
Abstract: The aim of this paper is to discuss the regional labour market policy response to demo-
graphic ageing in Sweden and its consequences on the labour supply of young adults. Regions with 
ageing problems already experience significant problems at the labour market. The overall conclu-
sion is that labour market policies in Sweden addressing the consequences of ageing fail to include 
young adults and the policies do not address regional heterogeneity regarding e.g. ageing and youth 
unemployment.
Key words: youth unemployment, ageing, labour market institutions, labour market policies, rural 
labour markets.12

1. Introduction

The future will be influenced not only by demographic processes, but also by the 
political and economic choices made by individuals and institutions in the ongo-
ing adjustment process designed to help utilise scarce resources more efficient-
ly. The size of the labour force and the share of the labour force that is actually 
in work are, however, short-term aspects of economic growth, prosperity and 
welfare. Long-term economic growth, prosperity and welfare are determined 
by factors such as e.g. the capability to produce technological innovations, the 
social capability to adapt to new technology, the educational level of the labour 
force and the attitudes in society towards economic activity and existing insti-
tutions (Abramovitz, 1995; Kuznets, 1967; Lucas, 1988; Romer; 1986, Solow, 
1956). 
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1 INTRODUCTION

The future will be influenced not only by demographic processes, but also by the 
political and economic choices made by individuals and institutions in the
ongoing adjustment process designed to help utilise scarce resources more
efficiently. The size of the labour force and the share of the labour force that is 
actually in work are, however, short-term aspects of economic growth,
prosperity and welfare. Long-term economic growth, prosperity and welfare are
determined by factors such as e.g. the capability to produce technological
innovations, the social capability to adapt to new technology, the educational
level of the labour force and the attitudes in society towards economic activity
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The causality between demographic change and general economic perform-
ance is however anything but clear-cut. It is ambiguous to say the least – both in 
terms of direction and magnitude. Population decline and changes in the popula-
tion structure may entail positive as well as negative economic development de-
pending on the institutional and organisational changes that take place (Rosenberg 
and Birdzell, 1994; Kelley and Schmidt, 1994; Coppel et al., 2001). Population 
ageing is a slow process to which society as a whole has plenty of time to adjust 
(National Research Council, 2001).

The Nordic population is projected to continue growing – at least until 2030 – 
and the increase is envisaged to take place in the population aged 65+ (Rauhut et 
al., 2008). As in most of Europe, the population and work force will become older 
in Sweden. This process of ageing will however be unevenly distributed across the 
country. Young adults are moving out of the periphery, headed for the metropoli-
tan areas, with the result that the ageing in the periphery increases even more. The 
metropolitan areas will have a significantly more favourable age-structure due to 
this (Eðvarðsson et al., 2007). Labour immigration can only cover for some of the 
labour need in Sweden (Bengtsson and Scott, 2010), partly because labour im-
migrants are reluctant to move to peripheral areas (Rauhut and Johansson, 2010). 
The future domestic labour supply is especially unfavourable for peripheral re-
gions in Finland and Sweden, while metropolitan areas will do well (Dall Schmidt 
et al., 2011).

The population structure and population development will influence the com-
petence supply for employers, which will have consequences for production. 
Employers must, in one way or another, adjust to the new labour market situation 
(Ohlsson and Broomé, 1988). The various branches and sectors of the economy 
will be affected differently depending on their ability to adjust and respond to the 
challenges raised by the labour force generation shift  According to them, quanti-
tative changes in the labour force have simply not occurred as they note that ‘the 
general fear that Sweden is heading towards a situation characterised by a weak-
ening labour force is unfounded and incorrect’ (Ohlsson and Broomé, 2003, p. 9). 
Other changes will, however, occur:

Qualitative changes will occur due to the upcoming labour market generation shift, as 40% of 
the current labour force, which possesses the experience, insight, overview, adaptation capacity, 
mentorship and cross-sectoral capacity will disappear from the labour market. In a more or less dif-
ficult personnel restructuring process within companies, this group will be replaced by a somewhat 
larger group of young people who lack experience, but have a whole range of other skills and talents. 
This group of young people has knowledge and competence, particularly technical competency, in 
several new areas. They possess new values and outlooks, physical vigour, youthful energy and 
commitment. It is this qualitative change that the labour force generation shift is mainly about (Ohls-
son and Bromée, 2003, p. 9; italics in original).

