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Preface

The countries of the South-Eastern-Europe are facing the enormous challenge of transforming
their economies and political systems while at the same time preparing for the integration into
the European Union. Furthermore, tensions and conflicts of different origin and dimension
have created additional burdens for some of the transforming economies and young democra-
cies, and for the cooperation between the countries in the region.

Democracy, development and stability in the Balkans require joint efforts of the governments
and the societies in the region on one hand and of the international community on the other in
order to overcome the deficiencies which accompany the difficult and painful process for ma-
ny countries from the past to the future.

For some time now, the strategies and programmes of the governments and the international
agencies have emphasized on the creation of adequate conditions for economic growth and
juridical and institutional modernization. Recently, the social dimension of transformation has
caught increased attention and is being put more on the top of the political agenda, not least
by the people themselves through their votes in the ballot boxes.

There are at least four aspects which are increasingly giving reason for concern:

—  Prolonged periods and increased levels of poverty and unemployment, social exclusion
and misery of significant parts of the societies:

—  Increased frustration in the societies about the poor results of the transformation process
vis--vis their expectations, and the possible impact this might have on political stabil-
ity;

—  Continuing tensions and conflicts between different ethnic groups, which find fertile
grounds in underlying social and economic disparities in the societies;

—  Decreasing and insufficient investment in social and human capital, which is of major
importance for the overall economic and political objectives of sustainable develop-
ment.

Strategies and programmes for the protection and the creation of employment are being con-
sidered as a crucial policy objective in most of the countries in the region. However, the re-
sources and the instruments are often inadequate, insufficient, or just not available. In addi-
tion, the inter-relationship between different policy-sectors with their respective objectives,
and between different economic and social actors and their interests are to be taken into con-
sideration. And, not at least, conflicting objectives between national players and international
actors may impact negatively on the employment situation in the countries.

This document is the second publication on the social security and employment situation in
South-Eastern-Europe which is being published by the Friedrich Ebert Stiftung, with special
emphasis on the labour market and employment situation and policies. It offers an insight in
the actual situation in nine countries of the region, analyzes the experiences with different
policies, and presents the major challenges; and it puts the issue of employment and labour



market in the context of transformation and modernization, and the harmonization with the
European Union.'

The publication is part of a wider and ongoing project of the Friedrich Ebert Stiftung” on so-
cial security and employment in South-East-Europe. This project proposes to

—  identify and to analyze the major problems and challenges in the area of social and em-
ployment policies in the countries of the region;

—  implement a program of consultation and formation in crucial social policy areas, based
on the experiences of the region;

—  elaborate concepts and strategies of human resource development and promote new
policy approaches for the region and international debates.

This project emerged out of the experience and the day to day activities of the Foundation and
its partners in all countries of the region, and our common concern for the democratic devel-
opment and stability in South-East-Europe. It is not a coincidence that the Friedrich Ebert
Foundation, which has its roots in the traditions, the values and the visions of social democ-
racy, puts the concern for a more balanced development in the relation between social security
and economic policies, and the commitment for the poor and underprivileged people in the
centre of its attention and its activities.

The publication hopefully contributes to a better understanding of the region and to the search
for more adequate employment and labour market policies. The project of the Foundation will
continue this effort, and all readers of the book are invited to participate in the ongoing activi-
ties. The cooperation of the experts from within the region and with those from outside the
region, the sharing of good (and bad) experiences of specific policies and the debate with de-
cision and opinion makers will be a necessary and important contribution towards the men-
tioned objectives.

Many have contributed to this project and to this publication who merit the thanks of the
Foundation; however, it would not be wise to single out anybody. Thanks have to be given to
the authors of this publication, to those involved in the editing and preparing of the publica-
tion, to the participants of the debates in the workshops and conferences which accompanied
the project, and to the colleagues in the offices of the Foundation. Without your ongoing
commitment and participation in the project this publication would not have been possible.
Thanks also to the German Government which financially supported the publication within its
contribution to the Stability Pact for South-East-Europe.

1 The country studies were realised by the end of 2002.

2 The Friedrich-Ebert-Stiftung is the oldest of the so-called political foundations in Germany. The Foundation
supports democratic development and international cooperation through research, public debates, training
and consultancies in about 100 countries all over the world. It was founded in 1925 as a political legacy of
Germany'’s first democratically elected president, Friedrich Ebert: The Friedrich-Ebert-Stiftung is a political
non-profit making, public-interest institution committed to the principles and basic values of social democ-
racy.

Further information can be obtained via internet through http:www-fes.gmd.de. Further copies can be re-
quested by e-mail to fes.bgd@fes.org.yu
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EMPLOYMENT AND LABOUR-MARKET POLICY

1 Conceptual groundwork

Unemployment and underemployment is a severe problem worldwide and one of the main
causes of individual poverty. Due to their low and irregular incomes as well as to insufficient
formal and informal social security systems, unemployed and underemployed persons and
their families are as a rule among the poor or poorest groups of a country's population. The
problem of poverty and employment thus poses one of the central challenges to the gov-
ernments of many countries, one that also plays a key role in securing the social peace.

The present paper' centres for one thing on the institutional and macroeconomic framework
conditions for employment and labour-market policy and for another on the connection be-
tween economic growth, policy-related economic interventions, and a given country's em-
ployment development. The paper does not focus explicitly on microeconomic issues such as
promotion of employment at the enterprise level or sectoral policies in industry, agriculture,
education/training, and health. While these issues are determinants of the labour-market and
employment picture in the countries under certainly important consideration, they would have
gone beyond the scope of the present paper.

According to ILO estimates, at the end of 2000 some 160 million people were affected by
unemployment throughout the world. For the same period the World Bank assumes a figure
of some one billion poor people worldwide who are forced to live on less than one US dollar
per day. This indicates that the army of the underemployed, in particular in developing coun-
tries and in countries in transition, is far larger than the estimated number of unemployed per-
sons and that underemployment is therefore the greater problem.” On the surface, it is possible
to point to an imbalance between supply and demand in the labour market as the cause of un-
employment. The fact that the needs of suppliers and demanders in the labour market cannot
be brought wholly into alignment for all market participants is in turn the result of complex
chains of cause and effect. These chains and their impacts assume different forms depending
on the economic, political, and social framework in place in individual countries. Worldwide,
the manifestations of unemployment and underemployment and the social effects to which
they give rise are correspondingly diverse.

11 Forms and causes of unemployment and underemployment

The terms unemployment and underemployment refer to a lack of productive and appropriate
work, and this in turn translates out concretely into a situation marked by insufficient income
at the household level.® The following aspects of employment play a role here:

! The analyses and findings of this paper are based on a broader study on employment and labour market
policy in developing and transition countries, which includes numerous country and project analyses. See for
more detailed information: Kausch&Trommershiuser (2002), Strategies for Employment; and,
www.gtz.de/exnet

2 Nevertheless, what follows mostly uses the term unemployment, it being the generally more current term.

3 It must, however, be noted here that, due to wage distortions, e.g. in subsidized state-owned enterprises,
even unproductive labour can yield decent incomes.
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The term unemployment first of all designates a lack of jobs or work. A shortage of
work may also be at the bottom of underemployment: despite their wish for full-time
jobs some persons are unable to find employment for more than a few hours per day
(ILO 1998: 9). This purely quantitative dimension of unemployment and underem-
ployment is, however, not sufficient in itself since it fails to consider the quality of the
employment that is in fact available.

Including the terms productive and appropriate in a consideration of employment
serves to emphasize that not any job per se can be seen as a success of labour-market
and employment policy and that indeed the quality of work, i.e. the working condi-
tions, is a significant factor here. The productivity of labour also influences both wage
levels — and with them working conditions —and the sustainability of the employment.
As a rule low-productivity work is bound up with lower incomes and, in a competitive
environment, is also always in great danger of pricing itself out of the market. Conse-
quently, only workers engaged in productive labour are, in the longer term, in a position
to sustain their own livelihood and that of their dependent family members.

Aside from the above-mentioned problem that many persons are unable to find full-time
employment, underemployment is also understood as the situation in which workers are
only able to earn a wage below their desired income levels or below the subsistence
level (ILO 1998: 9). In contrast to the term unemployment, the term underemployment
may thus be seen as addressing working conditions as one of the qualitative aspects of
employment.

Furthermore, the recent debate on development policy has increasingly focused on the
appropriateness of employment (decent work). Appropriate jobs are jobs that are in
line with the inclinations and abilities of workers, do not discriminate against workers
or violate their dignity, and do not expose workers to undue risks (e.g. health risks).*

The longer unemployment and underemployment persist, the more pronounced are possible
negative consequences (income losses, existence-threatening situations, health problems, loss
of qualifications, social problems, etc.).The following section will focus first on more general
definitions of unemployment bound up with seasonal, cyclical, and structural factors or due to
low growth rates or labour-market segmentation.’ Furthermore, it explains what actually is
being understood under transformation unemployment.

One of the ILO's future priorities is to promote decent work (Somovia 2000a); this comprises four strategic
goals: (1) labour standards, (2) promotion of employment and income opportunities, (3) social security, and
(4) social dialogue. These goals are closely interrelated and must therefore be approached together. Here the
term decent work operates as an integrated development concept. The qualitative indicators needed to de-
termine what is or is not decent work are set to be developed in the near future.

This means what follows is concerned only marginally with more or less short-term forms of unemploy-
ment. These include, among others, frictional unemployment. The reason for frictional unemployment is
that it takes time to find a suitable applicant to fill a vacant job. This more short-term type of unemployment
is for this reason also referred to search unemployment. There is also the phenomenon known as natural
unemployment: in view of the imperfect nature of the labour market, a certain level of unemployment is
seen as compatible with full employment, and it is assumed that there is thus no sufficient reason to take
measures to counter it. One problematic aspect of this, however, is that natural unemployment is not a stable,
exactly definable variable (Gabler 1990: 569). A point of contention here is the level of unemployment at
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Seasonal unemployment occurs at regular intervals due to fluctuations in output and
demand in certain economic sectors (e.g. agriculture, construction, or tourism). It be-
comes a problem mainly when the job-holders affected cannot earn enough during the
season to secure their livelihood for the rest of the year or when there is a shortage of
complementary jobs in the off-season.

Cyclical unemployment is a macroeconomic phenomenon caused by insufficient de-
mand for goods and the recessionary trends this may entail. The reasons behind this
may be domestic or trade-related. If it proves impossible to counteract an economic
downturn, cyclical unemployment takes on the form of medium to longer-term unem-
ployment.

Low-growth unemployment refers to a situation in which economic growth is not suf-
ficient to provide enough employment for all workers. There may be a variety of rea-
sons for this: (1) a sharp increase in labour-force potential (demographic unemploy-
ment), (2) low or inadequate education/training levels on the part of the labour force, a
factor which restricts a country's growth potential; (3) over-regulation of the labour
market and labour costs so high as to constitute an obstacle to the creation of jobs (clas-
sic unemployment), though the latter is more 2 problem for industrial countries.

Structural unemployment® results from altered economic structures (e.g. obsolescence
of branches of industry, reduction of the proportion of state-owned enterprises, devel-
opment of the tertiary sector, etc.) that are not fully compensated for in the labour mar-
ket. The reasons for this include above all deficits in training and experience and obsta-
cles to mobility, but also a failure to create new jobs. This in particular illustrates the
close interrelationship between low-growth unemployment and structural unemploy-
ment.

Unemployment may result from labour-market segmentation, labour not being a
homogeneous good. In fact, different worker qualification levels as well as individual
worker skills and wage expectations on the one hand and employer requirement profiles
and willingness to pay on the other hand may give rise to highly differentiated forms of
employment and working conditions. These factors give the overall labour market a
structure marked by different labour-market segments. Various types of employment
and working conditions can be observed in all countries, though these differences tend
to vary in intensity. They become a problem for the labour market if the boundaries be-
tween segments are, for objective or subjective reasons, insurmountable. This is referred
to as segmentation or barriers to mobility. The basic reasons for this phenomenon are:
lack of access to education/training or insufficient education/training, various forms of
discrimination (gender-specific, ethnic) and/or social marginalization, inability to pay
for higher levels of education/training or too few or inappropriate incentives designed to
compensate for the opportunity costs of training/education. The higher the barriers to
mobility, the more likely it is that supply and demand will develop differently in indi-

which further attempts to reduce joblessness will serve only to accelerate inflation. This is what is known as
the “non-accelerating inflation rate of unemployment” (NAIRU).

Structural unemployment is often defined differently: the definition is then based on the structural features
that characterize job-seekers (age, qualifications, etc.).
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vidual segments. An oversupply of labour necessarily leads to a situation in which cer-
tain segments of the labour market are affected by persistent and long-term unemploy-
ment, underemployment, and precarious (or synonymously: inadequate) working condi-
tions (Anker 1997).

—  The term transformation unemployment has been introduced to identify more exactly
the specific features of the unemployment encountered in countries in transition. It can
be seen as a special form of structural unemployment that emerges in connection with
transformation and is due to abrupt drops in output as well as to the profound upheaval
of the overall economic and social structure in these countries.” This form of unem-
ployment therefore takes on far greater dimensions than, for example, structural unem-
ployment in industrialized countries (Kausch et al. 1994: 16).

1.2 Characteristics of labour markets in transition countries

With their relatively high percentage of persons in dependent employment and the higher sha-
re that the industrial sector contributes to value-added, the labour markets in the transition
countries in Central and Eastern Europe seem more to resemble the labour markets in indus-
trialized countries (than in developing countries). At present, however, some shifts can be
observed here. In some of these countries employment in the agricultural sector — much of
which is self-employment — has taken on greater significance, serving as a social buffer
against growing transformation unemployment. Since the onset of transformation the service
sector has shown considerable growth in employment, though not sufficient to absorb the
workers displaced from state-owned companies in industry and agriculture and from the civil
service.® The lack of job opportunities has led to a sharp rise in informal employment.

Furthermore, the labour markets in most transition countries tend to show increasing segmen-
tation. Apart from the generally assumed duality of the labour market, which breaks down
into urban and rural, modern and traditional, and formal and informal sectors, some transition
countries demonstrate a far more extensive segmentation. This means a great number of large-
ly independent sectoral labour markets or labour market segments, which are often also cha-
racterized by an accumulation of individual segmentation factors. The following section will
outline two central manifestations of labour-market segmentation’.

Discrimination against women can lead to segmentation of the labour market along gender
lines, which clearly disadvantages women, because they have access only to certain types of
jobs, are more poorly paid, and are frequently burdened with household and family responsi-

7 The reasons for this must be sought on the one hand on the demand side, for instance in the collapse of sales
markets, disrupted supplier relationships, and the introduction of rigid budget restrictions at the company le-
vel. There are also supply-side factors at work here, for instance insufficient or inadequate labour-force qua-
lifications.

8 In addition, the skills of these displaced workers are often not in line with qualifications demanded in con-
nection with newly created jobs.

9  See the previous section on other forms of segmentation.
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bilities, a factor which negatively affects their long-term job perspectives.'® Apart from the
classic economic reasons for gender disparities (such as limited access to education and quali-
fication or lack of professional experience), gender theories stress cultural factors as the actual
cause of segmentation: patriarchal social models, reinforced by religious standards, substan-
tially limit the job opportunities open to women, restricting their activities to the socially
sanctioned spheres of family and household. All these factors are increasingly encountered in
transition countries as a result of the transformation over the last years.

Another central feature of the segmentation of labour markets consists in their breakdown into
a formal sector and an informal sector. The (urban) informal sector includes in the main mi-
cro- and small enterprises and self-employed persons that rely on family members'' and in
some cases hire paid help; these companies and persons are mainly active in the service sector
(street vendors, restaurants/snack bars, transportation, etc.) but also in manufacturing
(ACTRAV 2000: 5ff.). Because of their precarious legal status and widespread corruption on
the one hand and their lack of capital, low productivity, and the limited scope of their markets
on the other, such enterprises are unable to mobilize the funds needed to formalize their eco-
nomic activities.'> On the one hand, companies in the formal sector have no demand for the
great number of insufficiently qualified persons employed in the informal sector, and on the
other hand such persons have little chance to remedy, on their own, their deficits in educa-
tion/training. They are thus forced to make do with the mainly precarious income and job
situations (low job security, high underemployment, no social insurance or worker safety pro-
visions) typical of employment in companies in the informal sector (ILO 1972; Somovia
2000a: 18f.).

1.3 Aims of and approaches to employment and labour-market policy

The objective of employment and labour-market policy is to anchor in practice the provision
of the Universal Declaration of Human Rights stating that “[e]veryone has the right to work,
to free choice of employment, to just and favourable conditions of work and protection a-
gainst unemployment.” (ILO 1964) The intention of this provision is to acknowledge that “all
human beings, irrespective of race, creed or sex, have the right to pursue both their material
well-being and their spiritual development in conditions of freedom and dignity, of economic
security and equal opportunity” (ILO 1964).

10 This issue here is what is known as gender disparities: “Gender refers to the social differences between men
and women that are learnt and change over time. These differences vary widely within and between cultures.
Gender is a tool to examine the roles, responsibilities, constraints, opportunities and needs of men and wo-
men in any context. The term gender does not replace the term sex which refers exclusively to biological dif-
ferences, for example, when statistical data are broken down by sex” (ILO 2000a; emphasis in original).

With an eye to their close links to the household sphere, these firms are often referred to as household en-
terprises (Charmes 1996).

12 In a number of countries these include on the one hand fees for registering a firm and on the other current
costs such as taxes, social contributions, rents, etc.
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Diagram: Employment and labour-market policy
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In connection with the ongoing debate on the future of work and the changing nature of gain-
ful employment, some countries (above all OECD members) have resolved no longer to an-
chor the right to work in their national legislation (this having proved to be an unrealistic ob-
jective), but instead to legislate a right to (re-)integration in the market. This means enabling
unemployed persons to compete again for jobs on equal terms.

Viewed in ethical terms, work is an important step toward human self-realization. In individ-
ual economic terms, it is the income earned through employment that enables people to sat-
isfy many needs, including their basic needs. In social terms, work thus provides an important
contribution to attaining the goals of freedom and security. A high level of employment there-
fore has a system-stabilizing function and contributes at the macrolevel to increasing the sup-
ply of and the demand for goods, in this way playing a crucial role in improving overall eco-
nomic welfare.
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What follows is an attempt to outline the potential spectrum of employment- and labour-
market-related measures and areas of intervention that can be used to reach this goal. It is per-
haps best to start out here by discussing employment policy as a cross-sectoral policy field
before then going concretely into labour-market policy as a special case of employment pol-
icy. Both of these policy fields have a regulative dimension as well as an operational dimen-
sion.

Employment policy includes all policy fields that directly or indirectly affect the employ-
ment of labour as a factor of production (see the diagram above). This means both aggregate
employment (represented as volume of labour, number of persons employed, employment
rates, or labour-force participation rates'’) and the employment opportunities open to individ-
ual market participants.

The following policy fields will be highlighted:

—  financial policy (taxes, subsidies, public investment), monetary policy (interest rates,
money supply) and exchange-rate policy, wage policy and foreign-trade policy, which
are primarily regulative and macroeconomic spheres of economic policy (see Section
2.2);

—  the sectoral policy spheres of education/training policy, social policy, trade policy, in-
dustrial policy, and agricultural policy, as well as regional policy and promotion poli-
cies for small and medium-size enterprises (SME policy).m

The outcomes of these policies define the framework conditions for national labour markets.
They decisively influence the actual situation in these markets: their adaptability and effi-
ciency and thus the climate needed to preserve jobs and/or create new employment. Depend-
ing on the problems involved in a country's labour market, the makeup of the policy mix best
suited to address them may differ substantially. This policy mix is influenced by specific pri-
orities in economic policy, the willingness to undertake reform, and the relative importance a
given government attaches to employment. A further factor involves individual institutional
capacities, including the political expectations and preferences of the governmental and non-
governmental actors involved, which play a decisive role in the orientation, implementation,
and the outcomes of employment policy.

