 2008; Lai et al. 2011; and Lai
et al. 2012), others have had no impact or even negative impacts (Linden 2008;
Barrera-Osorio and Linden 2009; Malamud and Pop-Eleches 2011; Beuermann
et al. 2013). Although inconclusive, the evidence suggests that the design and
implementation of programs are crucial, and policymakers must be cautious
about pronouncing technology interventions effective before scaling them up
(Glewwe and Muralidharan 2015).
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Technology is already profoundly changing the education sector in Brazil by
promoting literacy and equity in access and, one could argue, motivating stu-
dents and teachers. The main channels through which technology could affect
education outcomes include a potentially cost-effective expansion of high-
quality instruction using broadcast technology, exposure to better teachers
explaining more advanced concepts, additional instruction at home, and interac-
tive instruction with games and puzzles (Glewwe and Muralidharan 2015).
Following this international trend, Brazil is committed to implementing further
programs that expand access to computers in public schools and incorporate
technology into the learning process.

Several states and municipios have been using digital technology and have
implemented computer-based instruction to individualize the educational pro-
cess. The early results on learning have been promising. Exposure to technolog-
ical resources is expected to accommodate individual learning needs better and
entice students to pursue higher levels of education. Computer-based instruc-
tion can also be used to customize learning plans (World Bank 2018). The
Programa Autonomia (Autonomy Program) is one Brazilian example. In part-
nership with the private sector, this Rio state program aims to reduce age—grade
distortion in secondary public schools. It exposes students who are at risk for
repeating a grade or of dropping out to technological resources, followed by
group discussions. Other states (such as Amazonas or Bahia) exploit technology
to provide online lessons to high school students in more remote and rural areas
who lack access to physical schools.t®

Yet rigorous impact evaluations of such initiatives are scarce. One initiative
that does attempt such evaluation is underway in an experimental municipal
school of the largest favela of Rio de Janeiro. The school is using an innovative
pedagogical structure to expose students to educational software that “delivers
the entire high-school syllabus in hundreds of digital lessons incorporating text,
images, videos and exercises” (Rigby 2016). Online lessons are giving by external
lecturers with expertise in advanced topics, and students have individualized
learning plans that accommodate their interests and needs. The program “eval-
uates the students’ performance at every step, feeding real-time data to teachers
and the school”

Investing in school- and state-level management

Learning in Brazil is undermined by school leaders in most of the secondary
schools with weak management skills and low-quality, school-based manage-
ment practices. The WDR (World Bank 2018) stresses the importance of improv-
ing the management aspect of Brazilian schools, which, if it likely does not affect
learning directly, does so indirectly, through its impacts on teacher quality and
use of learning resources. Substantial reform can happen this area through the
promotion of both more effective school-based management models and
higher-quality school management.

Recently, the MEC created Plano de Desenvolvimento da Escola (PDE, or the
School Development Plan), which is the main federal initiative developed to
support school-based management. The purpose of the PDE is to spur innova-
tions at the subnational level to made schools more accountable and orient them
toward learning. The efforts include, among others, promoting greater school
autonomy, supporting merit-based appointment of school directors, and pro-
moting greater community engagement. The program promotes collaboration
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across different actors at the local level to help decentralize school management
decisions. There, the development of student assessments, complementary to
nationwide assessments, has taken place side-by-side with several “results-
based” management initiatives at the subnational level. Many systems have
designed more targeted training programs for teachers and school leaders,
together with other school support programs—for example, the holding of
annual meetings between the secretary of education and all school directors in
subregional offices to discuss progress and agree on state-level learning targets.
During these meetings, regional staff offer technical support on school develop-
ment plans to school directors of low-performing schools.

Yet these efforts remain isolated and have not been enough to change the poor
management practices observed across most systems. Bloom et al. (2014) show
that Brazil has struggled to implement effective management practices compa-
rable to those in schools in Canada, Germany, Sweden, the United Kingdom, or
the United States. The capacity of school leaders to set and share long-term
visions for their schools, as well as to offer feedback to teachers (based on class-
room observation) and support them in implementing learning assessments, are
important features of the most successful school management models.

The absence of merit-based promotions and the low-quality training pro-
grams undermine the quality of school directors. In Brazil, most school directors
are middle-aged college-educated women. They receive three times the average
salary of teachers, and turnover among them is 20 percent in municipal and
30 percent in state schools. They typically are experienced teachers and hold
relatively short job tenures. Reflecting the lack of a federal pre-service strategy
for school leaders (directors and pedagogical coordinators), most have never
received any school management training. To remedy this, Brazil’s Committee of
State and Municipal Secretary of Education (CONSED) created Progestio in
2005, as the first national in-service training program targeted to public school
leaders. The program expanded rapidly, but its effectiveness has never been
evaluated. Other challenges are the lack of merit-based selection of school lead-
ers, the local political influence over their selection, and their low autonomy
(Fundacdo Victor Civita 2009).

Several interventions to improve the quality of school management have been
implemented at the subnational level, but few have survived political transitions.
Bruns, Filmer, and Patrinos (2011) and Barrera-Osorio et al. (2009) have pro-
vided several examples of school-based management reforms. Programs paying
bonuses to the best-performing schools have been successfully evaluated in
Ceara, Minas Gerais, Pernambuco, and Rio de Janeiro (Vinuela and Zoratto 2013;
Bruns, Filmer, and Patrinos 2011). Many certification programs and community
consultations were also created to replace the political appointment of most of
school directors (Luck 2013). Most of these programs do not continue after gov-
ernments changed, typically every four years with political elections.

Another challenge to improving school management is the failure to use sys-
tematically the administrative and assessment data from Brazil’s education
system for measuring education results. Brazil’s monitoring and information
education system is one of the most sophisticated and impressive in the world.
The system includes two important features. First, a national annual assessment,
“Prova Brasil,” measures in a standardized manner student achievement in math
and Portuguese. It is administered to all fifth and ninth grade students (when the
latter finish ensino fundamental). As of 2017, “Prova Brasil” should also be covering
all twelfth grade students (in the third cycle of ensino médio). Second, Brazil
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publishes regularly a well-known index of school performance—the Index of
Basic Education Development (IDEB)Y—which combines information on learn-
ing with student passing rates across the entire basic education system.!® Third,
ENEM is a nonmandatory standardized student assessment administered in the
twelfth grade, when students graduate from high school 2 Equipped with all this
information, Brazil is well positioned to conduct more systematic analysis of the
causal factors determining learning performance and to develop learning-
oriented reforms, like those already common in several OECD countries, that
tackle deeper causes for underperformance and lead to much more effective and
results-oriented education management. Brazil is still not systematically using
the information, however, to target and monitor education policies.

SUPPORTING RETENTION AND REDUCING DROPOUTS IN
ENSINO MEDIO: MOTIVATING AND INFORMING STUDENTS
OF THE RETURNS TO EDUCATION

Here we revisit cost-effective interventions intended, first, to reduce the oppor-
tunity costs of remaining in school and, second, to increase its perceived benefits.
The conceptual framework and evidence discussed in chapters 2 and 3, respec-
tively, highlighted the importance of the opportunity costs of participating in the
labor market and/or household tasks, together with the increased opportunity
costs associated with teen pregnancy or participation in criminal activities. New
evidence also pointed to misinformation on the actual returns on completing
ensino médio and acknowledged that many students are not motivated by an out-
dated curriculum. Here we focus on interventions to motivate students to stay in
school by reducing teen pregnancy and providing financial support, together
with information campaigns on the returns on (or the “value”) of education. The
discussion draws heavily on Almeida, Fitzsimons, and Rogers (2015) and
Loureiro and Szerman (2017), bringing together global experience in dropout
prevention for Latin America and for Brazil, respectively.2®

Motivating students to stay in school: Teen pregnancy
prevention and merit scholarships

Despite Brazil’s high rates of adolescent pregnancy when compared to peer
countries, school-based interventions for preventing it are still rare. The adoles-
cent fertility rate (births per 1,000 females ages 15-19) has been steadily decreas-
ing in Brazil, but, overall, it is still high—in 2015, it was above the average level for
LAC, at 66.7 versus 63.7 (Azevedo et al. 2013). The urban/rural divide is also
large. Nationwide, 10.5 percent of females 15-19 living in urban areas have had at
least one child, compared to 13.2 percent in rural areas.? These high rates reduce
school attendance and increase the risk of girls dropping out of school. The lack
of sex education and limited use of contraceptive methods to prevent pregnancy
are likely among the causes. In addition, traditional culture and social norms
(especially in rural areas) likely also play a role. Moreover, the most vulnerable
youth often lack the motivation and aspirations to continue education and seek
entry into the labor market (Machado and Muller 2018).2 Despite the encourag-
ing evaluation results, success in other countries suggests school-based teen
pregnancy prevention programs that are well integrated into secondary school
curricula can reduce dropouts, especially among girls. Sex education in the
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school classrooms, specific support to girls from less structured families,
empowerment of the poorest girls, and access to contraceptive methods are
among the most common interventions.2 They aim to address multiple factors
that influence teens’ decision making relative to pregnancy: sex education and
access to information, social norms and gender roles, peer pressure, and socio-
emotional skills, as well as youth’s aspirations toward the future. A regional
report on teenage pregnancy for Latin America and the Caribbean reviewed rig-
orously evaluated interventions to reduce teen pregnancy, including school-
based interventions (Azevedo et al. 2012). While such rigorous evaluations are
scarce, school-based programs preventing pregnancy and programs encourag-
ing pregnant teens and teen mothers to remain in school seem to reduce drop-
outs (Steinka-Fry, Wilson, and Tanner-Smith 2013).2¢ Brazil still has few
interventions to reduce teen pregnancy (Loureiro and Szerman 2017).

Promoting peer support and educating teens on the drivers of their decision
making regarding pregnancy and fertility are especially important. The former
approach makes use of peer promoters—that is, educators or counselors of sim-
ilar age and background to those in the target group. The counselors are not pro-
fessionals but trained volunteers who educate and counsel adolescents in need
of reproductive health information and services. Advocates of peer education
typically argue that young people relate best to people of their own age with
similar backgrounds and interests and who use language and messages meaning-
ful and relevant to them (Azevedo et al. 2012).

Developing higher-level cognitive and socioemotional skills, including higher
levels of critical thinking about existing social and gender norms, are other pos-
sible ways to reduce teen pregnancy. The first part of this chapter discussed how
Brazil can take advantage of the current reform to more strongly emphasize
these skills among youth. In addition to basic cognitive competencies (such as
literacy and numeracy or information processing) and critical thinking, these
include decision making, organization, efficiency, problem solving, and written
and oral communications (Cunningham and Villasenor 2014). Box 4.3 discusses
successful school-based interventions in Ecuador and the United States for
reducing teen pregnancy.

Merit scholarships are another instrument with the potential to motivate and
engage youth to stay in school while reducing opportunity costs, especially
among girls. Instruments that combine such achievement awards with financial
incentives can help the most vulnerable youth overcome financial constraints
while motivating them to increase the effort they put into completing secondary
education. Brazil is already using conditional cash transfers (such as Bolsa
Familia) to encourage school attendance; these have proved effective in increas-
ing school enrollment in LAC (Fiszbein et al. 2009).

Several interesting international experiences have shown gender-sensitive
results from similar programs. One, implemented in secondary schools in Israel,
gives cash rewards to upper secondary students for progressing through the
grades and for completing school. Although an evaluation did not show an effect
on males, the program did increase completion rates among girls by roughly 10
percentage points (Angrist and Lavy 2009). Similarly, an evaluation of a U.S. pro-
gram providing cash incentives for graduation, as well as educational support,
found female participants enjoyed a short-term gain in high school graduation
rates and a long-run gain in postsecondary enrollment; but, again, there was no
effect on males (Rodriguez-Planas 2012). Within LAC, the “Ser Pilo Paga” pro-
gram in Colombia offers incentive to complete high school by providing eligible
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How to reduce teen pregnancy with school-based interventions? The “Text Me
Maybe” program in Ecuador and TOP in the United States

The “Text Me Maybe” program in Ecuador imple-
mented two teenage pregnancy components among
public high school students in the academic year
2013-14. The first was a “peer-to-peer” education
program in municipal schools, in which student lead-
ers were trained on topics of sexual and reproductive
health, gender roles, and prejudices and stereotypes.
These students provided information to peers
through adolescent-friendly events, including cus-
tomized workshops, games, and other interactive
activities. In the second, behavioral component,
information was sent via cell phone text messages at
crucial times, including weekend evenings, to remind
teenagers of their long-term aspirations. Using a ran-
domized controlled trial (RCT), Cuevas et al. (2015)
found that attending a school with the Text Me
Maybe program increased the proportion of individ-
uals currently studying (86 percentin control schools,
as compared to 89 percent in treatment schools)
and reduced teenage pregnancy by 3 percentage
points. No reduction in teen pregnancy was found to
be associated specifically with the text message
intervention.

Source: Busso et al. 2017.

students with college loans that are forgiven upon college graduation (Busso

The “Teen Outreach Program” (TOP) has been
implemented in various U.S. cities. TOP is a high school -
level teenage pregnancy and school dropout prevention
program that specifically targets students at high risk
of dropping out for teenage mothering or fathering. The
program has three components, which are implemented
over a nine-month time frame: community service to
empower youth to succeed; classroom discussions
about their volunteer experiences; and socioemotional
skill development (which the program calls “life skills”).
The TOP curriculum covers such topics as values,
human growth and development, relationships, coping
with family stress, and other social and emotional issues
relevant to youth transitions from adolescence to adult-
hood. Evaluations of TOP show participants have lower
rates of risky behaviors, such as failing classes, being
suspended from school, dropping out of school, and
becoming pregnant in adolescence (Frost and Forrest
1995; Allen 2001). In an evaluation conducted by Allen
(2001), participants in TOP had half the risk of preg-
nancy of the comparison group, and participants who
were already mothers or fathers showed one-fifth the
risk of a repeat pregnancy.

et al. 2017; Londono-Velez, Rodriguez, and Sanchez 2017).

Remedial academic support, CBT, and the value of information

At the subnational level, remedial education prevention programs for lagging
students may be a means of reducing dropouts from ensino médio. This chapter
has already discussed in detail the remarkably high rates of age-grade distor-
tion and grade repetition in Brazil, as well as the large within-country inequi-
ties in these regards. Remedial instruction can help students, especially
disadvantaged ones, catch up to their peers by strengthening their proficiency
levels in basic subjects, thus keeping them in the formal education system.
Several states and municipalities have developed their own remedial programs
(Loureiro and Szerman 2017). Among them are the Rio de Janeiro program
“Reforco Escola” and the Ceara state program “Aprender para Valer.” The for-
mer provides two weeks of intensive tutoring to students who are identified as
functional illiterates at the primary level, while the latter aims to bring high
school students’ knowledge up to age-grade levels by providing supplemen-

tary learning time and materials.
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To promote remedial education, local and state governments have formed
partnerships with educational nongovernmental organizations (NGOs) and the
private sector. The Ayrton Senna Institute, together with subnational govern-
ments, has implemented several programs to reduce age-grade distortion rates
and in primary schools. Two examples are the Acelera Brasil (Speed Up Brazil)
program helping students who have repeated a grade in primary education by
accelerating their learning to established proficiency levels, and Se Liga” [Come
On], targeting illiterate students in their first years of primary education
(Loureiro and Szerman 2017). Both use specific remedial learning material and
include systematic support from teachers and a school coordinator. While both
seem to be showing positive results, rigorous evaluations of their impacts on
age-grade distortion have yet to be done.

Programs based on cognitive behavioral therapy (CBT) can support changes
in thoughts and behaviors, especially among the most vulnerable high school
students. Typically, these programs aim to improve the social skills and prob-
lem-solving abilities young people need to cope with life and to reduce violence
and/or depression. Students learn to recognize difficult situations that have pro-
voked negative responses in the past and to identify and implement acceptable
responses. By practicing these skills through various teaching and role-playing
activities, they learn to engage in appropriate behavior more consistently in such
situations.

CBT techniques delivered to at-risk youth can reduce depression and anxi-
ety, ultimately preventing dropout. Little rigorous evaluation evidence is as yet
available on CBT-based interventions with young people in secondary schools,
and well-conducted randomized controlled trials are clearly needed. One large
RCT was conducted by Heller et al. (2013) for Becoming a Man (BAM), an
intervention for disadvantaged male youth in grades 7-10 from high-crime
neighborhoods in Chicago. BAM included regular interactions with psycholo-
gists, after-school programming, and in-school programming designed to
reduce common problems related to judgment and decision making, and the
study found its effects were quite substantial. Program participation
reduced violent-crime arrests during the program year by 8.1 per 100 youth
(a 44 percent reduction). It also generated sustained gains in schooling
outcomes equal to 0.14 standard deviations during the program year and
0.19 standard deviations during the follow-up year, which, the authors esti-
mated, could lead to higher graduation rates of 3-10 percentage points (equal
to gains of 7-22 percent, because of the low baseline rate).

Turning to another form of intervention, Brazil is very well positioned to take
advantage of its world-class education M&E system to invest in information
campaigns to parents on the value of attending school and of education. The
Dominican Republic invested in such a program with positive returns (see,
Jensen 2010).% By contrast, an experiment with upper secondary students in
Mexico found no effect of information campaigns (Avitabile and De Hoyos
Navarro 2015). These outcomes suggest that information-based programs work
better at preventing dropout where students are initially less informed—most
likely in poorer areas—and where the information intervention is supported by
financing for students from poor households.

Finally, Brazil can also make use of its M&E information system to predict
dropouts at the school level, creating, in effect, an early warning system.
Many OECD countries, including European countries and the
United States, have already developed such systems with success, and some
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middle-income countries in LAC are now considering them (see Adelman
et al. 2017).

SUPPORTING TRANSITIONS INTO HIGHER EDUCATION

An expansion in access to higher education that has been going on in Brazil since
the early 2000s was motivated in part by large wage returns on having a college
degree. On average, the monthly earnings of workers with degrees from higher
education institutions are more than double those of high school graduate work-
ers. According to Ferreyra et al. (2017), the economic returns associated with
higher education degrees in Brazil, at 130 percent, are among the highest in the
region, well above the LAC average of 102 percent.

The expansion was also supported by new student financing programs,
including the well-known Financing of Higher Education (FIES) program and
ProUni, which are described in detail in a background paper prepared for this
book (Verhire and Nascimento 2017). ProUni is a federal scholarship program,
created in 2005, that gives tax incentives to private providers who offer full or
partial scholarships to low-income students.2 FIES is a federal student loan pro-
gram, but, unlike similar programs found in many countries, it gives the loan
directly to the institution at which the student is enrolled. To participate, a stu-
dent must obtain a passing grade on the national test for secondary school stu-
dents (the ENEM), and the institution needs to be approved by the MEC’s
national evaluation system for higher education (Sistema Nacional de Avaliacdo
da Educacéo Superior, or SINAES).?Z Over one million students are in FIES, and
1.7 million have so far benefited from ProUni.

Finally, the expansion in access to higher education has also been supported
by affirmative action programs for the lowest income students).2: As of 2013, stu-
dents from the bottom half of the income distribution in Brazil accounted for
19 percent of all the enrollments (Ferreyra et al. 2017).

Despite this increased access for lower-income youth, those from higher-
income backgrounds still hold a significant advantage in obtaining higher educa-
tion and are more likely to complete their degrees than their lower-income
peers. Brazilian youth among the bottom quintile of the income distribution still
have less access to higher education than those in the top quintile; 10 percent
versus 55 percent, respectively, go to college. Once in college, lower-income
youth are also less likely to complete their undergraduate degrees, in part
because of their less adequate academic readiness (Ferreyra et al. 2017). Although
little empirical evidence is available on dropout rates in higher education in
Brazil, some estimates put it between 25 and 50 percent of students. This failure
to complete is likely related to affordability, students’ transitions to the labor
market, and poor academic preparation. Research on the link between student
aid and college completion has demonstrated that aid tends to improve student
performance and reduce dropouts. (Bettinger 2015). This seems to be also true
for Brazil, where evidence indicates FIES and ProUni students who graduated
from high school between 2003 and 2005 were 25-67 percent more likely to
complete college (Xavier 2014).

Many lower-income youth attend short-duration and market-oriented tech-
nological courses provided mostly by private universities in the areas of business
administration, finance, human resources, logistics, and marketing; evidence
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shows these can be a good option to support employability among students who
are not necessarily in the top ability distribution. In a background paper pre-
pared for this book, Almeida et al. (2016) quantified the private wage returns on
technological courses after accounting for differences in students’ aptitude and
an extensive set of observable characteristics at entry.22 Their comparison of the
labor market performance of students who enrolled in these two-year courses
in 2011 and 2012 with that of those never attended higher education during
2010-15 showed substantial heterogeneity in the returns across courses, and
generally higher returns on finance-related courses.®®

Concerns with the high noncompletion rates among the poorest youth in
Brazil have prompted reforms in federal subsidy programs. Overall, public
financing of higher education accounts for 30 percent of the overall budget
and is in line with peer countries (World Bank 2017). But this spending is
mostly concentrated among the higher-income groups, who are more likely to
complete high school with high enough grades to qualify for admission to
college. Reforms in FIES and ProUni have aimed to reduce public financing
while increasing the quality of education by raising the threshold (in the test
scores) for students to gain access to these subsidies. In addition, a policy
reform disqualified lower-quality higher-education providers—that is, those
with Index of Courses (IGC) evaluations of less than 3 out of 5—from receiv-
ing FIES funding and required that students have a minimum score of 450 on
the ENEM. In 2015, the FIES interest rate also increased, from 3.4 percent to
6.5 percent. Together, these reforms caused the number of new loan contracts
to fall. While the unbalanced public spending across basic and higher educa-
tion, and the high inefficiencies in the basic education system, may be
acknowledged as the main reasons higher-education spending has been
focused on the better-off students, room still remains to rethink the design of
student financing programs.

Although the quality assurance of the higher education system is well-
grounded on a set of sophisticated student and provider information, it, too, can
be strengthened by including a stronger focus on relevance and labor market
insertion of graduates. The higher-education National Assessment of Student
Achievement (ENADE) assesses the knowledge of students in undergraduate
programs when they finish their courses.! Courses are also evaluated by the
Brazilian Higher Education Evaluation Commission (Comissio Nacional de
Avaliacdo do Ensino Superior, or CONAES), based on data from the National
System of Evaluation of Higher Education (SINAES). Instituto Nacional de
Estudos e Pesquisas Educacionais Anisio Teixeira (INEP) collects and publishes
these data, and the MEC publishes the results of the annual evaluations regularly.
Nevertheless, more can be done by including measures of graduation rates and
labor market outcomes in SINAES and by focusing the criteria used in the M&E
system to measure the relevance and quality of providers more on these areas.

Also advisable would be to make available to youth more and better informa-
tion on the employability and earnings of graduates of different higher educa-
tion providers, which today are assessed and disclosed by only a few. Providers
could, for instance, follow the example of Italy, where universities and private
business work together to make academic information available to students that
they can upload to individual digital files to help match them to jobs. Since
Brazil has solid data sets on education (such as Census Escolar and ENEM) and
its labor market (RAIS) that can be used to compute the learning and labor
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market “value added” of higher education, more such information could be sys-
tematically produced and publicly disclosed to inform meaningfully student
choices. This is especially important in light of the heterogeneity of the labor
market returns across socioeconomic backgrounds, courses, and providers, as
documented above. The Italian consortium AlmaLaurea, described in box 4.4,
which offers systematic M&E at the university level, might be adaptable to
technical education. AlmaLaurea successfully integrates the collection of stu-
dent data, labor market outcomes, and curricula vitae to provide the relevant
stakeholders with a suite of services.

More broadly, at the federal level, the MEC can work on a more systematic
effort to understand what jobs are being created in Brazil’s economy and which
skills are most in demand to determine which courses and programs would be

most effective.

Almalaurea in Italy: Emphasizing labor market intermediation

AlmaLaurea is an interuniversity consortium that
emerged in Ttaly in 1994 from the collaborative efforts
of a group of researchers at the University of Bologna.
They had set up a databank of students’ curricula vitae
(CVs) to aid in the evaluation of the role universities
play in youth employability. Today, the consortium
comprises 64 Italian universities and the Italian
Ministry of Education, University, and Research
(MIUR), as well as companies and institutions that use
AlmaLaurea’s databank and services. AlmaLaurea has
also signed agreements with other European
universities. In Asia Latin America, it facilitates the
mobility of both the Italian and foreign students in its
networks in the international labor market.

Since 1994, AlmaLaurea’s portfolio of services has
expanded from its start as a CV databank. Its approach
to the provision of data, information, and career
guidance to connect universities, students, and the
labor market rests on three pillars:

e Graduates’ Profile—an annual survey and report
on the internal efficiency of the higher educa-
tion system

e Graduates’ Employment Conditions—an annual
survey and report on the external efficiency of
the higher education system

Sources: Almeida, Amaral, and Felicio 2015; Bagues and Labini 2009.

e The online databank of graduates’ curricula
vitae—a tool that improves the match between
supply and demand of graduates and facilitates
their transnational mobility. In Italy, the databank
covers approximately 78 percent of Italian
graduates and includes more than 1.72 million
university-certified curricula vitae, which are
translated into English.

AlmaLaurea supplies reliable data to the governing
bodies of the consortium universities, as well as the
assessment units and committees dealing with teach-
ing activities and career guidance. AlmaLaurea’s data
serve as a basis for national- and university-level poli-
cymaking and activity planning, especially in the devel-
opment and improvement of training activities and
services that target students. Moreover, AlmaLaurea
creates more equal conditions for young people to get
access to both the Italian and international labor mar-
kets. In 2007, an impact study of AlmaLaurea con-
cluded that graduates of universities in the consortium
had more than a 2 percent higher chance of finding a
job and a 3 percent higher average monthly income,
and were 2.5 percent more satisfied with their jobs,
than graduates who were not part of the consortium
(see Bagues and Labini 2009).
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TABLE 4.1 Reforms to Brazil’s education policies likely improving completion and transitions to higher
education or back into the education system

PROGRAMS MAIN CHALLENGES PROPOSED REFORMS ANTICIPATED IMPACT

Subnational .
implementation of

the ensino médio

reform (new .
competence-based
curriculum and

Increased inequalities in
access to good-quality
education

Technical education that
does not meet business
needs

Increased staffing and trainings for
technical staff at MEC to monitor
and supervise implementation of
the ensino médio reform at the
subnational level (including inputs
and outputs)

« Increased student learning,
reduced grade repetition,
and reduction in dropout
rates

« Strengthened institutional
capacity to support states in

full-time school « Lack of socioemotional « Creation of an Edu-lab within the implementation of the
model) skills among teenagers MEC, promoting the use of ensino médio reform
« Extended-day schools innovative and cost-effective »  Move toward evidence-based
without improved programs in the execution of decision making
educational outcomes selected aspects of the reform (for
«  World-class monitoring example, developing SESs and
and evaluation system in delivery of FTS)
education rarely used to . Strengthened partnerships with
inform policies private sector in the delivery of
TVET (in the design of the
curriculum, apprenticeship
opportunities, and teacher
training)
«  Systematic analysis of learning
assessments to inform design and
implementation of policies at
national and subnational levels
Teacher and school « Low teacher preparedness « Development of accreditation « Increased student learning

management reforms

and motivation
Political appointments of
school principals

standards for preservice teacher
trainings including training in
academic subjects but also in SESs
and pedagogical practices
Piloting and evaluation of ICT
interventions supporting
customized teaching and learning
at the “right” level

Creation of a nationwide teacher
entrance exam

Development of more compre-
hensive teacher evaluation
systems, including school-based
classroom observation tools
Merit-based selection of school
principals and more effective
in-service training programs

Complementary .
programs to reduce
dropouts from ensino -
médio

High teenage pregnancy
rates

Misinformation on the
returns on education

Low retention and
completion rates in ensino
médio

Use of school-based informational
programs on teen pregnancy
Regular computing and dissemi-
nation of information on the
returns to students on formal
academic and technical education
Conditioning of merit scholarships
on student performance

Provision of remedial education
on core academic subjects,
complemented by SES
interventions

« Reduced teen pregnancy
rates

« Improved knowledge on the
incentives to invest in human
capital

« Reduced dropouts from
ensino médio and increased
completion rates
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NOTES

1.

~N

This chapter relies on several sources, including new background papers prepared espe-
cially for this book. These include Loureiro and Szerman’s (2017) assessment of the pat-
terns in youth dropouts in ensino médio in Brazil and discussion of promising national
interventions to mitigate them; Barbosa and Costa’s (2017) evaluation of the outcomes of
increased education for teachers; Machado and Muller’s (2018) documenting of new qual-
itative work exploring the drivers and consequences of gender differences in the patterns
of youth dropout; and Gukovas and Kejsefman’s (2017) proposal of new evidence on the
returns on education among Brazilian teenagers and the incentives to remain in school.
The chapter also benefited from analytical work led by the WBG Education Global practice,
including Almeida, Fitzsimons, and Rodgers (2015); Almeida et al. (2016); the education
background paper prepared for the WBG Brazil Systematic Country Diagnostic; and the
education chapter in the Brazil Expenditure Review (World Bank 2017).