The institutional structure of the labour market will have to adjust to the new 
situation due to the labour force generation shift and the outcome here will depend 
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on how dynamic the institutions are (Ohlsson and Broomé, 2003). Policy norms in 
respect of employability potential are built upon the notion that the current order 
should be preserved. Therefore, to change the organisational setup in the labour 
market the policy norms must change in the Nordic countries (Andersen et al., 
2007). 

Youth employment is a challenge in Sweden where high unemployment and 
considerably lower employment levels persist among young people (Kahila and 
Rauhut, 2009). As regards enhancement of employability in the EU member states, 
various efforts of labour market policy have shown positive results in terms of in-
crease in employment rates of women and recently also to some extent of ageing 
population, but attempts to increase young adults employment rates have been 
rather limited (Fredericks et al., 2010). As a result, young adults have restricted 
opportunities to qualify for the social insurance schemes. Furthermore, if they are 
unemployed too long they will become unemployable and thus not contribute to 
the financing of the welfare. 

The aim of this paper is to discuss the regional labour market policy response 
to demographic ageing in Sweden and its consequences for the labour supply of 
young adults. The study proposes to answer the following questions: (1) are young 
people addressed in the policy responses to ageing and its consequences for la-
bour supply in Sweden? (2) Is ageing and its consequences for the labour supply 
addressed in regional policies? (3) To what extent are labour market institutions 
dynamic and able to adjust to ageing and its consequences at the regional level?

2. Theoretical considerations

According to standard economic theory, the demand for labour depends on the 
fluctuations of short-term business cycles. In a  short-term perspective, the op-
portunity cost of replacing labour with capital, i.e. investing in new technology, 
will be too high. If the labour shortage continues, or even worsens, over time, 
the opportunity cost of not substituting labour will be too high. In a  long-term 
perspective, labour shortage is not about being short of labour, but about lacking 
the capacity to adjust to the structural changes in the economy (Elliott, 1991). In 
a market economy, there is really no such thing as a true shortage. If you want 
more of something, you can simply pay more to have it. When employers say that 
there is a labour shortage, what they really mean is they cannot get enough work-
ers at the price they want to pay (Björklund et al., 1996).

An increase in wages is to be expected when labour is scarce, which leads to 
an increasing wage ratio in the production. When the marginal cost of a continued 
increase in production is higher than the marginal cost of substituting capital for 
labour, institutional, organisational and technological changes will be required in 
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order to replace the scarce and expensive factor commodity labour in production 
(Fallon and Verry, 1988). 

Ageing will cause a change in the relative supply of labour, ∆ LS, something 
which will lead to a change in the relative factor price for labour, ∆ RPL. This will 
stimulate a structural change, SC, in the economy. A structural change in the econ-
omy will lead to a relative change in the demand for labour, ∆ LD, qualitatively and 
quantitatively. A consequence of a change in the relative demand for labour will 
be that welfare, ∆ W, in general terms, will also change. Both the relative supply 
of labour, LS, and the relative price for labour, RPL, will be affected by a relative 
change of welfare in a broad sense. 

The links between LS and RPL, between RPL and SC, and between SC and LD will 
be determined by the flexibility in the institutional framework, ∆I. I contains ele-
ments from institutional economics (Olsson, 1982; North, 1999; Schön, 2000), the 
segmented labour market theory (Doeringer and Piore, 1971, McNabb and Ryan, 
1990) and New Economic Geography (Krugman, 1991; Behrens and Thiesse, 2007; 
Maskell, 2001). If the institutional framework is dynamic the adjustment to new 
conditions will be relatively rapid and easy while a static and un-dynamic institu-
tional framework will obstruct a structural change in the economy. The result will 
then be a long and painful process of adaptation to the new conditions. 

Three distinct implications from I can be identified: (i) it is theoretically pos-
sible for the actors to keep I at a constant level, i.e. no institutional changes take 
place although changes in LS, RPL, SC and LD take place; (ii) it is theoretically 
possible to keep I constant when the other variables in the model change; (iii) 
I is dependent on the context in which it operates. The laws, regulations, norms 
and alliances that are the lubricants of one economic and social structure may 
constitute bottlenecks in another. At a higher level of abstraction flexibility may 
then be expressed as a tendency by I to respond to – i.e. be determined by SC and 
∆W. If we assume that the flexibility in the institutional framework, I, has a value 
between 0 and 2, i.e. 0<I<2, the flexibility in I can be quantified.