The tension created in the interaction of the labour-market situation, policy, and implementa-
tion will be illustrated with the following diagram; it should be borne in mind in connection
with the general propositions on employment and labour-market policy that follow as well in
assessing country and/or project experiences.

13 See Section 3.1 on labour market information and statistics.

14 The following discussion will only touch on these policy fields.
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IMustration: Evaluation of the results of employment and labour market policy
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Since the above-mentioned areas of employment policy serve mainly other economic goals, a
coordinated approach on the part of the actors involved is absolutely essential (see Chapter 4).
This is meant to explicitly include labour-market policy, which is geared to improving the
qualification (in the broadest sense'®) of individuals. The aim of labour-market policy meas-
ures is thus to expand the options open to both individual actors in the labour market (em-
ployees, employers, self-employed persons) and potential market participants (unemployed
persons) with a view to improving the performance of labour markets.

The desired changes can be achieved both in the framework of regulative labour-market pol-
icy and with the aid of instruments of operational policy:

(1) Through regulative labour market policy, i.e. by defining a legal framework (e.g. col-
lective bargaining legislation, dismissal protection, minimum-wage regulations, etc.), the
legislative can exert considerable influence on individual economic decisions as well as
on the employment contracts concluded in the market;

(2) Using operational labour-market policy, political and administrative actors seek to in-
fluence the market outcomes resulting from the performance of employment contracts.
Operational labour market policy contains both active and passive components. Payment
of earnings-replacement benefits is intended to compensate individual unemployed per-
sons for negative impacts of market outcomes and to cushion phases of temporary unem-
ployment. But earnings-replacement benefits also have a macroeconomic employment ef-
fect in that they may help to stabilize aggregate demand and thus employment, at least in
part. While passive labour-market policy consequently responds primarily to facts created
by the market, active labour-market policy focuses, with as much foresight as it can mo-
bilize, on working to improve the process of reciprocal adjustment between workers and
jobs in phases of structural economic change. This approach is the optimal variant of pol-
icy-level intervention in the labour market. When the concern is structural and persistent

15 In this case the term qualification can be used synonymously with the more recent term employability. See
the European Union guidelines in Box 5 in Chapter 4.
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unemployment, active labour-market policy may also take on a more reactive or compen-
satory function.'®

Box 1: OECD recommendations on labour-market and employment policy

In connection with a comparative country study, the Organization for Economic Cooperation and Development

(OECD) has published a noteworthy catalogue of recommendations on labour-market and employment policy

(OECD 1994). What this boils down to is a policy mix consisting of different areas of intervention and instru-

ments; these in turn are geared to macroeconomic and technology- and education/training-related considerations

as well as to the definition of an appropriate institutional-legal framework. The set of recommendations is fur-

thermore intended to stimulate, in national economies, a mutual reinforcement of innovativeness and adaptabil-

ity, in this way promoting conditions best suited to creating new jobs. Since these strategic recommendations

have not lost any of their cogency — an observation that applies for OECD countries and developing countries

alike (though with some restrictions bound up with given conditions and presuppositions) — they will be set out

here point for point. They will at the same time serve as a guideline for the analysis of the framework conditions

and areas of intervention of labour-market and employment policy presented in Chapters 3 and 4 as well as for

the study's final conclusions; they will also be used to illustrate the country examples discussed in Chapter 5.

The OECD recommends:

(1) orienting macroeconomic policy such that it will both encourage growth and, in conjunction with appropri-
ate structural policies, make it sustainable, i.e. non-inflationary;

(2) enhancing the creation and diffusion of technological know-how by improving the framework conditions
for its development;

(3) increasing the flexibility of working-time (both short-term and lifetime) voluntarily sought by workers and
employers;

(4) nurturing an entrepreneurial climate by eliminating impediments to and restrictions on the creation and
expansion of enterprise;

(5) making wage and labour costs more flexible by removing restrictions that prevent wages from reflecting
local conditions and individual skill levels, in particular of younger workers;

(6) reforming employment security provisions that inhibit the expansion of employment in the private
sector;

(7) strengthening the emphasis on active labour-market policies and reinforcing their effectiveness;

(8) improving labour-force skills and qualifications through wide-ranging changes in education and training
systems; and

(9) reforming unemployment and related benefit systems — and their interaction with the tax system — such that
fundamental principles of social equity are respected without impinging on the efficient functioning of la-
bour markets.

Depending on the strategic orientation given to labour-market policy — i.e. decisions on
what priorities to set and how funds are to be spent — it may take on a more social policy func-
tion (e.g. priority for passive measures, social security character) or tend more to shade off
into economic policy. By funding and promoting mainly active measures, labour-market pol-
icy can build bridges between the first and second labour markets,'” by actively supporting

16 See Section 3.2. for a more in-depth discussion of the instruments of labour-market policy.

17 All working persons active in employment covered by labour legislation and — as is often the case — gover-
ned by collective bargaining legislation are regarded as part of the first or primary labour market. The se-
cond or secondary labour market, on the other hand, consists of government-financed, limited-term employ-
ment measures for persons previously without work; such measures may be conducted in public-sector
organizations, private firms, or institutions created expressly for the purpose (e.g. employment-promotion
companies). The activities involved here are as a rule complementary and of public interest (Kausch et al.
1994: 94).
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regional and structural policy measures, thus helping to create new jobs. Moreover, being
positioned precisely at the interface between economic, employment, and social policy, la-
bour-market policy has an important moderator function.

While as a rule industrialized countries utilize the entire spectrum of possible labour-market-
and employment-policy measures, severe development problems tend to diminish the role
played by measures of operational labour-market policy. Many transition countries merely
operate a regulative labour-market policy, and this policy is often, in addition, marked by siz-
able gaps, inconsistencies, and implementation problems.

Labour-market policy being, so to speak, a subset of the possible interventions open to em-
ployment policy, there are a variety of overlaps between labour-market measures and em-
ployment measures, for instance as concerns earnings-replacement benefits, qualification
measures, promotion of new business start ups, or wage-related measures. While synergy ef-
fects may be achieved, it is also important to bear in mind possible goal conflicts within la-
bour-market and employment policy, for instance, a perpetuation of subsidized jobs implies a
conflict between the secondary labour market and the aim of sustainable employment. These
goal conflicts can be limited or mitigated by factoring the transitional character of labour-
market measures into their design and implementation right from the very outset. This
means a limited time frame as regards both the overall social situation and the individuals
participating in such measures. While greater use of labour-market instruments is called for in
times of recessionary development and growing unemployment, the use of such measures can
and should be reduced in phases of positive economic development.'?

2 Employment policy: framework conditions and areas of intervention

A key factor influencing the labour-market situation in a national economy is its institutional
framework. This includes above all the political system, which consists of the state and its
institutions as well as society and its organizations. Both act together on the basis of their po-
litical preferences and the influence they have, and this gives rise to a social environment
marked by certain constellations of power and interests. In addition, a country's institutional
framework includes its economic constitution as well as laws, regulations, and social stan-
dards.

The economic environment also plays a crucial role, and is in turn shaped by business-cycle
policy, growth policy, structural policy, and the degree of openness of a country's economy to
foreign trade. Even though there are no magic formulas, it is possible to formulate some im-
portant political-institutional and economic-policy framework conditions that can be used to
create an employment-friendly climate. Within this given framework in turn, it is possible to
identify areas of economic intervention that concretely influence the employment picture.

18 This gives labour-market policy a markedly anticyclical character.
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It is important to note that the countries under consideration display a number of disparities,
for instance as regards their development level, their specific economic structure, but also
their willingness to reform, their economic priorities, and their institutional capacities. In view
of this heterogeneity it is necessary to bring the general propositions made here into line with
the concrete individual cases. The same goes for funding problems that obstruct implementa-
tion of given measures. These provisos are not underlined explicitly in what follows.

2.1 Political and institutional framework conditions
National institutional framework conditions

Market-oriented systems constitute the central framework for the following analysis of em-
ployment and labour-market policies'® — and a country's governing political and economic
systems are inseparably intertwined. Underlying this point of departure is the assumption that
market-oriented systems are best suited to generate sustainable employment. The framework
and other conditions required here are as follows:

—  ademocratic state based on the rule of law, and guaranteeing individual freedom and
equality, political participation, and checks on the state's monopoly of power;

—  a market-based economic constitution based on the basic principles of private auton-
omy, market-determined prices, and competition, and a competent government as a
regulative and corrective power;

—  responsibility of the central economic policy authorities to maintain the equilibrium of
the most important macroeconomic target variables, including employment;*®

— legislation and regulations, in particular labour legislation, that are enforced, and recog-
nition of international rules, e.g. the International Labour Organization's (ILO) core la-
bour standards (see Section below).

Unlike the case in goods markets, what is traded in the labour market is not workers but la-
bour and/or services, which are inseparably bound up with individual workers. Due to the
central role that work plays in people's lives and means for their quality of life, labour legis-
lation may, in some points, supplement or deviate from the above-named institutional frame-
work conditions — the aim being to correct market outcomes or to protect workers. This ap-
plies on the on hand to the process of arriving at prices (or wages) in the labour market, a
process that should included participation of the collective interests of the parties involved.
Moreover, freedom of contract is restricted by regulation where a failure to do so would mean

19 Some of the following propositions on institutional framework conditions refer to both employment policy
and labour-market policy, while Chapter 3 gives separate treatment to institutions and areas of labour-market
policy.

20 These include — apart from high employment levels — constant and appropriate economic growth, price sta-
bility, and external economic balance. The economic policies of nearly all OECD countries are today bound
up with such goal clusters. The fact that these various goals cannot all be attained at one time and to the sa-
me degree is a result of the interdependence of the variables involved and the goal conflicts which they ge-
nerate. This interdependence has been referred to as the magic square. (Gabler 1990: 507£.)
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that the asymmetrical negotiating position of one side of the market would lead to depend-
ence, manipulation, or exploitation. On the other hand, rules and regulations governing work-
ing conditions and occupational health and safety must be in place and enforced. Another im-
portant factor must be seen in state-financed training institutions or other state-funded incen-
tives for investment in training. In many countries the overall economic utility of investment
in training is greater than its utility for individual economic actors, i.e. there would be no
investment in training measures for individuals if there were no government incentives to in-
vest.

In order to ensure the existence of a functioning labour market and a high level of effective-
ness on the part of employment-related interventions, the following institutions — in the sense
of organizations — are of considerable relevance:

(1) the central bank as the authority responsible for monetary and financial policy (main-
taining monetary stability);

(2) the judicial authorities responsible for guaranteeing due process and recourse to the law;

(3) the government institutions responsible for economic and social policy, in particular
the ministries of finance, labour, social affairs, and education/training, including their
lower-level authorities;

(4) labour unions and employers associations as the government's social partners in the task
of formulating labour-market and employment policy.

While the highest possible degree of autonomy is regarded as essential for both central bank
and judicial authorities (because these are primarily committed to other goals; see above), a
consistent labour-market and employment policy calls for a high level of coordination of the
measures undertaken by different ministries (see Chapter 4). The prerequisite for such coordi-
nation is that government clearly observes its regulatory function and that an efficient ad-
ministration acts as an interface between the citizens and the government. Inclusion of the
social partners and interested groups makes possible the participation of groups of central
significance and helps form the alliances necessary to attain employment-related goals — at
both the national and decentralized levels (see Chapter 4).

The neoclassical school has, for the most part in an undifferentiated manner, tended to see
labour-market regulations and institutions as brakes on economic development. This is
why, in many developing countries, such institutions and regulations have been done away
with in connection with structural adjustment programmes. Numerous studies published by
the ILO and — now — by the World Bank indicate, however, that these institutions do not nec-
essarily obstruct economic reform, and in fact, depending on their form, may even be helpful
in promoting such reform. It can thus be argued that existing labour-market institutions should
be maintained, or restructured in such way as to enable a fair process of negotiation between
necessary macroeconomic stabilization and structural adjustment on the one hand and em-
ployment and income goals on the other.”! The following box is intended to illustrate the
complexity of and interaction between labour-market institutions.

21 See the in-depth discussion in van der Geest/van der Hoeven (1999) and the literature cited there.
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Box 2: The spectrum of labour institutions

— The following overview is taken from an ILO publication. It is based on a very comprehensive under-
standing of labour-market institutions.

— The nature of employment contracts — the rules, both formal and informal, which govern hiring of work-
ers, firing, working conditions, the length of the working day; the duration of such contracts, the nature of
control over work which they imply; the extent of protection and of security. More generally, this funda-
mental labour institution refers to the nature of jobs, as socially defined entities involving rights, obliga-
tions, and social position.

— The mechanisms for controlling and regulating employment contracts ~ state regulation (administrative or
legal) or collective negotiation, or sets of values or norms held by the parties concerned. The nature of the
machinery for enfor and adjudication (such as the labour inspectorate, labour tribunals). This may
also include social forms of control, e.g. through indebtedness or the threat of force.

— The organization and representation of labour: trades unions, trade or craft associations, etc., and the areas
over which they have control or influence, the ways they are organized and function. This may include
whether they are unitary or fragmented, their linkage with other (e.g. political) institutions, the range of
their activities.

— The organization and representation of employers: employers associations, business or enterprise associa-
tions and the areas over which they have control or influence, the ways they are organized and function.

— The institutions of the labour market itself — the dominant procedures for job search and rules for access
to jobs of different types, the systems for information - hiring halls, employment exchanges, newspaper
advertisements, or alternatively particularistic networks of contacts and intermediaries. Discrimination,
screening and selection procedures and institutional constraints on mobility may come in here.

— The methods by which wages are paid (in cash and in kind, directly or as fringe benefits, piece or time
rate, the frequency and reliability of payment, regulated by contract or discretionary).

— The process of wage fixing: regulatory bodies, procedures, rules to be followed; negotiation and concilia-
tion procedures; reference points and minima, their levels and the processes by which they are deter-
mined.

— Training and skill institutions — the mechanisms for the acquisition of skills and credentials for labour
market access; thus the formal and informal education and apprenticeship systems. The recognition of
skills and qualifications — their acceptability as credentials for job access; and the systems far learning an
the job.

— The organization of jobs within the firm — the nature of occupational hierarchies and job progression
within internal labour markets, criteria for promotion or for dismissal, the operation of work groups and
the division of labour; systems for motivation and the operation of 'corporate culture'; the ways different
types of firm organize labour use (small and large, formal and informal.).

- The structure of ownership and control over production, and in particular the rules governing the spheres
of influence of workers and owners of capital or land: joint decision-making procedures, co-operative or
worker-managed organizations, tenancy and the rules governing its functioning.

— The social and state regulation of self-employment — the rules governing conditions of work, access to the
means of production and to markets; the prevalence of indirect or hidden wage relationships in self-
employment, e.g. in homeworking and other forms of subcontracting (to which the elements of item 1
above may apply). Property institutions are important here, particularly (but not exclusively) in agricul-
ture.

— Social security and income guarantee systems, the institutions for social insurance (health, unemployment
...), the, social wage’ — provided by the State, by the enterprise, through institutionalized private systems,
through informal private community or semifeudal networks; the conditions imposed for access to bene-
fits. The nature of family or community obligations to support the sick or unemployed.

Source:  Rodgers, G. (ed.) (1994): Workers, Institutions and Economic Growth in Asia. Geneva, International
Institute of Labour Studies, in: van der Geest/van der Hoeven (1999): 25.
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International institutional framework conditions

The most important international institutional framework conditions that influence the
course of events in labour markets are:

—  the ILO conventions, and here in particular the ILO's core labour standards;
— the rules of free-trade areas and regional economic unions; and

—  the rules of the World Trade Organization (WTO).

In a 1998 agreement the ILO summed up and integrated various elements of the conventions
signed since the organization's establishment in 1919 (ILO 1998a: 50). These core labour
standards (CLS) include the following four fields as well as a total of eight conventions:

—  freedom of association and protection of the right to organize: conventions on the
freedom of association and protection of the right to organize (Convention 87, 1948)
and the convention on application of the right to organize and the right to collective
bargaining (Convention 98, 1949);

—  ban on forced labour: ban on forced or compulsory labour (Convention 29, 1930),
abolition of forced labour (Convention 105, 1957);

—  ban on discrimination: equal remuneration for men and women workers for work of
equal value (Convention 100, 1951), ban on discrimination in respect of employment
and occupation (Convention 111, 1958);

—  ban on child labour: convention concerning minimum age for admission to employ-
ment (Convention 138, 1973), convention on the prohibition of and immediate action
for the elimination of the worst forms of child labour (Convention 182, 1998).

These core labour standards may be seen as internationally agreed upon minimum frame-
work conditions for labour markets in that they call on all members, whether they have
ratified the individual conventions or not, “to respect, to promote and to realize, in good faith
and in accordance with the Constitution, the principles concerning the fundamental rights”
(ILO 1998: 50, paragraph 2).

The implementation and enforcement of core labour standards has been a highly controversial
matter, above all in view of the question of how these standards favour or impede economic
development. Empirical studies indicate that that there is a statistically significant correla-
tion between economic development and democratic institutions (Rodrik 1997; 52; 1999:
53f.; cited by Brown 2000: 44). Democratic institutions are generally seen as including: the
rule of law, effective judicial authorities, representative political institutions, free elections,
independent labour unions, social partnership, institutionalized representation of minorities,
and social security systems. Empowering such institutions to enforce these core labour stan-
dards could contribute to economic prosperity and promote broad-based growth. Seen not
only in terms of human rights but viewed from the economic perspective as well, measures
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geared to dismantling existing obstacles to compliance with core labour standards make

The discussion on a possible sanction mechanism suitable to enforcing core labour standards
and minimum social standards is still underway. A link between trade issues and enforcement
of core labour standards and minimum social standards is therefore still on the agenda.

2.2 Macroeconomic framework conditions and areas of intervention

Economic policy influences the situation in and development of labour markets in crucial
ways. A government's two most fundamental economic goals should consist in establishing
and securing growth-friendly macroeconomic framework conditions and formulating an em-
ployment-friendly operational policy. In economic theory there are two contrary positions on
the best strategy to reach these goals:

(1) In the Keynesian view, insufficient demand for goods is responsible for the occurrence
of (cyclical) unemployment. The state responds on the basis of operational policy, using
anticyclical fiscal and monetary policy aimed at stabilizing the demand for goods.
Purchasing power is underlined as an argument in discussions on wage policy.

(2) In the neoclassical view, the state should concentrate on setting the regulative frame-
work. This minimal government approach, it is claimed, creates a climate conducive to
investment, and this in tum solves problems in the labour market. Monetary policy
should be exclusively dedicated to stabilizing the price level. According to this view,
wage policy should be geared to low rates of wage growth as a means of raising the rate
of profit, in this way stimulating job-creating investment.

In their unadulterated form, neither of these strategies holds out much promise of success:
experience shows that Keynesian demand management leads to structural budget deficits and
tends to trigger inflation. Furthermore, an expansive fiscal policy can counter only the cycli-
cal component of unemployment. On the other hand, the neoclassical supply-side maxim of
the self-regulating forces of the market does not bear up in reality, since its deductions and
recommendations are based on unwarranted assumptions, especially as far as the labour mar-
ket is concerned. What therefore appears more reasonable is an eclectic approach that, prag-
matically oriented, avails itself of elements of both demand and supply side policies. Any
sensible use of measures always presupposes an exact analysis of the specific causes of un-
employment, since, for instance, the individual policy fields involved in employment policy
must respond differently to a temporary decline in aggregate demand than to structural growth
problems or regional or industry-specific disequilibria in segments of labour markets.