. The Programme for International Student Assessment (PISA), led by the OECD, is a world-

wide project intended to evaluate education systems by measuring the performance of
15-year-old students on mathematics, science, and reading.

. Figure 4.2 reports statistics for students in the last year of ensino medio taking the Exame

Nacional do Ensino Médio (ENEM) between 2009 and 2015. ENEM is a nonmandatory,
standardized national exam that evaluates high school students in Brazil. Since 2009,
ENEM has been used both as an admissions test for enrollment in higher education and for
high school certification.

. The decision to drop out of school in Brazil is usually made in critical moments, such as

during family struggles, transition into high school, or family shocks. For young men, the
transition into adulthood is expressed in their increased focus on their work lives in search
of financial independence. For young women, it is expressed in their desire to form their
own families. In both cases, these transitions represent a shift in the meaning of education
in their lives.

. The NEP establishes that, by 2024, at least 25 percent of all students enrolled in public

upper secondary education in Brazil must attend full-time schools.

. The Ministry of Education (Ministério da Educago, or MEC) is supporting the state edu-

cation secretariats (Secretaria Estadual Educacéo, or SEE) in the introduction of full-time
school in 1,088 targeted schools throughout the country (8 percent of total public upper
secondary enrollment). Schools are selected based on four conditions, two of which were
set to foster equity: (1) a minimum of 120 enrollments in the first year of upper secondary;
(2) high socioeconomic vulnerability in the student population relative to the respective
education network, taking into consideration a socioeconomic indicator disaggregated by
school; (3) the existence of at least four of the six infrastructure items; and (4) location in
the more disadvantaged states (measured as low learning/high dropout).

The MEC, through the Basic Education Secretariat (Secretaria Educacio Basica, or SEB)
leads the process for the development of the BNCC, sets curricular guidelines, and offers
technical support to states in curricular design. At the time of the completion of this book,
the BNCC was under consultation with the civil society. Once approved, the states’ curric-
ula will be redesigned to align with it.

8. For more information, see http://www.minedu.gob.pe/minedulab/.

9. In the Rio model to develop SESs, teachers support students in various ways. During

10.

guided study periods, they help them search for information of interest and synthetize it.
They also hold meetings with small groups of students to discuss their academic or per-
sonal concerns. During self-management periods, students are granted autonomy to decide
which activities to participate in (artistic activities, sports, workshops, and so on); during
intervention project and research periods, they are organized into groups to develop proj-
ects related to real-life experiences (InnoveEdu).

The global review also shows that full-time schools, although expensive, can be cost-
effective models for improving student learning and school dropout rates in upper second-
ary education if they are well designed and implemented (Holland, Evans, and Alfaro 2015).
In some cases, the intervention raises test scores or improves other outcomes; rigorously
obtained evidence has shown effects on attainment and dropout rates in Argentina (Llach,
Gigaglia, and Orgales 2009) and Brazil (Dias 2011) and in Chile (Pires and Urzua 2010),
with an especially large increase of 21 percent in graduation rates in Argentina. The review
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concludes that positive effects are often especially large for at-risk students; it also cau-
tions, however, that full-time schooling problems are quite expensive to address, so these
benefits should be weighed against the costs.

. The program started in 2008 with 1,380 schools, and, by 2013, more than 65 percent of the

Brazilian municipalities had schools participating in the program.

Almeida et al. (2016) evaluated the program’s impact in its first years of implementation
between 2008 and 2011. They found, on average, no impact on dropout rates; but cities with
higher gross domestic product (GDP) per capita did experience reductions. Focusing on
urban schools that implemented the program in 2012, Oliveira and Terra (2016) also did not
find any effect on dropout rates. Almeida et al. (2016) found the expansion of the program
associated with a negative impact on mathematics test scores for both fifth and ninth grad-
ers, but these effects tended to fade away over time; no impact on Portuguese test scores
was found. Almeida et al. (2016) attributed the lack of significant impact to initial chal-
lenges in the implementation of the program, which required changes for students, teach-
ers, and schools. As long as the initiative consolidated, the negative effects tended to
diminish and ultimately be reversed. Oliveira and Terra (2016) did not find any impact on
test scores.

See Hanushek and Woessman (2012), Hanushek, Peterson, and Woessmann (2012), and
Chetty, Friedman, and Rockoff (2014a; 2014b). Qualitative research in Machado and Muller
(2018) also stresses the role teachers can play in defining the value students attribute to
education and securing youth’s engagement with the education system.

For details, see Bruns and Luque (2015). The Stallings observation instrument was applied
in selected LAC countries, including Brazil, between 2009 and 2013. This was a large-scale
effort to build reliable, globally comparable data on teacher classroom practice covering
more than 150,000 different “snapshots” of classrooms in over 3,000 schools in seven dif-
ferent countries. In addition to Brazil, participating countries included Colombia,
Honduras, Jamaica, Mexico, and Peru, and a pilot effort was carried out in the Dominican
Republic (not reported). In Colombia, Honduras, Jamaica, and Peru, school samples were
representative at the national level. The samples in Brazil and Mexico were representative
at the level of participating subnational governments: the states of Pernambuco and Minas
Gerais and the municipality of Rio de Janeiro in Brazil and the Federal District (Distrito
Federal, or D.F.) in Mexico. High-performing schools achieve an average of 85 percent of
class time spent on instruction, which is taken as a benchmark for good classroom
practice.

Bruns, Costa, and Cunha (2017) have evaluated a program to improve teachers’ effective-
ness by using an information “shock” (benchmarked feedback) and expert coaching to pro-
mote increased professional interaction among teachers within schools. The program
significantly increased teachers’ use of class time for instruction and, consistent with its
objective of fostering interaction among them, reduced the variation in their practices.
Loureiro and Szerman (2017) describe the initiatives in the Amazonas state, with the
Educational Media Center of Amazonas (Centro de Midias de Educac¢iio do Amazonas),
and in the state of Bahia, with the High School with Technological Intervention (Ensino
Médio com Mediacéio Tecnologica).

In Brazil, basic education includes fundamental education (with low fundamental educa-
tion covering grades 1-5 and high fundamental education covering grades 6-9). Upper sec-
ondary education (or ensino médio) covers grades 10-12.

IDEB shows how well students are learning and how efficiently their schools or school
systems are performing (Bruns, Filmer, and Patrinos 2011). IDEB scores are available for
approximately 5,200 municipal school systems, 26 state systems, and the federal district.
Hence, every segment of the Brazilian education system can be benchmarked.

Although not mandatory, the ENEM is used to determine entry into university. The assess-
ment covers student performance in different fields, including science, Portuguese, math,
and general knowledge.

Almeida, Fitzsimons, and Rogers (2015) reviewed the evidence on programs to prevent drop-
outs around the world at the upper secondary level using a rigorous empirical strategy with
well-defined counterfactuals (including randomized controlled trials), quasi-experimental
studies, and well-designed matching studies. Loureiro and Szerman (2017) is a complemen-
tary paper to this one, focused specifically on evidence for Brazil at secondary schools.
Drawing on rigorous studies to support policy recommendations is especially important in
this area. Brazilian youth who drop out of school are clearly different from those who
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graduate from ensino médio in their socioeconomic backgrounds, local and school environ-

ments, and individual motivations, among other characteristics.

In the North, the shares are 14.9 percent in urban and 18.9 percent in rural areas (see

Azevedo et al. 2012).

22. Women’s aspirations are usually related to “happiness in family life,” and the partners’ and
communities’ control over their mobility creates additional barriers. Many teenage girls do
not feel motivated enough to continue studying, and some prefer to anticipate
motherhood.

23. Aspirations and “grit” among young women can be shaped by exposing them to female role

21

—

models and mentors, as well as by supporting their negotiation of household responsibili-
ties and offering positive coping strategies to deal with negative community and family
attitudes toward their work, education, and mobility.

24. Much less rigorous evidence is available on the relationship between programs to prevent
teen fatherhood and boys’ likelihood of dropping out of school.

25. Youth who were given information on the actual returns to education substantially
increased their attainment. The effects were strongest for students from less poor
households.

26. To qualify for a full exemption from four different types of taxes, private higher education
institutions must offer scholarships equivalent to 8.5 percent of their annual revenue.
Priority must be given to full scholarships, with a required ratio of at least one scholarship
student to every 22 paying students. If full scholarships provided to students do not meet
the 8.5 percent requirement, private institutions are allowed to complement their count
with half scholarships until the threshold is met.

27. Created in 1998, FIES expanded after 2005. In 2014, FIES loans benefited more than
500,000 students enrolled in private institutions. In addition to funds provided by the
MEC, FIES is supported by government bonds and contributions from a national lottery.

28. Evidence presented by Waltenberg and Carvalho (2012) shows these actions have been
successful in improving the chances of lower-income youth to get access to all types of
higher education institutions, public and private.

29. Almeida, Caseiro, Maciente, and Nascimento (2017) used unique administrative data sets
and PSM methodology to compute the labor earnings of selected higher-education courses
during 2009-14. They combined data sets collected by INEP with data from the ENEM
(2009-10), the National Higher Education Performance Exam (ENADE 2012), the Higher
Education Census (2010-14), and the Annual Social Information Registry (RAIS
2009-14).

30. According to Ferreyra et al. (2017), in Chile and Peru, fields such as education and human-
ities provide either close to zero or negative net returns, while engineering, law, and busi-
ness provide returns much more than double than those of a high school diploma.

31. Each program is assessed every three years, and the assessment is compulsory.
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Labor Market Policies and

Youth Employment Prospects

ABSTRACT This chapter covers the labor market policies that shape incentives
for young people to look for work and for firms to hire youth. These policies also
help to determine the quality of matches between firms and young workers.! In
this chapter, we argue that Brazil’s labor market policies have long privileged
(mainly older) “insiders” at the expense of opportunities for young people with
little prior experience or who enter the labor force for the first time. The chapter
points to policy solutions to this problem and recommends structural changes to
improve the efficiency of the labor market. Also discussed are reforms to the
labor code that were legislated in 2017 and their potential impact on the pros-
pects of working youth. The 2017 reforms constitute an ambitious step in the
right direction that could lower insider advantages, increase the share of for-
mally employed young people, and improve the quality of labor market matches.
Much more can still be done, however. The chapter closes with proposals for
changes to the policies and programs that the 2017 reforms left untouched,
which create perverse incentives that constrain human capital creation and
could, in aggregate, lower the speed limit on Brazil’s economic growth already

imposed by an aging population.

Human capital is the most important asset in which households can invest, and
the labor market is where people go to seek a return on that investment. Like
many markets, the labor market has imperfections and failures that motivate
actions by government to help improve people’s prospects. These policies vary
widely across countries in their character, the combination in which they are
deployed, and the extent to which the authorities have implementation, mon-
itoring, and enforcement capacity to make the measures amount to more than
just pages in the labor code (World Bank 2012). The objectives of most govern-
ments in deploying labor market policies are similar, however—that is, to
ensure the labor market is safe, fair, and a place where people’s skills and enter-
prise are rewarded. Having these assurances is particularly important for the
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newest entrants to the labor market, who may be fresh from full-time education
but lacking in real-world experience.

Policymakers help shape people’s labor market prospects with a range of
instruments. To provide a better understanding of labor market policy in
Brazil, we employ in this chapter a useful typology of policy instruments first
used in the World Bank and TPEA’s 2002 Brazil Jobs Report: labor regulations,
interventions, and institutions. Regulations correct uneven market power
between those selling and those seeking labor by setting the rules and key
parameters of employment agreements in the form of statutory wage “floors,”
restrictions on hiring and dismissals, and firms’ other human resource
decisions. The costs of regulations are borne mainly by employers and workers.
Interventions are deployed by governments to make up for other market
shortcomings, such as the inability of insurance markets to pool the risk of
losses from unemployment, and consequences of information problems. In
contrast to regulations, the costs of interventions are borne almost entirely by
a country’s general budget and, thus, by all taxpayers, whether they participate
in the labor market or not. Interventions can also have a stabilizing effect
during economic downturns, acting as so-called “automatic stabilizers.”
Finally, institutions are the norms, structures, and agreed-upon procedures by
which stakeholders exert influence and make, carry out, and enforce decisions
that shape regulations and interventions. The best example of an institution
according to this typology is the space afforded in the legal code of many coun-
tries for collective bargaining. Another salient example of an institution are the
structures and procedures for resolving labor disputes, which in Brazil are
prominent in the form of a dedicated branch of the judicial system.

Although the labor market can appear dynamic by many measures, labor
policies and programs may be holding back Brazil’s performance. The asser-
tion that Brazil’s labor market is among the most rigidly regulated in the world
is not immediately or obviously reflected in the broadly used benchmark indi-
cators of de jure employment protection. Even outcome measures such as the
employment rate, rate of unemployment, earnings differentials, and the share
of workers with legal employment contracts suggest that the usual policy con-
straints on performance of the labor market did not hold back job creation
during the decade of high growth that ended abruptly in 2014 (Silva, Almeida,
and Strokova 2015). And although the number of jobs has fallen and open
unemployment risen sharply since then, the importance of labor market poli-
cies relative to broader economic forces in determining these outcomes is a
matter of debate. In contrast to some of the countries of Southern and Central
Europe, structural unemployment in Brazil has been relatively low, firms find
it fairly easy to dismiss workers, and people move across jobs and in and out of
the labor market frequently.

While the usual symptoms of labor policy rigidity are not immediately appar-
ent and are often masked by the economic cycle, some relatively persistent out-
come indicators have long warned that Brazil’s policies could be a source of
problems. The most apparent are a persistently substantial share of the labor
force working informally, particularly young people; unusually high rates of
churn even among people with formal jobs; a court system congested with cases;
and low labor productivity.

In the first half of 2017, Brazil legislated changes to its labor market policies.
The reforms were designed to give greater freedom to firms in how they employ
people and organize their workforces, improve collective bargaining
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institutions, extend access to worker protection, and lower the uncertain costs of
resolving labor disputes. Specific aims of the reforms were to make it easier for
firms to bring more working women and young people into formal employment,
extend access to worker protection, and reduce the uncertain costs of resolving
labor disputes.

The 2017 labor market reforms are controversial, and their impact on out-
comes in the short term are uncertain; but they are a step in the right direction.
Because they make no direct changes to the main policy drivers of labor costs,
however, it is difficult to predict what their impact will be on labor demand and
job creation in the short term, given the fragile recovery from the 2015-16
recession. The reform package can be expected to increase efficiency of the labor
market in the medium and longer term. It offers firms and individuals more
options for entering regulated and protected (“formal”) work arrangements; it
provides greater flexibility by shifting the weight of labor outcomes away from
legislation towards the bargaining table; it creates incentives for unions to be
more responsive and accountable to members; and it lowers the legal uncer-
tainty and other costs of resolving labor disputes. All this should help improve
job matches particularly for labor market outsiders such as the youth, reduce
informality and thus encourage investment and job creation. However, the
reforms’ impact in the short run is more uncertain. First, the application of the
law by the labor courts remains contested and a period of uncertainty over its
implementation is likely. Second, in the context of the tepid economic recovery,
job creation has continued to remain mostly informal, with a growing number of
self-employed. This may reflect voluntary outsourcing to ease workers’ integra-
tion into the labor market, but likely is also a reflection of arbitrage to reduce the
burden of social security and income taxes and thus of potential abuse or insuf-
ficient clarity of new outsourcing rules. If the trend is persistent, it could nega-
tively affect the sustainability of social security. Third, it is likely to take some
time for unions to reorganize themselves, leaving workers without strong repre-
sentation precisely at a time when their bargaining power is weakened by the
lingering recession.

In addition to the above concerns, the package of labor market reforms has
not fundamentally altered the potential mismatch between wage costs and
productivity for the young and unskilled, of which rising informality may be
one symptom. To improve labor market outcomes for working youth further,

TABLE 5.1 A typology of labor market policy instruments

REGULATIONS: ADDRESS IMBALANCES IN INSTITUTIONS: FORMULATE, ENFORCE,
MARKET POWER AND SET LEGAL INTERVENTIONS: CORRECT OTHER MARKET = )\ 1y |\1p| EMENT REGULATIONS AND

FAILURES; DIRECT COSTS BORNE MAINLY BY .
EMPLOYMENT CONDITIONS; DIRECT COSTS THE BUDGET/TAXPAYERS INTERVENTIONS; DIRECT COSTS BORNE

BORNE MAINLY BY FIRMS MAINLY BY THE BUDGET/ TAXPAYERS

- Statutory wage “floors” « Earned income tax credits + Formation and financing of unions

« Mandated individual savings «  Wage (hiring and/or retention) »  Scope and coverage of collective
subsidies agreements

« Restrictions on hiring/contracting +  Unemployment insurance + Jurisdiction of labor courts

« Restrictions on dismissal »  Unemployment “safety net” benefit + Role of social partners in governance of

political parties

«  Procedural requirements for dismissals < Intermediation and other job search » Role of social partners in the legislative
assistance process

« Financial obligations upon dismissal +  Public employment programs

Source: World Bank and IPEA 2002.
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however, more reforms to government interventions will be required. Although
politically very difficult, further reforms of Brazil’s labor policies will be vital
to ease the transition of young people from full-time study into full-time work
and to raise their likelihood of entering formal employment. Changes to fed-
eral minimum wage adjustment policies—and perhaps even to how statutory
minimum earnings are mandated for the youngest members of the labor
force—could encourage more employers to hire young people legally.
Reorganizing the structure and changing the parameters of the Fundo de
Garantia por Tempo de Servico (FGTS), the Seguro Desemprego, and the fines
(multas) on employers for nondisciplinary dismissals could reduce the per-
verse incentives that encourage churn and prevent the formation of firm-
specific human capital needed by businesses to become more productive. An
ambitious reorganization of income and job search support interventions is
urgently required. The large but relatively regressive wage supplement pro-
gram, Abono Salarial, could be restructured into a wage subsidy and provide an
incentive for employers to hire young people entering the market for the first
time or unemployed people who try but struggle to find jobs.

Along with an upgrade of intermediation and job-search support programs
and more adequate funding of these “active labor market programs,” at levels in
line with Organisation of Economic Co-operation and Development (OECD)
member countries, these changes could substantially improve the prospects of
young jobseekers. This chapter presents an agenda of further reforms to Brazil’s
unemployment income and job search support policies, based on the positive
outcomes of policy reform simulations, that the government should consider. It
motivates them by presenting evidence on how current policies can hamper the
labor market prospects of young people and, by doing so, constrain Brazil’s pro-
ductivity potential.

THE STATUTORY MINIMUM WAGE

The objective of most governments that legislate a statutory minimum wage
(SMW) floor is to ensure workers are paid fairly according to their productivity.
In the often-imperfect labor market, where the bargaining power of employers
(the “purchasers” of labor time and skills) and workers (who are seeking to sell
their labor time and skills) is uneven, a statutory minimum wage is an important
policy instrument deployed to ensure a “fairer” distribution of marginal product.
It can be even more important to the employment outcomes of young people
with little experience and relatively few skills who struggle against even greater
constraints on their bargaining power with employers. When firms have “buying
power” in the labor market (that is, monopsony power), a statutory minimum
wage can lower the risk of exploitation by raising the pay of people who would
otherwise earn very low wages (that is, below their marginal productivity). The
empirical evidence from high- and middle-income countries of the impact of
statutory minimum wages on labor market outcomes, however, continues to be
mixed. Much of the evidence showing a positive impact from minimum wage
increases comes from the United States, where enforcement is effective and
compliance is high (Card 1992; Allegretto, Dube, and Reich 2011; Liu, Hyclak,
and Regmi 2016). An increase in the minimum wage of 10 percent can lead to an
increase in earnings of 1.2-2.5 percent. (Neumark and Wascher 2007; Sabia,
Burkhauser, and Hansen 2012).
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Increases in statutory minimum wages can, however, lower the likelihood of
employment, particularly among people with lower levels of completed education
and limited work experience. An early survey of the literature by Brown et al.
(1982) initially established that a minimum wage increase of 10 percent reduces
the probability of employment for teenagers by 1-3 percent. Moreover, if the stat-
utory minimum wage is set too high—that is, above the productivity of workers at
the lower end of the earnings distribution—minimum wages can hurt the lowest
productivity workers more than they help. Negative employment effects ranging
from 2-3 percent have been found in studies of Peru (Céspedes-Reynaga and
Sanchez 2013), Chile (Grau and Landerretche 2011), and Brazil (Jales 2015), while
no effects were found in China (Huang, Loungani, and Wang 2014), Ecuador
(Canelas 2014), or Mexico (Campos et al. 2015). The impact of minimum wage
increases can vary across workers in different types of firms. Alatas and Cameron
(2008) found minimum wage hikes in Indonesia from 1990 to 1996 had no nega-
tive employment impact on workers in large establishments but adverse impacts
on those in small, domestic firms. Similarly, Del Carpio et al. (2012) found varying
impacts on employment in Indonesia, with increases having a negative impact on
people working in small firms and on less educated workers.

High statutory minimum wages can increase the likelihood that people will
be employed informally. The main effects of a minimum wage that is set too high
(see box 5.1) are increased evasion of taxes, regulatory restrictions, and so on;
undeclared working arrangements (either in underreported hours or in terms of
reporting earnings); employers’ substitution of higher productivity for lower pro-
ductivity workers; firms choosing to invest more in capital—particularly in labor
savings technology and automation—to reduce their use of labor; job destruction
and longer spells of unemployment, particularly for people with little prior work
experience. While these adverse effects can be small for the labor force as a
whole, they can affect certain groups more acutely, including women, people
with less education, and young people who have not yet accumulated work
experience and can present risker prospects to employers.

A large body of evidence from middle-income countries supports the conclu-
sion that, when set at high levels (relative to median wages), minimum wages
harm employment prospects for youth, particularly the youngest and least
skilled workers. In the United States, many researchers have estimated a
10 percent hike in minimum wages reduces the probability that teenagers will be
employed by 1-4 percent. Although these conclusions are contested (Allegretto,
Dube, and Reich 2011), the weight of the evidence suggests that minimum wage
hikes are particularly disadvantageous to the employment prospects of young
people, particularly those who have not completed secondary education
(Clemens 2015; Liu, Hyclak, and Regmi 2015; Sabia, Burkhauser, and Hansen
2012). The published evidence from middle-income countries (tabulated in
appendix A) is more conclusive. Most of the studies show minimum wage rises
associated with reductions in young people’s probability of being employed.
The size of these effects varies substantially, from 0.08 percent in China to
0.78 percent in Brazil, with most effects hovering around 2-3 percent. In
Indonesia, minimum wage hikes are estimated to have a negative impact on
employment for those 15-24 years of age (SMERU 2001), especially lower-skilled
and part-time workers (Surhayadi et al. 2003). Recent meta-analyses of evidence
from emerging economies find no overall effects, but acknowledge that youth
and low-skilled members of the workforce are more negatively affected by
minimum wage increases (Chletsos and Giorgis 2015; Broecke et al. 2017).
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Analysis of minimum wages in Brazil has found more consistent, negative
employment impacts on young people. For Brazil’s labor force overall, empiri-
cal evidence of the impact of minimum wages on employment outcomes has
been ambiguous. While some researchers have found negative employment
effects from minimum wage increases (Foguel 1998; Neumark, Salas, and
Wascher 2014; Ulyssea and Foguel 2006; Foguel, Ramos, and Carneiro 2015;
Jales 2015), others have found no such significant effects (Lemos 2004, 2009;
Broecke, Forti, and Vandeweyer 2015). The evidence of consistent, negative
impacts on the job prospects of young people in particular, however, is clearer.
Fajnzylber (2001) found an increase of 10 percent in the minimum wage to be
associated with a decrease in employment of 3.8 percent. Gongalvez and
Menezes-Filho (2016) found that minimum wage increases reduced the likeli-
hood of teenagers’ working by 3 percent (although they attributed the reduc-
tion to an intrahousehold reallocation of labor). Broecke and Vandeweyer
(2015) found a larger effect of 7.8 percent. (When hours worked were used as
the dependent variable, the magnitude and significance of this effect dimin-
ished.) They also found an increase of 10 percent in the minimum wage as a
share of the average wage to be associated with a decline in formality by
3-4 percent, on average. Similarly, Foguel et al. (2014) found that minimum
wage hikes increase young people’s transitions from employment into inactiv-
ity and into unemployment. These transitions and the negative effects of min-
imum wages are amplified during economic downturns.

While most analysis of statutory wage floors has focused on short-term
employment and other adjustment effects, evidence is growing that high statu-
tory minimum wages can have longer-term adverse impacts on the labor market
outcomes of young people, as well (see box 5.1). Neumark and Nizalova (2007)

Statutory wage floors: Impact on the skills and jobs of young people

Few instruments of labor market policy have been
scrutinized and debated as heatedly and for as long as
the statutory minimum wage. First introduced in 1894
as an official structure for the resolution of industrial
disputes by a government in New Zealand, the instru-
ment grew in popularity and became widely deployed,
starting in late-industrial era European countries and
during the period of turbulent industrial relations in
the Americas between the two world wars (Neumark
and Wascher 2007). In Latin America, Mexico was the
first country to establish a minimum wage policy. Its
example was followed by Brazil in 1938.

As enduring and as plainly heated as the policy
debate on the merits and costs of this policy instru-
ment has been, it also appears to be maturing. It is
now rare to hear the polarized positions taken by

many economists in the 1980s and 1990s. Those in the
broadening “mainstream” of the profession have
tended to debate how a statutory minimum wage
should be imposed and managed, rather than whether
it should. Another welcome sign of maturity in the
discussion is that an appeal to evidence has become
expected. For this reason, the body of empirical evi-
dence on the impact of wage floors and the minutiae
of their implementation is far larger and more expan-
sive in the countries it covers than, for example, evi-
dence of the impact of regulations on hiring and
dismissals or unionization and collective bargaining.
Key pieces of this evidence have been cited earlier in
this chapter—specifically, the impact of statutory
wage floors on labor market opportunities and out-
comes for young people.

continued



Box 5.1, continued

Recent reviews by World Bank staff (see Del Carpio
and Pabon 2014, 2017; Cunningham et al. 2016) of the
impact of minimum wages in countries with large,
unregulated, “informal” economies merit special
mention in a discussion of building skills and ensuring
human capital is fully engaged. In these reviews of
experiences in several East Asian and Latin American
countries, the authors have charted and organized
empirical evidence on the relationship between the
minimum wage and unemployment and informal
employment and systematically categorized the
potential effects of increasing the minimum wage on
outcomes that include skills development. Following
the evolution of the debate, these papers tended to
focus on the size of adjustments in the level of statu-
tory wage floors and the institutions countries have in
place to make these decisions.

In general, the empirical literature shows that
firms use one or a combination of five channels to
absorb the added labor costs of a rise in the statutory
wage floor: (1) absorbing costs by accepting lower
profits; (2) raising the prices for their outputs
(or reducing their quality) and reducing nonwage
costs, such as worker training; (3) restructuring their
workforces; (4) informalizing labor inputs, partly or
entirely; and (5) upgrading capital (broadly defined to
include physical capital, technology, business pro-
cesses, and human capital). The second, third, and
fourth channels directly undermine the process and
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threaten the quality of human capital built in the
workplace. The fifth will be advantageous to jobseek-
ers with higher levels of formal education and more
years of experience but, as a consequence, will
adversely shape the opportunities of first-time job-
seekers, those with limited market experience, and
those with less or poor-quality education.

Most of the evidence cited in these reviews sug-
gests sizable increases in the minimum wage are
likely to exacerbate unemployment and the preva-
lence of informal employment, which could have neg-
ative consequences for labor productivity and
businesses as a result of reduced investment in
employee training and the loss of productive workers.
While most of the empirical evidence suggests the
effects of minimum wage increase on unemployment
and the demand for labor are unclear in aggregate,
those affected by minimum wage increases tend to be
the least qualified and often also the youngest work-
ers. In many countries in Latin American and East
Asia where rigorous analysis has been carried out,
differences in the effects of minimum wage increases
and which of the channels of adjustment is dominant
depend largely on the size and types of firms. Given
the characteristics of the labor market in emerging
economies, businesses faced with increased labor
costs will likely resort to less than optimal channels,
which will tend to affect their productivity and the
labor market in general.
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found that exposure to high minimum wages for teenagers and young adults
reduced their earnings and the probability of their being employed in the longer
run. These effects were proportional to age: those exposed to higher minimum
wages in their teenage years (independent of their participation in the labor
market) experienced larger reductions in wages at the ages of 25-29 than those
exposed during ages 20-24. Neumark and Nizlova’s initial estimates suggested
about a third of the earnings reduction was due to the reduction in schooling
(that is, young people were enticed away from school by a higher minimum
wage), as well as foregone experience and reduced training. Building on this
work, Cardoso (2009) delved deeper into the causes of these longer-term SMW
effects by assessing actual exposure to SMW in Portugal. She found ambigu-
ous effects: that workers exposed to high SMW when young earned an overall
wage premium of 1-4 percent in the long run (as employers raised investment in
general training), but also experienced lower returns on seniority within the
firm (as employers reduced firm-specific training).