There are several other factors that can change the supply of labour and change 
the relative factor prices for labour. This means that the causes of a  structural 
change do not have to be triggered by demographic factors at all. Eðvarðsson et al. 
(2007) show that the regions in the Nordic countries have experienced an ongo-
ing process of de-industrialisation since the early 1990s; this de-industrialisation 
is nothing but a  structural change. The causes of this structural change in the 
Nordic regions are mainly connected to increasing competition and globalisation 
(Andersen et al., 2007). This has, in turn, changed the relative factor prices, not 
only for labour.

Since not only the supply of labour has an influence on the relative factor 
pieces for labour it is a good idea to use the relative factor prices for labour as 
a point of departure in the theoretical framework. The model below summarises 
the reasoning:
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In equations 2.3 and 2.4 the importance of a functioning labour market, with 
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the share of persons aged 65+ in the region and the regional share of young adults 
aged 18–24 in unemployment schemes. Both figures show data for 2010. So, the 
higher the percentage of persons aged 65+, the more difficult it is for young adults 
to find employment.
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Fig. 1. The correlation between the share of persons aged 65+ in the region and the regional  
open unemployment rate for young adults aged 18–24 in 2010

Source: authors’ calculations from Statistics Sweden Population database  
and the National Labour Board
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rate of young adults aged 18–24 in unemployment schemes in 2010

Source: authors’ calculations from Statistics Sweden Population database 
 and the National Labour Board
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This is not the only challenge these regions face. The higher the regional youth 
unemployment rate, the higher the regional average spending on social transfers 
(figure 3). Again, the correlation is so strong that it cannot be ignored. We do not, 
however, believe that young people refrain from employment to pick up social 
benefits; it is the other way around – the high regional social transfers partly de-
pend on high youth unemployment. If young adults cannot provide for themselves 
(in cases they have not qualified for the unemployment scheme), they will at least 
be provided for through economic assistance.
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Fig. 3. The correlation between the regional open unemployment rate for young adults aged 18–24 
and the average regional social transfers (SEK 1000’s) in 2010

Source: authors’ calculations from National Labour Board and the National  
Social Insurance Board

The high social transfers in regions with high rates of youth unemployment are 
also connected with high percentages of labour force on long-term sickness leave 
(figure 4). Also this time the correlation is so strong that it cannot be ignored. So, 
regions with high youth unemployment rates also face high percentages of long-
term sick, besides the high proportion of persons aged 65+.

One further observation of interest is that regions with high youth 
unemployment also have low vacancy rates (figure 5). This is logical: with few 
vacancies it is difficult for entrants (in this case young adults) into the labour 
market to compete with more experienced labour for the jobs. Furthermore, one 
could expect a high share of population on long-term sickness leaves to increase 
the vacancy ratio, but it is actually the opposite (figure 6): the higher the share 
of long-term sick, the lower the vacancy ratio. The correlation is so strong that it 
cannot be ignored.
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and the share of long-term sick as a share of the regional work force in 2010

Source: authors’ calculations from National Labour Board and  
the National Social Insurance Board
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This short overview indicates that the regions with ageing problems actu-
ally face a number of significant problems at the labour market. Eðvarðsson et 
al. (2007) argues that many of the regions with a high share of population aged 
65+ also have experienced a de-industrialisation process over the last decades. 
Consequently, an institutional inertia slows down the adjustment to a post-indus-
trial economic structure (Rauhut and Kahila, 2008; Kahila and Rauhut, 2009).