22 The duty of governments to translate the international labour standards into national legislation does of cour-
se not mean that these fundamental workers' rights are actually in effect in individual countries. Aside from
its ability to publicize violations in its annual reports, if such violations become known in the first place —
and so to trust in the effect of reputation mechanisms — the ILO has no sanctions at its disposal (ILO 1944:
19; ILO 1998: 50).
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The globalization of the economy, however, increasingly forces governments to take inter-
national macroeconomic framework conditions into account in defining their economic
policies. Their economic leeway is restricted above all by increased international capital mo-
bility. Inflows of foreign portfolio and investment capital can have positive impacts on do-
mestic output and employment and thus increase tax revenues. However, to attract as much
foreign capital as possible, countries in transition are forced into an international locational
competition that can, for instance, involve a race to lower tax rates. The consequence is that
they are then forced either to raise employment-unfriendly taxes and social contributions on
the one factor of production, labour, which is largely immobile in international terms, or to
cut public-sector spending, and thus cut back on provision of public goods.

This “race to the bottom” also poses a threat to working conditions, including wages, in that
governments often succumb to the temptation to secure locational advantages by either lower-
ing or cementing social and environmental standards that are inadequate in the first place.
Moreover, for these countries high international capital mobility is as a rule linked with ex-
tensive loss of sovereignty in monetary and exchange-rate policy, with the consequence that
they are subsequently unable to, or restricted in their ability to, use these instruments to ac-
tively influence employment.

Summarizing, in defining important areas of employment policy (financial policy, monetary
and exchange-rate policy, wage policy, and foreign-trade policy), the governments of transi-
tion countries are increasingly forced to take account of both international macroeconomic
framework conditions and the influence exerted by international and bilateral donors.

Economic growth as a prerequisite for employment

The key macroeconomic variable for a positive development of employment is economic
growth. The relatively low - indeed in some cases even negative — growth rates posted by ma-
ny transition countries clearly indicate that policies aimed at higher growth are a necessary
condition for the medium-term improvement of the employment picture. But higher growth is
not the only concern here; the quality of growth is also especially important - in other words,
what is called for is broadly effective economic growth. And this implies that the options for
policy formulation and income distribution opened up by economic growth are in fact used to
improve the income and employment chances of unemployed and underemployed population

groups.

The sustainability of growth depends on whether and in what measure both economic sec-
tors and individuals prove structurally adaptable. Positive growth impulses can be achieved
by means of an economic policy that provides for favourable economic framework conditions
and eliminates barriers to investment. This includes an appropriate formulation of macroeco-
nomic policies, which will be discussed below.
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Economic policy interventions and employment effects

The following policy fields are of particular significance in terms of their employment effects.
However, a number of restrictions must be noted for the majority of developing and transition
countries, and these will also be outlined here.

(1) Financial policy should be concerned mainly with sustainably reducing a country's budget
deficit. When public budgets are encumbered with high deficits, financial policy cannot be
placed in the service of employment policy. But aside from budget consolidation, its primary
goal, financial policy can be used to lay the groundwork for an employment-friendly design
of a country's system of taxes and contributions. The aim should be to formulate a tax policy
with an eye to positive employment effects, i.e. to design it in such a way as not to overtax the
factor labour.? This can be accomplished by focusing taxation more on consumption than on
production. It must, however, be noted that indirect taxes may entail negative impacts on dis-
tribution and disproportionately burden poor groups of the population.?*

Consideration should also be given to targeted tax relief for small earners as a means of creat-
ing or saving low-productivity jobs and thus enabling workers to earn sufficient incomes de-
spite low labour costs.”® As an alternative, transition countries might also give some thought
to heavier taxes on energy consumption. These revenues could be used to compensate for
shortfalls due to lower taxes on the factor labour as well as to boost the ecological efficiency
of business enterprises. Here too, however, tax policy should mainly be formulated with an
eye to incentive systems (rather than levies). This would allow companies to decide for them-
selves whether to invest in more ecological technologies, thus lowering their tax burden, or to
continue using old approaches.

Seen in terms of employment aspects, domestic SMEs play an important role and must be
granted tax and customs benefits. Tangible employment effects can, however, be achieved
only if these benefits are linked with specific employment targets, for instance temporary tax
breaks for new business startups or reduced taxes for the creation of new jobs. Another impor-
tant factor is the streamlining of administrative and tax-related regulations, so that they can be
applied and enforced by an independent judiciary.

The proposed measures for moderating taxes and other contributions are generally seen as
entailing positive employment effects. This can, however, run counter to the goal of budget
consolidation (including social and transfer systems). Efforts should therefore be focused on
the one hand on broadening the tax base, i.e. restructuring the budget revenues in favour of
more tax income, and on the other hand significantly improving the efficiency of collection.
The reforms called for offer the chance to accord more attention ‘o employment-relevant as-

23 This is one of the most important and successful recommendations of the OECD and the EU. See Boxes 1
and 3. '

24 This effect could be countered by lower taxes on staple foods and higher taxes on luxury goods — though
there tends to be less demand for the latter.

25 The concept of the negative income tax must be mentioned in this context. Among other things, a negative
income tax attempts to use an integrated system of taxes and transfers to enhance employment incentives.
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pects. But the essential condition for success is strengthened administrative competence on
the part of tax administrations.

Analysis must also include the expenditure side of the equation. The paramount aim here is to
restructure spending in favour of both public investment, in particular in infrastructure, and
provision of basic social services such as basic education, vocational qualification, and basic
health care. But strategic financial planning should not lose sight of the fact that such invest-
ments often lead to high (consumption-related) follow-up expenditures. Thought should there-
fore be given to whether certain tasks should remain concerns of the public sector or whether
they could be better fulfilled by private organizations, which as a rule operate more efficiently
and can tap sources of funding besides government financing. In looking at government spen-
ding, it is important not to lose sight of the fact that the reduction of government activity en-
tails a short-term decline in aggregate demand and thus means job cuts.

(2) The monetary policy is another potential control instrument used to influence the labour
markets. In formulating monetary policy the central bank is faced with two problems. On the
one hand, there is a goal conflict between short-term and long-term employment effects. In
the short term, when a country's aggregate output potential is underutilized, expansion of the
money supply has a positive effect on aggregate employment, since this means lower interest
rates, which stimulate household consumption and business investment. At the same time ~
and as the quantity theory of money holds - expansionary monetary policy tends to raise the
inflation rate, endangering overall price stability. Since higher inflation rates, first, impair the
allocation function of prices and, second, increase uncertainty in making forward-looking
decisions — e.g. on purchases of durable consumer and capital goods - they tend in the long
term to give rise to negative employment effects.

On the other hand, the regulation of monetary policy constitutes a management problem for
the central bank in that is difficult to predict both the intensity of the ensuing real economic
effects and the point of time at which they will occur. Transition countries often have addi-
tional difficulties in making such predictions due to a lack of up-to-date and reliable statistics
and major imperfections in money and capital markets. These countries should consequently
refrain from using monetary policy for labour-policy goals. Instead, their central banks should
concentrate solely on maintaining overall price stability. In these countries expansion of the
money supply should be oriented to the development of their overall economic output poten-
tial.

In addition, if a central bank lacks institutional autonomy, it can make sense for a developing
or transition country to abandon national monetary sovereignty and peg a national currency to
a key international currency. Nevertheless, time is an important factor here. If a currency re-
mains pegged to a key currency for too long, the country concerned may find itself faced with
negative distributional effects.

(3) Wage policy: Wage levels and wage differentials are crucial factors influencing the labour
market and the way it develops. In general, wage increases should be oriented to trends in the
development of aggregate productivity. Another factor important for employment is wage
differentiation, and the existing wage spectrum should be adjusted to sectoral, regional, and
qualification-related factors. What is important here is a sufficiently broad span that makes it
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possible for lower-qualification workers, with their generally lower labour productivity, to
find employment. A levelling wage policy that seeks to favour low-wage groups can prove
counterproductive in terms of employment goals. Seen in social-policy terms, it makes more
sense to offer lower wage groups disproportionate relief from taxes and contributions (see
above) as a means of ensuring that they earn sufficient net incomes.

In transition countries, labour unions and employers associations tend to have party affilia-
tions; they also differ in terms of their degree of organization. Thus, the role they play in wa-
ge negotiations is determined, at least in part, by the policies of the ruling government or by
the agendas of political parties. The wages of persons employed in the informal sector,
however, are not considered in many countries. Nevertheless, in countries with a relatively
strong formal sector, it can be assumed that wage agreements in the formal sector provide an
orientation for workers in the informal sector.

A number of transition countries make use of the minimum wage as an instrument of social
policy. The aim pursued in setting a lower wage limit is usually to guarantee low-wage work-
ers a minimum, acceptable standard of living. But in cases of an oversupply of labour, this
arrangement can prove problematic, with wages losing their function as a mechanism adjust-
ing supply to demand, and it can aggravate unemployment and underemployment.

(4) Foreign trade policy: In terms of employment policy, it is essential that governments of
transition countries pay attention to both growth and distribution factors. Extensive empirical
studies have shown that the positive growth effects that can be achieved by opening a coun-
try's markets to foreign trade largely depend on design and implementation as well as on
flanking micro- and macroeconomic reforms. The most important distributional effect is an
improvement of the employment and income situation of poorly qualified workers. What this
means for economic policy is that in formulating an external economic policy it is essential
not to take into account country-specific factors such as initial per capita income levels, a
country's initial endowment with human capital, the sectoral structure, the availability of natu-
ral resources, and a country's proximity to an economic centre. If politically undesirable dis-
tributional effects are to be avoided, it is as a rule imperative to implement flanking reforms
in the fields of education/training and labour-market regulation or in other social areas.

3 Labour-market policy: framework conditions and areas of intervention
3.1 Institutional framework conditions and requirements

There are numerous international conventions and recommendations bearing on labour-
market policy interventions. They set out binding guidelines or recommendations for both
areas of labour-market policy (regulatory labour-market policy and labour law on the one
hand, active and passive labour-market policy on the other) and for the agencies responsible
for implementing them. Numerous ILO conventions and recommendations bear weight just
about worldwide, e.g.: Convention No. 88 and Recommendation No. 83 of 1948 on the or-
ganization of public employment services (labour administrations); Convention No. 142 and
Recommendation No. 150 of 1975 on vocational counselling and training; Convention No.
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181 and Recommendation No. 188 of 1997 on private employment agencies; Convention No.
168 and Recommendation No. 176 of 1988 on employment promotion and protection against
unemployment;

In its 1994 Jobs Strategy (OECD 1994; see Box 1) the OECD set out some recommendations
on employment and labour-market policy for its member countries; the organization monitors
and evaluates the application of these recommendations on an ongoing basis. The European
Union (EU) annually adopts binding employment-policy guidelines for its member states?®
and requires them to report on their implementation. Many candidates for accession to the EU
are also already adopting this practice. The recommendations of the OECD and the EU cover
employment policy in the broader sense, focusing on all policies and implementation prac-
tices that could adversely affect employment (e.g. tax policy) as well as on the interrelation-
ships between individual policy fields (e.g. between earnings-replacement benefits, wages,
and employment). These recommendations also apply to almost all developing countries and
especially to transition countries and are, unlike the ILO conventions, updated and adapted on
a regular basis.

However, most developing countries are highly restricted in their ability to formulate and im-
plement labour-market policy, because they lack the institutional and financial wherewithal
required for the purpose. In individual cases this may mean: weak labour ministries and often
inefficient lower-level administrative units; patchy or inconsistent labour legislation; inade-
quate funding and information systems; and an institutional landscape that is not diversified
enough to implement such measures. This situation is often exacerbated by a lack of experi-
ence and insufficient political will to reform, which means that labour-market interventions
are either not undertaken in the first place or that their impacts remain limited.

Labour administrations

In many countries, the tasks assigned to government employment services tend to be re-
stricted to core functions. These principally include placement, information, and counselling
for job-seekers and statistical reporting on their own activities.”” The ineffectiveness of gov-
ernment employment services usually manifests itself in the following symptoms:

—  There is a lack of reliable statistical information on developments in the labour market.
This usually means collection and publication of only roughly aggregated stock data
(unemployed persons and vacant jobs at the end of a reporting period). Information on
movements in the labour markets (entrance and exit statistics, placement figures) is un-
available, as are even simple explanations and analyses of developments in the labour
market.

—  Qualitative information on labour supply and demand, i.e. qualifications demanded by
employers or job-seeker qualifications, is restricted to verifiable qualification certifica-

26 See Box 3 in Chapter 4.

27 The core functions are often seen as including vocational lling, payment of ployment benefits,
and the implementation of active labour-market measures like qualification and employment promotion.
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tions such as the highest achieved level of schooling or vocational training. Since nei-
ther the actual qualifications of unemployed persons nor the exact requirements of em-
ployers are known, employment services are hard put to place job-seekers or adequately
plan advanced training measures.

—  Regular contacts to employers, including active acquisition of job vacancies, are much
more the exception than the rule.

—  The manpower and technical equipment available to employment offices and employ-
ment services are often inadequate. Many countries lack not only the technical where-
withal to store placement data and statistical information and to calculate earnings-
replacement benefits; they in many cases also lack vocation-related information mate-
rial for staff members and clients alike.

—  Insufficient personnel and lacking staff qualifications lead to bottlenecks in the counsel-
ling services offered for both unemployed persons and employers as well as in the im-
plementation of labour-market policy.

— A further deficit is found in the frequent compartmentalization (Taylorization) of ser-
vices, for instance, services for job-seekers on the one hand and for employers on the
other. Employment office staff are familiar with only one side of the market and are
therefore unable to effectively present the concerns of their clients to the other market
side. The services for individual clients are also divided up among a large number of
persons and units, and if they are (able to) to come up with a client-oriented package of
services, they are forced to run through a series of duplicate operations.

- Another problem frequently encountered is disputes on jurisdiction between education
ministries and labour ministries over vocational counselling for students from schools
and institutions of higher education.

—  In many cases employment services run up against considerable acceptance problems
among the population; these reflect both the above-mentioned technical and manpower
deficits and the widespread opinion that government agencies or services are responsi-
ble only for problem groups that are especially poorly qualified, lack motivation, and
are difficult to place in the labour market. Many people are not even aware that there is
a labour administration.

Apart from the causes named above, these deficits also stem from some far-reaching misap-
prehensions of the role played by government employment services in connection with em-
ployment and labour-market policy. Managers and staff members often see themselves more
as managers in charge of administering or indeed creating jobs than as service providers
whose main task is to mediate between supply and demand. Internal organization and services
are often geared more to the needs of supervisors and staff members than to achieving the best
possible effects for markets and clients. Furthermore, many countries ignore the fact that em-
ployment services cannot operate efficiently and effectively without decentralized decision-
making structures.
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Box 3: Labour administration reform in Romania

The Rumanian National Employment Agency (NEA), having been separated from the Ministry of Labour and
Social Protection (MLSS; since January 2001 Ministry of Labour and Social Solidarity), took up operations on
January 1, 1999. The NEA is an independent public corporation responsible for the implementation of labour-
market policy in Rumania. The agency is nor financially autonomous; it remains accountable to the labour minis-
try. The NEA's budget is prepared by an administrative council and presented to MLSS for approval. This goes
for both the revenues from the unemployment fund administered by the agency and the subsidies it receives from
the government budget, which are channelled through the MLSS budget.

The NEA's administrative council, its highest-level organ, consists of representatives of government, labour
unions, and employers associations at the national level (tripartite structure). The chairman of the administrative
council is at the same time the agency's president — and since January 2001 he has also been an undersecretary in
MLSS. The NEA is managed by an executive director-general appointed by the president. The agency's offices
at the district level (Judets) and in the municipality of Bucharest are run by executive directors who are also
appointed by the president. They are supported in their work by an advisory council made up of representatives
of the public administration, labour unions, and employers associations at the regional level.

The positive aspects observed in the reform of Rumania's labour administration are, however, qualified by a
number of deficits. Lacking any other legislative mandate, the new agency and its operations have centred too
much on formal structural issues (organizational develop personnel decisions, awarding individual con-
tracts, decision-making authority of individual units and persons). Too little has been done to improve the quality
of services. For instance, the suggestion to formulate an internal operating policy was rejected. Other deficits
include the facts that the local labour offices are given too little leeway to conduct labour-market measures spe-
cifically tailored to the region and that local initiatives that do develop are not supported or even discouraged.

The new government programme of 2000/01 states that the agency's set of active labour-market instruments are
to be further developed in the future and its passive services are to be sharply curtailed. This constitutes a major
challenge for the R ian labour ad: ion. Some important institutional prerequisites are already in pla-
ce, though substantial efforts are called for in formulating and improving the effectiveness of measures and
implementing them at decentralized levels.

Box 4: Proposals on the modification of Croatia's employment law

Croatia's present employment law was adopted in 1996. In view of recent developments in the labour market — a
current unemployment rate of nearly 23 % and a marked shortage of qualified manpower — the labour ministry
has initiated a discussion on modifying the law. An additional concern is to factor in important challenges such
as lifelong learning and new technological developments and their impacts on the labour market.

The following proposals are under di ion

— improvement of unemployment insurance protection, in particular for population groups not covered at
present, e.g. self-employed persons;

— gradual introduction of a contribution-based unemployment insurance, initially on a voluntary, later on a
compulsory basis;

— modification of passive benefits, the aim being to set incentives designed to induce unemployed persons
to take up employment (e.g. reduction of the duration of unemployment benefits) as well as to prevent
fraudulent benefit claims (e.g. persons receiving unemployment benefits while they are engaged in lim-
ited-term employment or working on a fee or commission basis);

— changes in the active instruments of labour-market policy in favour of support for qualification measures;

— abolition of the rule requiring employers to report vacant jobs to the employment office — an important
step on the road to enhancing employer acceptance of the labour administration, though a step that will
have to be linked with improved service;

— modifications in labour administration activities; and, finally,

— amendment of the law's title, a step aimed at better designating its contents and the responsibilities it
covers.

These proposals have addressed a number of important points that are among the most frequently criticized areas
of labour legislation in transition countries. It must therefore be assessed as very positive that the labour ministry
is prepared to propose changes of its own. The ministry has invited the labour unions, employers, and the sector
ministries to participate in a more extensive discussion.

Depending on their functions, mode of operation, and staffing, employment services have the
option of using independent organizations to carry out individual measures on their behaif.
This is a good option in particular for retraining and advanced training measures. It has also
proven helpful to outsource some tasks connected, for example, with employment pro-
grammes or support for new business start-ups, to other, usually non-governmental organiza-
tions. But there are two problems here:

—  One controversial point is definition of the tasks that must in any case remain with em-
ployment offices, i.e. the issue of how to define core functions. In cases in which there
is no labour administration or the existing administration proves to be inefficient and/or
corrupt, non-governmental partner organizations can and should be permitted to take on
core functions as well.

