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Abstract

In this paper we shed light on the relationship between labor market policy,
entrepreneurship and youth unemployment prior to and in the aftermath of the
global financial crisis in Spain. We discuss the situation, where labor market and
macroeconomic policies were largely inefficient in reducing high levels of (youth)
unemployment after 2007. We rise the question why in a situation of low inflation
rates, an increase in {youth) unemployment had been observed although the labor
market becomes more flexible due to the associated structural reform in 2010. We
call this the Spanish Puzzle. The main reason for this observation can be found in
the phenomena of downward nominal rigidity and the existence of a liquidity trap.
Given the recovery of the Spanish economy in 2015, this development is grounded
on (besides the increase in private consumption and a trade surplus) several policy
measurements in order to strengthen entrepreneurial activity in 2013. The
corresponding boost in private investment expenditure can be identified as the
sustainable main driver for job creation in the long run.
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an argument to analyse another country instead. ...[more]

Stephen Sacht - Reply to the Anonymous Comments
September 28, 2015 - 00:55 | Author's Homepage

Thank you wery much for the comments. I appreciate the expositor's effort. The
suggestions made will lead to an improvement of the paper. Among other things
additional empirical cbservations will be added. In the following I will respond to the last

three comments, while the remaining ones had been considered ...[more]

Dr. Klaus Schrader - Invited Reader Comment
September 28, 2015 - 10:16

See attached file

[ [ Download attached file ]

Stephen Sacht - Reply to the Comments by Klaus Schrader
October 11, 2015 - 23:08 | Author's Homepage

I am wvery grateful to Klaus Schrader for his comments and suggestions. Although the
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Abstract

In this paper the author sheds light on the relationship between labor market policy,
entrepreneurship and youth unemployment prior to and in the aftermath of the
global financial crisis in Spain. He discusses the situation, where labor market and
macroeconomic policies were largely inefficient in reducing high levels of (youth)
unemployment after 2007. He rises the question why an increase in (youth)
unemployment had been observed although the labor market becomes more flexible
due to the associated structural reforms in 2010 and 2012. He calls this the Spanish

Puzzle. The main reason for this observation can be found in the phenomena of

downward nominal rigidity, the existence of a liquidity trap and pessimistic private
expectations regarding future economic developments. Given the recovery of the
Spanish economy in 2015, this development is grounded on (besides the increase in
private consumption and a trade surplus) several policy interventions in order to
strengthen entrepreneurial activity in 2013. The corresponding boost in private
investment expenditure can be identified as the sustainable main driver for job
creation in the long run.
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