108

SKILLS AND JOBS IN BRAZIL

Historically, little evidence has been found in Brazil of the segmentation
sometimes caused in other countries by statutory minimum wages. Analyzing
the impact of minimum wage increases in Brazil has been tricky, given the unifi-
cation of regional minimum wages in 1984, as well as the linkage of minimum
wages to inflation and the growth in gross domestic product (GDP) since 2005
(Jales 2017). In 2002, the World Bank and IPEA’s Brazil Jobs Report found little
evidence of the labor market segmentation usually attributable to statutory min-
imum wages that is sometimes found in other countries. The report cited an
“efeito farol” (the so-called “lighthouse” effect), in which informal employment
agreements appeared to be informed by the level of the statutory minimum wage
(Neri, Gonzaga, and Camargo 2001; Fajnzylber 2001). Indeed, analysis of the
earnings distribution of formal and informal workers in Brazil over the period
2001-15 shows that, while the share of informally employed people earning less
than the minimum wage has always been substantial, the statutory minimum
continues to shape the earnings of people working informally (see figure 5.1).

Minimum wage policy in Brazil has a long history, dating to 1936, when
President Getulio Vargas established “salary commissions,” which were respon-
sible for setting the minimum wage in each of the country’s 22 states. Commission
members were drawn from among employers and worker organizations within
their areas of jurisdiction. Once determined, the level of the minimum wage
became the legal “floor” on wages for three years and could only be modified
during that period by at least a three-quarters majority vote of the commission.
While the federal statutory minimum wage continues to be the legal floor on
wages throughout the country, several states—Parana, Rio de Janeiro, Rio Grande
do Sul, Santa Catarina, and Sdo Paulo—set their statutory minimum wages
higher. Since the establishment of Brazil’s 1988 constitution, the fiscal conse-
quences of the link between the value of social insurance benefits (that is, old-age,
survivor, and disability pensions) and the statutory minimum wage has acted as
a powerful restraint on political pressures to raise the minimum wage. The
policy link to social insurance, thus, kept the minimum wage at relatively benign
levels.

The introduction of new adjustment policies has caused the statutory mini-
mum wage to rise rapidly. Since 2003, Brazil has followed a “minimum wage
valuation policy” that entails annual adjustments of the national minimum wage
based on predetermined rules, including an explicit formula. Brazil’s statutory
minimum wage is adjusted by the inflation rate in the previous year, plus the real
rate of GDP growth two years previously. The adjustment rule was extended in
2015 for the period 2016-19. The valuation policy and adjustment rule have
delivered a real rise in the minimum wage of more than 77 percent over the
period 2003-16 (see figure 5.2). Even in the midst of a deep recession, its nominal
value increased from R$678 per month in 2013 to R$937 in 20172

At 70 percent of the median wage, Brazil’s minimum wage also appears high
by international benchmark levels. The average statutory minimum wage among
OECD-member countries has remained stable, at between 45 percent and
50 percent of median wages. Some other countries in Latin America (Colombia,
Chile, and Cosa Rica) have higher minimum wages than Brazil by this metric.
When demand for labor slackens, real labor costs adjust downward to contain
unemployment. The new adjustment policies prevent that from happening in
Brazil. Unfortunately, after a long period of decline, the share of working people
earning less than the minimum wage in the country is rising again, along with
unemployment. The rise has been steepest for Brazilian youth (see figure 5.3).
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FIGURE 5.1
Wage distribution of the formally and informally employed and the statutory
minimum wage, 2001-15
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Source: Based on Pesquisa Nacional por Amostra de Domicilios (PNAD), 2001-15.
Notes: Due to the Demographic Census, PNAD was not held in 2010.
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FIGURE 5.2
Real hourly minimum wages (PPP US$), Brazil and selected peers, 2000-16
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Source: OECD 2016, OECD Stata (https://data.oecd.org).
Note: Figure shows real hourly minimum wage in 2015 constant prices at 2015 US$ PPPs.

FIGURE 5.3
Unemployment and workers’ earnings less than the minimum wage, by age group
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EMPLOYMENT PROTECTION

Employment protection legislation (EPL) is a broad category of regulation that
governs the hiring and dismissal practices of firms. The intent of employment
protection legislation is to improve workers’ welfare by establishing some degree
of job security and improving their bargaining power vis-a-vis employers. EPL
typically achieves these goals by regulating employer behavior—for example,
setting conditions for fair and unfair dismissal of permanent employees and


https://data.oecd.org�

Labor Market Policies and Youth Employment Prospects

limiting the use of temporary contracts; mandating certain benefits, such as sev-
erance payments to employees; and prescribing the necessary procedures to be
followed when employment is commenced or terminated.

The effects of employment protection on labor market outcomes is theoreti-
cally ambiguous. On the one hand, strict protection is expected to reduce job
destruction and, hence, reduce flows into unemployment, leading to greater
employment stability over the business cycle. On the other, employment protec-
tion can reduce job creation and flows into employment if the high statutory
costs of dismissing workers cause firms to hesitate before hiring, prolonging
unemployment spells in the economy (Bertola 1990). The aggregate effect on the
overall level of employment at any point in time, therefore, depends on the rate
of hiring relative to the rate of dismissals.

Empirical evidence of the impact of employment protection on labor market
outcomes is similarly mixed. The earliest comparative studies across OECD
member countries (Scarpetta 1996; Nickell 1997; OECD 1999) and on countries
in Latin America (Heckman and Pagés 2000) found negative, although weak,
employment effects. More recent cross-country studies following a similar
approach, however, have failed to find significant impacts on employment
(Baccaro and Rei 2005; Bassanini and Duvall 2006; Heckman and Pagés 2004).
This ambiguity in the empirical literature shows the weakness of composite
measures of employment protection that package a wide range of regulatory
restrictions and costs into summary indices. Narrower analysis of specific com-
ponents of dismissal costs and restrictions on hiring are more conclusive.
Increasing severance provisions, for example, had sizable and significant nega-
tive effects on employment in Argentina (Mondino and Montoya 2004) and Peru
(Saavedra and Torero 2004), although similar measures did not appear to have
any effect in Brazil (Paes de Barros and Corseuil 2004). Greater restrictions on
the use of temporary contracts appears to reduce employment in Colombia
(Kugler 2004). In India, where employment protection and dismissal costs vary
widely from state to state, evidence of negative effects has been found not just on
employment, but also on firms’ investments and productivity (Besley and
Burgess 2004; Schwab 2015).

Consensus is greater that employment protection regulations also have a stron-
ger negative impact on the job prospects of youth than on those of older workers.
As new entrants to the labor market, youth are less skilled and less productive than
more experienced, prime-age workers. All else being equal, younger workers can
be riskier for employers to take on. More stringent employment protection regula-
tions can make firms reluctant to hire young people if they remain unproductive
and are difficult to dismiss, for example. Tenure-based restrictions on dismissal
can also make firms reluctant to fire existing, older workers in response to an eco-
nomic contraction, even if they are less productive, and instead to let younger
workers go. The empirical literature shows that more restrictive regulations
adversely affect those for whom labor demand is more elastic (that is, less-skilled
groups), including young people (Bassanini and Duvall 2006). The effect is sub-
stantial: Bassanini and Duvall (2006) found a decline in the OECD’s employment
protection legislation (EPL) indicator by two standard deviations to be associated
with an increase of four percentage points in youth employment. For Chile,
Montenegro and Pagés (2004; 2007) found job security provisions lowered the
probability for youth (as well as less-skilled workers and women) to be employed.
As a result of high levels of employment protection for workers with indefinite
contracts, youth are more likely to be offered informal jobs or only temporary

]
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employment (Kahn 2012). In OECD countries in 2012, nearly a quarter of workers
15-24 years of age were employed in temporary jobs.

If temporary jobs serve as stepping-stones to more stable employment, flexi-
ble forms of hiring can be advantageous to young people as a way for them to gain
experience. A growing number of studies conclude, however, that where tight
restrictions and protections remain in place for workers on indefinite contracts,
accepting a contingent job may, in fact, delay the transitions of young people into
more permanent employment and reduce their human capital development and
earnings prospects (Yu 2012).

Although its statutory requirements for dismissing formal workers on indef-
inite contracts are lighter than those of OECD member countries and its neigh-
bors, Brazil has had very stringent restrictions on firms’ use of flexible forms of
hiring. True, measures of de jure employment protection applied to people with
“regular” (that is, indefinite) labor contracts suggest Brazil has few restrictions
on dismissals (even if the direct costs paid by employer in fines, or multas, for
non-disciplinary, involuntary separations can be high). But comparisons of mea-
sures of regulation on employers’ decisions to use outsourcing and fixed term
and temporary forms of employment show firms to have been far more restricted
(see figure 5.4). Prior to the 2017 labor reforms, this extreme regulatory stance
could be particularly damaging to the prospects of young people, who are more
likely to prefer or need part-time and flexible employment than people of prime
working age. These restrictions are also severely constraining to productivity, as
they make it difficult for firms to innovate, experiment with new technology and
business processes, or adjust their labor and skills inputs to rapidly shifting mar-
ket demands.

Furthermore, restrictions on the use of part-time and flexible hiring increase
the likelihood of informal employment. The tight restrictions on when firms can
use outsourced labor, as well as the limitations on the use of fixed-term and less
than full-time employment, have forced most firms to engage these human
resources informally. This has been bad for firms, which have had to spend time
and resources avoiding detection and enforcement; it has been bad for working
people who have a preference for flexibility, including not only young people
who might want to combine work with study and training, but also young parents
who need to balance market and household responsibilities; and it has ultimately
been bad for society, in that it has forced firms and households that are reason-
ably pursuing economic opportunities into evasion of laws and regulations.

INCOME SUPPORT AND JOB SEARCH ASSISTANCE
FOR THE UNEMPLOYED

The deployment of labor market interventions in Brazil is weighted heavily
toward “passive” income support programs for people who lose formal jobs,
which account for 83 percent of total labor program expenditure, and away
from “active” intermediation and job search assistance programs (see
figure 5.5). Most labor market interventions are financed from the federal
budget or dedicated levies and funds (specifically, Fundo de Amparo ao
Trabalhador, or FAT, a fund financed from statutory payroll contributions that
finances unemployment insurance and other labor programs). As shown in
the Brazil Expenditure Review (World Bank 2017) the bulk of public spending
on labor market programs goes to people who already have formal jobs
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FIGURE 5.4
Employment protection legislations in Brazil and comparator countries, ca. 2013
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rather than to jobseekers. The policies and programs Brazil puts in place to
help correct failures of the labor market are skewed away from the intermedi-
ation services that could improve the quality of matches between firms and
jobseekers. Although still modest relative to public spending on pensions for
the elderly and people living with disabilities, public spending on labor market
programs has been rising in recent years. Drawing on the World Bank’s recent
review of Brazil’s federal budget (World Bank 2017), while public spending on
labor programs in 2000 was historically low, at 0.4 percent of GDP, this cate-
gory of social expenditure grew hand in hand with the relatively high levels of
employment creation until 2014, reaching 0.85 percent of GDP in 2011 and
0.99 percent in 2014. In 2015, expenditure accelerated to 1.1 percent of GDP as
the country slipped into economic crisis and unemployment began to surge.
The contributory nature of the labor programs, which were historically limited
in scope to the large formal companies and the public sector, means the system
benefits almost exclusively relatively well-off, formally employed workers;
only 1.8 percent of labor program expenditure is accessible to workers who are
not necessarily formalized—that is, workers without signed contracts, referred
to in Brazil as “sem carteira assinada.”’
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FIGURE 5.5

Public spending on labor market programs is weighted heavily to “passive” income
support, over the “active” services that help people find jobs
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Public spending on programs that actively promote labor market insertion of
the unemployed and economically inactive remains very small, even after taking
into account the recent increased spending on skills training. A wage top-up pro-
gram, Abono Salarial, is meant to provide incentive for formal employment. By
design, however, it does not play an explicit role in activating the out-of-work,
since it requires a five-year history of employment for eligibility. Other Brazilian
programs that fall squarely under the internationally used definition of “active
labor market programs” are training for vulnerable groups and the unemployed
(BSM and Pronatec-Seguro Desemprego, Projovem), public employment ser-
vices (Mais Pronatec Emprego), and entrepreneurship programs (Programa de
Fomento de Atividades Produtivas Rurais, Asisténcia Técnica e Extensdo Rural).
Although it has received significant attention because of its rapid growth since
2011, Pronatec was only a modest driver of expenditure on labor programs, and
it continues to represent a small share of the total (3.8 percent in 2015).4 Federal
spending on labor market intermediation services represented by the Sistema
Nacional de Emprego (SINE) has remained persistently low, and it is probably
the least adequately financed labor function in the Brazilian social protection
and labor policy architecture.

The heavy reliance on income top-up wage subsidies is a unique feature of
Brazil’s approach to active labor market programs. Brazil spends about
90 percent of its active labor market program (ALMP) resources on employ-
ment incentives. The highest ratio of spending among OECD countries, by
Luxembourg, is only 60 percent. Hence, the composition of active labor
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market expenditures in Brazil is out of line with comparator countries in the
OECD and in Latin America. Brazil’s spending goes mostly to Abono Salarial;
if it were excluded from the list of active labor programs—due to its limited
functions as a work incentive—Brazil’s expenditure on ALMPs would be lower
than that of all OECD member countries.

Brazil’s labor market programs may be providing incentive for too much
churn in the labor market. Policymakers concerned about labor market opportu-
nity and productivity in most middle-income countries worry about a lack of
dynamism or a stagnation of labor and skills. In Brazil, however, the worry is that
labor is too mobile. About 23 percent of working Brazilians have been in the
same firm or institution for a year or less. Fully 38 percent have worked in the
same firm for up to two years. Over half (58 percent) have been working in
the same establishment for less than five years (Silva, Almeida, and Strokova
2015). Brazil’s rate of turnover is higher than those of almost all OECD-member
countries, with the exception of the United States. But whereas in the United
States the movement of labor across geography and sectors is ample (although
slowing), in Brazil most turnover is within the same geographical area, sector,
and industry. Furthermore, in many middle-income countries, high turnover
rates are observed among people who are informally employed and self-
employed. What sets Brazil apart is that labor in the formal sector appears to be
just as mobile. And whereas in most countries informal employment spells are
considerably shorter and less stable than in formal employment, Zylberstajn and
Silva (2015) have shown turnover in Brazil is as high among formally as among
informally employed.

FIGURE 5.6
Public expenditure categorized as “active” is mostly in the form of salary top-ups
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High levels of churn may reveal perverse incentives created by the generosity,
duplication, and incoherence of Brazil’s income support programs for workers
who lose formal jobs. A debate as to why turnover is so high has been going on
among labor economists in Brazil for years. Although the evidence is not yet
definitive, a strong link between worker movements and the system of entitle-
ments, such as access to unemployment income support, has become apparent.
Zylberstajn and Silva (2015), for example, have shown high turnover despite
earnings losses in the destination workplace. Pinto (2015) has found evidence of
induced dismissals, including a spike in the share of dismissals at the de jure
vesting period for unemployment insurance and the return of 6 percent of those
dismissed “without just cause” to the same firm after a period similar to that for
the maximum payout for unemployment insurance.

The parameters of Brazil’s passive labor programs may encourage these high
levels of turnover. Multiple benefits are triggered when a person in formal work
loses his or her job. Brazil’s Seguro Desemprego (unemployment insurance), for
example, is quite generous, with replacement rates—the benefit received relative
to the unemployed person’s last wage—between 68 and 80 percent, even if
capped at 2.1 times the statutory minimum wage; this stands in contrast to
replacement rates of 50 percent in Argentina and 70 percent in Chile, and an
average of 60 percent among countries of the OECD. Another unusual feature of
Brazil’s unemployment insurance benefits is that they do not decline over the
payout period. In Chile, for instance, payments decline by 10 percent per month.
Considerable empirical evidence indicates the generosity of unemployment ben-
efits has an impact on job search efforts and a person’s likelihood of accepting a
new job. The progressive decline of the benefit serves as an incentive to reduce
the reservation wage of the unemployed, while preserving at least some of the
protective function of the benefits (Vodopivec 2004). The relatively high replace-
ment rates, lax requirements to search for jobs, and, especially, the few require-
ments to accept job offers, along with the relatively low vesting periods for this
right, could explain the very high rotation rates in and out of formal employment
in Brazil (Portela et al. 2016; Corseuil, Foguel, Gonzaga, and Ribeiro 2014).

Incentives can also be shaped by the size of Brazil’s mandatory employer-
financed individual savings program (Fundo de Garantia por Tempo de Servico,
or FGTS) and the way in which it is administered. The FGTS plays a vital role as
a passive labor program to support workers, who gain access to their savings
when they lose their jobs. Reflecting its originally stated policy objectives—to
support workers whose employment contracts are terminated—the most fre-
quent reason for withdrawals is involuntary, nondisciplinary dismissal “without
just cause” (sem justa causa). In 2014, total withdrawals from the FGTS amounted
to about R$86 billion, or 1.6 percent of GDP. Of these, 62.9 percent, about 1 per-
cent of GDP, were for dismissal without just cause. The law requires employers
who dismiss workers without just cause to pay a penalty (or multa) as a deterrent
to dismissals. The multa is analogous to the “risk-rated” contributions paid in the
unemployment insurance program of the United States, which adjusts the
“premium” for the likelihood of dismissals in a particular sector. In Brazil, how-
ever, instead of supplementing the finances of the Seguro Desemprego, the bulk
of the multa is received by the dismissed employee at the time of dismissal. This
additional penalty payment from employers can reach up to 40 percent of the
total FGTS withdrawal ®

Poor coordination of Seguro Desemprego and the FGTS further distort incen-
tives and contribute to high turnover. First, the coverage conditions
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(for example, the minimum period of contribution prior to job loss) and other
eligibility requirements for the Seguro are lighter than those of similar programs
in neighboring countries and among Brazil’s peers. And although the maximum
period over which a benefit is paid out is shorter, the benefit amount is relatively
generous. Second, FGTS accounts managed by Caixa Economica Federal earn
only a statutory—and below-market—rate of interest. In an economy with a his-
tory of high inflation and prone to inflation spurts, relatively low returns on com-
pulsory savings can raise the financial repression felt by households and create
urgency to get access to their savings. And because most of the multa is paid to
workers, the risk-pooling fund for FAT receives only a small fraction of the pen-
alty amount. Combined with limited monitoring capacity, these features create a
potential bonanza payment for those who lose formal jobs and strong incentives
for workers and employers to collude to game the programs.

Another problem constraining Brazil’s productivity potential is its high and
uncertain nonwage labor costs. De jure, nonwage unit labor costs in Brazil are
very high compared to those of benchmark countries. Most of these costs—
contributions to social insurance pensions, FGTS savings, and other
employment-related benefits—are the sole statutory responsibility of employers.
As discussed previously, total labor costs have been rising, driven by growth in
the national statutory minimum wage. What has now become a relatively high
statutory minimum wage is accompanied by one of the highest mandatory con-
tribution rates for social insurance, and rationed, mandatory savings, in Latin
America and among comparator countries.

These factors combine to limit formal job offers, especially to young people,
by keeping unit labor costs high. Not all formal jobs are productive, and not all
informal jobs are unproductive. That said, when firms are confronted with
high mandated labor costs and the complexity of the labor regulation and
worker protection systems in Brazil, they could reasonably choose to forego
operating at larger, more efficient scale to escape enforcement of these regula-
tions. Their choice to “stay small” to avoid detection can have an aggregate,
negative drag on the country’s productivity and growth. As already pointed
out, the statutory minimum wage has been growing rapidly since changes to
the adjustment formula were made in 2012, and with little reference to the
conditions created by Brazil’s current downturn. Most nonwage labor costs
from other regulatory instruments or benefits are linked to the minimum wage.
When combined with relatively high mandatory contributions from employers
for social insurance and FGTS savings accounts and the threat of formal dis-
pute in Brazil’s system of labor courts, firms may be reasonably wary of creat-
ing formal jobs.

Public spending on labor market intermediation and public employment
services is very low in Brazil compared to OECD countries but comparable to
that of other countries in Latin America. Whether compared to countries that
share similar labor policy institutional features (such as Italy and Portugal) or
similar levels of labor program spending (Poland and New Zealand) or are aspi-
rational comparators (France and Spain), the dominance of wage subsidies in
Brazil’s total labor program expenditure stands out. Intermediation is a critical
component of labor market systems in advanced countries, where public
employment services (PESs) connect jobseekers to employers by offering it,
along with training and other services. They also function as a gateway mecha-
nism to control access to—and prevent the abuse of—unemployment benefits
and other social programs.
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Giving relatively less emphasis to PESs is common in Latin America and can
be explained by the institutional history of labor policy developments in the
region. Among Brazil’s peers in Latin America, only Mexico allocates a signifi-
cant portion of expenditure (about 30 percent) to labor market intermediation.
Another distinguishing feature of Latin American countries’ approach to active
labor programs, including Brazil’s, is the significant investment in entrepreneur-
ship programs, which remain limited in most member countries of the OECD.
Spending is heavily concentrated on wage supplements to people already for-
mally employed rather than on labor activation support. This spending is ineffi-
cient, in the sense that large overlaps occur between programs, and the subsidies
are of limited effectiveness for bringing workers into formal jobs.

As the economy struggles to create new jobs, Brazil’s lack of active interme-
diation and job search assistance is dangerous. While spending on wage top-ups
seems excessive, programs that actively help the unemployed or inactive indi-
viduals to prepare for and find work (training, job search assistance, intermedi-
ation) receive only about 4 percent of total labor spending. This leaves people
who are unemployed—and particularly first-time jobseekers—particularly vul-
nerable, raising the likelihood of long unemployment spells, consequent depre-
ciation of human capital, and “scarring” effects that can last for years. The
solution is not just to increase spending on intermediation services and job
search assistance, but to modernize these services to perform at the level of
active labor market programs in some of the leading-practice countries, such as
Australia, the United Kingdom, and the United States.

THE 2017 REFORMS: STRENGTHS AND WEAKNESSES

In the first half of 2017, Brazil’s government legislated changes to its labor market
policies, presenting them as a long overdue “modernization” to bring its policies
up to date with those in other countries. The stated objectives were to increase
labor market flexibility; broaden access to worker rights and protections;
improve workplace relations; and lower the uncertainties that motivate most
labor disputes. If successful in meeting these objectives, the government expects
the reforms will eventually increase the share of formal employment in the labor
force, improve the quality of matches between workers and firms, raise produc-
tivity, and help chip away at custo Brasil. The reform’s designers claim the mea-
sures will do the following:

e Create more legal forms for structuring individual work relationships

 Increase the penalty for not registering employees

¢ Ensure minimum pay, rights, and mandated benefits are pro-rata and propor-
tional to time worked, regardless of contracting arrangements

o Shift primary responsibility for key employment conditions to firm-level
bargaining

e Grant primacy to firm-level collective agreements

 Increase worker choice for collective representation by making union mem-
bership and the payment of union fees strictly voluntary

 Assign penalties for frivolous court claims and cases brought to courts in “bad
faith”

 Institute other measures to lower the likelihood of disputes ending up in the
courts
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Table 5.2 provides a detailed—though not exhaustive—presentation of the

specific measures included in the labor market reforms. These selected mea-
sures are mapped following the typology of policy instruments presented

earlier.

Itis reasonable to expect efficiency savings from the reforms in the medium

and long terms. Insofar as the package offers firms and individuals more

TABLE 5.2 Brazil’s 2017 labor policy reforms: Main measures
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REGULATIONS

INTERVENTIONS

INSTITUTIONS

Restrictions lifted on working hours,
while maintaining the maximum
weekly and monthly hours worked

More stringent job-search requirements
for recipients of unemployment
insurance benefits

Expansion of the set of issues relating
to employment conditions (pay,
working hours, overtime, paid leave,
productivity bonuses, within-firm
mobility) that can be negotiated
through collective bargaining at the
firm level

Relaxation of requirements on how
much paid leave can be taken at a time

Modification (rise) of the rate of return
earned by individuals’ savings in FGTS
accounts

“Prevalence” (that is, primacy) given to
firm-level agreements over other
collective agreements and the labor
law on these matters

Increase in total hours a week that a
person can work for an employer less
than full time

Access granted to individuals’ savings
in “inactive,” dormant FGTS accounts

Payment of union dues only with
individuals’ prior, explicit consent

Expansion of the set of firm activities/
parts of the production process that
can be performed by people on
fixed-term contracts and by outsourced
(agency) workers

[PENDING, PL No. 5278/2016] More
financing and improved resource
sharing arrangements for Brazil's
principal intermediation service, SINE
(Site Nacional de Empregos)

Restrictions on permissible court claims
on matters clearly set in the labor code
and/or covered by firm-level agree-
ments

Extension of the maximum period (180
days, with renewal for up to 90 days for
a maximum 270 days) a person can be
kept on a fixed-term contract by the
same employer

Burden of proof on both parties to the
dispute

Creation of “intermittent” (on-call or
“zero-hour”) employment contracts

Losing party made responsible for the
costs of legal advice/services

Allowance of differentiated pay
according to productivity/performance,
and bonuses

Fines imposed for labor court claims
made in bad faith

Requirement of pro rata proportional
remuneration, all other benefits, rights,
protections and entitlements, for
people working on less-than-full time,
fixed-term, and intermittent contracts

Lower income threshold to qualify for
free legal advice/services (“legal aid”)

Creation of a new “mutually agreed”
separation, with access to 80 percent
of FGTS savings accumulated over the
employment period ending and half
the fine (multa) paid for involuntary
dismissal

Labor regulation applicable regardless
of whether contract is between
employer and employee or firm and
sole trader company

Missed INSS contributions included in
the settlement

Allowance of remote (“tele-*’)
employment

Updating of labor claims by lower rate
(TR/Bacen)

Labor court decides when to ratify
extrajudicial settlements

Increase in fines for employing people
informally

Source: Morgandi, Battaglin Schwengber, and Packard 2017.
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options to enter regulated and protected (“formal”) work arrangements; pro-
vides greater flexibility by shifting weight away from legislation and toward
the bargaining table; creates incentives for unions to be more responsive and
accountable to members; and lowers the legal uncertainty and other costs of
resolving labor disputes, then the reforms should help the labor market create
better matches, fewer matches outside the legal framework, and less adversar-
ial workplace relations and reduce deterrents to investment. It is also reason-
able to expect that if all these positive outcomes obtain, better matches will
lead to longer employment spells and lower the high rate of labor turnover.
That said, eliminating the perverse incentives created by Brazil’s passive labor
programs could further increase the likelihood of these outcomes.

The government is keen to avoid segmentation of the formal labor market.
Given that many of the benefits and protections discussed in earlier sections
of this chapter remain intact, a key feature of the 2017 reforms is that they are
also required for outsourced labor and for employees engaged with fixed-
term contracts and in part-time employment. The reforms clearly require
they be made available on proportional, pro-rata terms and should help Brazil
avoid the outcomes that followed labor code reforms in some European and
Latin American countries. The changes Brazil’s reforms have also enacted to
collective bargaining and workplace conditions are expected to give firms
greater certainty about labor costs and lower the risks of time-consuming
legal actions.

The 2017 labor market reforms aim mainly at relaxing regulations, and
improving the function of institutions, with relatively few measures to improve
interventions. That said, and as noted in the Brazil Expenditure Review (World
Bank 2017), a proposed increase of resources to Brazil’s main intermediation and
job search assistance service, SINE, is probably justified (although still pending
passage of PL No. 5278/2016), given years of funding well below spending levels
on comparable programs in other countries.

Notable by its absence from a package of reforms focused mainly on labor
regulation is any change to how the national statutory minimum wage is set and
adjusted. In the current context of price stability relative to past periods of crisis
and recovery, the upward pressure of the minimum wage has been forcing firms
to adjust either by informalizing jobs or dismissing workers outright. Indeed, the
percentage of people employed and earning less than the minimum wage has
been rising, along with the rate of unemployment, for all age groups. Even with
no statutory changes to the minimum wage, the 2017 reforms might introduce
greater earnings flexibility at the lower level of the productivity distribution of
workers, where the minimum wage has started to bind. Although less-than-full-
time employment was possible prior to reforms, the changes legislated in 2017
are expected to make it easier for employers to make these and other nonstan-
dard employment offers. This could increase knowledge and use of proportional
pay, benefits, and rights and give firms more flexibility to adjust on pay rather
than the number of jobs.

Will the 2017 labor market reforms improve employment, welfare, and pro-
ductivity? Unfortunately, the answer is not straightforward, and it will proba-
bly be equally or more directly determined by the health and contestability of
Brazil’s other factor and product markets, where misallocations and competi-
tiveness are a far greater problem than in the labor market. The complexity of
the package of measures that has passed raises myriad questions, but there are
notable strengths and weaknesses in the reform.
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Will new flexibility in contracting increase or sacrifice equity of
labor rights, protections, and benefits?

The changes in permissible contracting and working hours formalize within the
legal framework many of the practices to which working people and firms have
long had to resort, and which have become the norms of doing business.
Compliance costs have been too high for most firms to remain viable. Anecdotes
abound of the contortions employers and individuals have had to make to
avoid or evade Brazil’s expansive, detailed, and rigid labor code. When firms
did comply, it was with the letter of the law, and for many compliance could
come at the cost of formal employment offers to people performing more routine
tasks (Almeida, Corseuil, and Poole 2017). Widespread disregard and outright
evasion of the law is an unsatisfactory and unsustainable equilibrium, even when
the costs of compliance are prohibitive to business. Respect for and compliance
with laws help build and reinforce good governance, which has a widely recog-
nized, public-good benefit to growth. Thus, by bringing many of firms’ and
workers’ actual labor market practices in from the shadows of the informal
economy, the reform has made a clear advance. Greater freedom and a broader
range of choices for how firms employ people should give businesses more flex-
ibility to experiment with different processes, innovate by adopting new produc-
tion models and new technology, and adjust with greater agility to the cycle and
shifting economic demands, particularly in fast-changing export markets.