—  There is a second problem involving awarding public funds. Labour administrations
often lack experience in public tendering as well as in correctly awarding and monitor-
ing contracts.
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Legal frameworks

Labour law consists of all legal arrangements concerned with dependent labour (labour mar-
ket constitution); this is a specific component of a country's overall legal system, and contains
elements of both private law and public law. In defining a binding legal framework (e.g.
minimum wage, protection against unlawful dismissal, worker protection, collective bargain-
ing), the legislative influences the relations between employees and employers. Employment
or employment-promotion legislation is an element of overall labour or social legislation
and constitutes the legal basis of operational labour-market policy.?® It regulates institutional
responsibilities, i.e. delegation of responsibilities, funding, and the type and scope of meas-
ures, services and benefits provided under labour-market policy. It furthermore defines the
groups of persons eligible for such services and benefits.

The majority of transition countries lost relatively little time in instituting legal arrange-
ments covering unemployment protection by adopting employment (promotion) laws. These
laws often represent the first time that the status of unemployed workers is recognized and
defined. Thanks to their lack of experience in dealing with unemployment, the governments
of these countries have often simply taken over the legislation in place in market economies

28 See Section 1.3.

25




EMPLOYMENT AND LABOUR-MARKET POLICY

without giving due consideration to their own specific conditions. But it has become rapidly
apparent that fundamental modifications or revisions of such legislation is necessary to take
account of country-specific conditions (see Box 4). Nevertheless, only a few countries have
undertaken such steps thus far.

The funding of labour-market policy

In general, it is useful to distinguish between two types of funding for labour-market policy:
contribution-based funding via unemployment insurance and tax-based funding, i.e. fund-
ing from the government budget. A combination of both approaches would also be conceiv-
able; in periods of high unemployment and scarce unemployment insurance resources, the
financing of active measures could be supplemented by funds from the general budget. Gen-
erally, however, this approach involves the danger that benefits and services, in particular
active measures, might be cut.

The problem of scarce or unavailable resources to fund labour-market policy is one faced by
just about all developing and transition countries and thus constitutes a major barrier to the
use of policy interventions in the labour market. In contrast to OECD countries, however, this
is not only due to an insufficient number of employed contributors. Especially state-owned
enterprises in many transition countries do not contribute, and authorities are reluctant to en-
force contribution payments. Furthermore, the level of contributions remains low, owing to
the huge dimensions of the shadow economy, illegal employment, and underdeclaration of
wages and salaries. Often the only source of funding available is the resources provided by bi-
and multilateral development cooperation. If labour-market measures are to be sustainable,
the countries in question will have to mobilize at least some of their own funds to continue
financing them.

Labour market-statistics and information systems

Exact analysis and prognosis of the situation in the labour market is a prerequisite for design-
ing labour-market measures and ensuring their effectiveness. What is required here is: first,
unified, comprehensive, and valid statistics on employment development; second, information
on important macroeconomic trends; and, third, in-depth qualitative data on job requirements
and the qualifications of both employed and unemployed persons.

As far as labour-market statistics and information systems are concerned, the main problems
facing developing countries and countries in transition may be outlined as follows:

In collecting data, there is a lack of unified parameters and a standard collection system. This
factor is mirrored, for instance, in whether or not unemployment statistics include both recipi-
ents and nonrecipients of benefits and how job-seekers and youths who have long been with-
out employment or never held a job are dealt with. If these data are collected differently from
region to region, the result can be severe distortions in unemployment statistics. In addition,
many of the countries under consideration provide insufficient unemployment benefits, or
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none at all, and thus there is often no incentive for unemployed persons to register with
employment authorities.

Measurement of underemployment generally poses serious problems; these extend from the
quantitative measure to the qualitative dimension of underemployment, i.e. underemployment
as an expression of incomes below the subsistence level and/or of precarious employment
situations. Here the ILO seeks, as indicated in its Resolution concerning the Measurement of
Underemployment and Inadequate Employment Situations (ILO 1998b), to use standardiza-
tion as a means of improving the quality of measuring methods.

In view of the problems outlined above, direct household surveys have proven to be an im-
portant source of information on employment trends in developing and transition countries.
But — depending on survey design — this method too involves the risk of distorting informa-
tion. Experience also indicates that even these methods are seldom able to document the true
dimensions of the problem. The often small samples involved are frequently not large enough
to extrapolate to the total number of a country's labour-force. In addition, differences in sur-
vey methods make international comparisons a highly questionable proposition.

As noted, data-collection problems usually also lead to problems in evaluating information.
One important issue here is who is collecting the data. Most countries have national statistics
offices that share their data with other government authorities. But a consideration of crucial
importance to the collection and evaluation of data, including publicity, is whether decision-
makers have the political will to transparency.

A further deficit often encountered is an inadequate exchange of information among em-
ployment services, particularly concemning data on vacant jobs. The reason for this is in part
the inadequate technical endowment of labour offices, and in part the fact that successful
placement is an important performance indicator used to evaluate employment services, so
that “attractive” job vacancies are not handed on to other offices, whether there are any suit-
able applicants or not.

Apart from statistical information, successful labour-market policy requires that the impacts
of measures are regularly monitored and that management information systems are devel-
oped on the basis of these results. This is a task not only for the employment services, but
above all for research organizations and policy-advisory institutions.

Nevertheless, in recent years some transition countries have managed to substantially improve
their statistical background information. Most countries have the basic information they need
to formulate a national employment policy and a national labour-market policy. Whether or
not they also have the political will and the expert competence needed to formulate and im-
plement such policies is a different question. The data available to them is not sufficient, how-
ever, to formulate individual labour-market-measures (see below).

In compiling the most important variables and setting out precise definitions in its Key Indi-
cators of the Labour Market (KILM)(ILO 2001), the ILO has made an important contribu-
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tion to improving labour-market-relevant statistics. The proposed indicators break down into
eight groups,” the most important of which are those bearing on employment development
and on unemployment and underemployment. The KILM also include indicators that influ-
ence supply and demand in the labour market, such as education/training, wages, labour costs,
labour productivity, and income distribution. These background indicators mainly serve to
take account of important trends in a country’s economic and social development and to corre-
late these trends with developments in labour markets and employment.

Yet the data collected on the basis of KILM are in no way sufficient to design and conduct
individual active labour-market measures. First, the data are for the most part not up to date.
Second, these data, usually based on surveys, normally contain no flow data. Effective labour-
markets measures, i.e. measures aimed at specifically reducing individual qualification or
other deficits, can be designed only on the basis of sufficient qualitative and quantitative in-
formation, and this information should be available at both the regional and local level. But
this presupposes the existence of a modern, client-oriented public labour-market service, since
even the tasks of gathering and documenting such information usually require well-trained
labour-market experts.

3.2 Areas of labour-market policy intervention
Target groups of labour-market policy

Labour-market measures usually focus on certain target groups or problem groups with
higher risks as regards the occurrence and the duration of unemployment and underemploy-
ment. These persons lack above all vocational qualifications and work experience and are
faced with barriers to mobility linked with these deficits; but sometimes health impairments
and age also reduce the employment chances of these groups. An accumulation of these fac-
tors of course tends to exacerbate the overall problem.

While the general assumption is that unemployed persons not part of a specific target group
will be able to find employment directly in the regular labour market, targeted support for
problem groups is intended to raise the probability that these persons will also be able to find
stable, regular employment, at least in the medium term. OECD studies indicate that such
target-group promotion can make an important contribution to reducing, especially, struc-
tural unemployment (OECD 1993: 68). If problem groups of the labour market are to be sup-
ported in an optimal way, however, it is in any case necessary to distinguish clearly between
the specific reasons for their unemployment. One reasonable preventive strategy might be to
gear measures specifically to combating youth unemployment. It would in this way be pos-
sible to head off a fatal process consisting of inadequate occupational experience, long-term
unemployment, and loss of employability.

29 There are a total of 18 key indicators, which are supplemented by a number of so-called background or fra-
mework indicators.
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As far as the developing countries and some transition countries concerned, it makes sense to

define target groups on the basis of existing segments of the labour market. These segments

include:

— women, who, thanks to their often lower qualification levels, time restrictions, lack of
occupational experience, and their standing in society, have far poorer chances of enter-
ing the labour market;

—  low-qualified or unqualified young persons; and
—  persons employed in the informal sector, who are especially vulnerable to underem-

ployment and correspondingly precarious employment situations.

It is in reality nearly impossible to distinguish unambiguously between these target groups,
since members of one group may be part of one or more other groups and, furthermore, half
or more of a country's population may be affected.

Instruments of labour-market policy

Labour-market policy makes use of both passive and active instruments. The passive in-
struments include all forms of eamings-replacement benefits (unemployment benefits and
unemployment assistance as well as severance pay). Active labour-market instruments break
down into three areas:

(5) placement, information, and vocational counselling (including applicant training);

(6

—

qualification measures (e.g. training and advanced training, retraining), including qualifi-
cation for self-employment;

(7) measures aimed at creating (limited-term) employment or preserving jobs, e.g. wage sub-
sidies, employment programmes, (financial) support for business start-ups, subsidies for
the employment of given groups.

(1) In their conventions and recommendations, ILO, OECD, and EU particularly emphasize
the connection between the quality of active and passive labour-market policy and the quality
of public employment services. More recently emphasis has been placed in particular on the
need for close coordination or integration of placement and counselling services with active
measures and unemployment insurance. >

An efficient labour administration can go some way toward accelerating and improving the
quality of “matching” in the labour market. This is a means of reducing both the average
length of unemployment and production shortfalls. Placement services of good quality tend to
lead to more stable jobs, though the significance of placement goes far beyond these aspects.

30 See the recommendations for action adopted by the labour ministers of the OECD countries in 1997 and the
EU Conclusions of the Portuguese Presidency Conference: The European Strategy — What outcome, What
Future?
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Since this activity is also used to collect information on qualitative “mismatches™! in the la-

bour market as well as on demand trends, placement may be seen as the basis and the precon-
dition for the successful implementation of all other measures.

(2) Vocational qualification, i.c. advanced training and retraining for unemployed persons, is
a further important instrument of active labour-market policy. Expenditures in this area are an
investment in human capital; they boost employment chances and raise the productivity of the
factor labour. In developed market economies qualification measures are used for the most
part as a means of avoiding structural unemployment and increasing worker mobility. So in
these countries the instrument mainly has preventive character. The situation in the labour
markets of transition countries, on the other hand, primarily calls for a reactive use of qualifi-
cation measures. One crucial argument for such measures is that high qualification levels con-
stitute an important locational factor and are therefore a precondition for attracting new com-
panies and creating new jobs.

Problems in using this instrument are bound up above all with the fact that it is very difficult
to predict concrete qualification needs. This may lead to inappropriate qualifications and/or an
inefficient use of the instrument, a case that can presently be observed in a good number of
countries in transition. Important steps required to ensure an improved needs orientation thus
include identification of general deficit areas and, building on this point, training geared to
key qualiﬁcations.32 On the other hand, it is imperative to link qualification measures and
regional and/or local economic and structural policy, a task which in tumn calls for cooperation
between all relevant actors directly associated with the labour market.>* Fine-tuning qualifica-
tion measures to target-group needs is another promising approach.

(3) Measures aimed at preserving and creating jobs (of limited duration) as well as inte-
grating certain groups of people can, when certain conditions are given, give rise to important
impacts that ease the labour market situation. Their aim is to mitigate the effects of the job
losses associated with accelerated processes of structural change as well as to counteract the
risks posed by a loss of human capital and the social decline of large segments of the popula-
tion. The contents and organization of such measures differ widely from country to country.
These measures should not be used only to create replacement incomes, i.e. they should, as
far as possible, be focused on developing material and social infrastructure. Moreover, an-
other promising approach has been to combine employment measures with qualification
measures, and to do so with an eye both to supporting necessary processes of structural
change and boosting the placement chances of participants in such measures.

31 The focus is here on qualitative information because 1) quantitative data fluctuate rapidly and are thus diffi-
cult to document reliably and 2) in the last analysis only qualitative data offer reliable information that can
be used for labour-market measures.

32 These include, for instance, both language and computer skills and nonspecialized skills such as problem-
solving, team work, and decision-making.

33 Examples include so-called labour-market exchanges organized with the participation of investors, educati-
on/training institutions, and municipal administrations.
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In general, though, these measures are vulnerable to the risk of windfall and crowding-out
effects. Especially activities of employment-promotion programmes are apt to trigger crowd-
ing-out effects in the private sector. There is also a risk that general government tasks, fi-
nanced through various sources, may be shifted to this sector. Both of these problems can
neutralize the original employment effects, the bottom line being that the labour market is in
the end not relieved.

Experiences in many countries in transition have also shown that the effectiveness of active
measures quickly runs up against its limits, when their aim is to mitigate mass dismissals in
regions previously marked by monostructures and if the primarily social character of such
measures is not clearly underlined. Macroeconomic evaluations of active measures as a rule
indicate no — or no more than limited — effects on aggregate employment. Nor can negative
effects be wholly ruled out.

4 The importance of a coordinated approach for an employment-oriented policy

An employment-oriented strategy for combating unemployment and sustainably raising em-
ployment levels is possible only if it is based on a coordinated and integrated approach that
factors in the institutional and macroeconomic framework conditions discussed above and
includes both employment and labour-market policy interventions.

In what follows, this approach is referred to as policy coordination. This embraces various
levels of action™ and the key actors involved in each. Furthermore, policy coordination can
and should have a horizontal and a vertical orientation, i.e. it should include the actors at any
one level of action (e.g. within the government or between interest groups and government
administrations in a given region) and coordination of local and regional activities with na-
tional strategies, and vice versa. The essential condition for successful policy coordination is
on the one hand the management competence of governmental actors — i.e. the existence of an
effective, transparent, and predictable public administration — and on the other hand policy
competence on the part of nongovernmental actors, based on a broad social foundation and
the political participation of the population. And both sides must be willing to act together.

Many policy fields generate effects on the labour-market situation in an economy. As far as
employment effects are concerned, the activities of various political actors, who as a rule pur-
sue different aims, may run counter to one another, though they may also prove complemen-

34 This means mainly the macro and mesolevels. The macrolevel includes the policy fields that directly in-
fluence the development of the macroeconomic aggregates of economic growth, inflation rates, unemploy-
ment rates, and balance of payments, i.e. principally budgetary and tax policy, monetary and exchange-rate
policy, and balance-of-payments policy, as discussed in Section 2.2. It also includes competition policy, o-
verall economic planning (where this is practiced), legal and judicial policy, social policy, and some areas of
security policy. The term mesolevel, on the other hand, refers to the overall setting, i.e. institutional and po-
licy patterns of private actors (firms, NGOs, interest groups, individuals) which come about through formal
and informal cooperative relationships and networking between governmental, nongovernmental, and priva-
te actors (G6émez 2001: 1).
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tary. One crucial step in the direction of improving the employment picture is therefore to
guarantee a comprehensive and intensive dialogue among all actors in order to ensure the
transparency of relevant information and concrete intentions, and encourage the coordination
and harmonization of measures and a broad social consensus. The first stage of such inte-
grated coordination is the exchange of information; the next stages involve the conception of
joint projects or measures, definition of goals, and joint implementation of these goals. One
suitable approach here is to formulate employment policy guidelines that define employment
targets, which are then implemented with the aid of corresponding action plans at the national
as well as the regional and local levels (see the Box below).

Box 5: Employment Guidelines of the European Union (EU)

The EU's Employment Guidelines are based on four strategic pillars. These are: employability, entrepreneur-
ship, adaptability, and equal opportunity.

Pillar one (employability) is concerned with the supply side of the labour market. It calls for active instead of
passive measures and the reduction of qualification deficits (e.g. measures aimed at combating long-term and
youth unemployment; an employment-friendly policy as regards social benefits, taxes, and training systems;
qualification in the context of lifelong learning; reduction of discrimination; and promotion of social integration
through easier access to employment).

Pillar 2 (entrepreneurship) is concerned with creating new jobs by reducing costs as well as closing the “ser-
vice gap” between the US and the EU. This pillar calls for the establishment and good management of firms,
promotion of new employment opportunities in the knowledge-based society and in the service sector, and sup-
port for regional and local employment initiatives.

Pillar 3 (adaptability) is concerned with creating more flexible arrangements for the organization of work and
addresses not only the government actors responsible for employment policy but also the social partners. Meas-
ures are aimed at modernizing the organization of work and promoting adaptability within firms as components
of lifelong learning.

Pillar 4 (equal opportunity) is concerned with measures geared to reducing gender-specific differences in the
iabour market. It calls for activities aimed at alleviating the imbalances between the percentages of men and
women in certain occupations and economic areas as well as improvement of the chances of women for career
advancement. The measures further call for improved compatibility of work and family life (e.g. family-friendly
policy, parental leave arrangements, facilities for children and other people in need of care) as well as an easier
return to working life.

One characteristic of European employment policy is that it does not view equal opportunities for men and wo-
men as an isolated field of action and instead anchors the principle of gender mainstreaming in its other three
fields of action. That is, promotion of equal opportunities for women in the labour market is here seen as a
cross-sectoral jssue.

A strong, smoothly functioning partnership between workers and employers associations,
the chambers of industry and commerce, government, and Nongovernmental Organizations
(NGO) can contribute decisively to the implementation of reform measures and also help to
quickly identify problems or errors in the concrete formulation of measures. If good coopera-
tion in fact comes about, it is easier, in both political and technical terms, to flexibilize labour
markets and enhance their adaptability to changing framework conditions. The relevant actors
also include a labour administration whose uppermost goal is to improve — with the help of
the labour-market instruments available to it — the functioning of the labour market in general
and to enhance the adaptability of individual actors in particular.

The three fields of economic policy most crucial to the development of employment are, as
shown in Section 2.2, budgetary policy, monetary policy, and wage policy. Accordingly, dif-
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ferent groups function as agents of economic policy: the government, the central bank, and
the social partners. These actors can use agreements and targeted cooperation to create an
employment-friendly environment and avoid conflicts in this triangle. For example, a reliable
monetary policy can encourage labour unions to moderate their wage demands, since in this
case adjustment for inflation is a factor of less importance.*®

As a component of employment policy, labour-market policy has many points of contact with
other policy fields, in particular with structural policy, education/training policy, and so-
cial policy. It is therefore advisable to coordinate measures and goals. In general terms, la-
bour-market measures should harmonize with measures of structural policy. It is likely, how-
ever, that coordination between these two fields will produce disproportionately positive re-
sults. For instance, a labour-market qualification measure can have a catalyzing effect on a
programme geared to structural improvement. Nevertheless, goal conflicts are also possible
when, for instance, labour-market activities, as a rule individual in nature, are used to promote
mobility, which can run counter to structural goals (attracting industries to economically weak
regions).

Apart from dialogue involving all actors, targeted cooperation, and partnership, one other key
factor for the success of an employment-oriented policy is having one of the relevant (gov-
ernmental) actors assume a coordinative role in formulating and implementing employment
policy. This means instituting the necessary harmonization processes, bringing together dif-
ferent packages of measures and funding sources, providing for regular monitoring, and sys-
tematically evaluating experiences and making that information available to both political
decision-makers and the interested public. Examples of such coordinating bodies are found in
a number of countries, among them the South African National Economic Development and
Labour Council (NEDLAC) and the Socioeconomic Council (Sociaal Economische
Raad/SER) in the Netherlands.®.

Cornerstones of an employment-oriented policy

Numerous country analyses and project experiences in the field of Development Cooperation
(DC) alike have led to the definition of the following points as cornerstones of any employ-
ment-oriented policy:

—  systematic consideration and coordination of the most important macroeconomic
aspects of economic policy as a means of achieving employment goals;

—  definition of both qualitative and — above all — quantitative employment targets, in-
cluding concrete indicators, and a consistent orientation of all policy fields to these tar-
gets, for instance in the form of employment guidelines;

35 On the other hand, an expansionary fiscal policy in connection with a wage policy not geared to growth in
productivity — i.e. an inflationary policy — can lead to a restrictive monetary policy. The latter works counter
to the desired level of domestic demand, and this in turn can entail shock-like effects on growth and em-
ployment.