4. Current policies

The Lisbon Strategy aimed at full employment and the strengthening of social 
cohesion by 2010 (European Commission 2004a, b). Since then, specific targets 
have been defined on overall employment rates (70%), employment rates of wom-
en (60%) and employment rates of older workers (50%) (European Commission 
2005). Inevitably the Lisbon Strategy failed to reach its ambiguous targets be-
cause it did not have any clear instruments to reach the targets (Cantillon, 2010). 
Its successor, the Europe 2020 Strategy, targets to achieve an employment rate 
of 75% by 2020 (European Commission, 2010a). In order to meet these chal-
lenges, the EU has to raise employment rates especially for women, young and 
older workers by focusing on four key priorities (European Commission, 2010b). 
Some of the prioritised issues are to avoid early exits from the labour market and 
promote older labour to learn new skills.
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The Nordic Cooperation Programme on Labour Market and Working 
Environment 2005–2008 aimed at increasing female and older people’s employ-
ment rates in order to reduce the outflow from labour markets (Nordisk Ministerråd, 
2005). The programme did not reach its goals. Despite this programme, the Nordic 
countries have not included matching instruments or approaches in respect of cur-
rent and future challenges in the labour market (Rauhut and Kahila, 2008). The 
present programme, Nordic Cooperation on Working Life 2009–2012, focuses on 
advancing employment, labour market policy, the working environment and la-
bour law to favour women and older persons (Nordisk Ministerråd, 2008). The 
present order should be protected in this programme instead of promoting adjust-
ment (Kahila and Rauhut, 2009).

Sweden has a long tradition of active labour market policies which have been 
implemented side by side with the development of the welfare state (Junestav, 
2007). It however lacks a comprehensive strategy to advance the labour market 
situation of ageing people, and the policies have thus far developed almost solely 
in relation to the different incentives related to welfare services (Kangas et al., 
2010). The policies have targeted the general development of the labour market 
and upgrading skills across the labour force in order to achieve full employment 
in the country. A number of important steps have been taken in relation to improv-
ing the labour market participation of older workers (Finansdepartementet, 2007). 
These incentives should however be reinforced and targeted on the demand side 
in the labour market (OECD, 2003b). 

Several reforms have taken place over the last ten years in the Swedish labour 
market. Reforms have abandoned vocational training and subsidised programmes 
so that unemployed will have more personal responsibility in terms of finding 
a new job. Also, they now have to face a number of new ‘activation requirements’ 
in return for receiving income support from the state (Köhler et al., 2008). The 
present labour market policy targets two specific groups: (1) long-term sick who 
have been transferred from the sickness insurance and are denied further benefits 
from the sickness insurance and (2) newly arrived immigrants who need to be intro-
duced at the Swedish labour market; unemployed young adults are not prioritised. 
The only programme for them is ‘Jobbgrantin’.3 Furthermore, the programmes to 
improve employability are either national or local (Arbetsförmedlingen, 2011). 
The programmes to improve employability for young adults are not very efficient; 
the programmes administered by municipalities are at the bottom of the scale 
regarding matching efficiency while the programmes that are age-neutral are at 
the top of the scale, also for young adults (Forslund and Nordström Skans, 2006). 
When the conditions for young adults to establish themselves in the labour market 

3  This programme can last for maximum 6 months and contain an investigation of the individual’s 
potentials as well as guidance on studies and professions for 3 months. After that a shorter education 
can be offered or a work (with reduced pay) to get some experience.
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are examined young adults experience considerably less favourable labour market 
conditions in Finland and Sweden than in the other Nordic countries (Olofsson 
and Wadensjö, 2007) European Union policies emphasise the importance of 
a greater devolution of responsibilities and tasks as well as the integrated delivery 
of labour market and social services (European Commission, 2002). The labour 
market policy integration of services will bring clear advantages as services for 
disadvantaged people can be organised separately with sufficient resources and 
qualified personnel. Welfare and work are now ever more connected in terms of 
different measures of activation and rehabilitation. 

Several of the ‘Regional Growth Programmes’ mention labour market issues, 
usually in the forms of stimulating life-long learning, increasing employment rates 
amongst immigrants, reducing long-term sickness and increasing equality regard-
ing salaries, education and physical capabilities; young adults are just mentioned 
briefly (Västra Götalandsregionen, 2008; Region Blekinge, 2008; Region Örebro, 
2009; Länsstyrelsen i Jämtlands län, 2009; Länsstyrelsen i Norrbottens län 2007; 
Gotlands kommun, 2008). These programmes are, however, silent on how they 
are going to achieve their goals. The Swedish Agency for Economic and Regional 
Growth does not mention labour market issues in their analysis and assessment of 
the ‘Regional Growth Programmes’ (Tillväxtverket, 2011).