The risk is that Brazil’s reform will repeat the experience of other countries
(notably Italy, Portugal, and Spain), whose reforms that created new, more flex-
ible ways of legally employing people ended up segmenting the formal labor
force. Argentina and Chile have had similar reform experiences. And an outcome
of these reforms has often been the unexpected emergence of a formal under-
class of temporary workers, made up mainly of young people with few pathways
to indefinite employment. This segmentation is worse if the protections of peo-
ple already in indefinite employment, which originally created the need for
greater flexibility, and the policy interventions that accompany these protections
have been left intact rather than restructured.

A lesson to draw from the experience of earlier reforms is that employers will
gravitate to the lowest risk option. Brazilian employers tend to prefer the con-
tracting forms that incur the least explicit nonwage labor costs during workers’
tenure and the lowest costs at the point of dismissal. They also consider the value
of flexibility to be greater than the risk of losing workers on temporary contracts,
especially in industries with lower value-added, for which people with the
required skills are relatively easy to find. Only when the labor market tightens do
employers have a strong incentive to offer indefinite employment contracts to
retain workers with valuable skills. Fixed-term contracts are more advantageous
to firms in pretty much any other circumstance.

Because Brazil has fewer restrictions on dismissal, the danger of segmenta-
tion of formal employment and the “insider-outsider” dynamics observed in
Europe in the 1990s poses less of a risk. The government has stated its policy
intention that firms’ contracting decisions should not be driven by differences in
the per-hour wage and nonwage labor costs. The measures in Law 13.426 include
requirements to extend mandated parameters of pay, leave, access to savings and
insurance, and any other rights and worker protections to all the new contract-
ing arrangements permitted by the labor code after the reform (with the excep-
tion of contratos intermitentes). An additional regulation was proposed through
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Provisional Decree 808 to address benefits and regulation for more flexible types
of contracts, particularly intermittent (that is, “zero hour”) and auténomos exclu-
sivos (for certain occupations, specifically truck drivers, and people working on
commission) and increase social security contributions emphasizing these as the
responsibility of the employer. Achieving this proportionality presents imple-
mentation challenges for employers, as well as monitoring and enforcement
costs for regulators. The direct employers (that is, the agency) of outsourced
workers are responsible for their rights and worker protections. The risk of
employer coercion of current employees into an outsourced employment
arrangement is attenuated by an 18-month restriction on a person’s returning
to work as an outsourced worker at a firm he or she left as a direct employee.
This safeguard against arbitrage is temporary, however, extending until
December 31, 2020.6

Despite proportionally guaranteed worker protections and benefits, risks of
arbitrage remain. Even though the reforms introduced greater contracting
choice and flexibility, along with the careful requirements for proportional pay
and worker protections, there are still some causes for concern. More could be
done to ensure a truly level playing field across contracting types. Apparently, for
example, the employer-paid multas only apply to people who hold indefinite
contracts, and there does not appear to be any active incentive for employers to
put people on a pathway to indefinite employment. Evidence from several coun-
tries shows that placing indefinite employment out of reach affects long-term
decisions of the household that entail risk-taking and commitment—for exam-
ple, the purchase of a home or the decision to have children.

Also, the external costs that greater flexibility might impose do not appear to
have been considered. Since workers on fixed-term contracts remain eligible for
unemployment insurance, and Brazil’s Seguro Desemprego is not actuarially
financed, a potentially larger share of Seguro claimants could impose additional
fiscal costs (although see discussion of provisional decree, below). The intent of
employer-paid fines for involuntary, nondisciplinary dismissals in most coun-
tries is to help society recoup the costs of high turnover. But where they are
effective, these fines are paid to the public pooled fund that finances unemploy-
ment insurance and job-search assistance programs.

A more fundamental concern arises from the ambiguity created by the com-
bination of the outsourcing law and the labor reform law. Specifically, there
doesn’t appear to be a clear distinction between what is autonomous work and
what is subordinated employment and no requirements or guidance to firms as
to what tasks or parts of the production process are more suitable to one or the
other form of engaging work. This matters to the extent that there are statutory
differences between the two regarding rights and protections and differences in
who bears financial responsibility for these rights and protections. When these
statutory differences are substantial, firms’ and individuals’ labor market deci-
sions are affected. And there are consequences for work to be deemed either
self-employment or subordinated, dependent employment.

Where the reform raises the most concern is an apparent lack of clarity about
what constitutes a relationship between businesses—for example, a firm and a
self-employed, sole-trader provider of services—and what is an employer-
employee relationship. This opens the opportunity for employers with monop-
sony power to coerce people into what the International Labour Organization
calls “disguised employment,” and, in so doing, to abscond legally from their
financial responsibilities for worker protection (ILO 2016).
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Will the 2017 reforms strengthen or weaken collective
bargaining?

Advocates of the reforms expect more harmonious workplace relations from the
measures, brought about by collective bargaining between employers and more
professional and accountable labor unions. Opponents retort that, by eliminating
the secure source of financing unions could count on from mandatory worker
contributions, the legislation weakens the bargaining position of working people
in the face of employers with monopsony power and widespread oligopolistic
product markets. A weaker bargaining position could raise the risks of segmen-
tation and the abuses just discussed.

The reforms have, unquestionably, given workers and employers more things
to bargain over that were previously mandated in the labor code. Deals struck at
the firm level on a specified set of workplace matters—including pay, working
conditions, and leave, among others—now have primacy (prevaléncia) over
agreements negotiated at any other (sectoral or municipal) level and, indeed,
even over stipulations on these matters in the labor code. If they have more to
negotiate and their negotiated agreements are given greater weight, the parties
are expected to take collective bargaining more seriously and to come up with a
greater array of creative, “win-win” agreements better suited to the specific
needs of the firm and its workforce. With greater responsibility to advocate for
their members’ well-being at work, and potentially more to show for their efforts,
unions would attract and be held accountable by voluntarily-paying members?
Importantly, the matters unions are permitted to bargain over have been more
clearly defined, and for workplaces of 200 or more workers a new entity has
been created: the comissdo de representantes dos empregados. This new
worker-representative body can negotiate over certain aspects of workplace
conditions but cannot take up issues clearly reserved (by article 8 of the
constitution) for labor unions.

Many who are skeptical of the reforms point out the “free rider” problems
that arise when union dues are voluntary. Because in most countries and juris-
dictions it is common for the law to require “nondiscrimination” (that is, equal
pay and benefits for people doing the same job in the same place), the benefits
unions negotiate have to be extended to members and nonmembers alike. This
may explain how unions—particularly those that represent workers in the public
sector—have an impact on workplace conditions disproportionate to the share of
the workforce they directly represent. But the requirement of equal pay and con-
ditions also lowers the incentives of working people to join unions and pay union
fees. This rationale has become the basis for mandating payment of dues (or
“agency fees”) to cover the costs unions incur to negotiate for the benefit of all.
In places where membership and/or fees are voluntary, even people who value
the benefits unions win are less likely to join and pay dues, which threatens an
“undersupply” of unions’ collective representation and advocacy services.

Workers’ ability to associate and bargain collectively is a vital complement
to an efficient, contestable, and equitable labor market. And diminished repre-
sentation and advocacy services incur costs. Whether the free rider problems
actually lead to diminished or undersupplied advocacy services, however, is
determined by the extent to which alternatives and competition can provide
those services. If more options are available to people in a workplace—
including that of self-representation—it is reasonable to expect workers to
join and pay the dues of the union that gives them the best deal, and for this to
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be the one with the greatest bargaining power. And in firms where a small
number of workers would make competition between providers of represen-
tation services unviable, exclusive representation rights could be granted to a
single union; that the exclusive provider bear the cost of the free riders is a
usual concession. These matters do not, however, appear to be acknowledged
or addressed with provisions for exclusive representation. Furthermore, many
large sectors of the Brazilian economy are, indeed, dominated by employers
with monopsony power (such as in agriculture and mining).

Will the reduction in judicial uncertainty encourage investment
in job creation?

As noted in the Brazil Jobs Report of 2002 (World Bank and IPEA 2002), the
labor courts system had a systemic tendency to favor plaintiff employees over
employers. Brazil was not unique in having a dedicated branch of its judiciary to
hear and rule on labor disputes, but it was among the countries where court
action was most frequently taken. As more formal employment relationships
were formed over the high-growth period in Brazil, the number of cases brought
to the labor courts rose, and the rise has accelerated since the start of the reces-
sion in 2014. The report noted some exceptional features of the system: hearing
cases brought by employees even if they could not produce documentation of
their employment relationships; a burden on employers to prove their innocence
of the infractions they were accused of; no clear assignment of court costs; and a
cost burden that fell exclusively to the employer. The uncertainty raised by these
features was a deterrent to job creation and increased the cost of doing business,
including the cost of failure when firms would take risks by innovating with new
technology or production processes.

As the reforms widen the space for collective bargaining and give primacy to
firm-level agreements, the set of disputes that can now be heard in court is nar-
rower. The courts will also have less discretion in interpreting the law and will
be restricted from creating new rights with their decisions. While these changes
are intended to give firms greater certainty, a long period of adjustment may
ensue before this certainty is had. Also creating uncertainty for a time may be the
greater complexity of the new contracting forms brought about to give firms
more flexibility, as they struggle to learn their new responsibilities and discour-
age job offers. Yet these uncertainties are only to be expected with the passage of
such a structural reform, and the government can counter them with measures
to inform and educate all parties on their new rights and responsibilities.

The body of anecdotal evidence of frivolous, opportunistic, and even strategi-
cally motivated complaints filed in the labor courts is sufficiently large to justify
the new deterrents passed in 2017. The reforms have enacted fines and clearly
assigned court costs in an attempt to make disputes less likely be taken to court.
The backlog of cases in the labor courts is itself evidence alternative dispute res-
olution structures are to be systematically encouraged. Indeed, in the short
period since the labor reform was legislated, there has been a sharp drop in
cases, which is a tentatively positive sign that the reform may be having its
intended impact. That said, the reforms lowered the income threshold below
which people qualify for legal financial assistance. As with the potential for
abuse of contracting, the monopsony power of firms in many of Brazil’s largest
sectors raises concern for the workers for whom the changes in eligibility or
legal aid may have put the courts out of reach.
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THE PENDING LABOR REFORM AGENDA

A formidable agenda of reform to labor market policies and programs could still
be pursued to raise Brazil’s productivity potential by better engaging its young
people. The remainder of this chapter proposes several policy options on which
a government concerned with the labor market prospects of its young people
could draw. None of the ideas proposed is easy, and they differ considerably in
procedural and legislative difficulty. Any of those put forward would face enor-
mous political resistance. To realize the full potential of the labor market reforms
it legislated in 2017, however, Brazil will need to do more to give its young people
a better chance of contesting and succeeding in the labor market.

Statutory minimum wage-setting and adjustment process

The distortions of a statutory minimum wage can be minimized if adjustments
are made with greater reference to changes in workers’ productivity. In Brazil,
however, the federal minimum wage has been increasing faster than labor pro-
ductivity for many years.

Several methods are used around the world to set the level of statutory mini-
mum wages, some more discretionary and others more formula-based. Brazil has
one of the more rigid systems for setting its federal minimum wage, which raises
the risk of harmful distortions. The minimum wage is adjusted based on inflation
of the previous year and real GDP growth of the year prior to that, if the GDP
growth was positive. The real level of the minimum wage can only rise. This
adjustment policy has two fundamental problems. First, the formula allows mini-
mum wages to rise faster than workers’ productivity, especially when economic
and labor productivity growth rise at the same pace. As the minimum wage is fre-
quently used as abenchmark for the earnings of all workers, this can push up labor
costs or compress wages across the entire wage distribution. Second, the adjust-
ment formula creates the risk of countercyclical, upward adjustments. The lag
between observed rates of economic growth and the adjustment required by the
formula creates the possibility that the minimum wage will increase at times of
economic slowdown, as happened in 2015-16. Brazil could consider scrutinizing
the current formula and accompanying adjustment institutions and make changes
to lower the risks of mechanical adjustments that are unresponsive to current eco-
nomic conditions. Creating institutions that engage stakeholders in a continuous
and flexible process is now considered leading practice (box 5.2).

Wage floor adjustment formulas: Respectability, with a productivity argument

As with statutory wage floors generally, the debate on
how the level of the minimum wage should be adjusted
has evolved from an exchange of arguments on
“whether” to arguments on “how.” The old debates pit-
ted ardent proponents of discretion and flexibility in the
face of uncertain future economic circumstances
against equally passionate advocates for transparency

and predictability in how wage policy is carried out. The
latter argued for clear, undiscriminating adjustment
formulas and their technical value in places with weak
or opaque governance institutions that are vulnerable to
capture by one or another party. The former feared that
the hand of policy on the level of statutory wage floors
would be pushed or pulled mechanically, and with little

continued
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Box 5.2, continued

reference to circumstances and unforeseen events. In
countries prone to price instability, critics of adjustment
formulas had the added ammunition of so-called “wage-
price spirals,” a notion they used very effectively in
these debates. But adjustment formulas for the level of
statutory minimum wages are newly en vogue.

The current debate is duller but also more useful.
The value of a transparently designed and managed
adjustment formula is clearly recognized, but just as
important are the voices of stakeholders and govern-
ment, interacting regularly through permanent insti-
tutions. The debate is over the relative weights of
stakeholder and government input and formula out-
comes. In their review of leading practices, Del Carpio
and Pabon (2014, 2017) conclude it is best to have a
clear formula that avoids excessive rigidity in the
process and is easy for all stakeholders to understand,
apply, and discuss. The idea is to construct the for-
mula to reflect policy objectives agreed upon by
stakeholders and government (for example, to lower
income inequality or ensure workers in uncompeti-
tive labor markets are fairly remunerated, per their
contributions to firms’ and the economy’s productiv-
ity) and so the resulting levels serve as a technically
derived “starting position” in regular negotiations,
rather than a predetermined and uncontestable
outcome.

MW, = [Average(Pi +(Median wage))]* |:1+(i)+( CPI;

The annual adjustment: A second formula deter-
mines annual adjustment, using four arguments:
the Consumer Price Index (CPI), workers’

A%MW,_, =+B,%CPI,_, +B,%ALP,_,

The coefficients B, and [3, are set by negotiation
among stakeholders. The coefficients B, and B are
calculated using elasticities of employment with
respect to the minimum wage and the rate of informal
employment.

The positive sign on the CPI reflects the increases
required to maintain workers’ purchasing power.
Productivity also enters the formula positively, reflect-
ing a greater contribution of workers to GDP. The pos-
itive sign on the employment parameter is associated
with the possibility of raising the minimum wage
when doing so contributes to employment growth.

Additionally, in this new debate, “productivity and
growth” appear to sit equally alongside “risk manage-
ment” and “social justice” objectives. When adjustment
formulas include arguments to reflect labor’s marginal
product, a large part of the distortion imposed by a wage
floor can be mitigated. Cunningham et al. (2016) present
wage-setting and adjustment formulas they use to cal-
culate an adjustment path for minimum wages that
takes better account of economic conditions, including
the extent of informal employment. Their methodology
starts with a formula to set the level of a basic minimum
wage as a function of the median wage and the poverty
line. The outcome is adjusted for labor productivity, the
unemployment rate, and the cost of living index. A sec-
ond formula is defined to adjust the level of the mini-
mum wage annually by the cost of living, labor
productivity, the employment rate, and the rate of infor-
mal employment. The steps are as follows.

Setting the level: The starting level of the minimum
wage is a simple average of the poverty line per worker
(P) and the median salary of workers in the lower half
of the wage distribution. This ensures the minimum
wage is always above the poverty line. The second argu-
ment in the formula takes account of productivity (P),
the consumer price index (CPI), and the rate of unem-
ployment (U), which allows the level of the minimum
to keep pace with salaries in the rest of the economy.

100
productivity (LP), the share of workers in the

informal sector (INF), and the employment rate
(EMP).

100 100

- (ﬁ4 )%AINFt—trend +(ﬁ5 )%AEMPt—trend

The coefficient on the rate of informality is negative,
reflecting the tendency of rises in the level of the min-
imum wage to increase informal work.

More important than the specific arguments in the
formula and the signs they carry, the advantage of this
approach is to leave the value of specific coefficients
to negotiation among stakeholders, which acts as a
device to keep them engaged. If a national wage floor
is kept sufficiently low in the statute, this same proce-
dure can be followed at the subnational and firm levels
in the collective bargaining process to negotiate wages
above the mandatory minimum.
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Lower statutory minimums for younger working people

There is encouraging evidence that setting a lower minimum wage for the young-
est workers that rises with age can reduce the many negative employment effects
of a statutory minimum wage. If minimum wages are set lower for youth than for
adults, then, from the perspective of hiring firms, the labor costs of engaging young
people are lower, and the employment effects offsetting a statutory wage floor
become more ambiguous. The experiences of European and other OECD coun-
tries with age-differentiated minimum wages have been quite successful. Dickens
etal. (2014) found that when low-skilled individuals in the United Kingdom turned
22 years of age and moved from the youth to the adult minimum wage, their rate
of employment increased by about 3-4 percentage points. Contrary to what the
classical economic models predict, this suggests firms may not see those below the
age threshold as perfect substitutes for those above it. The increase in wages may
induce more young people to participate in the labor market or increase the inten-
sity of their job searches. Similarly, in Greece, Yannelis (2014) and Karakitsios
(2016) found a reduction in the minimum wage for people under age 25 increased
their probability of being employed. In New Zealand, Hyslop and Stillman (2004)
found that decreasing the statutory minimum by 41 percent for 16-17-year-olds
resulted in a slightly positive impact on their employment probability (employ-
ment elasticity of 0.25), while decreasing the minimum by 69 percent for
18-19-year-olds also resulted in positive, though smaller, employment effects for
that group (employment elasticity of 0.08).

Critically, reforms to minimum wages have to be made paying close attention
to the profile of workers who earn the minimum. In many high-income coun-
tries, adults who are parents or otherwise responsible for dependent household
members are less likely to be in jobs that pay the minimum wage. So-called “sec-
ondary earners”—that is, those whose earned income is not the primary source
for financing essential household consumption—are more likely to hold jobs that
pay the minimum wage. This can, of course, vary substantially across households
according to composition, wealth, and geography. In lower-income countries,
jobs paying the minimum wage are among the most stable and sought after. The
key question that has to be answered is in how many cases working people earn-
ing the minimum wage are a main or even the only source of market income for
their households. Using the narrower age definition of youth (15-24), the highest
share of those earning one minimum wage (about 34 percent) is in the third
income quintile. This is followed by about 26 percent of youth earning one min-
imum wage in the second quintile, and just under 10 percent in the poorest quin-
tile (where many working people earn less than the minimum wage). Among
youth who are heads of households or working spouses of the household heads
and who earn one minimum wage, the largest portion (about 40 percent) are in
the poorest quintile. This represents a substantial number of people who would
be affected by a policy to lower the minimum wage for youth. The possible gains
form this policy could, however, justify focused compensation for those adversely
affected, and Brazil performs far better than most of its peers in identifying and
responding to households in need of income support.

Care also has to be taken in setting the minimum wage not to provide incen-
tive for dropping out of school or create abrupt increases in labor costs as youth
move from one age to the next. Kabatek (2015) indicated that the Dutch model
of incremental minimum wage increases from ages 15 to 23 may be having some
unintended consequences. He showed that for workers ages16-23, the probability
of job separation increased by 1-2 percent in the three months preceding their
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birthdays (when they move to a higher minimum wage tier). These results con-
tradicted those found in Portugal by Cardoso (2006), who found the teenage
share of job separations fell by about 15 percent in response to increases in the
minimum wage (by 33-50 percent) for 17-19-year-olds in 1987, despite the reduc-
tion in relative demand for teenage labor. In Denmark, Kreiner et al. (2017) used
regression discontinuity to show employment falls by 33 percent when the
hourly wage rate jumps by 40 percent as individuals turn 18 years old. This
decline is almost entirely driven by job losses that are likely to be motivated by
higher labor costs. Finally, Larrain and Poblete (2007) showed that while relax-
ing the minimum wage solely for young workers reduced youth unemployment,
doing so might force less skilled workers to remain longer in the uncovered sec-
tor. On the basis of this evidence, a reduced but rising statutory minimum would
ideally be implemented in small increments.

Reforms to unemployment income support

Brazil’s government can build on its labor reforms with supportive changes to
unemployment income support programs. Although a step in the right direction,
the outsourcing and labor reforms passed in the first half of 2017 are not enough
to encourage longer employment spells, with more opportunities to build critical
skills and achieve higher productivity. Brazil’s main unemployment support pro-
grams, the Seguro Desemprego and FGTS, and the fines (multas) paid by employ-
ers for involuntary, nondisciplinary dismissal, are likely to continue creating
perverse incentives for high rates of unproductive churn.

Changes could be made to the parameters of FGTS and Seguro Desemprego
to lower perverse incentives and improve the programs’ effectiveness. The most
urgent and important measure would be to sequence workers’ access to the two.
Rather than being entitled to gain access simultaneously to their individual sav-
ings (FGTS) and the risk-pooling benefit (Seguro) upon involuntary separation,
workers could be required to exhaust their savings before receiving Seguro. A
limit on how much of their savings could be withdrawn for every month of the
unemployment period could be imposed, and this maximum benefit could
decline over time. Indeed, most modern unemployment insurance programs fea-
ture a declining benefit rate of replacement over the total payout period.
Requiring workers to draw down their own savings creates urgency that can
counter the “moral hazard” of income support during unemployment spells.

With this sequencing proposal, Seguro Desemprego could underpin the
FGTS and, in doing so, provide more support to lower-earners and those who
find it more difficult to find new jobs. It also has the merit of reserving the public
resources that finance Seguro Desemprego for those likely to run down their
FGTS savings fastest or who take longer to find new jobs. These are the people
with fewer sought-after skills; lower-income earners who are not able to accu-
mulate large balances in individual accounts; or people who have suffered
repeated employment shocks. As in countries that combine individual savings
with risk pooling, the number of times an individual can get access to benefits
from the unemployment insurance risk pool could be limited in any given period,;
could be conditioned on the intensity of job search, acceptance of job offers, and
take-up of training, counseling, or other support services; or could depend on a
combination of these public employment services.

Coordinating workers’ access to FTGS and Seguro Desemprego would offer
households a more resilient set of tools to manage a diverse set of risks to
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employment. In any country, even in times of economic stability and growth, an
efficient level of turnover exists, as workers move from one job to another, and as
firms go out of and come into existence. As mentioned previously, Brazil stands
out for turnover higher than that observed among its peers, which may partly
explain its low levels of productivity. Turnover may be faster than it should be
because of the generosity created by the current overlap of passive income sup-
port programs. Sequencing access to FTGS and Seguro Desemprego would pro-
vide actuarial benefits and could contribute to productivity by providing support
for individual mobility following an idiosyncratic, or even a predictable, employ-
ment disruption and augmenting this support when unemployment spells are
longer or the shock to the economy is systemic, as is the case in the wake of a
crisis or long recession. Chile’s mixed unemployment protection system includes
triggers that can lengthen the total payout period when the country’s unemploy-
ment rate rises above a certain level.

The proposed measures to give greater coherence to unemployment support
programs could substantially lengthen employment spells and benefit produc-
tivity. Table 5.3 sets out the main labor market programs deployed by the federal

TABLE 5.3 Reforms to Brazil’s labor programs likely to improve labor market incentives and outcomes

PROGRAMS

CURRENT PROBLEMS

PROPOSED REFORM

ANTICIPATED IMPACT

Wage supplements
(Abono Salarial &
Salario Familia)

«  Abono Salarial:
Regressively distributed

«  Poor “formalization”
incentives

«  Overlap and duplication
between programs =>
unnecessary overspend-
ing

Convert Abono Salarial into a wage
subsidy paid to employers to
encourage formal hiring of
inexperienced/low skilled/
unemployed.

Pay Salario Familia allowance to
lower earners, taking account of
dependents in the household and
consistent with Bolsa Familia

« Improved distribution of
transfers

« Improved incentives to
formalize and remain formally
employed

» Fiscal savings from eliminating
spending on duplicated/
overlapping programs

Mandated individual
savings for income
support during
unemployment (FGTS)

« Strong incentive to gain
access to savings (large
saving ratio and low
returns)

Raise rate of return on FGTS
accounts

Limit access to FGTS forced savings
to involuntary, nondisciplinary
separations

Require a structured drawdown of
savings before giving access to
Seguro Desemprego

« Less incentive to become
unemployed

« Longer employment spells

«  Shorter unemployment spells

Risk pooling to
mitigate losses from
job separation during
unemployment spells
(Seguro Desemprego)

« Relatively easy to vest

« Generous benefits

«  Short payout period

«  “Flat” benefit payout
structure

«  Weak job search
requirements

Lower initial benefits (replacement
rate of salary lost)

Lengthen the maximum payout
period

Institute reclining benefit level
(replacement rate of salary lost)
Impose stringent job search and
training requirements, especially for
individuals who repeatedly require
access to Seguro Desemprego

« More progressive distribution
of Fundo de Amparo ao
Trabalhador (FAT) allocations

« Stronger incentives to find
new job

«  More and higher-quality
matches

« Self-targeted job search
assistance to the most difficult
to place

Removal of incentives
to dismiss workers
from/allocation of its
cost to employer

« Large portion of taxes on
individual, nondisciplinary
dismissals (multas) is paid
to the person dismissed

- No way to capture
external costs (public
bads) of job destruction

« Perverse penalties of
(multa) award structure

Pay 100 percent of multas to FAT

- Lower perverse incentives for
employees to seek frequent
involuntary dismissal

« Longer duration of formal
employment spells
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government and the problems they create. The last two columns of the table
propose reforms and provide the expected impact of the proposed measures.
The same proposals are made in the World Bank’s Brazil Expenditure Review
(2017), but there they are mainly motivated to achieve a better distribution of
public spending and some fiscal savings. The emphasis of these reforms in this
book is on the anticipated improvement in incentives. Simulations of their
impact conducted for both the Brazil Expenditure Review and this book
(see figure 5.7) show a small, but statistically significant, increase in the duration
of formal employment and a similarly small but significant decrease in the
duration of unemployment after the loss of a formal job. Moreover, readers
should note that, although the changes shown by the simulations are small,

FIGURE 5.7
Proposed reforms to labor programs reduce the number of formal workers who are unemployed and
average duration of unemployment, and increase the share of unemployed who go into formal jobs

a. Monthly flows of formal employed into unemployment
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Source: Reform simulations based on Pesquisa Mensal de Emprego (PME), May 2015.
Notes: Figures shows the simulated impact of Brazil labor market program reform using World Bank’s SimPLE model.
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the analysis was limited to the panel data available, specifically the PME, which
has a limited sample. The results are sufficiently promising to merit a more thor-
ough analysis of reform options along the lines described above.

NOTES

1. This chapter draws heavily on a review of empirical literature conducted by Pui Shen
Yoong and included in appendix B of this book. The chapter also draws on work carried out
by World Bank staff and consultants for the chapter on labor market programs in “A Just
Adjustment,” Brazil Expenditure Review (World Bank 2017), as well as on the first policy
report from the Bank’s Brazil Skills and Jobs analytical and advisory program (see Silva,
Almeida, and Strokova 2015). Supporting analysis presented in this chapter was conducted
by Matteo Morgandi, Vanessa Moreira da Silva, Michael Weber, Rovane Battaglin
Schwengber, Renata Gukovas, and Raquel Tsukada.

2. Law No. 13429 on outsourcing (Lei da terceiriza¢do) in March 2017; Law No. 13.446
(Rentabilidade de contas FGTS) in May; Law No. 13.456 (Programa Seguro-Emprego prazo de
vigéncia) in June 2017; and Law No. 13467 to the labor code (Reforma trabalhista) in July 2017.

3. https://direitosbrasil.com/salario-minimo-2018/

Part of the reason is that Sistema S, which offers many of the training courses that are now
financed by Pronatec, now also has to provide courses to the same type of beneficiaries
with its own (levy-financed) revenues.

5. The law requires payment of a multa equivalent to 50 percent of the employer’s total con-
tributions to the worker’s FGTS account during the worker’s tenure in the specific job
(Portela et al. 2016). The worker retains 80 percent of this multa. While termination-
related withdrawals from FGTS accounts in 2014 amounted to 1 percent of GDP, it is diffi-
cult to determine what share was from multas, since the tenure of the workers in their
companies at time of dismissal is unknown.

6. http://www.planalto.gov.br/ccivil_03/Decreto-Lei/Del5452.htm, 1, art. 452g. “Até 31 de dezem-
bro de 2020, o empregado registrado por meio de contrato de trabalho por prazo indeterminado
demitido ndo poderd prestar servicos para o mesmo empregador por meio de contrato de trabalho
intermitente pelo prazo de dezoito meses, contado da data da demissdo do empregado.”