36 For more information on these two country cases and additionally on the German Biindnis fiir Arbeit see:
Addy (2002).
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—  an intensive and regular dialogue as well as coordination and consultation with all im-
portant actors with the aim of bringing about a broad social consensus on sustainable
improvement of the employment picture;

— this all presupposes management competence on the part of governmental agencies,
on the one hand, and competent employers and workers organizations, on the other,
furthermore an interested and well-informed public that is involved in political deci-
sion-making processes;

—  agreement of the main actors on the establishment a joint body responsible for the co-
ordination and implementation of employment policy;

—  targeted investment in education/training as a means of bolstering necessary proc-
esses of structural change;

—  reform of labour legislation aimed at enhancing worker adaptability and mobility as
well as creating incentives geared to raising employment levels in private firms;

—  use of instruments of active labour-market policy to support and promote employ-
ment-related interventions, though these necessarily presuppose the appropriate orienta-
tion and competence on the part of labour administrations and/or employment services
as well as financial leeway in public budgets.

In other words, what is called for is a comprehensive approach to policy that embraces all
levels and all actors and is furthermore based on a coordinated sequencing of measures. This
will differ from country to country and is highly dependent on specific political and economic
givens, reform-mindedness, economic priorities, institutional capacities, and, in particular, the
quality of policy coordination.
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1 On the way of economic recovery

Albania has entered the way of economic recovery and development of sustainable reforms
aiming at macroeconomic stabilisation, as well as at institutional building. The main indica-
tors of these developments are:

—  Application of a tight monetary policy, which stabilises the exchangc rate, reduccs the
inflation, and facilitates the reduction of currency circulation velocity.

—  Fiscal policies aim to provide a balance between the need to limit the budget deficit and
the need to finance essential public expenses. Therefore, the primary deficit fell from
about 8 per cent of the GDP in 1997 to 1 per cent of the GDP in 2001 .2

—  The measured monetary and fiscal policy have a positive influence on the number of
remittances from the Albanian emigrants employed outside the country and on the do-
nors’ financial support, helping to stabilise the monetary exchange rate and creating a
good environment for economic growth.

—  The high level of remittances promotes economic growth, especially in the service and
construction sectors. The increase of incomes from these sectors has a decisive role in
compensating the lack of crediting from the banking sector.

—  The donors’ financial support, which since 1997 has an average increase of 5 per cent,
plays an important role in reducing the internal borrowing and developing the infra-
structure needed for economic growth support.

Albania has had a good macroeconomic trend’, with an average economic growth of 9 %
per year, in the period 1993-1996, and about 7.7 % in the period 2000-2001. The period 1998-
2001 can be evaluated as a period of macroeconomic re-stabilisation, progress in structural
reforms related to intensification and completion of privatization of small and medium enter-
prises, as well as compilation of privatization strategy for big enterprises and public services,
reforms of the financial sector, privatization of state banks, and introduction of new private
banks. The achieved stability and reforms intensification let the GDP again increase and infla-
tion decline’. But, despite the improvements in the fiscal balance and current account, they
still remain at relatively high negative levels, as shown in the following table.

1 Minimum compulsory deposits were applied for the first time in 1992.

2 That is the difference between the incomes and expenses, excluding the expenses financed by foreign capital
and the payment of interests.

3 After the economic decline of year 1997 by — 7 %, we cannot say that the economic growth was sustainable,
otherwise Albania is classified in the group of countries with a non-sustainable growth.

4 According to the Bank of Albania, the annual inflation at the end of year 2001 was 1.79 %.
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Table 1: Macr ic indi s, 1991-2000 (; 1 average per ge)
Indicators 1991-1992 1993-1996 1997 1998-2000
Real increase of GDP -17.6 93 -7 77
Inflation 170.5 17.5 42.1 3.9
Account deficit (% GDP) -61.1 -15.1 -12.1 -7.1
Fiscal deficit ( % GDP) -258 -114 -12.9 -104
Source: Ministry of Finance, Tirana, 2001

Direct foreign investments are one of the most important factors for the entering of fresh
capital, modern technology and western experience in the field of management and market-
ing. They have played an important role also in the reconstruction of Albanian economy, ac-
celeration of privatization rates, opening of new jobs, increase of export and decrease of
commercial balance deficit. From the location point of view, over 90 % of foreign and joint
ventures enterprises are located in the western and south-eastern parts of Albania, in Tirana,
Shkodra, Durres, Vlora, Gjirokastra, Korga, and Saranda cities.” Furthermore, the data show
that the direct foreign investments in Albania, differently from those of Eastern and Central
Europe countries, have are coming mainly from neighbouring countries, such as Italy (50 %)
and Greece (20 %). With regard to the sector distribution, the direct foreign investments in
Albania are concentrated mainly in tourism, light industry, construction, agro-food industry,
transport, etc, which account for 80 % of direct foreign investments in Albania $

Foreign investments and finance have been and remain among the most important sources of
economic and social development in Albania. The level of foreign investments, as a reflection
of the international capital market position versus the political, economic and social stability
in country, is evaluated as a synthetic indicator of the transition progress of Albania. Never-
theless, the incomes coming from foreign investments in Albania are relatively limited. In
2000, the level of investments is assessed to be 140 million USD’ or three times higher than
the input of the year 1999. For 2001, the level of foreign investments in Albania is about 10 %
higher than in 2000. The success in improving this indicator, especially during the last two
years, has been mainly the result of the privatization process.

2 Labour market and unemployment
2.1 Some indicators of demographic developments

Albania continues to be in the first place in Europe regarding high fertility level and low gen-
eral mortality level. This is due to the age pyramid of the population. In Albania, the specific

5 Ministry of Economy, Tirana, 2002.
6 National Conference “Economic-Social Development of Albanian Provinces and their Regional and World
Integration”, Tirana, 1999.

7  Ministry of Economy, Tirana, 2002
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weight of the aged people accounts for about 10 %, whereas in the other Europe countries it is
about 2-3 times higher. Currently Albania is in a period of limiting the differences between
the fertility and mortality rates, a situation which tends to lead the country towards a station-
ary situation of population equilibrium.

During the decade 1991-2001, the promoter of the demographic development was the inter-
nal and external emigration of the population. During this period the emigration rates sur-
passed the natural population increase rates. Starting from 1992, the gender population struc-
ture started to change: the dominance of males started to be replaced by female dominance.

During the period 1990-2001, the population of Albania increased by only 3 %. The low in-
crease is a consequence of the high flux of internal and external emigration, as well as of the
decline of natural increase. The legalisation of abort, the application of family planning, and
the migration movement reduced sensibly the fertility rate, which from 25.2 per thousand in
1990 declined to 18 per thousand in 2000. Meanwhile, the mortality rate has remained almost
constant.® The demographic developments in Albania forecast a continuous reduction of the
age-group 0-14 years of age as well as the continuous increase of age-group above 60 years of
age.

Sensible changes were also noticed in the population structure according to the residence. A
rapid increase of the city population occurred from 36 % in 1990 up to 47 % in the year 2001,
with an intense trend towards further increasing.’ Regarding the urban-rural structure of the
population, it is forecasted that within the five next years the city population will surpass the
village population. While within the second decade of this century, the urban population of
Albania is forecasted to be two times higher than the rural population.

Regarding the population of working age, Albania is among the less developed regions related
to the general population characteristics, average age relatively high and the third age rela-
tively low.

2.2 Causes of unemployment

The unsustainable economic and political developments have influenced directly the level of
unemployment in the country, which has been and remains still on high levels. During the
period 1997-2000, the unemployment rate has been at about 17-18 per cent. Only during the
year 2000, the unemployment started to decline below 15 per cent. 1° The decline occurred as a
consequence of the trends towards the normalisation of economic life and increase of invest-
ments (foreign and domestic), but it is also a result of the active employment policies and

8 INSTAT, Tirana, 2001.
9 INSTAT, Tirana, 2001.
10 Ministry of Labour and Social Affairs, Tirana, 2002.
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programmes applied during the last years. Actually, the unemployment level is about 13 per
cent." :

The closing of production sectors at the beginning of 1990s increased rapidly the unemploy-
ment. But the high unemployment level is also explained by the urban-rural structure of the
population. In 1989, Albania had about 64 per cent of the population living in villages, and
one sixth of the population (around 525 thousand persons) was employed in the agriculture
sector (ex-agricultural cooperatives)'?, a big part of which, even formally receiving land from
the land privatization reforms, practically became unemployed (hidden unemployment).
They have to be added to the unemployed that lost their jobs due to the privatization reform in
the industry and services sectors.

The difficult living conditions in the village as well as the lack of strategies and programmes
for the development of agro-business caused a very high emigration flux of rural areas to-
wards the city. This tendency can only be reduced by influencing directly the increase of un-
employmcnt.”

23 Some indicators of employment and unemployment

Currently, about 2,500 subjects are operating in the state sector, where are employed about
192 thousand persons, while about 45 thousand subjects are operating in the private sector,
in which are employed about 208 thousand persons. Actually in Albania, there are in total in
both sectors (state and private) about 400 thousand employees.'* During the last years, the
number of subjects in the state sector is steadily reducing, a phenomenon, which is due to the
transformation of the state half budgetary enterprises into private enterprises. The reduction of
state subjects is followed by an increase of private subjects. Therefore, during the years 2000-
2001, a sensible reduction of the employed in the state sector (about 2 thousand persons) was
caused by the privatization of some enterprises in different districts of the country, reforms
in the public administration, reforms in military, etc.

By the end of 2002, the unemployment rate in Albania is forecasted to be about 13 %.'¢ The
unemployment statistics show that almost two thirds of the unemployed are below 34 years of
age, half of which have elementary education or less, and the other part has finished the high
school. Percentages of the registered unemployed are higher in urban areas than in rural areas,
although in rural areas high levels of hidden employment probably exists.

11 Ministry of Labour and Social Affairs, Tirana, 2002.
12 Statistical Annual Report of Albania, Tirana, 1991.

13 REPOBA, preliminary results, INSTAT, Tirana, 2001.
14 Ministry of Labour and Social Affairs, Tirana, 2002.
15 Ministry of Labour and Social Affairs, Tirana, 2002.
16 Ministry of Labour and Social Affairs, Tirana, 2002.
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Nevertheless, the unemployment indicators have had and have their refractions and features in
the regional and territorial location. These features reflect the reformation of economic and
production life of the country, as well as the traditions, characteristics and circumstances of
economic and social development in various areas of the territory. Therefore, during the pe-
riod 1998-2002, the unemployment enclaves were mainly in the regions and districts of
Shkodra, Berat, Elbasan, Kukes, Puka, Skrapar, Lag, Tropoja etc. By the end of 2002, the
unemployment in Albania became the following regional-territory dichotomy: the unem-
ployment rate was steadily decreasing in the southern areas whereby it increased in the central
and northern areas of the country. At the beginning of year 2002, according to the districts of
the country, the unemployment level according to three areas was as follows:

Table 2: Unemployment level according to three areas of the country

Central area North-eastern area Southern area

Berat 15.9 Bulgiza 11.3 Delvina 53
Durres 9.2 Diber 8.4 Devoll 4.1
Elbasan 19.3 Has 12.7 Kolonja 9.4
Fier 9.7 Kukes 19.5 Korga 9.9
Gramsh 17.3 Lag 42.5 Permet 4.5
Kavaja 18.7 Lezha 15.1 Pogradec 18.1
Kruja 144 Librazhd 4.0 Saranda 4.9
Kugova 38.7 Malesi e Madhe 11.9 Skrapar 18.4
Lushnja 10.5 Mat 134 Tepelena 7
Mallakaster 5.6 Mirdita 17.0 Vlora 13.1
Peqin 9.1 Puka 237 Gjirokaster 8.5
Tirana 9.0 Shkodra 242 Tropoja 25.0
Source: Ministry of Labour and Social Affairs, Tirana, 2002

24 Informal labour market

The informal labour market in Albania consists of:

— illegal economic activity;

—  economic activity with non-renewed fiscal documentation;

= economic activity undeclared at the Institute of Social Security;
—  economic activity undeclared at the State Inspectorate of Labour;
—  self-employed, unlicensed of ambulant type;

—  self-employed of the free market.
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Some of the most general characteristics of the informal labour market are:

—  The development of unlicensed economic activity: About 28.6 % of the controlled sub-
jects exercise unlicensed illegal activity which has the highest illegal employment fig-
ures.

—  The increase of social security contribution level, during 2001, negatively influenced as
a barrier for increasing the number of licensed subjects.

—  The unlicensed activities are mainly exercised in the outskirts of the cities as well as in
the rural areas.

_  The lack of coordination between the activities of the tax authorities and the State In-
spectorate of Labour and Institute of Social Security serves, in many cases, as a factor
that feeds the labour market informality. For example, in Tirana district the issuing of
tax certificates named “small business”™ has led to the reduction of judicial persons and
the possibility of informal employment by physical persons. Under these circumstances,
only 32 % of the employees employed in the small businesses have signed an individual
contract with the employer.

2.5 Migration

During the period 1999-2002, about 20-22 per cent of the population is reported to live out-
side the country.'” Therefore, the flux of emigration among Albanians remains about five
times higher than the average emigration flux in the countries under development. Mean-
while, in absolute value, the number of Albanian emigrants is steadily increasing. According
to the recent data of domestic and foreign researchers, the communities of new Albanian emi-
grants are located according to this ranking hierarchy:
Greece—Italy—>Germany—USA —other countries.

The policy of the Albanian government for the emigration aim at widening the legal and
organised emigration channels for Albanians. For this, the implementation of agreements
with neighbouring countries for seasonal employment is planned. Currently, Albania has such
an agreement with Greece (signed in 1996) and with Italy (signed in 1997). An agreement
with Germany for widening the language and professional knowledge of Albanian youth
through seasonal employment (signed in 1991) is also in force, but the numbers of partici-
pants are increasingly reducing. The government has promoted also the decentralised co-
operation between the cross border areas with Greece for the seasonal employment of Alba-
nian citizens, inhabitants of these areas, in the bordering areas of the neighbouring country.

By knowing and considering the problems of Albanian emigrants in the receiving emigration
countries, the attention of the Albanian government is concentrated on increasing the state
care for the emigrants outside the country, on facilitating the conditions of staying, legalisa-
tion and their living through an increase of contacts, exchange of information and co-

17 Barjaba, K., 2000, From Otranto to Vancouver: Emigration within the Context of Developments in Albania,
in Lanni, C. (ed) Albania A Country of Europe, EGA, Torino.
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operation with the governments of the receiving countries. As a result of this co-operation the
ratio of legal and illegal emigrants in Italy and Greece has been sensibly improved in favour
of the legal emigrants.

Emigration has started to operate as an important factor of reconstruction and economic and
social development of the country. From being mainly a surviving and consumption trend,
emigration tends to become more and more development and progress oriented. The remit-
tances from emigration are continuously increasing, accounting currently for 15-20 % of the
GDP. The remittances from emigrants have helped to finance about 60 % of the country’s
commercial deficit.'"® According to the data of the Bank of Albania, during the period 1996-
2001, the dynamic of remittances from emigration has been as follows:

Table 3: Remittances from the Albanian emigrants, 1996-2001

Year 1996 1997 1998 1999 2000 2001
Value in

million 499.6 266.9 452.2 368.1 530.8 615
USD

Source: Bank of Albania, Tirana, 2002

According to the Albanian legislation on foreigners (Law “On Foreigners” no. 8492 dated
27.05.1999), foreign citizens can be employed freely in the Republic of Albania. When the
employment period is more than three months, it is necessary to get a working permission.
Foreign citizens in Albania can be employed in three forms: as employees, self-employed,
and employers. According to the above law, for different employment status, are issued dif-
ferent working permissions. During the period of February 1996 till December 2002, working
permissions have been issued for about 5,000 foreign citizens, who work mainly in the sectors
of dental laboratories, construction, trade, services, education etc.

2.6 Labour market data and statistics

Statistics in the employment offices in the districts have as a main source the periodical re-
port of employers to the employment offices, an obligation foreseen by the Law on Em-
ployment Promotion. The quality of this report is quite different. It is closely related to the
awareness of employers for their common interests as well as to the services offered by the
employment office, based on the development of mutual understanding and co-operation.

In order to unify and to renew periodically the employment figures, the National Employment
Service co-operates at central and local level with the Institute of Social Security, State In-
spectorate of Labour. Additionally, periodic monitoring methods are used, such as the moni-
toring of labour force, surveys of living conditions etc. This is because the information com-
ing from administrative sources is partial and for this reason it does not discover the whole
dynamics and tendencies of employment and unemployment.

18 Albanian Emigration Study Centre, Tirana, 2002.
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In order to improve the statistic indicators of the labour market, in the framework of compila-
tion of the Strategy for Economic Growth and Poverty Reduction the following indicators are

also being monitored: i) Number of unemployed according to the unemployment period: 3, 6, .

9, 12 months; ii) Number of unemployed employed after a 6 month period of unemployment;
iii) Number of unemployed that have started a training course after 6 months of unemploy-
ment; iv) Number of job seekers after one year; iv) Number of job seekers after completing a
training course: vi) Costs for one trained person; vii) Costs for one person employed by the
employment promotion projects.

This requires that the employment offices should make necessary changes and improvements
in the existing documentation as well as in the method and regulation of employment service
operations. For this it can be recommended that due to the lack of the periodical surveys of
INSTAT, there should be organised simple surveys in some pilot areas aiming at the verifica-
tion of the data about employed and unemployed people. This requires the training of the staff
and the statistics services in the regional employment directory for applying the new indica-
tors of the labour market, the definition and unification of information sources, and the use of
relevant software etc.

In order to reflect better the labour market situation, the National Employment Service uses
an improved statistical programme. This programme is enriching the information about the
labour market; it contributes to more efficiency in the employment services and to the possi-
bility for monitoring the services, at local and central level.

Changes in the structure of unemployment (groups of work seekers unemployed, age-groups,
education level etc.) occurred as a result of the adoption of the international statistic indica-
tors, aiming at their unification. The reflection of number of job seekers according to the pro-
fessional groups, of changes in the increase or decrease of job seekers, the risk of unemploy-
ment according to the profession, the situation of newly reported job vacancies, as well as of
the level of mediation and qualifications, has been possible for the first time during the year
2001, by applying the new registration method at the employment offices. The improved sta-
tistical programme was launched by the specialists of employment offices statistics in May
2001. Currently, the organisation and information exchange at regional level has started to be
implemented. The processing of statistics at regional level is limiting the time of processing
and reporting the information at all levels.

3 Labour market policies

The increase of employment levels in Albania is done mainly through regulation and adapta-
tion of the demand on labour force than through the regulation of the offer. The adaptation is
done through the services that are offered and the programmes that are implemented, which
have the following aims:

—  Meeting the right of all citizens to be trained with services and to be financially sup-
ported in their efforts for finding a profitable work, suitable with individual qualities
and professional capabilities;
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_  Efficient administration of the programmes and efforts in the implementation process;

- Development of the labour force through investments for increasing the working and
self-working capability, flexibility, mobility, and competing capabilities etc. Meeting
these objectives leads to a better adaptation of the labour force to the market require-
ments.