The national level in Sweden retains a significant degree of power over regional 
labour market services. Most of the implemented policies focus on how to keep 
ageing labour in the workforce and postpone labour market exit for ageing workers. 
Ineffectual attempts have, in addition, been made to improve the situation for e.g. 
young adults and persons with an immigrant background. To a large extent ageing, 
welfare provision and labour supply are regional challenges. Alas, the policies im-
plemented thus far address only the national level (Rauhut and Kahila, 2008).

5. Policy norms, institutional inertia and vested interests

Many short-term policies have been launched, e.g., the raising of the retirement 
age, enabling older people to work longer, changes in labour market legislation to 
favour older workers and the promotion of labour immigration. Rauhut and Kahila 
(2008) show that few, if any, medium to long-term policies have been launched 
and implemented to deal with the upcoming challenges of welfare. At first glance 
this may seem odd, but not when a fuller picture is understood. When discussing 
long-term policies this becomes clearer. One such policy is to promote the neces-
sary structural change in the economy to enable the post-industrial economy to 
create its own labour market institutions. This would not only produce new insti-
tutions, but also a different type of demand for labour. This is not welcomed by 
the vested interests of the industrial economy. Who will benefit from a structural 
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change in the economy – the old or young labour? Definitely the young labour as 
it will be in demand.

Andersen et al. (2007) argue that the institutions governing the labour market 
and the educational systems need to be reassessed and remodelled. They also em-
phasise the need for the Nordic population to work more and longer and the easi-
est way to reach this goal is to improve the employment rates for marginal groups 
(e.g. young adults, persons with an immigrant background and persons aged 50+). 
By reforming the public services, the labour market and educational institutions 
the foundation of the ‘Nordic model’ can be defended even if ageing and globali-
sation put it under pressure. ‘What has worked well in the past is unlikely to be 
good enough in the future’ (Andersen et al., 2007, p. 158).

After a  restructuring phase new jobs are normally not created in the same 
branches or locations where jobs were lost during the restructuring phase. 
Therefore, mobility and matching are essential parts of the restructuring of enter-
prises and improvements of the employment. The introduction of new technologies 
and competition between enterprises are the most important motivations behind 
the change, which leads to the creation as well as reduction of jobs (Magnusson, 
2006). When the young adults move from the periphery to the metropolitan areas, 
in many cases just to break the vicious circle of unemployment, they challenge of 
the existing institutions in the peripheral regions to change. By voting with their 
feet they put pressure on the existing institutions as labour disappears, the tax base 
narrows and the reproduction potential erodes (Rauhut et al., 2008). 

While the production system in a post-industrial service economy is different 
to an industrial, it is often the case that labour market institutions lag behind and 
often remain tied to the policies and dictums of the industrial economy. Labour 
shortages, mismatch between job-seekers and employers, low mobility etc., are 
all outcomes of the inertia in the labour market institutions and their inability to 
quickly adjust to the post-industrial economy (Rauhut and Kahila, 2008).

The development we see today is a predictable outcome of an unfinished or incom-
plete structural change in the economy. The vested interests of the industrial economy 
are unwilling to enter the post-industrial economy. Institutional dynamism is there-
fore vital for progress, both economic and social. If the dynamism of its institutions 
disappears so will the prosperity of the country. The remnants of industrial society’s 
vested interests groups would however be the losers (Kahila and Rauhut, 2009).

An extensive theoretical literature on this topic exists. Institutions can contribute 
to both change and stability in political, social and economic life. Instead of being 
mere echoes of social forces, institutions, by transcending moral individualism and 
self-interest, buffer or transform social currents and define the norms, interests and 
beliefs in society (March and Olsen, 1989). Institutions play an important role in 
a society reducing uncertainty by establishing a stable, though not necessarily ef-
ficient, structure to human interaction. Resource inputs in production terms from 
land, labour and capital are involved in the transformation of physical attributes into 
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goods and in transactions for those goods. Together they constitute the total costs of 
production. In consequence, the institutional framework can stimulate or obstruct 
economic change with regard to production inputs (North, 1999). 