7. http://www.planalto.gov.br/ccivil_03/Decreto-Lei/Del5452.htm, [, art 510e. “A comissdo de
representantes dos empregados ndo substituird a fun¢do do sindicato de defender os direitos e
os interesses coletivos ou individuais da categoria, inclusive em questées judiciais ou admin-
istrativas, hipdtese em que serd obrigatdria a participacdo dos sindicatos em negociagdes cole-
tivas de trabalho, nos termos do incisos I11 e VI do caput do art. 8° da Constitui¢do.”
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Supporting Employability
and Labor Mobility for
Out-of-School Youth

ABSTRACT This chapter discusses skills and active labor measures for youth in Brazil
who are already out of the formal schooling system but need additional support to
quickly find higher-productivity jobs. These young people might be holding
low-productivity jobs and in need of programs to upgrade their skills, or they
mightbe unemployed or inactive and in need of other active measures. Recognizing
that what is most likely to work will depend on the profiles of these groups, the
chapter focuses on concrete areas for reform in Brazil across two main types of
policies. First, it discusses “second-chance” and short-term training programs for
a large cohort of youth that is already out of the formal schooling system and
requires skills upgrading. For them, the challenge is to provide incentives to either
return to the formal schooling system and/or complete training and to acquire
relevant foundational and technical skills. Second, the chapter discusses other
active labor market measures, beyond training, to help youth find better employ-
ment matches sooner and, ultimately, to avoid the depreciation of their already
acquired skills. The most promising intervention is stronger, youth-focused, and
modernized public employment services. The chapter concludes with concrete

recommendations for reform.

SECOND-CHANCE PROGRAMS

For those who have dropped out of the school system, “second-chance” programs
are a way to encourage youth to complete formal education or training. Although
illiteracy has declined in Brazil since 2004, every year approximately 1.5 percent of
youth ages 15-29 remain illiterate and leave school without basic foundational
skills (see figure 6.1). The Brazilian Youth and Adult Education (EJA) program is
the best-known intervention for those out of school. This federal program is tar-
geted to those ages 15 or 18 years old who do not complete their lower or upper
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FIGURE 6.1
llliteracy rates in Brazil, trends and youth subgroups
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races preta and parda. Other races (indigenous and East-Asian origin) are not reported due to very low
frequencies (less than 1 percent of the sample combined).

secondary education. It aims to increase their educational attainment by providing
incentives to go back to the formal schooling system. EJA programs are typically
more flexible than the regular courses, combining classroom-based and distance
learning. Over the past years, while building foundational skills, the programs have
been increasingly integrating technical components to alleviate lack of skills for
the labor market. Because classes are offered at night, they pose lower opportunity
costs for working people than regular schools.

Evidence shows, however, that the EJA program, which was initially targeted to
adults who had already dropped out of school, often attracts high school students
who could be enrolled in regular education. As the quality of the EJA courses is
often lower than in the regular courses, this is of concern (see Tavares et al. 2014).
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TRAINING AND OTHER ACTIVE LABOR MARKET MEASURES:
A LOOK INTO THE YOUTH POLICY PORTFOLIO

Although historically low—at just 0.4 percent of gross domestic product (GDP)
in 2000—and modest relative to spending on other social functions (for exam-
ple, pensions), Brazil’s public spending on labor policy and programs has lately
been on the rise. Growing hand in hand with the relatively high levels of
employment creation in the early 2000s, it reached 0.85 percent of GDP in 2011
and 0.99 percent in 2014. In 2015, as the country slipped into economic crisis
and unemployment began to surge, expenditure accelerated to 1.1 percent
of GDP.

Chapter 5 has documented, however, how the policies in place to help correct
failures of the labor market have been skewed away from the intermediation
services that could improve the quality of matches between firms and jobseek-
ers. Instead, they are dominated by “passive” labor market programs (PLMPs),
which constitute 83 percent of expenditure, and are directed mainly to income
protection. In addition, the programs, which were historically limited in scope
to the large formal companies and the public sector, are contributory in nature—
that is, eligibility is based on statutory employer and employee contributions.
This means the system benefits almost exclusively relatively well-off formal
workers; only 1.8 percent of expenditure is accessible to workers who are not
necessarily formalized (those without signed contracts), who are referred to in
Brazil as carteira assinada.

Public expenditures on programs that actively promote labor market inser-
tion of the jobless and economically inactive remain very small, including for
youth, even after recent increased spending on skills development programs.
A wage top-up program, Abono Salarial, is meant to provide incentive for “for-
mal” (registered, regulated, and taxed) employment. By design, however, it does
not play an explicit role in activating the out of work, since eligibility requires a
five-year history of employment. Other Brazilian programs that fall squarely in
the classical, internationally used definition of “active labor market programs”
(ALMPs) include training for vulnerable groups and the unemployed (Pronatec-
BSM and Pronatec-Seguro Desemprego; Projovem), public employment ser-
vices (Mais Emprego), and entrepreneurship support programs (Programa de
Fomento de Atividades Produtivas Rurais and Asisténcia Técnica e Extensio
Rural). Its rapid growth since 2011 has brought Brazil’s flagship Program for
Access to Technical Education and Employment, (Pronatec), significant atten-
tion; even so, in terms of total spending, it has been a modest driver of expendi-
ture, and it continues to represent only a small share of total spending in labor
programs (3.8 percent in 2015).! Federal spending on labor market intermedia-
tion services, represented by the Sistema Nacional de Emprego (SINE), remained
persistently low, and it is probably the least adequately financed labor function
in Brazil’s social protection and labor policy architecture.

The heavy reliance on income “top-up” wage supplements is a unique feature
of Brazil’s approach to active labor market programs. Brazil spends about
90 percent of its ALMP resources on employment incentives (mostly Abono
Salarial), more than any Organisation for Economic Co-operation and
Development (OECD) country. Hence, the composition of active labor market
expenditures in Brazil is out of line with comparator countries in both the OECD
and Latin America. If Abono Salarial were excluded from the list of active labor
programs—because of its limited function as a work incentive—Brazil’s
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expenditure on ALMPs would be lower than those of all the member countries
of the OECD.

Brazil also has a host of short-term training programs with very diverse
quality, some aimed specifically at youth—either those in school or recently
graduated—and the unemployed, to create better matches between jobseekers
and jobs by providing the necessary skills. Among them are Cursos FIC and
Formacdo Inicial e Continuada (Initial and Continuing Training Programs),
which are usually directed at improving workers’ existing qualifications and are
not tied to the formal education system.2 The many strengths of the technical
and vocational education and training (TVET) system include a well-coordinated
set of diverse, short-duration courses that often yield good—although
heterogeneous—employability and productivity results (Silva, Gukovas, and
Caruso 2015). The TVET system might effectively promote even higher employ-
ability and productivity if it were not hampered by the persistent weaknesses in
the general education system, discussed in chapter 4, that lead to deficient learn-
ing trajectories in academic, cognitive, and socioemotional core skills.

Brazil’s creation of Pronatec has given a policy push to increasing access to
these short-term training programs, including for youth. Significant investment
in vocational training and TEC since 2011 has been aimed at fostering economic
opportunities for all—especially young people from the poorest and most
vulnerable households, who often drop out of formal schooling. Pronatec is an
umbrella program that coordinates a variety of previously existing and new
vocational education and training policies, including short and longer courses.
Under it, the Ministry of Education (MEC) has established partnerships with
several other ministries, covering industrial development, social development,
labor and employment, tourism, and communication, to identify and select
potential trainees for technical courses. Between 2011 and 2014, Pronatec offered
8.8 million training places, and, with its primary focus on reaching poor and dis-
advantaged populations, the program disrupted the traditional panorama of
TVET in Brazil, where TEC had primarily reached students of high socioeco-
nomic backgrounds and vocational training was geared toward the needs of
larger firms (Canali and Barbosa 2009; Silva, Almeida, and Strokova 2015).

With some exceptions, however, the short-term training programs for youth
have several design and implementation issues that hinder their efficiency and
are holding back their effectiveness. In their close analysis of Brazil’s short-
term training, Almeida, Anazawa, Menezes-Filho, and Vasconcellos (2015)
documented large heterogeneity within Brazil in the wage returns on these
courses. For people who received short-term training from public providers,
the returns could even be very close to zero. The researchers also showed the
labor market returns on these courses tended to be higher for youth, and for
those graduates who found jobs in areas that matched the technical content of
the training programs from which they graduated. Courses provided by private
provider Sistema S, on the other hand, have shown large, positive returns, as
documented by Silva, Gukovas, and Caruso (2015). Sistema S is run by industry
to meet the demands of industry, and to a very high standard. Most Pronatec
expansion happened through the Sistema S network of course providers, but
future reliance on the network is constrained by its capacity (Silva, Almeida,
and Strokova 2016). Overall, most of the public TVET providers seem to offer
little coordination with the private sector (Almeida, Amaral, and Felicio 2015).
Good administrative databases are neither regularly updated nor used to track
employability or to inform policy. There are also many accounts, albeit
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anecdotal, of supply-side pressures for students to take courses with little
likely applicability in the labor market.

ProJovem is one of the largest education and training programs targeted
especially to Brazilian youth. ProJovem Integrado (Integrated National Program
for Youth Inclusion) offers opportunities to gain professional qualifications
while also encouraging the completion of foundational education. Managed by
different line ministries, ProJovem is an entirely classroom-based training pro-
gram that prioritizes educational attainment to ensure youth are receiving basic
qualifications and will be able to meet the basic demands of the labor market.
The program consists of four separate initiatives that were consolidated in 2008
under ProJovem Integrado and refocused to improve its coordination and effi-
ciency; the four components are ProJovem Adolescente, ProJovem Urbano,
ProJovem Campo, and ProJovem Trabalhador.? While each has a slightly differ-
ent objective, all use some combination of vocational training with, at times,
other “social” modules as a way to bring disadvantaged youth back into the fold
of the education system.

The component of ProJovem Integrado especially relevant to promoting
employability among the most vulnerable is ProJovem Trabalhador, which targets
unemployed youth from families who live on less than one minimum wage per
month. The program offers 350 hours of training, comprising 250 hours of profes-
sional training and 100 hours of a “social” module that covers such topics as ethics,
citizenship, personal hygiene, occupational health and safety, and entrepreneur-
ship (OECD 2014). Qualified participants receive a monthly stipend of R$100 for
up to six months as an incentive to enroll and remain enrolled. The desired out-
come for youth who graduate from ProJovem Trabalhador is that they be more
prepared for life beyond the relatively friendly confines of the structured educa-
tional system and feel comfortable navigating the labor market. In short, the pro-
gram is charged with turning vulnerable youth into confident young adults.

Despite its importance, ProJovem still has many design and implementation
flaws. Perhaps the most glaring is that it does not incorporate any work-based
learning opportunities. Even ProJovem Trabalhador, arguably Brazil’s most
employment-oriented youth program, has no on-the-job training components.
Furthermore, although the intention behind consolidating the ProJovem pro-
grams into Projovem Integrado in 2008 was to streamline and avoid any frag-
mentation or duplication among them, the ProJovem components today are
seemingly as dispersed as ever among different authoritative entities that work
independently of one another (ProJovem Adolescente within the Ministry of
Social Development, ProJovem Urbano and ProJovem Campo under the
Ministry of Education, and ProJovem Trabalhador under the Ministry of Labor
and Employment). Making matters worse is that the now-consolidated ProJovem
programs have no evaluation system in place to assess the effectiveness of the
consolidation or of the program components themselves. Low enrollment is also
a hindrance to success, since few youth report even knowing about the programs
(OECD 2014). A reform package that includes a new central authority to run the
ProJovem package, work-based training components in ProJovem Trabalhador,
arobust evaluation system overall, and renewed educational outreach programs
could go a long way to revive and strengthen a promising program for youth.

Another important initiative to support the employability of youth is Lei do
Aprendiz (Apprenticeship Law), which was enacted in 2000 to offer a flexible
way for medium and large firms to hire those between the ages of 14 and 24
under special employment contracts for periods of up to two years. Policymakers
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intended the law to promote a smoother school-to-work transition by combining
academic learning with hands-on job experience. The program provides youth
with training in specific technical skills while on the job, along with practical
experience that can help them start their professional careers? Apprentices
must attend technical and professional skills-building workshops throughout
their stints and be enrolled in accredited training courses (provided by Sistema S
or others).2 On the flipside, the law gives businesses incentive to hire apprentices
under temporary contracts by conceding payroll subsidies and by waiving
enforcement of dismissal costs for apprentices. The goal set by the law was even-
tually to have 5 to 15 percent of the workforce in apprenticeships. The policy has
produced some successes but also some notable failures, now that it has been on
the books for nearly two decades.

The Apprenticeship Law is an effective tool to help youth make the transition
from school to work, but questions remain about the lasting impact of appren-
ticeships on labor market outcomes later in life. Corseuil et al. (2012) showed
positive labor market impacts for apprentices: participating youth had a 5 per-
cent higher probability of getting non-temporary jobs in the two to three years
after their apprenticeships than youth of similar ages who did not go through the
program. The program had only a small positive effect on future wages, however,
indicating the law does not provide sustainable results in terms of longer-term
labor earnings (and possibly increased labor productivity). Qualitative data from
the apprentices following completion of the program indicate they perceive
themselves as better prepared for the labor market. Despite these positive con-
clusions, the number of apprenticeships remains low in Brazil, registering only
1 percent of eligible youth (ages 14-24 years) working as apprentices in 2012
(OECD 2014).

In addition, the law does not yet provide firms with sufficient incentives to
hire apprentices, which has limited program adoption. After being in place for
nearly two full decades, the law has consistently fallen far short of reaching the
5 percent minimum apprentice-to-workforce ratio. Although the program in
2010 boasted nearly 250,000 workers—up from 57,000 in 2007—and firms hired
335,800 apprentices in 2013, full compliance would have meant at least
1.24 million apprentices hired in 2013 (Marra et al. 2015). In that snapshot in
time, only 23 percent of the potential youth apprentices in Brazil were hired. The
number of apprenticeships rose to 404,000 in 2014, before falling to 379,000 in
2015 as the Brazilian economy started to contract, and it has remained at about
the same level since. Increasing the law’s effectiveness and flexibility will require
a better understanding of business needs, better screening of the existing youth
candidate pool, and better data on youth who have gone through the program.
In addition, better enforcement of the Apprenticeship Law, along with addi-
tional financial incentives to firms to hire apprentices, could increase compli-
ance and opportunities for youth to gain on-the-job experience.

As noted earlier, Brazil’s labor market intermediation service, Sistema
Nacional de Emprego (SINE) remains a small part of the social protection and
labor policy architecture. Created in 1975, SINE provides labor intermediation
services to all Brazilians who seek them. It aims specifically to assist those facing
unique obstacles to employment, including youth. Its core function is offering
job placement services to both jobseekers and employers, facilitated by comput-
erized information services for making job matches. SINE is quite decentralized
compared to similar programs in OECD countries, with over 2,200 offices across
the country administered by state and local governments. It also lacks any



Supporting Employability and Labor Mobility for Out-of-School Youth

significant empirical evidence on its effectiveness, which creates an obstacle to
any push to expand the service. According to McKenzie [2017], evidence from
other countries suggests labor intermediation provided by programs such as
SINE is the most cost-effective form of active labor market assistance, with high
success rates in job placement.

Despite being the foremost labor intermediation service in Brazil, SINE is
allocated substantially lower public funding than similar programs in OECD
countries. As noted earlier, whether compared to countries with similar labor
policy institutional features (such as Italy and Portugal) or similar levels of labor
program spending (New Zealand and Poland) or to countries that are aspira-
tional comparators (France and Spain), Brazil stands out in terms of the under-
funding of labor market intermediation services as a share of total labor program
expenditure. Intermediation is a critical component of labor market systems in
advanced countries, where public employment services (PESs) connect jobseek-
ers to employers by offering it, along with training and other services. They also
function as a gateway mechanism to control access to—and prevent the abuse
of—unemployment benefits and other social programs.

As the economy struggles to create new jobs, the lack of active intermediation
and job search assistance is dangerous. While spending on wage top-ups seems
excessive, programs that actively help the unemployed or inactive individuals to
prepare for and find work (training, job search assistance, intermediation)
receive only about 4 percent of total labor spending. This leaves people who are
unemployed—and particularly first-time jobseekers—particularly vulnerable,
raising the likelihood of long unemployment spells, consequent depreciation of
human capital, and “scarring” effects that can last for years.

REVISITING REFORM PRIORITIES FROM THE YOUTH
PERSPECTIVE

The large number of youth who leave the formal schooling system with low
foundational skills and the large opportunity costs of returning to full-time study
faced by this group create an urgency to strengthen the quality of EJA. Many
questions remain open on what is the most effective way to give young adults
incentive to return to education and, once they are there, to help them learn
effectively. Aker and Sawyer (2017) highlight two core constraints for this group.
The high opportunity cost of time for older youth means most learning has to
happen at night. And the well-documented lower plasticity of the adult brain
compared to the brain in childhood and early adolescence means the learning
process is more difficult and time consuming. To address these and other chal-
lenges, Brazil could apply three principles to rethinking its second-chance pro-
grams: development of a proper sequencing of course contents for improved
comprehension; support for more practice and application of concepts through
increased opportunities for group discussion; and focus on the development of
higher-order cognitive skills. International evidence shows a second-chance
program is most effective in promoting skills and employability when it leads to
a certification as it shows proof to the potential employer that the person has
acquired basic skills.¢ This mitigates problems youth may have signaling their
qualifications in the labor market (Crawford and Mogollon 2010).

Among middle-income countries, Chile’s Chilecalifica stands out for its suc-
cess in providing a successful “second chance”. It is designed to provide

143



144

SKILLS AND JOBS IN BRAZIL

beneficiaries with basic education and/or technical and vocational training.
Unlike a GED, the degree in Chile is indistinguishable from an ordinary school
diploma. That the initiative is free, well-promoted, and publicly supported, with
its own course materials and flexible services customized to poor youngsters and
adults, proves that formal education is considered key in Chile in training for
work. Preliminary impact evaluation results suggest Chilecalifica leads to an
increase in wages for and greater post-program schooling of beneficiaries, par-
ticularly women (although the results may be positively biased by the study’s
small sample size and selectivity issues; Santiago Consultores 2009).

Brazil has a solid package of activation programs—mostly active—to help
youth make the transition to work. The barriers and challenges faced by youth
in finding good jobs in the labor market are often multidimensional. Youth
often lack job-relevant skills, including basic, technical, and behavioral skills,
and they can be limited in their job searches by lack of access to information
about job openings or difficulties in communicating their skills to potential
employers. Some are constrained from starting their own businesses by lack
of entrepreneurial knowledge or access to financial capital or business net-
works. Chapter 4 also discussed the important social constraints, including
social norms, that especially limit the skills development or labor market
entry of women.

On a positive note, Brazil’s current portfolio of youth ALMPs does acknowl-
edge this diversity of constraints on employability faced by youth and offers a
wide range of services, including Pronatec, ProJovem, Lei do Aprendiz, and
SINE, among others, although the portfolio could stand to be improved in
terms of matching beneficiaries with their needs, and it seems excessively
biased toward training programs. Furthermore, the design and implementa-
tion of the programs too often do not address the most pressing needs of the
most vulnerable youth.

A formidable reform agenda of policy changes to these youth-focused skills
development and labor market programs could be pursued to raise Brazil’s
productivity potential. In light of the issues raised here, further action can be
taken in pursuit of two major objectives. First, Brazil must ensure its youth
attain the skills required for a modern workforce through the existing skills
training system; this is critical, so the country can produce workers with the
skills that firms are seeking and keep pace with the shifting demands of firms
in a globally competitive economy. Second, Brazil must support jobseekers and
improve the matches between firms and workers through modern intermedi-
ation services.

In the push to expand active labor programs beyond just training, the oppor-
tunity to reform and improve programs such as Pronatec, Lei do Aprendiz, and
ProJovem must not be overlooked. Vocational education and training are still
vitally important policy options with a role to play in preparing youth for the
labor market. Should labor intermediation fail to match a jobseeker with a job,
for instance, effective programs must be in place to which the jobseeker can be
referred, and these programs need to be relevant to and flexible for the 21st cen-
tury labor market. Brazil currently has a set of policies and programs in place
that accomplish these goals to a certain extent, but much more can be done to
update them. Some existing programs have important failures in design or flaws
that prevent them from reaching their potential. ProJovem, the youth-specific
education training program, and the Lei do Aprendiz for apprenticeships, for
example, both could benefit from tweaks that could make a large impact.
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Giving industry a leading role in the skills development system

A more modern approach to youth-focused skills development programs entails
giving industry a (the) leading role in vocational education, training programs,
and in apprenticeships. An ambitious reform agenda to improve the efficiency
and quality of secondary education was outlined in chapter 3 and is vital, as the
quality of basic education is the essential foundation for further human capital
development and the sort of life-long re-skilling and upskilling increasingly
demanded by a globally integrated, competitive economy. When the government
has met expectations for the quality of the mandatory education system, the
stage is then set for industry to take a more active role in ensuring the workforce
has the skills firms demand. Where industry already takes a lead in Brazil’s skills
development system—for example, in Sistema S—high-quality courses that
impart in-demand skills are on offer. But Sistema S is just a small segment of the
overall TVET system in Brazil. Today the TVET system is still quite supply
driven, and many argue that the push to expand the flagship Pronatec has aggra-
vated this problem. Recent evidence for Brazil (see, for example, Silva, Almeida,
and Strokova 2015 and O’Connell et al. 2017) shows that putting industry in a
leading role can improve results. Findings from an evaluation carried out by
Brazil’s Ministry of Industry and Trade (MDIC) of the Pronatec initiative in
2014-15 were also encouraging. When firms were given several opportunities to
state their needed skills and engage in the design of curriculum, as well as meet
and get to know the recipients of training, the program outperformed a parallel
Pronatec program that did not have the same demand-informed features.

International experiences also suggest the effectiveness of worker training
can be dramatically increased when industry has direct input into the curricula.
As discussed by Silva, Almeida, and Strokova (2016) and Almeida, Amaral, and
Felicio (2015), substantial room remains to improve partnerships among public
TVET providers with employers regarding the relevance of both curriculum and
materials. A modern curriculum is needed that combines attention to core foun-
dational skills with promoting hands-on learning. Rarely do TVET pedagogies
use real-life case studies, as they do in the United Kingdom, or focus on solving
firms’ real-world challenges, as they do in Norway. Technical education in Brazil
also rarely incorporates the latest technologies, nor does it offer a set of physical
tools that enable students to apply their learning in new and innovative ways;
curricula and pedagogies should incorporate the latest technologies. Brazil
could also take better advantage of access to the relatively low-cost but high-tech
infrastructure that is increasingly available through “maker-space” and “fab-lab”
laboratories, either being built in house or linked to by many technical schools
and universities around the world (see Silva, Almeida, and Strokova 2015).

TVET programs can also build more partnerships with employers to create
more workplace learning opportunities, including periods of on-the-job learn-
ing as a mandatory part of the curriculum. Workplace learning stands out as one
of the best ways to promote TVET learning that both is aligned with labor mar-
ket needs and builds and strengthens socioemotional skills. For the student, the
workplace provides a strong learning environment because it offers real, on-the-
job training experience that makes it easier to acquire both hard and soft skills.
It also facilitates the exchange of information between potential employers and
employees, making recruitment less costly to the employer.

Another way to bolster the TVET programs is to increase collaborations
with employers for improving teacher preparedness and development.
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The challenges in maintaining and training the existing pool of teachers in
Brazil’s education system are difficult and persistent. Add in the government’s
increased education spending and expanded programs, and the challenge of
finding good instructors becomes a real problem. One of the biggest challenges
is finding teachers with the appropriate amount of education training as well as
practical knowledge and skills. This is especially an issue in vocational pro-
grams, where a background in research and publications may not be as appro-
priate as having innovation and entrepreneurial skills. Encouraging teachers to
spend time in industry could have practical benefits down the line, as would

National apprenticeship policies: Lessons from leading practice countries

Official apprentice programs at the country level
used to train youth for the labor market are not new
and constitute a policy tool increasingly in use
around the world. In fact, codified laws detailing
how youth should be hired and trained are a hall-
mark of most advanced economies today. While the
success and depth of such programs vary interna-
tionally, some common elements across the board
determine their success. These distinctive elements
can be broken down into four essential components:
(D the program has a formal training plan for appren-
tices; (2) that plan combines classroom-based and
on-the-job training; (3) a written contract states the
benefits of the program to both parties and makes
the arrangement official; and (4) some sort of recog-
nized certification is awarded upon completion of
the apprenticeship.

Australia is known for its longstanding Australian
Apprenticeships (AA) program, which is unique in
that it is available without pre-entry qualification to
people of all ages, not just youth in the school-to-work
transition period. In fact, 10 percent of those enrolled
are over age 45. Besides incorporating the four com-
ponents above, AA does a substantial job of involving
multiple stakeholders from various government min-
istries at both state and local levels and public-private
groups, such as the technical and further education
(TAFE) institutes, as well as private industry groups
and employers, including registered training organi-
zations (RTOs), group training organizations (GTOs),
and industry skills councils (ISCs). Of particular note
are the ten ISCs, which provide industry intelligence
and advice to GTOs and RTOs on workforce

development and skills needs. This method of setting
the curriculum and implementation of AA places the
program on the cutting edge of innovation and makes
Australia’s workforce competitive in the ever-
globalizing and changing labor market. Participation
rates in AA are exceptionally high when compared
internationally. Additionally, the rigorous monitoring
and evaluation system present at every step of AA has
allowed the Australian government to make informed,
modest improvements in recent years to address
weaknesses, such as low completion rates.

In Germany, apprenticeships became an official
component of the system of public employment ser-
vices as far back as 1969 with the Vocational Training
Act, or the Berufsbildungsgesetz. That act enshrined
the shared responsibility of all parties involved,
including the state, unions, associations, industry, and
chambers of trade, giving them all a pivotal stake in
the future of skilled labor supply. Today Germany has
a dual education system that includes formal class-
room-based learning with on-the-job training for all
youth. Germany has nearly 350 recognized trades in
which apprenticeships can be completed. Some sim-
ply recommend that applicants complete apprentice-
ships, while others, such as in the sciences and
engineering fields, go as far as to make them manda-
tory before entry. Most apprenticeships last around
three years. Because of their central role, employers
determine the content of the training, which makes
the system highly responsive to changes in the labor
market. Overall, the system is highly regulated and
comprehensively organized, with high participation
rates of over 50 percent of youth.

continued
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Box 6.1, continued

Registered apprenticeships (RAs) in the United
States were established in 1937 under the National
Apprenticeship Act, following the successful first
registered apprenticeship program in Wisconsin
in 1911. Today the program stands out for it sheer
size across industries. Apprenticeship programs
are offered in nearly 1,000 occupations and include
close to 30,000 programs, involving 250,000
employers. The number of apprentices has
increased dramatically from 375,000 in 2014 to

500,000 in 2016, with a goal of nearly 1,000,000
by 2020. Like other advanced economies, the
United States relies heavily on private sector
involvement in determining the content of the
training and education. In 2015, the government
introduced apprenticeship grants to support
public-private initiatives, including apprentice-
ship programs in high-growth industries and
expanded apprenticeship opportunities for women,
youth, and minorities.

Sources: Fazio, Fernandez-Coto, and Ripani 2016; U.S. Department of Labor 2015.

making it easier for industry workers to become educators. Almeida, Amaral,
and Felicio (2015) discuss how lessons from Switzerland could be relevant for
Brazil in this regard.

Finally, finding ways to increase the effectiveness and flexibility of the
Apprentice Law is essential to increasing the impact of ALMPs on youth engage-
ment. Doing so will require a better understanding of the business needs of firms
and the existing candidate pool of youths and better data on youth who have
gone through the program. Better enforcement of the law, along with additional
(financial) incentives to firms to hire apprentices, could increase both compli-
ance and opportunities for youth to gain on-the-job experience. While the law
reduces the costs for a firm of dismissing apprentices when necessary, the hiring
costs are still the same as for regular employees. Thus, despite the high proven
returns on training apprentices, some firms could be deterred by the seemingly
high upfront costs (Fazio, Fernandez-Coto, and Ripani 2016). Finding a way to
remove or lower these costs legally could go a long way in pushing firms to
achieve the 5 percent mandate.

Strengthen intermediation assistance support for youth to help
them find and retain high-productivity jobs

Brazil, like many of its neighbors in Latin America, will need to shift greater
public support to labor market intermediation and job search assistance. An
analysis of spending on labor market programs in the Brazil Expenditure Review
(World Bank 2017) showed a clear pattern in the structure and financing of labor
market programs in Latin America that favors passive income support for the
unemployed over more active intermediation and job search assistance mea-
sures. This bias in the orientation of government interventions, which contrasts
sharply with member countries of the OECD, is not about the volume of spend-
ing, but about what sort of programs are given greater emphasis.