3.1 Role of the Employment Services

The employment services are mainly responsible for the identification of the job seekers and
of new job vacancies created and offered by private businesses and other institutions. Match-
ing the demand with the offer, about 5 thousand unemployed persons per year are em-
ploycd.lg This indicator is low in proportion to the possibilities and number of employees that
operate in these services. This shows that the employment services are not efficient enough
and do not respond to the requests of the time. The employees of the public employment ser-
vice need to be qualified, to react more dynamically and with better results towards the busi-
ness behaviour in the market, in order to implement better the national employment strategy.

The Albanian government has defined the following priorities for increasing the role of the
employment services for the year 2002:

i)  Computerisation of employment services. The establishment of a general computerised
network for all the services and information of National Employment Service for Tirana
district;

ii) Development of advise services and career development;

iif) Implementation of programmes for professional advise of the young unemployed per-
sons;

iv) Implementation of programmes for economic and social rehabilitation of groups in need
(long term unemployed, young people, women, incapable persons etc);

v)  Establishment of job clubs as a new method of development and implementation of job
seeking methods;

vi)  Unification of methodology for operation of employment services in the whole territory
of the country;

vii) Unification of office documentation and employment services;

viii) Development and implementation of monitoring indicators, which will reflect the per-
formance of the services;

19 Ministry of Labour and Social Affairs, Tirana, 2002.
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ix) Review and improvement of the relations between the employment services and profes-
sional formation.

The establishment of a new local administrative organisation unit (Circuit) is also followed by
the reorganisation of the employment and social services at regional and local level. There-
fore, it is aimed that all social state services and the employment services will operate on
three levels: the central level (National Employment Service, State Social Service, Institute of
Social Security, State Inspectorate of Labour), the regional level (Regional Employment Di-
rectorate, Regional Directorate of Social Services, Regional Directorate of Social Security,
Regional Inspectorate of Labour) and the local level (Labour Office, Social Services Office,
Agency of Social Security, Labour Inspectorate).

The decentralisation of the social and employment services which is part of the complex
institutional decentralisation process is accompanied by the development and modernisation
of their system: creation of new services, strengthening of community based services, increase
of participation of the actors of civil society in offering services, widening of social dimen-
sion of business, involvement in offering social services of the private operators etc.

3.2 Passive labour market policies

The unemployment payment is part of the state policies, which provide income support for
the unemployed in the moment of becoming unemployed, aiming at the creation of conditions
for their returning onto the labour market. The unemployment payment programme supports
the unemployed in two forms:

—  Supporting the unemployed with an unemployment payment based on the social secu-
rity contributions;

—  Supporting the unemployed with the full salary of the job of the last year and minimum
salary at national level for the duration of one year.

During the years 2001-2002, the legal acts for paying unemployment benefits have been re-
processed and improved. Employees that have lost their job due to privatization or partial or
total closing of enterprises (employees of coal mines, geological service, Albtelecom, thermal
power plants etc.) benefit from a full unemployment payment.

Around 18,000 unemployed benefit every month from the unemployment payment service,
out of which 15,000 get the usual payment and 3,000 the full payment. This service is concen-
trated in some districts, like in Elbasan, Fier, Skrapar, Mirdita, Kruja, Kukes, Tirana, Vlora as
a result of privatization of the important economic sectors, such as the textile industry, min-
eral industry, extraction and diesel processing, reforms in the public administration etc. The
number of persons who benefit from the unemployment payments during the last years has
been reduced in average by about 10 % per year. The profile of the persons, who got the bene-
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fits during the year 2002, is as follows: 44 % are women, 33 % have elementary education,
56 % with high school education, and 6.6 % with university degree.’

33 Active labour market policies
In order to promote employment, the following programmes were or are being implemented:

The Public and community works programme has helped to alleviate the regional and terri-
torial differences in the unemployment level. This programme which was financed by the
Albanian government has been implemented during the years 1998-1999. The programme,
apart from the improvement of the infrastructure and essential living services mainly in the
rural areas, aimed also at the involvement of the community and the unemployed for imple-
menting these projects. In the framework of the Public Works Programme, about 730 projects
were implemented, most of which (about two third) in rural areas, and about 50,000 unem-
ployed were temporally employed.?!

Furthermore, the Albanian Development Fund has implemented about 1,000 projects of the
small scale socio-economic infrastructure (roads, water supply, schools, health centres,
bridges, irrigation systems, public buildings etc.) with a total investment value of about 60
million USD. These projects are spread all over the communities and municipalities of the
country. Almost every community has benefited at least from one project. The beneficiaries
of these investments are estimated to cover two thirds of the country’s population. Following
the investments made during the period 1993-2001, the Albanian Development Fund has tried
to create about 14,000 new jobs. About 3,200 new jobs were created only during the year
2001.

Currently, the employment promotion programme remains the main and the only one for
creating new jobs through the public employment services. During the years 2000 and 2001,
the state budget has financed about 3 million USD respectively for the implementation of the
projects in the framework of this programme. During the year 2001, about 200 projects were
implemented, through which 5,000 unemployed were employed, with an average employment
period of 7 months. During the year 2002, about 150 projects were implemented in which
4,000 unemployed participated, with an average employment period of 4 months.?? The big-
gest number of employed persons in the framework of employment promotion programme is
evident in the sectors of construction, cities maintenance, leather processing, clothes, food
industry etc.

The employment promotion programme is implemented with priority in the areas with high
unemployment levels, sharp social problems, and by taking into consideration factors such as

20 Albanian Emigration Study Centre, Tirana, 2002.
21 Ministry of Labour and Social Affairs, Tirana, 2002.
22 Ministry of Labour and Social Affairs, Tirana, 2002.
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the possibilities of private subjects for providing maximum possible employment, their opera-
tion in priority economy sectors and that ability to adopt to the changes of the labour market:

3.4  Professional formation as a priority of labour market policy

The professional formation expresses the ability of the labour force to respond to the de-
mand. Therefore, it includes: the preparation for employment; training; re-training; and pro-
fessional formation for preventing risks of non adaptation of the labour force to new tech-
nologies and other new structures of enterprises.

In Albania, the system of education and professional formation has existed for a long time.
During the last years, serious efforts have been undertaken for restructuring this system by
creating two levels: (I) a three-year training, for preparing qualified labour force, and (II) a
five-year training for preparing high qualified technician and managers of economic enter-
prises. In Albania, actually 43 technical and professional schools are operating.?

The professional formation system in Albania operates through public centres, and an in-
creasing number of centres of private subjects and NGOs. Actually 8 public centres of pro-
fessional formation are in operation in the biggest cities of the country: Vlora, Shkodra, Ti-
rana, Durres, Elbasan, Korga, Tepelena. Short term courses in different specialities such as
foreign languages, computing, secretary, auto-service, cosmetics, tailoring, repair of electrical
appliances, shoemaking, plumbing, electrician, repairing of radio television, welding, etc., are
organised in these centres. The period of courses varies from 6-7 weeks up to three to four
months.

The legal basis for education and professional formation in Albania is “Law on Education
and Professional Formation”, which has been approved by the Parliament in March 2002.
This law is based on the following main principles:

—  Respect of principles for developing a democratic society;

—  Strengthening of dialogue and increase of collaboration level between the social part-
ners and other actors interested in education and professional formation;

—  The right of each person to be educated and formed professionally as well as to select
the profession;

—  Utilisation of best experiences of Albanian education and professional formation;
—  Principle of life long learning;

—  Increasing the flexibility of education and professional formation system in order to
adopt the system better to the social and economic requirements and the needs of the la-
bour market;

—  Increase of decentralisation scale and financial autonomy of education and professional
formation institutions; ’

23 Ministry of Labour and Social Affairs, Tirana, 2002.
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—  Respect of all international conventions related to education and professional formation.

During the year 2002, over 7,000 persons have been trained in public training centres,
whereas about 3,000 persons in private centres. Apart from the management of public profes-
sional formation centres, big importance is given to the development of market offers for pro-
fessional formation with a wide participation of private centres. During the year 2001-2002,
the National Employment Service has licensed about 70 private subjects of professional for-
mation, from which one third are NGOs. As a result, there is an increase of the trained contin-
gent through the authorised private centres, which is related to the widening of the private
network of professional formation centres. Meanwhile the increase of the contingent trained
in the public centres is related to the widening of the activities of the existing centres, the ap-
plication of short term courses that responds more quickly to the labour market, and the open-
ing of new professional formation centres.

The biggest share of the professional formation courses is concentrated in Tirana. This is re-
lated to the better economic development and entering of foreign companies leading to the
free movement of unqualified labour forces towards the city. The most requested courses are
the ones of foreign languages and computing, by considering them as a possibility that facili-
tates the integration into the labour market. The most requested professions are the ones of
tailoring, hairdressing, electrician, and plumbers, professions that are considered as a good
possibility for employment and self-employment.

The development of the professional formation system in Albania is currently encountering
the following difficulties:

—  The development of the professional formation system is conditioned by the develop-
ment of the labour market. But the studies of the labour market still do not give accurate
data related to the training needs analysis;

—  The relations of the professional formation centres with the social partners (employer,
trade unions) and the local power are still weak;

—  The standards of professions are missing or are insufficiently developed;

—  The structures for developing curricula and almost all the texts and necessary education
materials are missing;

—  The system of evaluation and certification of course attendees is missing;

—  The system of primary and continuous qualification of the instructors is missing or is
not very developed and the efforts for their qualification are sporadic.

The experience of employment services operation during the first transition decade, 1991-
2001, has shown that the professional formation is not within the right place in the framework
of employment services, but it is considered as a non priority service. Taking into considera-
tion the actual unemployment situation, structure and needs of labour market in Albania, the
composition and the actual capabilities of the Albanian labour force, qualification and profes-
sional training are considered as one of the best ways for promoting employment and re-
establishing the balance between the requested professions from the private sector compared
to the ones offered actually by the labour market. The priority of the professional formation is
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one among the most distinguished indicators of moving towards active employment policies.
This priority is related to the following aspects:

i)  Orientation on professional formation towards the professional and technological prepa-
ration of the whole population. This includes also all the former employees in sectors
and professions that are not any more demanded (workers and specialists of mines, min-
eral processing, management of agricultural cooperatives etc).

il)  Orientation on professional formation towards the professions and sectors which tend to
be future priorities of the economic development of the country: construction, services,
hotels, tourism, clothes, processing of agriculture products, contemporaneous communi-
cation technology, handicrafts, including the traditional handicrafts.

iii) Increasing the coverage of professional formation for the unemployed people. Actually,
it results that the professional formation through the public formation centres “proc-
esses” no more than 6 % of the human resources per year currently unemployed.

iv) Placement of the professional formation on a more complete, coherent and legal basis,
as well as its functional and complementary relations with the professional education.

v)  Giving priority to the professional formation also in the framework of projects financed
by the donors.

vi) Promotion of the competition between the public and private services of professional
formation.

vii) Promotion of collaboration between the public formation centres and private business.
The tradition for promoting and financing the formation through big business companies
operating in the country is not established yet. This tradition is considered to be an im-
portant financial potential and institutional capacity. The private and state formation
structures suffer from the lack of funding for carrying out their activity, due to the lack
of sufficient state funds, as well as to the lack of payment ability among the population
interested to be trained.

viii) Professional formation of social groups in need, through social business. During the
year 2001, the first project of social business was implemented in Albania, which aimed
at the employment of three children categories: orphans, street children, and incapable
children. The implementation of this project is carried out with the funds and based on
the co-operation of serious business partners, some important banks of the country, Co-
ca-Cola Company, “Rogner” hotel (Austrian enterprise) and also the well-known cell
phone company “Vodafone” which later joined the project.
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4 Conclusions and recommendations

The employment services shall take priority in proportion to the services and social care. The
professional formation should start to be considered as a service with more priority in the
framework of employment service.

The programme of Economic Assistance, implemented during the last decade, for support-
ing the groups of population at or under the poverty level, has influenced easily the alleviation
of the economic poverty impacts. But being a standard programme, passive and curing, it has
not achieved the proper rehabilitation and motivation of the persons who benefit from this
service. Therefore, it does not serve to alleviate social exclusion and to promote social par-
ticipation. This would require a better targeting by taking into consideration the circum-
stances and regional and territorial refractions of poverty and its direct relations with the em-
ployment services. The passive character of the Economic Assistance scheme requires the
establishment and consolidation of the mechanisms for promoting the economic and social
participation by being applied complementary with the employment promotion pro-
grammes, professional formation, social services and promotion of community life.

The role of state institutions offering social and employment services should decline gradu-
ally. Priority should have their role in identification, coordination, monitoring, controlling,
and evaluating of the different programmes and private implementing agencies. The coopera-
tion of the government institutions with the civil society should be accompanied with respon-
sibility divisions on contractual basis, in order to define clear functions and roles in offering
employment and social services.

Currently, the services offered by private providers are still in their embryonic phase. Their
promotion and development would be a competitive way of providing sustainability, reduc-
tion of cost and increase of efficiency of social and employment services, community and
state services.
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BOSNIA AND HERZEGOVINA

1 Specific features of Bosnia and Herzegovina (BiH)
The last decade makes BiH specific and different from other countries in transition.

The war broke out, resulting in horrendously tragic consequences. It lasted for almost four
years and changed the social and economic picture of the country. Out of 4.4 million pre-war
citizens, 250,000 lost their lives, among them mainly men. Around 28 % of the entire popula-
tion was evicted or displaced as a result of the war. Many generations lost several years of
education. Tens of thousands of persons saw the end of the war with various levels of disabil-
ity. Numerous families remained with one parent only; many children became orphans. The
economy and its infrastructure were destroyed; agricultural production was devastated; and
the segment of the population which could have become the major pillar of an economic re-
covery was displaced.

The war came to an end with the Dayton Peace Accords which provided preconditions for
peace and reconstruction of the country. The peace and state building processes have been
very slow, with an extremely high intensity of ethnic, social, political and regional con-
flicts. Since the war ended in a win-win situation, without a winner or a loser, all latent con-
flicts and issues which generated the hostilities remained after the end of the war. Hostilities
and intolerance were reproduced. It is not possible to resolve a conflict in a climate of fragile
tolerance, within a short period of time. The political forces who led the country into the war
cannot be the forces of changes and tolerance. The Dayton Agreement, although it stopped the
war, grew over the past seven years into a narrow framework, ineffective to support strong
integration processes within the country and its economic recovery.

Normalisation of lives and economic recovery have been too slow. The formation of institu-
tions at the national level is not yet complete even after seven years. The dominance of enti-
ties over the state has been intensified. Instead of progress, the state of temporariness and lack
of confidence of citizens in all spheres of their lives, from the place of residence to the eco-
nomic recovery, has been increasing. Such a situation in turn brought about a situation which
is characterised by corruption, i.e. close connections between the authorities in power and
criminal elements preventing in various ways the functioning of economy on the principles of
law, but supporting political dominance and unlawful acquisition of capital, as its basis. The
consequence of the absence of a fully functioning state is the lack of confidence on the part
of citizens in the system and its values, in the structures of authority and their intentions. On
the other hand, the authorities are shifting their inactivity and lack of will for reforms to the
international community and its representatives who have quite a significant share in the state
administration.

Returns of refugees and displaced persons are obstructed by diverse actions of both formal
and informal nature. Return of citizens to their pre-war homes and places of residence and
properties is one of the fundamental rights and responsibilities enshrined in the Dayton
Agreement. That right is being denied by the state authorities through various actions of for-
mal nature. The High Representative for BiH has had to intervene on many occasions by im-
posing laws superseding domestic legislation, with the aim to ensure the possibilities for the
people to realise unimpeded returns. Returns are the basis for annulling the outcomes of the
war, ethnic cleansing and also a basis for economic recover and employment. How could so-
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someone start a business if he or she does not know where he or she is going to live and if he
or she is prevented from using his or her property freely?

Bearable politics or the climate conducive to returns has not yet been established. Political
decision-makers are continually working on the destruction of the system and the creation of
policy of uncertainty, instead of creating presuppositions for sustainable recovery and clear
and transparent transition. The reform processes are predominantly initiated by the interna-
tional representatives and their institutions which exist in parallel to the domestic structures.
As a result, the vision of the BiH development is unclear, reforms are slow, while the progress
is limited.

2 Social consequences of war and slow reforms

The failure to take efficient reform steps resulted in a constant increase of poverty. Extreme
poverty which implies income below 1 $ per day has been alleviated by huge international
aid provided in different forms, scope and quantities and for diverse purposes. The interna-
tional community has so far invested around US$ 5,1 billion in the reconstruction and recov-
ery of BiH. That investment led to an average growth rate in the past five years of around 25
percent. Employment has been halved; inflation has been reduced to some 3 % at the national
level; all major damages of infrastructure have been repaired. Despite the great assistance
which BiH has received, slow measures taken by fragmented authorities have annulled the
effects of aid, directing its major portion to expenditures and maintenance of the administra-
tive structure, instead of the overall development.

Devastated economy and infrastructure and obsolete technology as well as the loss of work-
ing population complicate the situation even further. As the processes in BiH are linked as
communicating vessels reflected in cause-and-effect relationships, the situation is continually
dependent on politics and will. Without returns, there will be no qualified labour force in
some areas of the country. There will be no working class available for the economy. Returns
of only elderly people, above sixty, to some areas do not provide conditions for economic
reconstruction and changes of relationships in the economy. The young people find it more
difficult to return and restore their lives in their pre-war places of residence, while the authori-
ties are conscientiously generating uncertainty, failing to provide conditions for safe returns
and lives of the people who were evicted by force from their homes during the war.

Privatization has been conducted without a clear concept, a unified strategy at the state level
and without fresh capital. Instead of fast and well-devised reforms, there is apathy producing
various forms of malversation and irregular combinations in the privatization process. The
economy was either destroyed or devastated during the war. However, what remained intact
was ruined in the post-war period due to the lack of care and vision. In view of the specific
features of the BiH economy, which was base and industrial, numerous workers were dis-
missed as a result of divisions and ill devised privatization concepts, without any support of
the authorities to the new processes or employment. The consequence is a very slow reform
and economic recovery.
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According to IMF estimates, BiH should have reached in the year 2002 the pre-war GDP per
capita, which was around $ 2,200 in 1991. As of today, it is around $ 1,100. According to
new projections, the GDP of 1991 will be reached in 2010, under the condition that necessary,
clear and decisive reforms are implemented, which has not been practised by the governments
in power so far. The presented data show that the population of BiH will lose around 18 years
of development, even under the condition of accelerated reforms.

A high unemployment rate reaching almost one half of the working population is another
result of the war and its aftermath. Although the situation is dramatic, the authorities have
managed to minimise the pace of social processes by their political ideas ranging from nation-
alism to divisions on various options and groups. Low labour force concentration, fragmenta-
tion of the labour market and extremely limited labour and territorial mobility have contrib-
uted to neutralising and marginalising the social consequences. Since a seven year period has
brought to surface the difficulties of material and social situation of the population, the au-
thorities have begun to engage themselves more in creating the presuppositions necessary for
recovery and improvement of the material situation of the population. Still, the conditions are
continually very rigid and restrictive. The absence of a clear concept of reforms is the major
obstacle to all measures aimed at bringing changes.

Regardless of the whole series of social measures, great promises by the authorities regarding
social rights and security of the workers during unemployment or various modalities of wait-
ing for employment, dismissal due to privatization, disability and so on, many citizens are in a
difficult financial and existential situation. According to the reliable data, 19 % of the
population live below a general poverty line, while 30 % are immediately above that line.
Poverty is widespread in BiH and includes different groups of the population. The categories
particularly exposed to risks are children, displaced persons and returnees, the unemployed
and persons with low qualifications.