This institutional dynamism is vital for progress, economic or social. The more 
dynamic are our institutions the more prosperous is our society. A prosperous so-
ciety however leads to vested interests with the aim of rent-seeking, which, conse-
quently, will reduce institutional dynamism. If the institutional dynamism disap-
pears, so will the prosperity of a country (Rosenberg and Birdzell, 1986; North, 
1999). Organisations for collective action take a long time to establish themselves, 
but when they are established social collapses etc. are often needed to make them 
disappear. The longer the period of time they manage to function the deeper they 
are able to penetrate society (Olsson, 1982).

Rauhut and Kahila (2008) find the policies to improve labour market imbal-
ances in the Nordic countries implemented on national level, and welfare service 
provision on national or local levels. The labour market imbalances are embodied 
predominantly on regional level and, therefore, require regional approach. Within 
this regional context, could we expect that welfare service provision is also to 
larger extent a regional and not national or local challenge? National regulations 
and frameworks decide the most significant aspects of the ageing agenda, e.g. 
questions related to retirement, to the structure of welfare services and the labour 
market. The provision of welfare services is sensitive to administrative reforms. 
Therefore national-regional policy harmonisation is a crucial element of policy 
delivery in order to encourage efficiency and improve labour market incentives 
(Kahila and Rauhut, 2009).

The policies used to deal with labour market problems have been designed to 
solve the problems in an industrial economy on national level. This has been the 
reason for the moderate results in solving the problems of the post-industrial econ-
omy on regional level. Since the problems at the post-industrial labour market are 
somewhat different than the problems at the industrial labour market, the policy 
tools must be designed to deal with them. This means that new ideas, new trains-
of-thought and long-term visions are needed to design new policies in regions, and 
labour market institutions must adjust to the post-industrial reality. An increasing 
regional diversity on the labour market and ageing have made policies in line with a 
‘one-size-fits-all’ ideology outdated. Nevertheless, we still hang on to it. 

6. Discussion and conclusion

The overall conclusion is that labour market policies addressing the consequences 
of ageing must include two aspects: (1) they must allow for regional variations 
as ageing and the population structure is not evenly distributed geographically, 
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and (2) they must focus on the labour market inclusion of young adults – if 
young adults face such long unemployment and exclusion so that they become 
unemployable, who is then going to work and pay for the welfare of our elderly?

The welfare was organised to deal with the problems of an industrial society 
in Sweden. In the context of a post-industrial service society however the model 
is unable to deal with the welfare provision needs of its citizens particularly in 
a  situation where vested interests try to slow reform to ensure the old model 
lives on (Rauhut and Kahila, 2008). What has this to do with population ageing? 
Nothing. Instead of taking the notion of an ideologically infused debate on the 
organisation of welfare head on it is easier to raise the bogeyman of ‘population 
ageing’ (Rauhut, 2010). Consequently, neither the explanans nor the explanandum 
of the current policy debate on ageing, its consequences and countermeasures are 
convincing.

The current policy response to ageing in Sweden suffers from the fact that 
issues related to young adults entering the labour market are simply not adequately 
addressed nor, indeed, is the regional perspective. This means that significant 
lacunae in the argument exist. The metropolitan areas in Sweden will not face any 
future problems with ageing, but the rural, peripheral and disadvantaged regions 
certainly will.

The policy approach has been to improve the employment opportunities and 
incomes of people in their municipality or region as a response to the failure of 
markets. The question, however, remains as to whether this is a policy designed 
to actually develop or simply to sustain such regions. The employment and 
development policies implemented thus far have not proven capable of removing 
regional disparities in regional attractiveness. The negative level of development 
seen in many regions has not been addressed by the creation of policies to improve 
their regional attractiveness thereby attracting labour and business (Eðvarðsson et 
al., 2007). Now when the young adults move away from these regions to escape 
unemployment and marginalisation, ‘ageing’ is used as a scapegoat. 

Questions over the retirement age are often placed on the back burner although 
discussion over the issue continues. The retirement age and how to keep the older 
labour active and in the labour force are however only short-term measures in the 
labour market; more focus must be on long-term measures such as stimulating 
a structural change in the economy, to let relatively weak groups on the labour 
market enter it and allow for regional labour market policies. The young adults, 
i.e. future labour and tax-payers, will gain from these suggestions. And so do we.
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