The lack of emphasis on active labor market support—particularly job search
assistance and intermediation—is a weakness of Brazil’s approach to labor pro-
grams and should be corrected to support innovation. While evidence of the
efficacy and efficiency of skills training programs for vulnerable job seekers is
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mixed at best (Dar and Gill 1998; Dar and Tzannatos 1999), public employment
services, intermediation, counseling, and coaching have been found to be cost
effective (Betcherman 2012). The skewed approach taken by Brazil and the
weakness of its intermediation institutions will constrain the government’s
ability to respond effectively to rising levels of unemployment and, hence, its
ability to contain spending on passive labor market support. In a more inte-
grated economy, unemployment and job searching are likely to become more
frequent “disruptions.” Transitions across firms, sectors, and occupations could
become the new normal for many people. Brazil, like its neighbors, will need to
shift the emphasis of its labor market programs to be ready.

As afirst step, current spending on wage top-ups for people already in formal
employment could be shifted to provide incentive to employers to offer jobs. The
Brazil Expenditure Review (World Bank 2017) also found that spending on
the largest category of ALMPs—the Abono Salarial—was relatively regressive.
This finding is not surprising, given that the so-called wage subsidy is paid to
workers already in formal jobs. Similar subsidies in OECD member countries are
typically paid to employers, as incentive and as compensation for taking the risk
of hiring people who have been unemployed for a long period, or who have
entered the labor market for the first time.

Strengthening intermediation support will include reforming SINE, the main
provider of public labor intermediation services in Brazil—a vital program for
youth, who rarely have the job search skills or experience necessary to navigate
the labor market. OECD countries spend, on average, 10 percent of their active
labor program budgets on placement and related services, resulting in much
higher spending as a share of gross domestic product. Brazil’s spending on public
employment services barely registers at .01 percent of GDP (Silva, Almeida, and
Strokova 2015). SINE can be strengthened to facilitate job searches and matches
by adopting a management approach more focused on actual job placements,
rather than simple registrations and matches. Some changes that appeal directly
to youth could help, too, such as support on resume writing, interview skills, and
job search strategies. Streamlining SINE, along with other public employment
services, into a “one-stop shop” could be an attractive option that opens all
opportunities to all beneficiaries. This would allow jobseekers, especially youth,
to see the programs and options available to them, with SINE intermediation
services as the foremost option. International experience has proved that public
employment services and other SINE-equivalent programs are efficient in plac-
ing jobseekers with good jobs and are particularly effective in increasing place-
ments for the poor and youth.

Also crucial to producing well-rounded job candidates who can handle
unforeseen and abrupt changes in the labor market is adding more on-the-job
training opportunities and “soft-skills” modules to training programs for
youth-targeted programs, such as ProJovem and Pronatec. While technical skills
are necessary for youth to meet the basic requirement thresholds for most jobs
openings, more personal (or “life”) skills can make a tremendous difference, as
well. From personal budgeting to conflict management to office dynamics navi-
gation, life skills can bolster candidates’ resumes and make them more market-
able as well-rounded candidates, while also making them more adaptable and
flexible in a labor market landscape that is changing rapidly. Such skills may not
always be transferable to a resume, but they still have job-specific benefits in that
they can help employees keep their jobs once they have them. Finally, the value
of life skills, by definition, goes beyond just time spent on the job and can be
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Labor intermediation services: Best practices for youth

Seeking solutions to one of the worst recessions in
modern European history, the European Council
knew it needed to reform public employment services
(PESs) drastically throughout member states to arm
youth and the most vulnerable for the tough labor
markets ahead. The fate of future economic growth
and well-being in the European Union depended on
how the current problem of youth unemployment
and inactivity was addressed. In 2013, the EU
adopted the Youth Guarantee, ensuring the
commitment to the reception by every youth under
age 25 of a good offer of employment, continued
education, or an apprenticeship within four months
ofleaving formal education or becoming unemployed.
This guarantee also asked all member states to
submit implementation plans that would work
toward achieving this goal. The Council did not
require any strict, across-the-board policies but,
rather, offered information and data on proven
techniques and gave each member state flexibility in
how to go about implementation. Some of the best
practices observed after implementation of the Youth
Guarantee have included extensive engagement in
cross-PES collaboration and interaction with
industry. Such engagement improves youth’s access
to information on the options available to them, both
in the specific programs aimed to help them and

Source: European Network of Public Employment Services 2015.

employment, education, and training possibilities.
Under the new approach, programs were to
complement and supplement each other where
possible, rather than be in competition, often offering
redundant services. Partnerships with industry
would facilitate opportunities for hands-on training
and apprenticeships that place youth directly into
the labor market and give them relevant skills for
jobs today.

Other best practices include engaging youth early,
with a strong focus on upfront job matching. Working
with students while they are still in the structured set-
ting of their secondary education to prepare them for
the labor market or higher education is far more effec-
tive than waiting until they are several years removed
from high school and possibly unemployed.
Additionally, eliminating as many bureaucratic steps
as possible in connecting youth quickly with PES can
reduce stints of unemployment; PESs within the
Youth Guarantee aim for placement in as little as four
months. With a quick job-matching process, youth are
less likely to become discouraged and more likely to
maintain their confidence in the system and in them-
selves. Core interventions to accomplish this include
face-to-face career guidance and counseling, individ-
ual action plans, support for geographical mobility,
and entrepreneurial training.

deployed outside of work. Well-developed personal skills can have positive spill-
over effects into many aspects of life, benefiting not only the employee but his or
her family and society as whole. ALMPs that build life skills as well as technical
skills provide youth with the ability to help themselves in the future and still help
satisfy the immediate need of job placement.

Fortunately, policymakers in Brazil do not need to start from scratch in
attempting to achieve efficient and effective labor market training programs.
Rather, investing in improving the existing structure of active measures and
focusing them more on youth will accomplish much in closing the gap for the
young and most vulnerable. In improving these youth-targeted policies, several
components are essential to success: (1) greater investment in labor intermedia-
tion and job search services as an effective low-cost tool; 2) a new emphasis is
needed on building personal skills and hands-on learning, not just technical
skills; and (3) greater attention needs to be paid to complementary policies for
entrepreneurship, in both training and financing aspects. Overall, the programs
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need to be cost effective, with robust monitoring and evaluation components to
ensure that.

Simply increasing funding for existing programs is not enough, however.
These active labor market measures urgently need to be redesigned to prioritize
youth needs for higher engagement and opportunity and improve their imple-
mentation. In particular, they need to be more cost effective; reform in addition
to increased investment is likely the combination that will yield the best results.
Adding assessment tools to evaluate their impact can help provide data-based
evidence that the policies are working (or not working), which is pivotal for
future expansion opportunities.

In short, improving existing active labor market measures in Brazil need not
be exceptionally resource intensive; a concentrated focus on the combination of
cost-effective programs, working in tandem with layers of evaluation at each
stage of implementation, can be enough. Tilting these much-needed reforms
toward youth can go a long way toward positively engaging them and pulling
them back into the fold of a flourishing economy.

NOTES

1. Partofthe reason is that Sistema S, which offers many of the training courses now financed
by Pronatec, now must also provide courses to the same type of beneficiaries with its own
(levy-financed) revenues.

2. FIC courses are offered by a variety of training providers, including Sistema S and other
private providers. The longer-term technical and technological courses that are part of the
secondary and higher education curricula were discussed in chapter 4.

3. ProJovem Adolescente, which is aimed at 15-17-year-olds in social assistance programs,
places them in structured activities that center on six themes: human rights and social
welfare, work, culture, the environment, health and sports, and leisure. ProJovem Urbano
targets 18-29-year-olds who have not completed their fundamental education. Through
this component, youth go through 2,000 hours of education, training for professional qual-
ifications, and citizenship training. ProJovem Campo is specifically for rural youth who
have not completed their formal educations, while ProJovem Trabalhador works with
unemployed youth and includes a work-based component.

4. For examples of courses, see http://site.aprendizlegal.org.br/cursos.

5. The training courses must be at least 400 hours long, and the daily workload for appren-
tices should total no more than six hours when the apprentice is still enrolled in school and
no more than eight when the apprentice has already graduated.

6. The best-documented and most-analyzed second-chance programs are those in OECD
countries (Mattero 2010).
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Appendix A

HOW DO LABOR MARKET INSTITUTIONS,
REGULATIONS, AND INTERVENTIONS
AFFECT YOUTH? A REVIEW OF THE
EVIDENCE IN BRAZIL AND GLOBALLY

MOTIVATION AND SCOPE OF THIS REVIEW

Young people worldwide face challenging prospects in the labor market. A decade
after the Global Financial Crisis, unemployment rates for youth (about 21 percent)
are still almost three times the adult unemployment rate in the Euro-area. In
emerging economy countries, about 14 percent or more than 53 million youth are
unemployed (ILO 2017). More worryingly, about a third of young people world-
wide can be classified as “NEET”: that is, not in education, employment nor training
(S4YE 2015). The situation for those who are already engaged in employment is
not much better: the ILO (2017) estimates that nearly 38 percent of working youth
in emerging countries are in extreme or moderate poverty, compared to 26 percent
of working adults. These statistics do not only reflect transitional challenges, but
also belie important structural issues in the labor market.

Brazilian youth face similar challenges despite experiencing a “golden
decade” of higher-than-average growth and advances in shared prosperity. From
2003 to 2014, the participation of youth! (15-29 years) in the labor market
declined by about 8 percentage points to about 49 percent, most notably among
those without even a primary school education. The ongoing economic crisis has
exacerbated youth unemployment (27 percent in 2016), as well as youth inactiv-
ity (over 20 percent). Even if they are employed, the labor market for youth is
characterized by high turnover, high incidence of informal work and poor remu-
neration (OECD 2014). Moreover, these challenges disproportionately affect
those who already face multiple disadvantages due to their ethnicity, gender,
income or geography, reflecting existing inequities in education.

Governments have tried to tackle these structural issues through a variety of
regulatory reforms and active labor market programs (ALMP). Many European
countries have introduced or modified subminimum wages for youth and
relaxed restrictions on worker protection to make it easier for firms to hire youth
through temporary contracts. There is skepticism, however, over the effec-
tiveness of deregulation on labor market outcomes for youth (Barbieri 2009).

This review was conducted by Pui Shen Yoong, Economist, Macroeconomics, Trade, and
Investment Global Practice, World Bank.
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Further, analysis of recent labor market reforms worldwide indicates that not
many emerging economies engage in regulatory reform (Adascalitei et al. 2015),
perhaps for political economy reasons. In Brazil, a country with strong union
presence and historically rigid labor laws up until recently, recent reforms to
facilitate the use of temporary contracts and outsourcing elicited significant
public protests. ALMP are often a more palatable option, but there is increasing
skepticism over their effectiveness (Kluve et al. 2016; McKenzie 2017).

In short, there is still plenty of debate over how labor market policies can help
or hinder labor market outcomes for youth. This appendix A provides a review of
what is known about the impacts of labor market policies on youth on a global
scale, contrasting the evidence in advanced and emerging economies. Given the
motivation of the review, particular attention is paid to evidence from Brazil and
her structural peers (Colombia, Mexico, Indonesia, South Africa, Turkey). This
review encompasses evidence on the effects of a) labor market regulations such as
minimum wages and employment protection legislation, which set the legal
parameters of employment, b) institutions such as unions and collective bargain-
ing, which set the terms by which interested parties exert their influence in the
labor market, and c) active labor market interventions, through governments try to
generate more and better employment opportunities. These regulations, institu-
tions and interventions can shape the supply and demand for young workers in a
variety of ways. On one hand, such policies may incentivize employers to provide
productive opportunities to youth; on the other, improperly designed or imple-
mented policies might have detrimental effects on youths’ prospects in the labor
market—and not only in the short term. Ample research has found that exposure
to higher levels of unemployment and poor quality/informal employment during
one’s youth has scarring effects on labor market outcomes later in life, whether in
the form of shorter employment spells and/or lower wages (Cruces et al. 2012 for
Argentina/Brazil; Naidoo et al. 2015 for Indonesia; Yu 2012 for Japan).

This review differs from existing work in several ways. First, while there have
been recent meta-analyses and reviews of labor market regulations (Betcherman
2015; Broecke, Forti and Vandeweyer 2015; Neumark et al. 2014) and ALMPs
(Card, Kluve, and Weber 2010; McKenzie 2017), few focus specifically on youth
(exceptions include Kluve et al. 2016 and Vezza 2014 on ALMPs). This review dif-
ferentiates between overall and youth-specific impacts, in the interest of under-
standing if and why these effects might differ. Second, the review distinguishes
between the evidence in advanced versus emerging economies, with particular
attention to Brazil. The impact of labor market policies may differ when there is a
scarcity of skilled labor, large informal sectors and relatively weaker institutional
capacity for monitoring and enforcement (Betcherman 2015). Third, the review
pays particular attention to differences in profiles across the youth population.
Teenagers and young adults differ in terms of tenure and time allocation decisions,
and therefore may require different interventions to ensure better labor market
outcomes. Teenagers are more likely to require education policy instruments to
facilitate smooth transitions from school to work, whereas young adults may
require more active labor market interventions (OECD 2006).

An overall finding is that the specific effects of labor market policies on youth
cannot be ignored, and that there is ample room for further research, especially in
emerging economies. The effects of labor market policies on youth are not always
straightforward, and may differ from aggregate effects on the overall labor mar-
ket. Some cases are more clear cut in terms of policy prescriptions—stringent
rules on hiring and firing, for example, are almost unanimously found to reduce
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the probability of employment for the youth cohort. The effects of some policies,
such as subsidized employment and other mandated benefits, would benefit from
further research before more conclusive findings can be drawn.

Two caveats are worth stating. First, although this review focuses on the
impacts of the specific labor market policies in isolation, the overall effect of a
country’s labor market policy is clearly influenced by the interactions between
these different instruments. Second, the estimates presented refer to youth over-
all, it is worth noting that youth who are already disadvantaged in other aspects
(due to one’s gender, income, geography or other factors beyond one’s control)
are likely to suffer more disproportionately from detrimental consequences of
labor market policies. Although the review does not exclusively focus on disad-
vantaged youth, it does point out that certain interventions are more effective for
this group than others (see Blattman and Ralston, for example).

METHODOLOGY

This literature review set out to find studies that assess the impact of labor mar-
ket regulations, institutions and interventions on young people’s labor market
performance. Eligible studies investigated at least one of the labor market poli-
cies and outcomes of interest in Table A.1.

Studies were taken into account if they included age-specific results that cap-
tured the youth cohort (15-29 years old) regardless of whether they focused on
labor market outcomes for youth. These age-specific effects are important
because labor market reforms may have important unintended consequences on
youth even when they are not the target of the policy. In addition, guidelines for
inclusion were as follows:

» Evidence (papers and notes, including comments and rebuttals) published in
refereed academic journals

» Evidence using data sets gathered since 1995 (studies that do not meet this
criteria are mentioned for context)

* Books citing articles published in refereed academic journals, or that pre-
sented primary evidence that has been refereed

e Asyetunpublished working papers of high technical quality, only if they pre-
sented relatively recent (i.e., since 2010) and compelling evidence from Brazil,
middle or upper-middle income countries, or particularly from Brazil’s
“structural peers” (Colombia, Mexico, Indonesia, South Africa, and Turkey).

TABLE A.1 Scope of the review

LABOR MARKET POLICY OUTCOME VARIABLES
Minimum wage Employment probability
Employment protection legislation Unemployment probability
Unions and collective bargaining Hours worked

Active labor market programs Unemployment duration
Training Earnings/income
Entrepreneurship Salary/wages

Employment services
Workfare
Wage subsidies

Source: World Bank.
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The primary search was conducted electronically using a desktop review
from May to August 2016, and updated in June 2017. Studies were identified
using keywords in English, Spanish and Portuguese in Google Scholar, IDEAS,
REPEC and similar databases. A supplementary search reviewed recently-
published meta analyses and systematic reviews to identify other suitable refer-
ences. The main results of these analyses are summarized in Table A.2. All in all,
the review encompasses 171 studies, almost equally divided between advanced
and emerging economies (Table A.3). Most work centers on the minimum wage
and on evaluations of training programs, as studies on these policies have

TABLE A.2 Existing meta-analyses generally find minimal effects of labor market policies

AUTHOR(S)/YEAR INDEPENDENT VARIABLE(S) DEPENDENT VARIABLE(S) OVERALL FINDING

Broecke, Forti, and ~ Minimum wage Employment Increases in the minimum wage have a minimal

Vandeweyer (2017) Formality or no impact on employment in 14 major
emerging economies. Vulnerable groups (youth,
low-skilled) marginally more negatively affected,
and some indication of higher informality.

Betcherman (2012) Minimum wages Employment Earnings Regulations have modest and mixed effects on

economic efficiency, but clearer distributional

Employment protection legislation Productivit
Py P 9 y effects that may harm uncovered workers (often

Unions & collective bargaining Social cohesion youth, women, and the less skilled).
Freeman (2009) Minimum wage Employment Minimum wages generally help the low-paid as
Mandated benefits Wages wage effects dominate employment effects.
Overall, modest effects on labor market
Unions & collective bargaining outcomes.
Betcherman et al. ALMP Employment About 60 percent of programs analyzed had
(2007) Earnings positive labor market outcomes for youth, but
only a third were also cost-effective.
Kluve, et al. (2016)  ALMP Employment Overall positive and statistically significant
Earnings impacts on youth employment and earnings.
Business performance
McKenzie (2017) ALMP Employment Traditional ALMPs (skill training, wage subsidies,

job search assistance) have at best modest
impacts. Policies that help overcome structural
and spatial mismatches in labor, and less
traditional approaches, are more promising.

Earnings

Source: World Bank.
Note: ALMP = active labor market programs.

TABLE A.3 Almost an equal number of studies in advanced and emerging economies

DEVELOPED EMERGING (EXCL. BRAZIL) BRAZIL TOTAL
Minimum wage 21 12 5 38
Employment protection legislation 12 1 0 13
Unions and collective bargaining 9 1 0 10
Active labor market programs 16 36 3 55
Training 5 18 3 26
Entrepreneurship 0 6 0 6
Employment services 3 4 0 7
Workfare 3 0 5
Wage subsidies 5 6 0 M
Total 58 50 1 171

Source: World Bank.
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increased in emerging economies in recent years. By contrast, virtually all eligi-
ble studies on employment protection legislation are from advanced economies,
especially Europe. There is a notable absence of empirical studies on unions and
collective bargaining regardless of country income level.

The following sections analyze the global evidence on each type of labor mar-
ket policy, starting with regulations before moving to institutions and interven-
tions. It contrasts overall and youth-specific effects, advanced versus emerging
economies, and highlights differences between Brazil and other peers where
present.

REGULATIONS

Labor market regulations may allow for greater flexibility and reduce segmenta-
tion. The problem is that it creates a dual effect, often benefiting those who are
covered by the regulation versus those who are not. Youth are more likely to fall
in the latter category and take up informal, low-skilled jobs. Even among those
who are covered by a particular policy, Heckman and Pagés (2000) find that the
unemployment effect of stricter regulations is almost twice as large for youth
than for adult workers.

Investigating the importance of labor market regulations is particularly import-
ant for Brazil, one of the least flexible labor markets in the world. The 1988
Constitution enshrines a high degree of worker protection and dispenses generous
benefits, and firing workers is especially costly. High severance payments also dis-
tort incentives for workers, who force their own dismissal. Almeida and Carneiro
(2009) find that a higher level of enforcement corresponds to lower informal
employment, higher unemployment, lower income inequality and lower poverty.
They also find that mandated benefits may encourage those who are low-skilled
and self-employed to search for employment in the formal sector.

This section reviews the impacts of statutory minimum wages (SMW) and
employment protection legislation on labor markets outcomes for young
workers. While the employment effects of minimum wages are a longstanding
subject of debate, there is strong evidence that they adversely affect the employ-
ment prospects of young workers both in advanced and in emerging economies.
There is also substantial evidence that stringent employment protection legisla-
tion (EPL) harms the employment prospects of young workers, at least in
advanced economies. More research is needed on the effects of EPL in emerging
economies.

Statutory minimum wage

Minimum wages are a popular policy tool aimed at establishing a minimum stan-
dard of living for all workers. Almost all countries have minimum wages, and
many have special subminimum wages for special groups such as youth and low-
skilled workers. In most cases, minimum wages are “statutory”—that is, set
through a process of collective bargaining between workers and employers. The
idea is that establishing a wage floor will prevent firms from exploiting workers
and encourage workers to increase their efforts, while boosting purchasing
power and increasing aggregate demand. Raising minimum wages are therefore
a common feature of political rhetoric,2 with the argument that doing so will
increase incomes of low-paid workers and reduce poverty.
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In general, minimum wage hikes have positive effects on the earnings of
employed youth, both in advanced and emerging economies. Studies that control
for state and year fixed effects find that minimum wages increase formal sector
earnings for teenagers (16-19 year olds) in the United States (Allegretto, Dube,
and Reich 2011; Card 1992; Liu, Hyclak, and Regmi 2015). An increase in the min-
imum wage of 10 percent is expected to lead to an increase in American teenag-
ers’ earnings by 1.2-1.5 percent (Table A.4). Neumark and Wascher (2007)
estimate a larger response at 2.5 percent, while Sabia et al. (2012) find slightly
smaller effects from a sample of 16-19 year olds without a high school degree.
However, minimum wages appear to have no statistically significant effects on
the earnings of older youth cohorts in the United States (Liu, Hyclak, and Regmi
2015; Neumark and Wascher 2007; Sabia et al. 2012), suggesting that the impact
is greatest where the minimum wage “bites.” Studies that focus exclusively on
teenagers in emerging economies are not available, but minimum wages lead to
positive earnings elasticities are found for 15-29 year olds in South Africa,
Thailand, Indonesia and Brazil (Table A.5). Increases in wages tend to be larger
for youth than for adults; in Indonesia, this differential effect is estimated to be
7 times larger (SMERU 2001). In Brazil, there is also some evidence of a “light-
house” effect where informal sector salaries also rise along with increases in the
statutory minimum (Fajnzylber 2001).

Imposing or increasing SMW, however, do not automatically imply an
increase in living standards for workers, especially not for those who are low-
skilled. In the standard textbook model of competitive labor markets with an
upward-sloping supply curve, setting a wage floor will lead the quantity of labor
employed to fall as the marginal cost of workers increase. Firms are expected to
substitute away from labor towards other inputs, as employment falls and wages
increase (for those who remain employed). In other words, groups that the min-
imum wage intends to help—low-skilled, low-income, or least experienced
workers (including youth)—may end up harmed by the policy. This is not to say

TABLE A.4 Higher minimum wages increase teenage earnings by
1-3 percent in the United States

AUTHOR (PUBLICATION YEAR) PERIOD EARNINGS ELASTICITY (%)
Liu, Hyclak, and Regmi (2015)? 2000-09 +0.127
Sabia, Burkhauser, and Hansen (2012) 2004-06 +0.104
Allegretto, Dube, and Reich (2011) 1990-2009 +0.149
Neumark and Wascher (2007) 1997-2005 +0.254
Sabia (2009) 1979-2004 +0.159

Source: World Bank.
a. Teenagers here refer to 14-18 year olds. Other studies refer to 16-19 year olds.

TABLE A.5 Statutory minimum wages generally increase the earnings of
15-29 year olds in emerging economies

COUNTRY AUTHOR (PUBLICATION YEAR) PERIOD EARNINGS ELASTICITY (%)

South Africa Bhorat, et al. (2016) 2000-07 +0.1154

Thailand Del Carpio, Messina, 1990-2009 +0.5162
Sanz-de-Galdeano

Indonesia SMERU (2001) 1988-2000 +0.0834

Brazil Fajnzylber (2001) 1982-97 +0.139

Source: World Bank.
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that minimum wages are not a valid labor market instrument, but they may have
unintended consequences and may not be effective in alleviating poverty
(Betcherman 2012; Neumark et al. 2014; Pies de Barros et al. 2006). The aggre-
gate effects of minimum wages on labor markets therefore depend on the com-
bination of wage and employment effects.

If minimum wages have negative effects on employment overall as the stan-
dard model predicts, their effects on youth are likely to be equally, if not more
perverse. While minimum wages may benefit youth in terms of higher earnings
(if they are earning below the wage floor before the implementation of the pol-
icy), they may result in negative consequences for youth on aggregate. First, min-
imum wage increases may make it more difficult for young people to obtain
employment, or increase unemployment if young people are laid off. This is
because employers may be more reluctant to bear the higher cost of hiring a less
experienced worker. Young people are also relatively lower skilled than older
workers, so demand for them is highly elastic and they are more dispensable in
the event of a minimum wage increase. Second, minimum wage increases may
affect the accumulation of skills and experience by young people. They may be
tempted to drop out of school to work, affecting their chances of being employed
in high-skill industries in the future, or experience fewer on-the-job-training
opportunities. Cardoso (2009) provides a more detailed discussion of these
human capital effects.

Whether minimum wages help or hinder the employment prospects of young
people remains a subject of intense debate. An early survey of the literature by
Brown, Gilroy, and Kohen (1982) initially established a consensus that a mini-
mum wage hike of 10 percent reduces the probability of employment for teenag-
ers by 1-3 percent. “New minimum wage research” abolished this consensus,
showing that higher minimum wages do not necessarily harm teenage employ-
ment. Exploiting state-level variation in minimum wages and longer sample
periods, studies found significant and positive employment effects, with elastic-
ities ranging from 0.35 to 2.65 (Card 1992; Card and Krueger 1994; Katz and
Krueger 1992). These results pointed to the presence of monopsony in the labor
market, but the choice of control groups and the reliability of the data were ques-
tioned.? Surveying several industrialized and developing countries, Neumark
and Wascher (2007) countered that the majority of studies focusing on broader
groups (rather than a narrow industry) show negative employment effects, at
least for low-skilled workers. A recent, third wave of studies further argue that
once spatial correlation is controlled for, the minimum wage has no effect on
teenage employment, at least in the United States (Allegretto, Dube, and Reich
2011; Dube et al. 2010). This “synthetic control” approach is not without contro-
versy (see the debates in Neumark et al. 2014 and Allegretto et al. 2017). Reich
et al. (2017) use this method to show that raising the minimum wage to $13 in
Seattle had no effect on employment in the food services industry, but Jardim
et al. (2017) argue that low-skilled workers were adversely affected.

Studies on minimum wage effects in emerging economies similarly find
mixed results. Negative employment effects ranging from 2-3 percent are found
in Peru (Céspedes-Reynaga and Sanchez 2013), Chile (Grau and Landerretche
2011) and Brazil (Jales 2015), while no effects are found in China (Huang,
Loungani, and Wang 2014), Ecuador (Canelas 2014) and Mexico (Campos et al.
2015). Nonetheless, even if there are no overall effects, there may be important
distributional effects of minimum wages. Alatas and Cameron (2008) find that
minimum wage hikes in Indonesia from 1990 to 1996 had no negative
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employment impact for large establishments, but may have adversely impacted
workers in smaller, domestic establishments. Similarly, Del Carpio et al. (2012)
also find heterogeneous employment impacts in Indonesia, with negative effects
for small firms and less educated workers, but not large firms and workers with
at least a high school education. In fact, Huang et al. (2014) find that Chinese
firms with high wages and large profit margins increase employment following
minimum wage hikes, while those with low wages and small profit margins
downsize.

The majority of studies reviewed find that minimum wages harm employ-
ment prospects for youth, particularly the youngest and least-skilled workers. In
the United States, most studies had estimated that a 10 percent hike in minimum
wagesreduce the employment probability of teenagers by 1-4 percent (Table A.6).
These findings are disputed by Allegretto, Dube, and Reich (2011) and others
who argue that the estimates are biased by spatial correlation, and that minimum
wages have no effect on overall teenage employment. However, a number of
studies find that minimum wage hikes are particularly disadvantageous to the
employment prospects of American teenagers without a high school degree
(Clemens 2015; Liu, Hyclak, and Regmi 2015; Sabia, Burkhauser and Hansen
2012). This suggests that even if the overall impact is negligible, there may be
adverse impacts on those who are the least-skilled.

It is unclear whether minimum wage hikes disproportionately affect teenag-
ers more than older youth (see table A.7). Similar to the earnings effects, mini-
mum wages may only hurt where they “bite” and hence have no detectable
effects on older youth. Liu, Hyclak, and Regmi (2015) find that this is true for the
USA, where the minimum wage reduces the probability of employment of 14-18
year olds but has no significant impact on 19-21 and 22-24 year olds. Similarly,
Meer and West (2013) find that minimum wages have large negative effects on
net job growth for 14-18 year olds that decrease in magnitude for each subse-
quent age bracket. Neumark and Wascher (2007) find that older youth still suffer
a small negative effect; a 10 percent increase in the minimum wage decreases
the probability of employment by 0.4 percent for 20-24 year olds on average. The
size of this effect is larger for young minority men and females without a high
school education (Neumark and Wascher 2007).