3 Employment and unemployment

By the end of June 2002, 610,924 people were employed and 426,670 were unemployed, so
that the overall unemployment rate was 41.1 %. Among the total number of the unemployed,
46.3 % are women. Almost one third of the unemployed are demobilised soldiers and 4 % are
families of killed and disabled war veterans. In late September of 2002, a research was con-
ducted with the aim to show that the unemployment rate is much lower, around 20 %.2 The
difference accounts for hidden or informal employment on the black market. The research
results make clear, however, that there is no appropriate registration of the sructure and
movement of the labour force.

1 In the Federation, the unemployment rate was 42 % and in the Republika Srpska 39.5 %.

2 In my personal judgement, as the sample included 5,000 citizens in non-representative towns, the results of
the research should be taken into account with some reserves.
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The structure of the employed has changed since 1990. Out of the total number of employ-
ees, 27 % work in the public sector. The employment in production has gone from 41 % down
to 32 % in 2000. The share of administration has almost doubled (from 5.9 % to 11.6 %), whi-
le the share of employment in the trade sector increased by over 30 % (from 9.1 % to 14 %);
the share of employment in education increased as well (from 5.8 % to 8.5 %). But the
employment situation will become different if we take into account the fact that around
25,000 foreign nationals work in various missions in Bosnia employing around 10,000 local
employees.

Another characteristic is related to the obsolete skills of the labour force and the lack of har-
mony of the education system with the new economic requirements. BiH had a base industry,
with a low accumulative and educational structure. New technologies require a higher level of
education and specialisation of the labour force.

Many displaced persons and returnees are in a difficult situation. They cannot find jobs or
start their own business. There are a lot of serious obstacles to their labour activity of both
formal and informal nature. The problems of employment will increase if we take into ac-
count the fragmentation of Bosnia and Herzegovina’s market. This diminishes the demand for
labour force, reduces mobility and creates market instability of a great magnitude.

Negative trends in employment have resulted in the brain drain of the young people from the
country. According to one opinion poll, 65 % of the young people said they would wish to
leave BiH and seek employment elsewhere. According to various sources, more than 90,000
young people from both entities left Bosnia since 1995.

A certain number of the currently unemployed people, who were employed in the past, are
entitled to get the compensation amounting to 117 up to 240 KM in the Federation and
around 70 KM in the RS. As the funds for that purpose are not available in sufficient quanti-
ties, only 3,320 former workers in the Federation and 1,586 persons in the RS receive that
form of compensation. The unemployed in both Entities are entitled to health protection under
the condition that they are registered as unemployed persons. The funds for the payment of
contribution for heaith insurance in the Federation are provided from contributions paid from
the salaries and from the budget of the RS.

As in many other poor societies, the family is the major source of social and economic sup-
port. Social consequences are alleviated by families and relatives. Those who live abroad
support their relatives through different measures and activities. Institutional support is almost
negligent, as there is no legislation or a financial basis for assistance to families and their
members in case of unemployment or difficult material and existential conditions.

4  Key problems in the field of employment

The system of registration of the employed and the unemployed is inadequate. There is no
single institution which would register unemployed and coordinate employment policy at the
national level. Such registration is only done at the Entity level. But the data of the Entities
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are not reliable. Most of the international institutions, including the World Bank, have suspi-
cion on the data maintained by the Entity institutions. Since the data on the numbers of the
employed and the unemployed are being manipulated for the purpose of presenting the au-
thorities’ effectiveness or ineffectiveness, the data are interpreted differently. However, it is
encouraging that the law by which a responsible institution will be established at the state
level is in the process of being drafted.

There is a high level of employment in the informal sector in Bosnia and Herzegovina. Citi-
zens are forced to cope with the situation of unemployment on their own, and they are identi-
fying various means of sustaining life. The authorities have not created a positive or stimulat-
ing framework for legal employment. According to the research conducted in that field, there
is an extensive gray labour market, i.e. a hidden potential for both individuals and the em-
ployment management system. It particularly refers to the situation of privatization and the
firms which are being privatised and implementation of agreements with the aim to present a
fictitious employment, while the real picture is totally different.

In addition to the gray market, there is also a widespread black market, which is specific in
BiH. BiH did not have its state border service for almost five years. The borders were com-
pletely open and suitable for black economy. Revenues from customs and taxes were local-
ised and levied at the Entity level, which resulted in two separate markets within the same
country, within which legal norms were not complied with. Negative trends were stopped
with the establishment of the customs system and collection of revenues at the state level. The
actions taken will contribute to the establishment of the rule of law and reduction of criminal-
ity, corruption and other forms of malversation. The level of employment will increase and
facilitate the creation of a single market.

The low mobility of workers is a result of serious obstacles to returns to properties and jobs.
The mobility is conditioned by poor economy and low level of demand. The Entities and re-
gions are closed and burdened with a high unemployment rate. The development planning is
fragmented and done spontaneously, without any major undertakings which would contribute
to reducing the unemployment rate and increasing economic growth in the country. In view of
such a situation, the chances of the workers trying to increase their salaries and revenues are
limited.

The requirements for starting a business are very strict and require lots of funds; that most of
the workers decide not to comply with the norms and thus find jobs in gray economy. A huge
bureaucratic apparatus, superiority of administration, huge taxes and other burdens discour-
age both domestic workers and foreign investors. Many potential investors in BiH opt for
giving up investing in the country due to complicated procedures, high taxes and fees. The
consequences of this situation are decreased investments and international aid and the loss of
confidence on the part of foreign investors in the ability and will of BiH authorities to change
the situation and begin fast and effective reforms.
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5  Steps taken towards reforms

The Employment Law and the Code of Labour have been enacted at the Entity level, under
a strong pressure of the international institutions. The basic characteristic of these laws is that
they are inconsistent, partial and contain many undefined solutions concerning workers’ status
and rights. Since the field of labour and employment relationships is a part of the entire eco-
nomic system, both laws will remain abstract and unrealistic without other laws and specific
measures. Even good provisions and solutions will lose their sense if they remain partial and
ineffective in terms of increasing employment, labour rights and economic efficiency.

The Law on Job Placement and Social Security of Unemployed Persons was adopted at the
level of Republika Srpska, while the same Law was imposed by the High Representative in
the Federation of BiH. But the institutional structure established by the laws is not function-
ing and is disadvantageous rather than advantageous to the workers and the unemployed. The
revenues flowing into those institutions are used irrationally and without a specific purpose,
thereby weakening further the already weak labour basis and affecting the employment pol-
icy. From the above-mentioned information it is clear that no more than 3 % of unemployed
persons receive some form of assistance during the period of search for employment, which is
still a much lower amount than that of the costs of administration of the institutions in charge
of the job placement process.

The agreement on the establishment of an Economic and Social Council in the Federation
and a similar body in the Republika Srpska was concluded. There are legal and political pre-
suppositions for a social dialogue. In reality, the dialogue does not exist; there is the domi-
nance of the state authority, without respecting partners, i.e. employers and trade unions.
Although it is a new process, rather unknown in Bosnia and Herzegovina, it is obvious that
both employers and trade unions and the governments are poorly motivated for a dialogue.
The dialogue implies respect for and leaving a monopoly which the state has had in economy
and the labour market.

A series of actions have been taken towards the establishment of a single economic space. As
one state cannot be functioning with several markets existing in parallel or conflicting each
other, it was necessary to take a series of measures which would regulate the functioning of
one market and the establishment of rules. The measures are a combination of legislative,
political and economic measures with the aim to harmonise relations in the field of labour,
mobility and security of investment of capital, more transparent privatization and a clearer
economic vision of the development of the country.

6 Development strategy and employment policy

It is encouraging that an agreement of all reform forces to start with a development strategy
for BiH has been achieved. The strategy is a test by which the commitments of the new politi-
cal forces and authorities in BiH to reforms can be evaluated.

58

BOSNIA AND HERZEGOVINA

The strategy has the following priorities:
1. Establishment of a single economic space;

2. Improvement of the business climate for domestic and foreign investments and comple-
tion of the privatization process;

3. The rule of law and the establishment of efficient mechanisms for fighting corruption;

4. Establishment of an adequate system of social and health protection and of an education
system;

5. Coming closer to the EU integration through the Agreement on Association and Stabilisa-
tion;

6. BiH integration in the world’s global economic flows by attracting foreign investments
and the BiH membership in the World Trade Organisation (WTO).

Most importantly, the entire strategy is aimed at decreasing the rate of poverty by establishing
an adequate economic and educational system and creating new conditions necessary for the
functioning of the labour market and eliminating unemployment. But its implementation will
require political will and decisiveness, which we, unfortunately, continually lack. Reform
initiatives are being mainly generated by the High Representative and the international com-
munity and less by the domestic authorities and political forces.
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BULGARIA

1 Introductory remarks

The Bulgarian economy in spite of the progress after the budgetary and financial stabilization
since 1997 so far has not achieved the needed sustainable growth. The delayed structural
reforms, non-transparent privatization, the lack of investments and the deteriorated export
index considerably decrease the competitiveness of the Bulgarian economy. The World Eco-
nomic Forum's Global Competitiveness Report 2002-2003 marked Bulgaria's current com-
petitiveness index is 68 among 80 countries. Bulgaria is still ranking last in GDP per capita
between Central and East European Countries (CEECs). In most regions, there are only few
economically vital enterprises. The profitability of enterprises deteriorates. They become
more and more indebted towards the employees, the budget, the social insurance and provid-
ers of raw materials. The private sector, which was supposed to cushion unemployment func-
tions for the most of its part within the scopes of the shadow economy discrediting the whole
system of legalized labour relations.

The economic environment in the country is unfavourable for production, because of insuf-
ficient demand and lack of export possibilities. As a consequence the production facilities and
the work force are underemployed. The market-oriented changes of the enterprises have been
made with no serious measures for alternative employment. Low domestic and foreign de-
mand was the main reason for the fall of receipts. Bulgaria posted a cumulative biggest trade
gap for the last years. In the taxation policy — a very sensitive area of direct interest for the
business community and the population — an increase of the taxation burden on the low-
income strata of the people has been observed. Although tax liberalization could have created
significant potential for the increase of revenues and real preconditions for economic growth,
the expectations for 2002 indicate that the purchasing power of the population would decrease
and the effect on the businesses would be insignificant.

The standard of living and incomes are far below the threshold for decent existence.' Nomi-
nal incomes have increased but household spending has grown more than 50 % of the in-
comes which are spent to guarantee the physical survival. There is still no officially declared
poverty threshold. The incomes are widely diversified. There is a striking need for relevant
socially just income policy. Restricted incomes have negative effect on internal demand while
they could be a key factor for economic growth. However, the grey-market economy repre-
sents an additional 30 percent of the economy, according to the last Bulgarian National Bank
(BNB) calculations, based on ‘money demand’ methodology.

The employment is in direct correlation to the low economic growth in most regions, where
entire enterprises are closed down and the employment possibilities are significantly reduced.
The number of unemployed and partially employed workers increases continuously, espe-
cially in the winter period when the seasonal jobs are over. The youth and women unem-
ployment emerge as one of the most stable categories of unemployed people on the labour
market. The coming up of long-term unemployment is also one of the problems with most
serious consequences. The minority and mixed demographic population regions are particu-

1 The official National Statistical Institute (NSI) has informed that per-capita GDP is only $1,690 in 2001,
which is 28 % of the EC 15 countries’ average of 100 %.
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larly endangered. The working conditions, characteristic rather for the beginning of this cen-
tury and determined by the production machinery state as well as the technology are ex-
tremely unfavourable factor exerting influence on the labour productivity as well as directly
on the workers health and life. The policy of additional payment for work in unhealthy envi-
ronment, based psychologically on higher income turn of mind and the prevention policy im-
plementation, instead of investments for labour conditions amelioration brings labour quality
degradation and higher mortality rate.

2 Labour market and employment

Bulgarian society is multi-ethnic. According to the 2001 census, the total population of Bul-
garia amounts to 7,973,673 inhabitants. 4.6 % of the population identified itself as Roma whi-
le 9.5 % (757,499) considered itself Turkish by ethnic origin on. Some experts estimate the
total number of Roma in Bulgaria between 700,000 to 800,000. Bulgaria's population has
been continuously declining since 1989, with a fall of 8 % between 1989 and 2000. Accord-
ing to last Census data (2001), total population went down by a further 2.2 % down to 7.97
million in 2001.

2.1 Employment situation

The working age population (aged 15-64) has been declining by nearly 350,000 (or 6 %)
since 1989 and stood at 5.56 million in 2000. The demographic decline is forecasted to last
over the next decade with an estimated further fall of 7.6 % for the total population, and of
5 % for the working age population while the number of children under 15 would decrease by
more than half by 2012. The demographic decline is largely accounted for by the negative
natural growth rate but in the early 1990s. Bulgaria also experienced migration outflows to-
wards bordering countries, in particular Turkey. Migration outflows amounted to 650,000
people from 1989 until the mid-1990s, decreasing from 215,000 in 1989 to 54,000 in 1995. In
addition, there were important internal migrations (during the 1990s, the North-Central and
North-East regions were the most affected by migratory outflows towards other regions). Two
regions (so called ‘planning regions’ in terms of EU definition), the South-West — which in-
cludes the capital city and its area — and the South-Central concentrate 52 % of the working
age population. According to the 2001 Census, 70 % of the total population live in urban ar-
eas.

The participation rate for those aged 15-64 was 66.5 % at the time of the first Labour Force
Survey (LFS) in 1993, down from the high levels from the pre-transition period. After a con-
tinuous decline until 2000, down to 60.1 %, it started to rise again in 2001, but at 61.9 %, it
was well below the EU average of 69.2 %. The size of the labour force contracted from 3.76
million in 1993 to 3.35 million in 2001. Until 2000, the decline in participation was of the
same order for men (from 71.2 % in 1993 to 64.8 % in 2000) and women (from 61.9 % to
55.5 %). In 2001 female participation increased substantially (up to 58.0 %) while men's ac-
tivity rate continued to decline (to 64.0 %). Again, participation rates for both men and
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women are below EU averages (78.1 % for male, 60.2 % for female in 2001). The drop in the
activity rate concerned all age groups except the 55-64 for which it was 29 % in 2001, 3.8
points higher than in 1993. In the 25-54 age group the participation rate went down from
nearly 88 % in 1993 to 82 % in 2001 (84.2 % for men and 79.2 % for women). The decline
was particularly sharp for the younger age group 15-24 (from 43.0 % in 1993 to 31.3 % in
2001) and for young women, in particular (from 43.2 % to 30.4 % in 2001).

The average educational levels in the labour force are relatively low: in 2001, according to
the LFS, only 23.5 % had post-secondary (higher and semi-higher) education, 55.4 % had
secondary education and 21.3 % primary or lower levels of education. Of those with secon-
dary education, 70 % have a secondary vocational and technical education. However, among
the prime age groups, vocational education is likely to correspond to skills and occupations
which are no longer in demand. Participation in initial education does not show visible im-
provements in that respect: enrolment rates in higher and semi-higher education appear ex-
tremely low by international standards, a substantial share of young people does not continue
secondary education and a significant proportion does not even complete basic education.

Employment showed a dramatic decline at the beginning of the transition period. Between
1990 and 1993, total employment decreased by 875,000 or 21.4 %. After a short period of
stabilization between 1993 and 1996 it declined again by a further 345,600 or 10.5 % between
1996 and 2001. Since 1990, employment went down by 28.2 % representing a total loss of 1.2
million employed people. Employment appeared to be highly responsive to output variations
but only in the early 1990s (1990-1993) when overall employment went down by 9.6 % while
real GDP fell by 8.6 %. During the crisis of the mid 1990s (between 1995 and 1997) em-
ployment decreased by only 2.6 %, while GDP dropped by 16.5 %. The economic recovery
that followed was not sufficient to have a positive impact on employment. Despite a GDP
growth of between 2.3 % to 5.4 % between 1998 and 2001, employment continued to decline
by a further 9 %.

The restructuring of the economy, in particular towards the services has not yet resulted in a
substantial reallocation of jobs between the three main sectors. The share of industry in total
employment went down from nearly 45 % in 1990 to 27.6 % in 2001, while the share of agri-
culture increased from 18 % to 28 % and that of services from around 37 % to 44.6 %. There
are two major trends:

—  First, the importance of agriculture whose share in employment is 6.5 times higher than
in the EU (about 4 % in the EU).

—  Second, the low contribution of services to employment with a share in total employ-
ment of only two thirds of that in the EU (69 %). Bulgaria, unlike most European coun-
tries, has not yet succeeded in developing substantially services, and job creation in this
sector has obviously not reached the critical size to enable it to compensate for the dra-
matic job destruction in the industry.

The decline of public employment has been continuous but fairly irregular. After a substan-
tial decline in the early years of transition (by 40 % between 1990 and 1993), the pace of de-
crease slowed down in the mid-1990s (public employment decreased by 25 % between 1993
and 1996) and has since, accelerated again (-54.7 % between 1996 and 2001). In 2001, public
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employment was just about a fifth of its level in 1990. Although overall employment was fal-
ling, private employment grew sharply at the beginning of the transition period albeit from a
low starting point. In absolute terms, private employment nearly quadrupled from 241,600 in
1990 to 912,200 in 1993. Thereafter, the growth of private employment continued although at
a considerably slower pace. Following the development of a new private sector and the recent
acceleration of the privatization process, the overall share of private employment rose from
around 6 % in 1990 to 68 % in 2001. Employment is entirely private in agriculture (97.5 % in
2000) while the share of private employment is around 78 % in construction and 77 % in the
rest of industry. Apart from a few sectors like trade-repair, hotel-restaurants and financial ac-
tivities, privatization appears to progress much slower in services, where private employment
represented just a half of total employment in 2001.

A view on the employment status provides for the following data: From the total employed
in the 15-64 age groups in 2001, 85 % are employees, 13 % self-employed and employers,
and 1.5 % unpaid family workers; 27 % of the self-employed are themselves employers. The
majority of the self-employed and employers are employed in the services sector (47.6 % and
69.4 % respectively). Only 3 % of the employed (15-64) worked part-time in 2001. The dif-
ference with the EU is particularly marked for women (3.5 % in Bulgaria, 33.4 % in the EU).

Bulgaria has a sizeable informal sector which employs a significant share of the workforce
mainly in precarious and low productivity jobs, without employment protection. The share of
Bulgaria's grey economy is 36 % of GDP for the 2000-2001 period. The major issues generat-
ing shadow economy is the lack of confidence in the institutions, the corrupt administration,
lack of guaranteed ownership rights and high overhead costs. Comparison of the data from the
LFS with the ones of the administrative statistics of the Employment Agency (EA) about the
registered unemployed for the last years indicates the existence of informal employment in
the country. *Worrying is the fact that, analysing the data of the last years LFSs, it is found
that the value of shadow employment in the Republic of Bulgaria increases. This is confirmed
also by the fact that many people register at the Labour Offices in order to be able to get ad-
vantage of certain benefits or preferences.

2.2 Level and structure of unemployment

Unemployment peaked in 1993 when according to the LFS there were 814,600 unemployed,
representing an unemployment rate of 21.4 %. The unemployment rate then started to de-
crease and was down to 14 % for the period 1996-1998. Since then, the contraction of the
labour force has slowed down and came to a halt in 2001 while unemployment has been on a
rise again. The unemployment rate reached 19.6 % in 2001, showing a particularly strong
increase over the previous year.