Studies on minimum wage effects on youth in emerging economies also
mostly show negative employment effects, albeit for a broader age cohort. Most
of the studies selected for this review show that minimum wage hikes are asso-
ciated with reductions in the probability of being employed for young people
(Table A.8). The size of these effects varies substantially from 0.08 percent in
China to 0.78 percent in Brazil, with most effects hovering around 2-3 percent.
In Indonesia, minimum wage hikes are estimated to have a negative impact on

TABLE A.6 Minimum wages appear to hurt U.S. teenage employment
(1-4%)

AUTHOR (PUBLICATION YEAR) PERIOD EMPLOYMENT ELASTICITY (%)
Allegretto, Dube, and Reich (2011) 1990-2009 0

Fadlon (2015) 1997-2010 -0.412
Thompson (2009) 1996-2000 -0.26

Sabia (2009) 1979-2004 -0.126

Neumark and Wascher (2007) 1997-2005 -0.158

Source: World Bank.
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TABLE A.7 The disemployment effects for 20-24 year olds may be
smaller than for teenagers

COUNTRY AUTHOR (PUBLICATION YEAR) PERIOD EMPLOYMENT ELASTICITY (%)

Europe Arpaia, et al. (2017) n.a. -0.317
United Liu, Hyclak, and Regmi n.a. 0
States (2015)

United Neumark and Wascher 1997-2005 -0.041
States (2007)

United Sabia, Burkhauser, Hansen 2004-06 -0.887
States (2012)

Source: World Bank.
n.a. = not applicable.

TABLE A.8 Most studies in emerging economies find negative employment effects for youth

COUNTRY AUTHOR (PUBLICATION YEAR) AGE RANGE PERIOD EMPLOYMENT ELASTICITY (%)
Brazil Broecke and Vandeweyer (2015) 15-24 2003-14 -0.78
Brazil Fajnzylber (2001) 15-20 1982-97 -0.38
Brazil Gongalvez and Menezes-Filho (2016) 14-22 2012-15 -0.3
Brazil Lemos (2009) 10-24 1982-2004 0
China Fang and Lin (2013) 15-29 2004-09 -0.088
Colombia Arango and Pachon (2004) 12-22 1984-2001 -0.252
Colombia Hernandez and Lasso (2003) 12-24 1984-2000 0
Indonesia SMERU (2001) 15-24 1988-2000 -0.307
Russian Federation Muravyev and Oshchepkov (2013) 16-24 2001-10 -0.12¢2
South Africa Bhorat et al. (2016) 15-29 2000-07 -0.462°
Thailand Del Carpio, Messina, and Sanz-de-Galdeano 15-24 1998-2010 0
Thailand Lathapipat and Poggi (2017) 15-24 2002-13 -0.47
Turkey Papps (2012) 16-29 2002-05 -0.283
Turkey Pelek (2015) 15-29 2004-14 0

Source: World Bank.
a. The dependent variable here is unemployment.
b. Averaged across sectors. Positive employment probability in taxi and retail, but large disemployment effects in agriculture.

employment for 15-24 year olds (SMERU 2001), especially for lower-skilled and
part-time workers (Surhayadi et al. 2003). In some countries—Brazil, Colombia,
Thailand and Turkey—the evidence is notably more mixed, with some finding
negative effects and others no effects. Recent meta-analyses in emerging econo-
mies also find no overall effects, but acknowledge that youth and low-skilled
groups are marginally more negatively affected by minimum wages (Broecke,
Forti and Vandeweyer 2017; Chletsos and Giorgis 2015).

Although minimum wage research on Brazil also yields mixed results, more
negative employment effects tend to be found for youth. Investigating the effects
of minimum wage increases in Brazil has been tricky given the unification of
regional minimum wages in 1984, as well as the linking of minimum wages to
inflation and GDP growth since 2005 (Jales 2015). Some researchers have found
that minimum wage increases led to negative employment effects overall (Foguel
1998; Foguel, Ramos and Carneiro 2015; Jales 2015; Neumark and Wascher
(2007); Ulyssea and Foguel 2006) while others have found no effect (Broecke
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and Vandeweyer 2015; Lemos 2004, 2009). For youth, however, there is stronger
evidence of negative effects. Fajnzylber (2001) finds that an increase in the min-
imum wage of 10 percent is associated with a decrease in employment of 3.8 per-
cent. Gongalvez and Menezes-Filho (2016) also find that minimum wage hikes
reduce the likelihood of teenagers working by 3 percent, although this is due to
an intrahousehold reallocation of labor. Broecke and Vandeweyer (2015) find a
larger effect of 7.8 percent, but when hours worked are used as the dependent
variable, the magnitude and significance of this effect diminishes. They also find
that an increase in the Kaitz index by 10 percent is associated with a decline in
formality by 3-4 percent on average. Similarly, Foguel et al. (2014) find that min-
imum wage hikes increase young people’s transitions from employment into
inactivity and into unemployment. These transitions and the negative effects of
minimum wages may be amplified in recessionary times, as demonstrated by
Dolton and Rosazzza Bondibene (2012) for Europe.

There are several reasons for these heterogeneous results. First, improve-
ments in data collection and accuracy over time or other methodological differ-
ences lead to different results. Many of these studies measure employment
probability rather than hours worked, which may be a more accurate measure of
employment (Betcherman 2015). Second, the precise effects of SMW vary
depending on the design of SMW policy (the process by which minimum wages
are determined, the level at which SMW are set, etc.), as well as the effectiveness
of its implementation. Further, the effects of SMW may differ by industry, region
or target group, especially when there are differentiated rates for certain groups
(such as youth). In emerging economies with large informal sectors, the mini-
mum wage is often not “binding,” and regulations are not always monitored or
enforced. Moreover, the differences could be due to the interaction effects with
other regulations/institutions. Neumark and Wascher (2004) find that the dis-
employment effects of minimum wages are particularly strong where there is
higher union coverage and more restrictive labor standards, perhaps because
employers have little room to adjust apart from hiring fewer workers. Conversely,
active labor market policies reduce disemployment effects, likely because they
absorb displaced workers or because they enable low-skilled workers to raise
their productivity. In Brazil’s case, there may also be a cyclical component to the
findings, in that when an economy is booming (as Brazil’s had from 2003-14),
demand for labor will be high and employers are ready to pay wages to scarce
labor that are higher than the statutory minimum. At times like these, the mini-
mum wage is not “binding” and becomes irrelevant.

Despite the plethora of studies on SMW, few examine their longer-term
effects on labor market outcomes for youth. Almost all the studies reviewed thus
far focus on short-term effects; however, there is some indication that minimum
wages can have long-term effects as well. Neumark and Nizalova (2007) find that
exposure to high SMW for teenagers and young adults reduce their earnings and
the probability that they are employed in the longer run. These effects are pro-
portional to age; those exposed to higher minimum wages in their teenage years
(independent of their participation in the labor market) experience larger reduc-
tions in wages at the age of 25-29 compared to those exposed during the ages
20-24. Initial estimates suggest that about a third of the earnings reduction is
due to the reduction in schooling (enticed by a higher SMW), as well as due to
foregone experience and reduced training. Building on this work, Cardoso
(2009) delves deeper into the causes of these longer-term SMW effects by
assessing actual exposure to SMW in Portugal. She finds that workers exposed
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to high MW as youth earn an overall wage premium of 1-4 percent in the long
run (as employers raise investment in general training), but also experience
lower returns to seniority within the firm (as employers reduce firm-specific
training). Although not focusing on youth per se, Aaronson et al. (2017) use a
putty-clay approach to show that the long-run disemployment effects of mini-
mum wage increases can be larger than the short-run effects. The longer-term
effects of SMW on youth thus merit further investigation in emerging
economies.

There is encouraging evidence that youth subminimum wages may attenuate
the expected negative employment effects. If minimum wages are set at a lower
level for youth than for adults, then their labor costs decrease in the firm’s per-
spective, and the employment effects become more ambiguous. The experiences
of European and OECD countries with age-differentiated minimum wages have
been quite successful. Dickens et al. (2014) find that when low-skilled individu-
als turn 22 years of age and transition from the youth to the adult SMW wage in
the UK, their rate of employment increases by about 3-4 percentage points.
Contrary to what the standard model predicts, this suggests that firms may not
see those below the cutoff as perfect substitutes of those above the cutoff. The
authors also suggest that the increase in wages may induce more young people
to participate in the labor market or increase their job search intensity. Similarly,
in Greece, Yannelis (2014) and Karakitsios (2016) find that the larger minimum
wage cut for under-25 year olds benefited their probability of being employed. In
New Zealand, Hyslop and Stillman (2004) find increasing the SMW by 41 per-
cent for 16-17 year olds resulted in a slightly positive impact on the employment
probability of 16-17 year olds (employment elasticity of 0.25), while increasing
the SMW by 69 percent for 18-19 year olds also resulted in positive, though
smaller employment effects (employment elasticity of 0.08).

Not all the evidence concerning youth subminimum wages is positive.
Despite the positive effects on earnings and employment, Hyslop and Stillman
(2004) find some evidence of a decline in educational enrolment and an increase
in unemployment/inactivity. More recently, Kdbatek (2015) indicates that the
Dutch model of incremental minimum wage increases from 15 to 23 may
have some unintended consequences. He shows that for workers aged 16-23,
the probability of job separation increases by 1-2 percent in the three months
preceding their birthdays (at which they move to a higher minimum wage tier).
These results contradict those found by Portugal and Cardoso (2006), who find
that the teenage share of job separations fell by about 15 percent in response to
increases in the SMW (by 33-50 percent) for 17-19 year olds in 1987, despite the
reduction in relative demand for teenage labor. In Denmark, Kreiner et al.
(2017) also use regression discontinuity to show that employment falls by
33 percent when the hourly wage rate jumps by 40 percent as individuals turn
18 years old. This decline is almost entirely driven by job losses that are likely to
be motivated by higher labor costs. Finally, Larrain and Poblete (2007) show
that while relaxing the minimum wage solely for young workers reduces youth
unemployment, doing so may force less skilled workers to remain longer in the
uncovered sector.

Employment protection legislation

Employment protection legislation (EPL) refers to the rules and regulations that
govern the hiring and dismissal of workers. The intent of such legislation is to
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improve workers’ welfare by establishing some degree of job security and
improving their bargaining power vis-a-vis employers. EPL typically achieves
these goals by: a) regulating employer behavior, for example, setting conditions
for fair and unfair dismissal of permanent employees and limiting the use of tem-
porary contracts, b) mandating certain benefits such as severance payments to
employees; and ¢) prescribing the necessary procedures to be followed in the
case of commencement or termination of employment. Countries vary in their
requirements of employers and employees for each of these components.

The effects of EPL on labor market outcomes in general are theoretically
ambiguous. On one hand, strict EPL is expected to reduce job destruction and
hence reduce flows into unemployment, leading to greater employment stability
over the business cycle; on the other, strict EPL reduces job creation and reduces
flows into employment, thus prolonging unemployment spells (Bertola 1990).
The aggregate effect on the overall level of employment at any point in time is
therefore ambiguous, depending on the relative rates of hiring and firing. The
coverage of EPL is also important: if employers revert to hiring workers on a
fixed-term or temporary basis to circumvent the high costs of permanent
employees, this may affect lifetime earnings and employment. Workers who
enjoy increased job security may also reduce their effort level and hence their
productivity, which would lead to efficiency losses from maintaining unproduc-
tive workers in their roles. Moreover, stringent EPL may also induce firms to
operate in the informal sector in order to avoid the high costs generated by labor
regulations, contributing to the formation of a dual labor market and exacerbat-
ing the inequality between those who are covered versus those who are not.

These unintended negative consequences may be particularly acute for
youth, those who are and other groups that are disadvantaged in the labor mar-
ket. First, as new entrants to the labor market, youth are relatively low skilled
and hence incur higher training costs for employers. More stringent regulations
are thus likely to make firms more reluctant to hire young workers since they
cannot be easily dismissed if they remain unproductive. Second, high costs of
firing can also make firms more reluctant to fire existing workers even if they are
unproductive. In addition, youth are more likely to work in informal or tempo-
rary employment as a result of strict EPL (Kahn 2012). In OECD countries,
nearly a quarter of youth aged 15-24 years were employed in temporary work in
2012. While such opportunities may serve as stepping-stones to more permanent
positions, studies suggest that accepting a contingent job may in fact delay indi-
viduals’ transitions to standard employment and reduce the longer-term quality
of their employment, wages and human capital development (Yu 2012). EPL may
therefore not only impact short-term employment, but also labor market out-
comes for youth in the longer term.

Available evidence suggests, with some caveats, that more flexible EPL is
desirable for the overall labor market. There is some indication that strict EPL
has a negative effect on aggregate employment (see table A.9), but the results are
sensitive to different specifications, particularly the measurement of EPL
(Betcherman 2015). Earlier cross-country studies of EPL across OECD countries
(Nickell 1997; OECD 1999; Scarpetta 1996) and in Latin America (Heckman and
Pagés 2000) found negative, albeit weak employment effects, but more recent
studies with similar approaches in these regions do not yield any significant
impact on employment (Baccaro and Rei 2005; Bassanini and Duvall). The evi-
dence is also divided between negative effects and no effect when one examines
single country studies in Latin America. Although increasing severance
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TABLE A.9 Stricter EPL may reduce employment in emerging economies

COUNTRY OVERALL EMPLOYMENT EFFECT YOUTH-SPECIFIC EMPLOYMENT EFFECT
Advanced Negative or no effect Negative

Emerging Mostly negative, but limited to Latin America, India Stronger negative effects, but limited to Latin America, India
Brazil Negative, but very limited evidence n.a.

Source: World Bank.
n.a. = not applicable.

payments had sizeable and significant negative effects on employment in
Argentina (Mondino and Montoya 2004) and Peru (Saavedra and Torero 2004),
doing so did not appear to have any effect in Brazil (Paes de Barros and Corseuil
2004). Composite measures of EPL also did not appear to have any effect on
aggregate employment in Caribbean countries (Downes, Mamingi, and Antoine
2004). More restrictions on the use of temporary contracts, however, appeared
to reduce employment in Colombia (Kugler 2004); Second, the geographic scope
of studies on EPL is largely limited to developed countries. Aside from Latin
America, most of the literature on EPL for developing countries is limited to
India, where there is stronger evidence of negative effects (Schwab 2015), not
just on employment, but also productivity, investment and output (Besley and
Burgess 2004). This heterogeneity of results can partly be explained by method-
ological and data issues, as well as institutional differences across countries
(Betcherman 2015).

Limiting the analysis to impacts on youth, there is a stronger consensus that
stringent EPL harms youth employment. Most studies largely support the theory
that more restrictive regulations adversely affect those for whom labor demand
is more elastic (i.e., less-skilled groups), at least in OECD countries (Bassanini
and Duvall 2006; OECD 1996, 1999). The effect is quite large: Bassanini and
Duvall (2006) find that a decline in the OECD EPL indicator by two standard
deviations is associated with a 4 percentage point increase in youth employment
on average. Nonetheless, it is unclear which component of EPL is most perni-
cious. Many studies emphasize the role of job security provisions (Breen 2005;
Esping-Andersen 2000); in Chile, Montenegro and Pagés (2004) find that job
security provisions (mandated benefits) adversely impact the employment prob-
ability for youth, as well as less skilled workers and women. A later study (2007)
by the same authors estimate that doubling severance pay for workers would
reduce the wage employment to population rates for young workers by
1.6 percentage points due to their shorter tenure. However, Skedinger (2011)
argues that it is the stringent regulation of permanent work that tends to lead to
a higher incidence of involuntary temporary employment, especially among
those aged 15-24 years old, as well as among women, immigrants and those with
low cognitive ability (Kahn 2007).

While there is no consensus on which component of EPL is most harmful to
labor market outcomes for youth if it is too restrictive, several studies have
attempted to study the effects of deregulation efforts. Feldman (2009) finds that
more flexible hiring and firing rules reduce the youth unemployment rate by
9 percentage points, whereas reducing payroll taxes and dismissal costs increased
the employment of young workers on permanent contracts in Spain (Kugler
et al. 2003). Meanwhile, Noelke (2015) finds that while job security provisions
per se do not always have the intended benefits for youth, deregulating tempo-
rary contracts at high levels of job security provisions has the opposite effect of
what is desired—doing so increases youth unemployment rates and lowers youth
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employment rates. The author’s conclusions are, like most of the literature, cen-
tered on OECD countries; hence, little is known about the effects of deregulation
in emerging economies.

INSTITUTIONS

Labor market institutions refer to legislated structures, norms and procedures in
a country through which interested parties make and implement decisions that
shape regulations and interventions. These include collective bargaining mech-
anisms, labor unions and employer associations. By increasing the bargaining
power of those they represent, labor market institutions have the potential to
improve the welfare of certain groups of workers. Unions may, for example, exert
collective pressure for higher earnings, better quality jobs or more secure jobs.
They also tend to play a significant role in wage-setting, especially in negotiating
or enforcing the minimum wage.

The theoretical effects of unions on labor market outcomes are ambiguous.
On one hand, unions may increase the wages of workers in the affected sector/
industry by improving their bargaining power vis-a-vis employers. Assuming
perfect labor mobility, the Harris-Tadaro-Calvo framework predicts that the
union relative wage effect, or the union wage premium, encourages individuals
to move from uncovered to unionized sectors. Unemployment in uncovered sec-
tors thus increases until expected wages are equalized across sectors. However,
the precise effects can vary: as displaced workers move to non-union sectors,
wages fall, but nonunion employers may also increase wages to prevent workers
from becoming unionized (Freeman and Medoff 1984). Other important factors
that influence the behavior of unions are the level of rent-seeking/competition,
the extent to which government intervention influences behavior and represen-
tation, and the degree of centralization (Pierre and Scarpetta 2007).

There are a variety of ways in which unions may benefit young people. Given
that youth face discrimination in the labor market due to lack of experience, we
can expect that unions raise youths’ wages on aggregate. Unions can also play a
role in ensuring that apprenticeships are a success by participating in consulta-
tions, defining working conditions of apprentices, or providing the apprentice-
ship in consortium with employers and training institutions. In Germany, for
example, trade unions are heavily involved in developing the structure and con-
tent of apprenticeship schemes (see O’Higgins 2001). Since they represent work-
ers across the country and across firms, unions are well-positioned to identify
and train workers for in-demand skills (Fazio, Fernandez-Coto, and Ripani
2016).

However, unions appear to be increasingly less popular among youth world-
wide. It is unlikely that unions have a large impact on labor market outcomes
given the low participation of young workers in such institutions. Although lim-
ited data is available, the decline in trade union membership worldwide appears
to be even more pronounced for youth (Blanchflower 2006). Only 4.2 percent of
youth are affiliated with unions in the United States, similar to the UK (5 per-
cent). The rate of unionization among young workers is slightly higher in develop-
ing countries, but remains low. In Brazil, only 9 percent of working youth are
affiliated with unions (ILO 2015), and only 4 percent of youth respondents in the
World Values Survey (2014) identify as an active member. This is despite
moderately high union membership overall: there are nearly 11,000 workers’



How Do Labor Market Institutions, Regulations, and Interventions Affect Youth? A Review of the Evidence in Brazil and Globally

unions representing 16.2 percent of the total labor force (Campos 2016). Youth
tend to be indifferent towards trade unions or have low confidence in them
(Fontes and Margolies 2010; OIT 2015; Serrano Pascual and Waddington 2000),
and are hence less likely to join unions (Blanchflower and Freeman 2000;
Johnson and Jarley 2005; Waddington and Kerr 2002). Such negative percep-
tions of labor unions may be influenced by the tendency of unions in developing
countries to play a political role above all else.

Although very few studies examine the specific impact of unions on young
workers, existing evidence indicates that unions have positive effects on their
earnings, at least in developed countries. An early study by Freeman and Medoff
(1984) found that private sector unions raise wages most for the young, the least
tenured, the least educated, blue-collar workers and for men in largely unorga-
nized regions of the USA. Reassessing these findings using data from 1996 to
2001, Blanchflower and Bryson (2003) find that the U-shaped relationship
between unions and age has disappeared because there has been a precipitous
decline in the premium for the youngest workers (from 32 percent to 19 percent),
while the older workers’ wage gap has remained roughly constant. However,
young workers still benefit the most from unionization. Schmitt (2008) also finds
a small but positive effect on hourly wages for unionized young workers in low-
wage occupations in the USA. He estimates that the union wage premium is
about 12.4 percent (14 percent for men, 10 percent for women), and that younger
workers benefit even more from health insurance and pension coverage. He also
finds that unionization raises wages by about 10 percent for younger workers in
the 15 lowest-paying occupations. All in all, estimates of the union wage premium
range from 5 to 15 percent in developed countries (Aidt and Tzannatos 2002).

It is unclear whether unions similarly benefit the earnings of young workers
in emerging economies (see table A.10). Analyzing school-to-work transition
surveys of 15-29 year olds in South Asia and the Middle East, Matsumoto and
Elder (2010) find that there does not appear to be a positive relationship between
trade union membership and earnings. Freeman (2010) also finds that unions
have more varied effects on wages and on wage dispersion in developing coun-
tries, ranging from negative wage gaps in Ghana, Senegal and Zimbabwe to large
positive wage gaps in South Africa. The wages of union members of young South
African males are estimated to be 145 percent higher than comparable nonunion
workers in the bottom decile of distribution and 19 percent higher in the top
decile of the wage distribution (Schultz and Mwabu 1998). In Latin America,
wage premiums are estimated to be positive but modest: 7 percent in Uruguay
(Cassoni, Labadie, and Fachola 2005), 11 percent in Bolivia and 14 percent in
Chile (Rios-Avila and Hirsch 2013). In Brazil, the estimated wage gap is larger at
about 15-18 percent (Arbache 1998) but the evidence is somewhat dated.

The effects on unions and collective bargaining on employment are more
ambiguous, depending on the independent variable in question (see table A.11
and table A.12). Jimeno and Rodriguez-Palenzuela (2002) find that union

TABLE A.10 Limited evidence suggests that unions have positive effects
on young people’s earnings

COUNTRY AUTHOR (PUBLICATION YEAR) PERIOD EFFECT ON EARNINGS
United States Schmitt (2008) 2004-07 +0.124
United States Blanchflower and Bryson (2003) 1996-2001 +0.171
South Africa Schultz and Mwabu (1998) 1993-95 +1.45

Source: World Bank.
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TABLE A.11 Union coverage has mostly negative employment effects for
young people

COUNTRY AUTHOR (PUBLICATION YEAR) PERIOD EFFECT ON EMPLOYMENT

OECD Jimeno and Rodriguez- 1968-96 -0.78
Palenzuela (2002)

OECD Traxler and Brandl (2009) 1980-2000 -0.06

OECD Bertola, Blau, and Kahn (2007) 1960-96 —0.0902 (M); —0.1996 (F)

Europe Baranowska and Gebel (2010) 2004 0.93

South Schultz and Mwabu (1998) 1993-95 -0.056

Africa

Source: World Bank.
OECD = Organisation for Economic Co-operation and Development.

TABLE A.12 Union density has mixed effects on employment for
young people

COUNTRY AUTHOR (PUBLICATION YEAR) PERIOD ::I:::IFJY(I\)/I’:NT
OECD Jimeno and Rodriguez-Palenzuela (2002) 1968-96 +0.016
OECD Neumark and Wascher (2004) 1975-2000 -0.24to -0.3
OECD Van der Velden and Wolbers (2003) 1992-97 0

Source: World Bank.
OECD = Organisation for Economic Co-operation and Development.

coverage* increases the unemployment rate of women aged 15-24 by 7.8 percent
and have no significant effects on young males, but union density® increases the
unemployment rate for men aged 15-24 by 0.16 percent and has no significant
effect on young females. Moreover, an increase in the degree of coordination
increases the unemployment rate for males and females aged 15-24 by 0.227 and
0.294 respectively. Similarly, Nickell (1997) find that both union coverage and
density are positively related with unemployment, whereas Belot and Van Ours
(2000) find that this association is only true for union density in OECD coun-
tries. Overall, studies are roughly divided between those that find that unions
increase unemployment (Baccaro and Rei 2005; Bertola, Blau, and Kahn 2002;
Nickell, Nunziata, and Ochel 2005) and those that find no significant effect (Aidt
and Tzannatos 2002; Bassanini and Duvall 2006; Eurofound 2012). However,
this research is mostly limited to OECD countries.

Studies that find that unions adversely impact youth employment outcomes
disagree over the cause. While Jimeno and Rodriguez-Palenzuela argue that
unionization rates reduce youth employment due to wage compression,
Bertola, Blau, and Kahn (2007) suggest that this is because unions bargain to
protect their core members, who are usually prime-age males. They find that
higher unionization (an index of union density, union coverage and collective
bargaining) is associated with decreased employment for groups with rela-
tively elastic labor supply—youth, older individuals, and women—that have
better/more uniform alternatives to paid employment (e.g., schooling, retire-
ment and home production). Moreover, the effects of unions on employment
outcomes for youth could also differ according to age cohort. Neumark and
Wascher (2004) find that unionization has a negative effect on youth employ-
ment as a whole, but a positive effect if only looking at teenagers. Similarly,
Bassanini and Duvall (2006) find that union density has a positive but insignif-
icant effect on unemployment for 20-24 year olds in OECD countries.
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TABLE A.13 Unions and collective bargaining have diverse effects on
the labor market for young people, depending on the independent

variable
UNION DENSITY ~ UNION COVERAGE ~ DEGREE OF CENTRALIZATION
Employment —-0.1103 (3) +0.038 (2) -1.123 (2)
Unemployment +0.016 (1) +0.36 (2) +0.2605 (1)
Wages n.a. +0.787 (2) n.a.

Source: World Bank.
n.a. = not applicable.

One possibility is that greater coordination and/or centralization of the bar-
gaining process attenuates the unemployment effects of unions. Aidt and
Tzannatos (2002) find that OECD countries with highly coordinated bargaining
tend to have lower unemployment rates. A number of other studies (Baccaro and
Rei 2005; Bassanini and Duvall 2006) similarly conclude that the negative effect
of union density/coverage on unemployment may be reduced by coordinated
bargaining (Baccaro and Rei 2005). If bargaining takes place at the firm level, as
opposed to the state or the national level, then wage increases tend to be limited
to productivity levels, thus resulting in less of a negative impact on overall
employment/unemployment (Banerji et al., 2014). Baranowska and Gebel (2010)
find that in European countries where centralized bargaining is high, those aged
15-24 are 0.93 percentage points more likely to experience temporary employ-
ment relative to prime-aged workers.

Again, there is extremely limited evidence on the employment effects of
unions for young people in developing countries. Schultz and Mwabu (1998) find
that a 10 pp increase in union workers’ wages is associated with a weakly signif-
icant decline in employment by 5.6 percent for young men in South Africa.
Although they find similarly negative effects on young women, none of them are
significant. They estimate that halving the union wage differential would
increase overall employment by 2 percentage points, with a smaller but still pos-
itive effect on youth. The review did not find eligible empirical studies on unions
and youth in Brazil or Latin America despite the historical presence of unions in
the region (see Rios-Avila and Hirsch 2013). In general, there remains ample
room for further research on the impact of unions and collective bargaining on
youth in non-OECD countries.

INTERVENTIONS

The importance of sustained job creation for economic growth and social cohe-
sion has encouraged governments to assist groups that face difficulties in finding
employment. These interventions can be classified as “active” or “passive,”
depending on their objectives and the ways in which they are implemented.
Active labor market policies (ALMPs) typically aim to reduce unemployment by
improving the quality of the labor supply or by directly creating job opportuni-
ties for workers.

This section considers the overall impact of both types of policies on the labor
market outcomes for youth. Although they are in many ways complements to
one another, and are often used in combination, the discussion only considers
the separate effects of individual policies.
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Active labor market policies

ALMPs have become increasingly important since the 1990s—not only as a tool to
address challenges faced by youth in the labor market, but also by other groups
that face difficulties in finding employment. Although initially popular in OECD
countries, low- and middle-income countries have started to experiment more
with ALMPs over the past decade, especially with skills training and labor inter-
mediation services in Latin America and the Caribbean. ALMPs aim to address
structural or cyclical unemployment by improving the quality of the labor force,
thus increasing job seekers’ likelihood of employment, rather than by reducing the
supply of workers. They may also target those who already have jobs in order to
boost their productivity and earnings. ALMPs can therefore be characterized as a
combination of supply and demand-side labor market policies.

Despite their popularity, systematic reviews of ALMPs have found lukewarm
evidence of their effectiveness (Betcherman et al. 2004; Card, Kluve, and Weber
2010; Dar and Tzannatos 1999). Examining over 200 evaluations of such pro-
grams, Card, Kluve, and Weber (2010) conclude that the average impact of
ALMPs is close to zero in the short run, although they become more positive 2-3
years after the program. The authors also find that ALMPs targeted at younger
people are generally less successful than those that target older people, reinforc-
ing earlier conclusions from the literature (Kluve 2006). ALMPs, however, have
attracted renewed attention following the Global Financial Crisis, particularly in
OECD countries. The Banerji et al. (2014) estimates that increasing ALMP
spending per unemployed person in Italy/Portugal/Spain to average European
levels is associated with lower unemployment rates by 1-5 pp, ceteris paribus
(assuming they are well targeted and implemented). More recent evaluations
from low and middle-income countries suggest that youth-targeted ALMPs are
more likely to have substantial effects on the probability of employment and
earnings, but less on other labor market outcomes (Kluve et al. 2016).

Tt is difficult to isolate the impact of ALMPs because they often utilize a com-
bination of instruments (for example, combining training and employment ser-
vices),and are hence difficult to compare justifiably across countries (Betcherman
2004; Kluve et al. 2016). Moreover, interventions are not often rigorously evalu-
ated, especially in developing countries. Only a quarter of 200+ interventions
evaluated by Betcherman (2007) use a control group methodology to estimate
the net impact of the program in question. Nonetheless, an independent evalua-
tion of World Bank and IFC support for ALMPs (IEG 2015) find that these com-
prehensive interventions that combine different instruments tend to be more
effective than isolated components, reinforcing the conclusions of Betcherman
(2004) and Vezza (2014).

This section evaluates the effectiveness of commonly used ALMPs in improv-
ing labor market outcomes for youth. Although categorizations of ALMPs vary,
the following are considered: a) labor market training; b) entrepreneurship sup-
port programs, ¢) employment services and d) subsidized employment, which
includes workfare programs and wage subsidies.

Skills training

Training programs are the most widely used youth employment intervention
worldwide, and the most evaluated type of ALMP to date. They are used alone or
in combination with other interventions (most frequently on-the-job training
and entrepreneurship promotion), and often target specific groups who are
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relatively lower-skilled and /or have difficulty finding employment. Beneficiaries
of training programs therefore often include youth, especially in Latin America,
where most countries implement some form of skills training program for youth
(Jovenes) or subsidize training (e.g., Lei do Aprendiz in Brazil). Although the
content of training programs varies widely, they typically encompass some voca-
tional element and soft skills. Entrepreneurial or management skills have also
become more popular, although in this review they are covered separately (see
next section).

The majority of training programs implemented in the recent decade have
had a positive effect on the employability of youth in the short term. A recent
meta-analysis by Kluve et al. (2015) found that skills training interventions raise
the probability of being employed by 3.35 percentage points and lead to higher
earnings in aggregate by 0.01 standard mean deviations. Statistically significant
effects are found for a range of countries across the income spectrum, from
high-income countries such as the USA (Frumento et al. 2012; Schochet et al.
2001) and Germany (Ehlert, Kluve, and Schaffner 2012) to middle income ones
such as Mexico (Delajara, Freije, and Soloaga 2006) and Peru (Diaz and Jaramillo
2006) and lower-income countries such as the Republic of Yemen (McKenzie
et al. 2016) and Liberia (Adoho et al. 2014). Although the programs reviewed are
not directly comparable, large positive effects were found particularly in con-
texts that targeted disadvantaged groups. In Nepal, training increased non-farm
employment by 15-16 percentage points or 50 percent, with larger effects for
women (regardless of age) rather than men (Chakravarty et al. 2015). In Liberia,
the EPAG program increased employment by about 47 percent (Adoho et al.
2014). As in Uganda, where training led to an increase in income-generating
activities among eligible female participants (Bandiera et al. 2014), most of the
increase in employment was due to new entrants in the labor force. Some pro-
grams have also had impact on the quality of employment (i.e., the probability of
finding formal employment), for example, Jovenes-type programs in the
Dominican Republic (Ibarran et al. 2015), Argentina (Alzua and Brassiolo 2006)
and Peru (Diaz and Jaramillo 2006).

A number of evaluations find that training had no effect on employment even
in the short or medium term, and the aggregate impact of training programs
worldwide is small. Training had no significant effects on the likelihood of youth
having a job in the Dominican Republic (Card et al. 2011), Kenya (Hicks et al.
2013) and Argentina (Alzua and Brassiolo 2006; Elias et al. 2004), as well as
OECD countries such as France (Fougere, Kramarz, and Magnac 2000) and
Germany (Caliendo, Kunn and Schmidl 2011). The findings of these studies sug-
gest that the impact of training programs depends heavily on the content, the
context in which the program is implemented and the target group. Moreover,
even if these programs are effective, they are not necessarily cost-effective
(Blattman and Ralston 2015). McKenzie (2017) finds that training programs cost
an average of US$17,000-US$60,000 per additional person employed, which is a
fairly inefficient outcome.

The persistence of these positive effects on youths’ employability in the lon-
ger term is questionable. In general, the effects of skills training dissipate over
time. Ibarran et al. (2015) find no impact on average employment six years after
the training was administered in the Dominican Republic. Similarly, Ehlert,
Kluve, and Schaffner (2012) find positive effects on employment probability in
Germany after six months, but these become insignificant at 18 months. In
Turkey, Hirshleifer et al. (2015) also find significant positive impacts on the
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likelihood of employment for males aged 25 years and younger, but these effects
do not persist over time. However, there are a few exceptions. In India, for exam-
ple, Maitra and Mani (2015) find that training had positive and sustained effects
on probability of employment and self-employment for low-income women.
Being offered training in Colombia increases the probability that a young person
will have a formal job by 5.3 percentage points, and the probability of paid
employment by 6.8 percent (Attanasio, Kugler, and Meghir 2009) in the short
term, but also had a positive and sustained impact on the duration of formal sec-
tor employment (Kugler et al. 2015). Some positive effects are also found from a
similar training program in Peru after three years, although these are more het-
erogeneous (Diaz and Rosas Shady 2016).

The effects of training programs on youth labor market outcomes are highly
dependent on the gender, age and educational level of beneficiaries. Several
studies show that training is less beneficial for women than for men; in Malawi,
for example, women are more constrained when it comes to participating in
training and therefore tend to drop out and not put their newfound knowledge
into practice as much as men do (Cho et al. 2013). Similarly, Honorati (2015)
finds that training in Kenya increased current employment among male partici-
pants, but had no effect on females. Several evaluations from Latin America
(Entra 21, Especial de Jovenes and Juventud y Empleo) also find no effects on job
quality for women, but positive effects for men (see Vezza 2014). Moreover,
training is more effective for those with higher levels of education (Delajara,
Freije, and Soloaga 2006). It may also be more beneficial for those who are cur-
rently enrolled in school: in an evaluation of the Projoven program in Peru, Diaz
and Jaramillo (2006) find that the likelihood of being a paid worker increased for
females and for 16-20 year olds, but not for 21-25 year olds.

Overall, training programs seem to have an overwhelmingly positive effect on
young people’s wages. Although some evaluations find that training has had a
negligible impact on the income of trainees (Alzua and Brassiolo 2006) or no
effect at all (Cho et al. 2013), the majority of training programs reviewed have
helped to boost participants’ earnings in Liberia (Adoho et al. 2014), Argentina
(Aedo and Nunez 2004) and Colombia (Attanasio, Kugler, and Meghir 2009).
It is not always clear, however, whether the gains in earnings are from self-em-
ployment or from wage employment. An evaluation of a training program in
Uganda found positive impact on reported earnings from self-employment but
no effect on wage employment (Bandiera et al. 2014), whereas in Kenya (Hicks
etal. 2013) and Colombia (Kugler et al. 2015), the gains were entirely from formal
wage employment. There is also some evidence of persistence in wage gains over
time in Peru (Diaz and Jaramillo 2006), Colombia (Kugler et al. 2015) and India
(Maitra and Mani 2015). In the USA, sustained impacts on earnings are only
found for always-employed compliers at all time periods (Frumento et al. 2012).

Nonetheless, the magnitude of the wage gain from training programs differs
depending on gender and age. Several program evaluations find that females
increase their earnings disproportionately more than other groups as a result of
participating in training. This is true in Kenya, where wage earnings increased
especially for females and older males (Hicks et al. 2013), Colombia (Attanasio,
Kugler, and Meghir 2009) and Argentina (Elias et al. 2004). Moreover, Ibarran
et al. (2015) find that training only benefited women’s wages in Santo Domingo,
and had no effect elsewhere. Additionally, differential impacts by age can be
found: in the USA, beneficiaries of Job Corps experienced a 12 percent gain in
weekly earnings, but young adults experienced larger average effects compared



How Do Labor Market Institutions, Regulations, and Interventions Affect Youth? A Review of the Evidence in Brazil and Globally

to 16-19 year olds (Schochet, Burghardt, and Glazerman 2001). In the Dominican
Republic, however, the situation was the reverse; conditional on being employed,
training had a marginally significant and positive impact on wages only for male
teens, and not for women or for young adults (Card et al. 2011). Brazil’s appren-
ticeship program also appears to have led to an increase in real hourly wage lev-
els in the short and medium run for 17-18 year old beneficiaries (Corseuil et al.
2012).

Entrepreneurship support programs

Initiatives to promote entrepreneurship have become an increasingly important
instrument for job creation. This is true not only in developing countries with
barriers to formal wage employment, but also in developed countries that are
struggling to restart the job growth engine following large economic shocks.
Although it is difficult to define entrepreneurship support programmes (ESP),
they generally feature one or a combination of the following elements: business/
financial skills training, advisory services (coaching, mentoring and access to
networks), and access to finance (including microcredit, cash, grants, and
microfranchising). They also tend to have dual objectives of job creation and
social protection, and therefore target groups that are vulnerable to unemploy-
ment or underemployment: youth, women, low-skilled /unskilled individuals
and rural dwellers.

Such heterogeneity in terms of content and participants make it difficult to
compare across countries and disentangle what works for whom. From the few
studies that exist, it is not clear that ESP as a whole significantly improves labor
market income or activity in developing countries. In an evaluation of ESP in
developing countries, Cho and Honorati (2013) find that programs do not affect
startup rates or income. These results are in spite of the fact that that ESP have
positive but small impacts on business practices, suggesting that these changes
are not disruptive enough to lead to significant increases in income. Focusing
exclusively on business training programs, McKenzie and Woodruff (2013) find
similarly positive and small effects on business practices, but no effects on over-
all employment, profits or sales. They do, however, find that programs increase
the rate of new business creation in the short term.

Nonetheless, there is some evidence that ESP lead to improved labor market
income and activity for youth (Cho and Honorati 2013). In Liberia, the EPAG
program, targeted at females aged 16-27, increased the likelihood of working by
18 percentage points (nearly 50 percent increase from the baseline). Similarly,
Blattman, Fiala, and Martinez (2012) find that the Youth Opportunities Program
in Uganda increased beneficiaries’ hours in employment outside the home from
14 to 25 per week. Although both of these studies focus on vulnerable youth in
conflict-affected areas, there is some indication of positive effects in other set-
tings. In Tunisia, Premand et al. (2012) find that participating in an entrepre-
neurship track rather than an academic one in the final year of university rather
than an academic one in the final year of university leads to an increase in
self-employment rates for males (6 percent) and females (3 percent) one year
later. It must be noted, however, that these programs may not necessarily have an
impact on aggregate youth employment; Premand et al. (2012), for instance,
findsevidence ofasubstitution effect from wage employmenttoself-employment,
echoing de Mel et al. (2014).

These programs also have positive impacts on earnings, although it is not
always clear why this occurs and to what extent. The World Bank (2015) finds
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that the EPAG program increased beneficiaries’ weekly earnings by approxi-
mately (US$8) relative to the control group, primarily due to new labor market
entrants, whereas Blattman et al. (2013) find large and significant impacts of the
YOP in Uganda. Conversely, Blattman et al. (2013) find a small increase in
monthly income and consumption for the median WINGS beneficiary in Uganda.

The differential impacts for youth may be the case because young (potential)
entrepreneurs may benefit more than their older counterparts from skills train-
ing or mentoring owing to unobserved differences in their receptivity to new
ideas and business practices. There is some indication that this occurs; McKenzie
and Woodruff (2013) find that practicing entrepreneurs do not benefit from
training programs. Youth may also benefit disproportionately more from inter-
ventions that improve access to finance, given their limited bandwidth to borrow
and save. Further, they may also benefit more in the longer term from their expo-
sure to mentors, networks and training early on in their careers.

A number of caveats apply to these results. First, the positive effects that are
found in meta-analyses of entrepreneurship support programs are driven
strongly by a few studies® in highly specific, typically conflict-affected settings
and on disadvantaged groups (see Cho and Honorati 2013; Kluve et al. 2015;
Mckenzie and Woodruff 2013). These studies also tend to be quite recent, and do
not track effects over a longer period of time. Moreover, the positive results of
some programs may be driven by program-specific characteristics that are not
always accounted for. The EPAG program in Liberia, for instance, is unique in its
high participation rate (95 percent) and low attrition, which is in part due to the
presence of incentives for beneficiaries.

There is ample scope for research before more conclusive findings about the
effect of entrepreneurship programs on youth labor market outcomes can be
drawn. First, not much is known about the long-term impacts of ESP. This is
particularly important for studies that evaluate the impact of ESP on secondary
and tertiary students, since most existing ones focus on the knowledge, attitudes
and intentions of starting a business, rather than on specific labor market out-
comes (Valerio, Parton, and Robb 2014). However, entrepreneurship education?
programs may encourage those in secondary or tertiary institutions to start new
businesses, these effects may not materialize immediately after an intervention
as youth seek further education or opt for wage employment before pursuing
self-employment later on in life. Moreover, few studies consider general equilib-
rium effects or include cost-benefit analyses, so it is difficult to assess how much
policymakers should invest in youth-targeted entrepreneurship initiatives vis-a-
vis other means of activation.

Employment services
Employment services, or labor intermediation services, address problems in
matching workers to jobs and vice versa. Such services range from job counsel-
ing, job search assistance and mentoring services to more direct support such as
job placement and financial assistance for job search activities. By providing
these services, governments—by themselves or in partnership with private
entities—can tackle structural issues that certain individuals may have in looking
for jobs, such as imperfect information about vacancies due to their lack of net-
works or knowledge of how to connect with employers, or difficulties in signal-
ing their skills/credentials to employers.

Employment services therefore have a range of potential positive effects on
labor market outcomes, although perhaps not for vulnerable youth.
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They may not only reduce the length and incidence of unemployment by helping
unemployed individuals find work faster than they would otherwise, but also
increase the quality of eventual employment and wages by reducing the chance
of mismatches between employer and employee. The latter effect is not likely to
happen, however, if barriers to workers’ productivity have to do with poor qual-
ity jobs or poor skills rather than structural barriers in information (Barros and
Carvalho 2002). Since youth are likely to fall in the first category, the potential of
such services to help youth find employment or improve their performance in
the labor market is thus limited.

Nonetheless, there is some evidence that such services help youth get jobs in
high-income countries. An early study by Heckman, LaLonde and Smith (1999)
was pessimistic about the impact of such services, but later evidence about the
impact of the UK’s New Deal found that unemployed young men who receive job
search assistance and other services are 20 percent more likely to be employed
than the control group. About a fifth of this effect was due to the job search com-
ponent of the intervention (Blundell et al. 2004; Van Reenen 2003). Evaluations
in the United States by Decker et al. (2000), Jacobson and Petta (2000) also find
positive impacts on the speed of re-employment, earnings and the reduction of
unemployment benefits. There is similarly positive evidence in Canada and
Sweden about the effect of employment services; a simulation by Boone and
Van Ours (2004) find that public employment services reduce unemployment in
OECD countries. Though not focused on youth per se, employment services also
reduced the duration of unemployment and increased employment and earnings
in Romania (Rodriguez-Planas 2007).

Although the majority of studies concern interventions in developed or tran-
sition economies, recent work suggests that employment services also play an
important role in helping youth find jobs in more disadvantaged settings. Recent
empirical evaluations of programs that address structural barriers that make it
difficult for youth to obtain employment have yielded positive results. Simply
providing information about jobs in the business process outsourcing (BPO) sec-
tor and basic knowledge of interview skills to young females living in rural areas
of India, for example, increased their employment, and not just in the BPO sector
(Jensen 2012). Likewise, transport subsidies that help young Ethiopians travel to
areas where there are new jobs have a positive effect on employment overall
(Franklin 2014).

It is worth noting, however, that the impact of employment services differs
depending on the profile of beneficiaries and the reasons why they are unem-
ployed. More educated, urban youth may have less success with employment
services due to higher reservation wages (voluntary unemployment) rather than
the failure of the service to match job seekers and employers. In Amman, Jordan,
approximately a third of young job candidates turned down the opportunity to
have an interview when matched with a job, and the overwhelming majority of
young job candidates (83 percent) rejected job offers that were made through
the service. Moreover, employment services are likely to be effective only to the
extent that beneficiaries are actually looking for employment. Saniter and Siedler
(2014) find that mandatory visits to job information centers for high school stu-
dents in Germany resulted in a smoother transition to the labor market, but had
no apparent effects on the likelihood of having a full-time job five years later, nor
on the number of hours worked or first job earnings. Taken together, these stud-
ies suggest that employment services are more effective if they target specific
groups of youth who face tangible barriers in accessing jobs.
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Three final caveats are important in evaluating the effectiveness of employ-
ment services. First, there may be substantial negative externalities that may
emerge due to the program. In the Netherlands, for example, employment ser-
vices led to a substitution from unmonitored, informal search activities to mon-
itored, more formal search activities, but no change in overall employment (Van
den Berg and Van der Klaauw 2006). Moreover, Crépon et al. (2013) find that
eligible unemployed youths who received job placement assistance were signifi-
cantly more likely to have found a stable job than those in the control group, but
that these gains came at the expense of the control group and were not sustained
over time. There are also likely to be deadweight losses that are not always
accounted for in existing studies, that is, many of those who enrolled in employ-
ment services and found jobs may have done so in absence of the program. Few
studies take these general equilibrium effects into consideration. Second,
employment services may be cost-effective, but they may not work for everyone.
Robalino et al. (2013) point out that such programs need high institutional capac-
ity in order to succeed. Third, different target groups make the comparison
across programs and countries quite difficult. Blundell et al. (2004) point out
that those who benefited from the UK’s New Deal are less disadvantaged than
comparable programs in the United States.

Subsidized employment: Workfare programs

Workfare programs focus on the direct creation and provision of public works or
other activities that produce public goods or services. Governments typically
launch large-scale public works programs to provide temporary employment to
disadvantaged, unskilled or long-term unemployed individuals while they
search for better-paid jobs. Public works programs can thus be targeted towards
youth, although this is not common. In fact, with the exception of India
and Bangladesh, which have had such programs for decades, most low- and
middle-income countries have only recently started to introduce public works
programs.

Unlike other active labor market interventions discussed previously, public
works programs have a strong social safety net component. They are intended to
mitigate the consequences of covariate and idiosyncratic shocks, and provide
poverty relief in the short term. Nonetheless, their labor market objectives are
also important. Public works may serve as a bridge to permanent employment,
provide a “floor” to the wage rates of unskilled labor, and, in the longer term,
improve the incidence and quality of post-program employment if there are
returns to additional work experience. On the other hand, public works pro-
grams may generate potentially negative effects if they are not carefully designed
and implemented. Apart from the substitution, displacement and deadweight
losses described earlier, public works programs may create welfare dependency
and harm future labor market outcomes if employers associate such programs
with lower potential productivity.

Overall, international experience with public works suggests that they are not
very effective at improving labor market outcomes overall. Meta-analyses consis-
tently find that they have no effect and even negative effects on employment and
earnings (Card et al. 2015, reinforcing conclusions in Betcherman, Dar, and
Olivas 2004 and Dar and Tzannatos 1999). Negative effects are found in both
high-income and transition economies. Caliendo, Kunn and Schmidl (2011) find
that public works harm beneficiaries’ post-program employment prospects in
Germany, while Rodriguez-Planas and Benus (2010) find no impact in Romania,
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that is, public works beneficiaries do not exhibit higher rate of employment.
They do, however, find a modest reduction in the duration of unemployment.
There is some indication of gender effects as well, although it is not clear why:
Kluve et al. (1999) and Puhani (1999) find that public works programs in Poland
only have negative effects on exiting unemployment for men, but little effect on
employment overall. Even where positive effects on transitioning to employment
are found in Slovenia (Vodopivec 1999) and Ukraine (Olga 2000), there are indi-
cations that these effects are not sustained in the medium or longer term.

Nonetheless, public works programs may have positive, though mostly small
effects on labor market outcomes in developing countries. In an evaluation of
Argentina’s Jefes program, Galasso and Ravallion (2004) find that female bene-
ficiaries worked more hours per week and had higher labor force participation
than non-beneficiaries. Elsewhere in the region, public works programs also had
positive effects on employment in Chile, Mexico and Colombia (Grosh et al.
2008). Programs appear to have a limited effect in reducing unemployment in
the cases of Argentina (Galasso and Ravallion 2004) and South Africa (Expanded
Public Works Programme 2008). Apart from questions of design® and implemen-
tation, the economic context and objectives of these programs also matter. There
is more promising evidence for the role of public works programs that have a
rural or agricultural focus, such as India’s National Rural Employment Guarantee
Act (see Azam 2012; Berg et al. 2012; Imbert and Papps 2015) and Bangladesh
(Mujeri 2002), which find substantial positive effects on employment and wages.
Similarly, labor-intensive programs may have greater chances of success in lift-
ing beneficiaries’ prospects. Christian et al. (2015) find that the Labor Intensive
Works program in the Republic of Yemen increased the total number of days
worked, average wages, and the probability of female employment, and shifted
the structure of the workforce away from lowest-paid sectors.

Public works programs typically do not target youth, although they are eligible
in many cases. From the limited evidence available, there is some indication that
targeted public works programs can be effective in boosting youths’ performance
in the labor market, at least in the short term. Subsidized part-time employment
increased the likelihood of employment for disadvantaged young females in
Belgium (Cockx, Goebel, and Robin 2010), and Bulgaria’s temporary employment
program had a small, positive effect on the chance of having a normal job for those
aged less than 30 years (Walsh et al. 2011). It may also be the case that programs
specifically targeted towards youth are more effective in the short term. The
New York City Summer Employment Program, for example, substantially
increased participants’ probability of employment and average earnings in the year
of program participation, but had no effect on employment and a negative effect on
earnings three years following the program (Gelber, Isen, and Kessler 2014).

More recent evidence suggests that workfare programs may have more last-
ing positive effects on youth if they are combined with skills training and employ-
ment services (Acosta and Ramirez 2004). Several countries have begun to
experiment with such “public works plus” programs. South Africa’s public
works program, for example, provides training opportunities beyond skills
acquired on the job to prepare participants for longer-term employment,
self-employment and/or further education or training. Preliminary results from
Cote d’Ivoire suggest that these combined interventions can be effective.
Bertrand et al. (2016) find small and positive effects on overall employment and
number of hours worked weekly and a strong effect on total earnings for
beneficiaries.
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Despite the emergence of several new studies since the review by Betcherman
et al. (2004), there is still a paucity of evaluations of workfare programs, particu-
larly in low and middle-income countries. Moreover, most public employment
programs do not explicitly target youth, and few studies disaggregate the impacts
by age cohort to allow for a closer examination of their potential to boost youth
employment and labor force participation. Further research could look at factors
that influence youth participation in workfare programs, a closer examination of
young beneficiaries, and the impact of these programs on their skills development,
employability and job quality in the medium and longer term.

Subsidized employment: Wage subsidies

Another way of subsidizing youth employment is to give wage subsidies, either
to employers (to reduce the cost of labor) or to workers (to increase their take-
home pay). These can take the form of direct transfers or vouchers, reductions
in social security contributions or tax credits. The objective is to make the labor
market more accessible for groups that have difficulties securing employment,
that is, the long-term unemployed, welfare recipients, disabled individuals,
underprivileged youth and females. The wage subsidy acts as an incentive for
employers to hire members of a certain group by compensating them for the
elevated risk and/or training costs of taking them on. Subsidies may therefore
increase current employment and earnings for groups whose productivity is
expected to be lower than the market wage. They might also have longer-term
effects on future employment and earnings, to the extent that on-the-job train-
ing is useful. On the other hand, wage subsidies might hurt future employment
and earnings prospects if they signal a potential employee’s low productivity, and
result in the negative externalities described earlier.

Overall, wage subsidies have positive effects on employment in industrialized
countries, particularly the United States where several government schemes
have been introduced. The Targeted Jobs Tax Credit scheme increased employ-
ment of disadvantaged 23-24 year olds by 3.4 pp or 7.7 percent in the late 1980s
(Katz 1998), largely due to a significant windfall effect (Bishop and Montgomery
1993). The Earned Income Tax Credit scheme was similarly successful, leading
to a 3.4 percent increase in disposable income and 5.6 percent increase in employ-
ment for welfare recipients with more than two children (Hotz, Imbens, and
Klerman 2006). Similar payroll tax credit schemes have boosted employment in
Belgium (Goos and Konings 2007), and reduced unemployment in Sweden
(Carling and Richardson; Forslund, Johansson, and Lindqvist 2004; Fredriksson
and Johansson 2003; Sianesi 2004), Germany (Eichler and Lechner 2000) and
Switzerland (Gerfin and Lechner 2002). One caveat, however, is that jobs cre-
ated may not necessarily be of high quality. Crepon and Desplatz find that larger
subsidies in France are associated with faster growth in total employment, but
they cannot distinguish between low-wage and high-wage job growth. An earlier
study of the same scheme by Kramarz and Philippon (2001) found no evidence
of increased employment when the payroll tax subsidy was increased. Similarly,
Huttunen, Pirttil4, and Uusitalo (2010) find that wage subsidies have no effect on
employment in Finland, but are associated with a small increase in hours worked
in the industrial sector.

Few studies consider the effect of wage subsidies in transition and developing
economies, and available evidence presents a mixed record. Wage subsidies have
no effect on employment in the Slovak Republic and Poland, and in some cases a
negative effect on transitioning to employment. On the other hand, an evaluation
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of the Proempleo program in Argentina found that receiving wage subsidy
vouchers significantly increased employment in the first 18 months by
8-9 percentage points and reduced reliance on workfare by a similar magnitude
for women and youth (Galasso, Ravallion, and Salvia 2004).

Despite the limited evidence, the effects of wage subsidies on labor market
outcomes for youth appear to be promising. The wage subsidy component of the
New Deal program in the UK drove most of success of the program in reducing
unemployment rates among young males aged 18-24 years (Blundell et al. 2004;
Van Reenen 2003). Evaluations of wage subsidies in Sweden have also found
positive though small effects on the employment probability and earnings of
similarly aged youths.

Although most studies do not disaggregate the impacts by age, there is some
indication that wage subsidies may be more effective for older cohorts who are
more likely to be in tertiary rather than secondary education. Payroll tax subsi-
dies are found to have the largest positive effects on the employment probabili-
ties of low-wage workers aged 25-30 compared to younger groups in France
(Fougere, Kramarz, and Magnac 2000). Similarly, Chile’s Subsidio al Empleo
Joven had more positive effects on the likelihood of securing a formal job and
labor force participation on those aged 20-24 compared to those aged 18-19 years
(Universidad de Chile 2012). Similarly, Levinsohn et al. (2014) finds that workers
aged 20-24 benefit substantially in terms of wage employment from South
Africa’s wage subsidies, although the program had no effect on the aggregate
group aged 18-29. These findings suggest that wage subsidies may be effective in
helping disadvantaged workers find employment, but that their low skill levels
will most likely be a barrier in finding better-paid jobs. Indeed, most studies of
wage subsidy schemes find no significant impact on earnings or current incomes
in South Africa and Argentina (Galasso, Ravallion, and Salvia 2004; Levinsohn
etal. 2014). It is possible, however, that they have an impact on groups that would
otherwise not be working at all; Egebark and Kaunitz (2014) find that the Job
Training Partnership Act did not change earnings of youth or adult men, but
raised women’s earnings by about 15 percent over 30-month period—especially
for welfare recipients.

Even if wage subsidies have the potential to boost labor market outcomes for
youth, it is important to note that these effects may not be sustained in the
medium and long term. In a recent study of wage subsidy vouchers in Jordan,
Groh etal. (2016) conclude that the program had a substantial impact on employ-
ment in the short run, but this effect dissipates and becomes insignificant after
the vouchers expire. By contrast, Levinsohn et al. (2014) find a positive and sub-
stantial effect on wage employment in South Africa that is sustained two years
later. Further research on the substitution and displacement effects of these pro-
grams is also needed. Dar and Tzannatos (1999) and Martin (2000) conclude that
wage and employment subsidies have substantial deadweight and substitution
risks, and there is some evidence that the Subsidio al Empleo Joven displaced
older workers, especially in microenterprises.

NOTES

1. Although the standard OECD definition of youth spans individuals aged 18-24 years old,
Brazil’s Youth Statute (2013) defines youth as those aged 15-29 years old. This review takes
varying definitions of youth into account, but ensures that studies are comparable as much
as possible in terms of age cohort.
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2. See, for example, the Fight for 15 campaign, which aims to raise the minimum wage to $15
an hour in all U.S. states. http://fightforl5.org/.

3. See the discussion in Neumark and Wascher (2007).

The percentage of workforce covered by collective agreements, which can cover non-
union members and unaffiliated employers.

5. The percentage of the workforce in unions.

6. Meta-analyses of entrepreneurship support programs are generally restricted to 15 or
fewer studies (see) and few of these studies focus exclusively on youth.

7. Valerio et al (2014) distinguish between entrepreneurship education, which aims to build
entrepreneurial mindsets or skills among students of secondary and tertiary education for
general purposes, and entrepreneurship training, which focuses more specifically on poten-
tial/current entrepreneurs i.e. those who are already keen to start a new or expand an exist-
ing business. Youth who are neither in education nor training are more likely to fall into the
second category, whereas those who are in tertiary education may benefit from either type
of program.

8. Some design challenges include the wage rate, number of hours worked, labor intensity,
targeting method, timing, gender sensitivity, community involvement, financing and
implementation responsibilities and local government involvement.
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