2 This method for detection of shadow employment is used in many countries. As per data of the European
Commission, the size of the non-announced economy in the EU may be assessed between 7 % and 16 % of
the GNP of the EU, to which would correspond between 7 % and 19 % of the total announced employment.
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Except for in 1993 and 1995, the female unemployment rate has always been similar to or
slightly below the male rate. In 2001, the male unemployment rate increased more sharply
(by 3 percentage points up to 20.9 %) than the female rate (by 2 percentage points to 19.8 %)
mainly because of a strong increase in female labour participation. Both, unemployment rates,
and the male rate in particular, were substantially higher than the EU averages (6.6 % for
men, 8.9 % for women). Since 1993, the unemployment rate of the 15-24 age group has al-
ways been about twice as high as the unemployment rate for the 25-54 group. In 2001, it
stood at 39.5 %. The situation is similar for young men and women compared to adults. The
unemployment rate for the older age group (55-64) has been rising since the end of the 1990s
and was 17.2 % in 2001.

Long-term unemployment has been steadily rising in recent years. In 2001, according to the
LFS, 62.7 % of the unemployed aged 15-64 (or 12.4 % of the labour force of the same age
group) had been unemployed for one year or more. The very long-term unemployed (more
then two years) represented more than two thirds of the long-term unemployed. The share of
long-term unemployed among the total unemployed is about the same for men and for wo-
men; in 2001, the long-term unemployment rate was 12.9 % for men and 11.7 % for women.
Long-term unemployment is also high among young unemployed.

Unemployment disproportional affects persons with lower levels of education and blue-collar
workers in all age groups. In 2001, people with upper-secondary education had an unem-
ployment rate of 8.8 % well below the 19.2 % overall rate for the 15-64 (and the 18.8 % and
32 % for those with secondary education and with primary and lower education respectively.
Almost 50 % of the long-term unemployed and 70 % of the young long-term unemployed
have educational attainments at primary education or below. The exit rate from unemploy-
ment is 17 % for workers with primary education compared with 26-28 % for those with sec-
ondary education.

Bulgaria shows sizeable regional differences in unemployment. In 2001, only the South-
West had an unemployment rate for the 15-64 age groups well below the national average
(14.6 % compared to 20 %). It was just under or at the average in the South Central (18.7 %)
and North-Central (20 %) regions while the South-East, North-East and in particular the
North-West regions had unemployment rates between 23.8 % and 29.7 %. The regional un-
employment gap appears to have widened during the last few years. The geographical mobil-
ity of the labour force is low.

Systematic data on relative labour-market outcomes for ethnic minorities are not available.
However, it appears from various sources that both groups, and the Roma in particular, are
significantly disadvantaged. According to the background study, unemployment and in par-
ticular long-term unemployment is widespread among the Roma population and Bulgarians
Muslims. A large number of Roma were laid-off in the early 1990s and in the Roma commu-
nity, the unemployed are estimated to represent around 80 % of the population of active age.
Only around 10 % of the Roma have continued to practise their traditional crafts and 8.5 %
own farming land.

The disabled also form a significant minority who have difficulty accessing the labour mar-
ket. The problems of the disabled are very different from those of the minority groups; not
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only should they overcome educational and training barriers but physical problems also ham-
per their access to employment opportunities. Measures are required to assist individuals in
overcoming these issues and enabling them to demonstrate their ability to contribute posi-
tively to the economic and social development of the country.

Sharp falls in economic activity and a sharp increase in unemployment and poverty accompa-
nied the political and economic reforms initiated in 1990. The social impact of reforms in
Bulgaria has been particularly high compared to other CEECs due to frequent political chan-
ges, to a lack of taking painful decisions related to the restructuring of the economy and to
incoherent macro-economic policies.

2.3 Labour market statistics

Data about unemployment in the country are available from the administrative statistics of
the Employment Agency — EA (former National Employment Service — NES) and from the
Labour force surveys (LFS) of the National Statistic Institute (NSI). Although these two sour-
ces cover one and the same indicators, they are not identical but complementing each other:
The EA reports the number of persons in active age registered at the Labour Offices, who
declare that they are unemployed, that they are active bob-seekers and are available to start an
appropriate job or to be enrolled in a course for vocational qualification.

The data from the LFS give broader information concerning persons who are looking for a job
not only through the Labour Offices, but also by establishing direct contacts with employers,
collaboration of relatives, acquaintances etc. The LFS gives information about the job-seekers
in broader age range: persons above the age of 15 years, who identify themselves as unem-
ployed whereas the unemployed registered at the Labour Offices are between 18 and 55 or 60
years, for women and men respectively. Within the LFS there are also reported data about the
so-called “discouraged workers”, i.e. persons, who are willing to work but are not actively
seeking jobs because they think it is impossible for them to find any.

3 Employment policy
31 Main problems

Fundamental reforms on the labour market in the past transition years brought substantial
changes in the patterns of labour force demand and supply in the country. As a result, in the
period 1991-2002 the supply of labour force exceeded the demand thus resulting in the forma-
tion of massive number of unemployed labour force. All Bulgarian Governments have under-
taken definitive actions for restructuring the Bulgarian economy, facing in their employment
policy almost the same following problems:

—  The declining activity rate combined with the negative demographic evolution has
resulted in a contraction of the labour force. The unemployment level in the country is
higher than the one observed in most of the CEEC. The principal structural features of
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unemployment are: substantial long-term unemployment affecting some 13 % of the la-
bour force in 2001; particularly high unemployment and long-term unemployment
among the less educated; and high youth unemployment and wide regional variations.
There is also high unemployment among the older citizens resulting from the increase
of pension age and the demographic process of population ageing.* Although down
from its peak in 1993, the unemployment rate has remained high.

—  The employment rate is on a downward trend as a consequence of the negative im-
pact on the labour market of the structural reform-related processes, such as mass lay-
offs as a result of privatization, and the reform in defence, education and healthcare sys-
tems. The restructuring of the economy has led to a strong decline in industrial em-
ployment but has not resulted in a sufficiently high increase in job creation in services.
The growth of employment in the private sector has slowed down in recent years. The
new private sector in particular, has not yet reached a size sufficient to generate a sus-
tainable growth of employment and to compensate for the job losses in the public sec-
tor. There is an insufficient development of small enterprises, which are the main source
of job growth indicating serious weaknesses in the business environment.

—  The mismatch between the vocational qualification profile of the labour force and
the labour market needs. Over 60 percent of the unemployed do not have specialty and
profession, which requires substantial funds for education and vocational training. The
skills level and structure of the labour force is a concern in an immediate and medium-
term perspective. The average educational levels appear relatively low; the qualifica-
tions held by many workers do not meet the requirements of the new jobs; the participa-
tion rate of young people in the education system is very low at tertiary level, a substan-
tial share do not continue beyond basic education.

—  The discouraged persons who do not work and do not seek a job will start searching for
a job again in case of sustainable economic growth conditions and have to be reinte-
grated in the labour market. Deskilling of part of the labour force that has shifted
from industrial employment to subsistence agriculture and services as a survival strat-
egy. There are needs for the reintegration of these workers into formal employment and
social insurance system.

—  Labour productivity growth and the implementation of modern technologies lead to
labour savings and reduction in the number of the employed. Low incomes lead to la-
bour demand on the part of students and pensioners willing to work, and employed per-
sons searching for a second job. Wage developments have been driven by attempts to
combining increasing the incomes of major groups of the population and inflation con-
trol. In recent years, they seem to be in line with productivity growth at a macro level
but still do not sufficiently reflect productivity differentials by skills, occupations and
regions. They do not, therefore, provide appropriate signals for skills acquisition or for
regional and occupational mobility.

3 Bulgaria has an ageing population with the population of over-55s representing nearly 28 % of the total
population.
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3.2 Policy responses

A new social policy strategy has been presented in October 2002 from the Government of
Bulgaria. The cornerstone of the new concept is the view that social policy should be consid-
ered globally, taking into consideration the interrelation of its separate elements and all the
trends of overall state policy. In practice, there exists certain disconnection, incoherence and
lack of coordination among the various policies. The interrelation between the economic and
social development, between the economic and social policy is weak, and often “economic
issues” dominate “social issues”.

According to the new strategy the high unemployment is one of the most acute problems in
Bulgaria. In order to mitigate it a number of activities and measures has been already initiated
by the present Government. Among the changes already made was the division of the finan-
cial resources for unemployment compensation payments and for financing active labour
market measures. Till recently, these resources were all together in one fund — the Vocational
Training and Unemployment Fund. The National Employment Service (NES) was funded
through it and suffered from a permanent deficit that had to be covered by the state. Further-
more, over the last two years, NES operated without an approved budget and this led to a lack
of funds for the employment programmes. Together with that, the unemployment compensa-
tion policy was structured in a way that led to a decrease in the motivation of people receiv-
ing compensation payments to start searching for a job. One of the first steps taken by the
Govemment was the amendment of the Employment Promotion Act (EPA). The compensa-
tion fund was transferred to National Social Security Institute (NSSI), and for the first time
the state is engaged fully in the funding the active labour market policies through the state
budget. This provided opportunities for the implementation of vocational training pro-
grammes, programmes for temporary and permanent employment, and programmes for en-
hancing the employability.

The priority actions will be focused on:

—  Development of education and vocational training;

—  Carrying out active policy towards increasing the employment; promotion of entrepre-
neurship; support to the groups with disadvantaged status on the labour market — young
people, long-term unemployed, disabled; ethnic minorities, etc.;

—  Up-keeping the qualification of the labour force in line with the needs;
—  Guaranteeing gender equality in relation to employment;

—  Further decentralization/regionalization and social partnership in the initiatives for hu-
man resources development;

—  Up-to date organization of work;

—  Strengthening the administrative capacity on national and regional level for putting into
effect the human resources development policy, as well as provision of employment and
better conditions for work and life.

—  Concluding bilateral agreements in the area of social insurance with a view to guarantee
the social insurance rights of many Bulgarian citizens working abroad.
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The main objectives of the employment policy according to the new social policy are:

1. To ensure an effectively functioning labour market that would guarantee higher level of
employment for the economically active population.

2. To implement a new, individual-based approach to each unemployed person.
3. To enhance employability.

4. To encourage entrepreneurship.

5. To create employment for disadvantaged persons.

6. To deliver vocational training and retraining.

The employment policy has to be oriented on the fields that can have an impact on labour-
market performance. Employment policy should be seen as widely defined — encompassing
human resources policies, wage policy, the system of taxes and benefits, and the public em-
ployment service (EA) and its active labour market programmes. It seems to be also linked
with a number of “horizontal” aspects of policy — regional issues, equality of opportunity, and
Bulgaria’s preparations for the use of European Social Fund support for employment policy.

Until recently, the employment policy has been guided by the principle of passive social pro-
tection. Present Government wants to turn it into an active social policy influencing the cau-
ses, not the effects, which will facilitate the creation of a just social order. The scope of the
new social policy was aimed at the minimum wages, guaranteed minimum income, minimum
pension, ensuring compensation and social assistance for the unemployed. The efforts were
shifted from providing compensations and benefits to providing employment opportunities.
The emphasis now is on the prevention of long-term unemployment so that the already unem-
ployed do not slip into long-term unemployment and therefore need social assistance. Under
the existing circumstances of insufficient labour demand the measures are predominantly di-
rected towards sustaining and promoting employment through subsidizing the employers and
encouraging entrepreneurship.

Wage setting both in the private and state-owned sector takes place in the framework of the
Tripartite Co-operation. Wage determination in the budgetary sector is made by Council of
Ministers' regulations. Adjustments are made at least once a year but can be more frequent.
Part of the civil servants' wages is individualised on the basis of merit. The increase applies
only to the basic component of the wage determined by the position, grade and administra-
tion. A slightly different mechanism exists for the agents of public administration who are not
civil servants. The state will retain its regulatory functions in the sphere of labour remunera-
tion. The specific parameters should be negotiated between the social partners at sector or
firm level on the basis of elaborated systems and mechanisms for differentiated approach to
labour remuneration and criteria for its matching with labour productivity.

The minimum wage is adjusted by a government resolution after consultation with the social
partners through the national Tripartite Co-operation. Following the agreement with the IMF
in 2002, the minimum wage should be corrected with the growth rate of the average salary in
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the public sector for the last reported six months over the previous six months. The ratio be-
tween the minimum and the average wage in the last ten years was 35 %. * The government
has mainly considered the minimum wage within the perspective of an income policy. On the
other hand, for employers it has become a tool to alleviate tax and social contributions pay-
ments. The recent substantial increase in the minimum wage is seen by the government as a
possible incentive to reduce this practice but it is unlikely to have much effect if wage devel-
opments continue to be erratic.

Against a background of weak social dialogue in the private sector and in SME in particular,
private employers tend to copy the wage behaviour of the big state-owned enterprises that are
themselves constrained by centralised rules for wage adjustment. Therefore, development of
wages in the private sector has hardly been related to productivity and economic perform-
ance either. Overall, this has also impeded wage bargaining with corresponding implications
for employment. Indeed, functioning labour markets would require more decentralised wage
bargaining in the public sector and the promotion of autonomous social dialogue at both sec-
toral and enterprise level. This situation is recognised as unsatisfactory and bi-partite wage
bargaining is to be introduced progressively.

Income policy is directly dependent on the government budget policy. The main principle is
to limit the redistributional function of the state and therefore people and business to com-
mand larger sums of money. That is, the emphasis is not to collect money in the form of taxes
and later to give them back as increases or other kinds of compensation, but to lower taxes in
order to increase the personal disposable income. To a large extent this is related to the tax
policy, but of substantial significance is also the implementation of active labour market poli-
cies, ensuring employment for people of working age living on social assistance benefits.

Given the level of economic development in Bulgaria, the tax wedge and the tax-burden on
labour are high. This represents 2 major barrier to the creation of jobs, in particular at rela-
tively low wages and a disincentive for the unemployed or inactive to take up such jobs.
Moreover, high social contributions and tax-wedge encourage the development of employ-
ment in the informal sector. The Government's objective is to reduce the social contributions
further and progressively to achieve a 50/50 split between employers' and employees' share by
2007. The 80/20 ratio in 2001 was changed as intended t075/25 in 2002 and 2003, but the
overall contribution rate was left unchanged. In addition to the effective implementation of
the measures taken to reduce corporate taxes, Bulgaria should give priority to a review of its
payroll taxes, including the tax-system for the self-employed. Enforcing compliance with tax
payment is clearly a pre-condition for reducing the tax burden in the medium-term.

In the area of social assistance a change is needed in the overall philosophy of social protec-
tion for the people. This means re-thinking of the form of social protection through transform-
ing it from direct money assistance to providing employment assistance and delivering pro-
fessional and specialized social services. The means-tested cash benefit should be paid only
after all other alternatives were tried. The amount of the Guaranteed Minimum Income benefit
should be substantially increased for the most vulnerable groups, such as lone elderly people,

4 After the last adjustment of the minimum wage in 2001 it reached nearly 50 Euro.
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disabled persons, and lone parents. The amount of the Guaranteed Minimum Income benefit
for the unemployed who are eligible for receiving social assistance should not discourage
them from seeking employment. The social safety net to date has lead to an increase in the
number of unemployed persons in working age receiving social assistance benefits, and an
increase in the share of the long-term unemployed who have lost working habits, training and
motivation for work. The new idea is to direct social assistance towards persons who have lost
ability to manage independently or with the help of their relatives. On the other hand, people
in working age and in good health will be offered an opportunity to work for their income, to
maintain their working habits and to be integrated into the society. This idea will be realized
through the new programme “From social welfare to employment”.

4 Education, vocational training and retraining
4.1 The situation in education and vocational training

A reform of education has to been initiated to ensure the human resources development. The
budget for education represented 3.6 % of GDP in 1999, compared with 5.5 % in the EU. The
budget for vocational education and training represented 1.25 % of GDP. While there is
nearly full enrolment in the first stage of basic education (96 % of the 6-10-year olds), en-
rolment drops to 81 % for the second stage (10-14-year olds) and to 63 % in secondary educa-
tion (14-16-year olds). Enrolment is low in higher education. The share of secondary educa-
tion graduates continuing in tertiary education is estimated at 60 % but students in universities
and equivalent only represent 23,2 % of the corresponding age groups and in vocational col-
leges 2,3 %. Drop-out rates (estimated at 6-7 % for the compulsory stage of education) do not
provide an accurate measurement of the problem. Enrolment rates indicate that around 20 %
of the children do not complete their basic education and nearly 40 % do not continue in sec-
ondary education.

Families’ poor social and material situation is the main reason for failure to enrol and ab-
sence from school. Roma children are particularly disadvantaged in this respect; according to
estimates in the mid-1990s, half of those of compulsory schooling age had never been to
school. Out of 100 Roma pupils in the first grade of basic education, only five have a chance
to complete secondary education. Imbalances in school provision may partially explain why
participation is so low in secondary education. Most rural villages do not have schools provid-
ing secondary education; the lack of transport facilities or their cost could be a serious obsta-
cle for many children. A further factor could be the devaluing of comprehensive schools in
favour of grammar school or profile-oriented schools, which are more selective and may dis-
courage average pupils. The rationalization of the general school network in response to the
declining number of children may have aggravated the problem.

Vocational training must be adapted to the needs of the labour market. Youth unemployment
is high and reflects the depressed situation of the labour market but it tends to be higher for
young people having vocational education than for those having secondary general education.
Due to restructuring and financial difficulties, the traditional links between vocational schools
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(VET) and enterprises were broken. There is no longer a direct transition from school to
work, and companies do not any longer ensure the practical training. Curricula tailored to
companies' needs are no longer appropriate.

A number of measures are being taken to address these problems. Under the Vocational Edu-
cation and Training Act of July 1999 responsibility for the VET system was decentralised
from the central state to the municipalities and to the schools. The objective is to allow for
maximum responsiveness of VET to the local labour market needs. While it is important to
ensure a link with the local needs, an overly narrow approach should be avoided. The imple-
mentation of the decentralization should include a clear definition of responsibilities, consis-
tency in the allocation of resources and appropriate empowerment mechanisms, including the
training of municipal and school staff for their new tasks. The revision of vocational curricula
has also started recently. The objective is to replace the present specialities inherited from the
past, which are no longer relevant to the present needs of the economy, with broader “voca-
tional areas” representing a common framework for various vocations and enabling a modular
approach.

A strategy for higher education was initiated in 1999. This strategy also envisaged an in-
volvement of social partners in educational programmes and standards, the funding of higher
education institutions on demand-driven priorities, a unified examination entrance, the reor-
ganization of the specialities into broader areas, students' loans and a revision of the grant
system to widen the attribution criteria, which until now has been based on academic merit.
While having a higher education clearly is an advantage with the employment rate of highly
skilled individuals being more than twice that of the low-skilled, some tertiary graduates en-
counter difficulties in finding a job. This appears partly linked to the lack of recognition by
employers of non-university higher education but also to the adequacy of higher education
curricula and the attractiveness and quality of post-secondary vocational education, which
should be explored and enriched with a view to better adapt to the structural changes.

Bulgaria should assess whether its higher education provision is adapted to its needs in the
medium-term perspective. There is a need to review the adequacy and the stage of implemen-
tation of the strategy and the balance between the various specialities in the light of future
developments in the economy and the labour market. In the context of the present debate on
participation, there seems to be a need to examine targets for participation in higher education
in the light of the skills needs of an economy undergoing restructuring. Educational reforms
as outlined above will clearly require a major shift of resources.

4.2  Training and retraining

Adults' education and training is provided by a wide range of training institutions, including
schools, and the vocational schools, in particular. The Employment Agency (EA) organises
training for the unemployed but can also organize it for employees. According to the Eurostat
data, in 1999, about 13 % of all employees and 46 % of the total staff of those enterprises that
provided training participated in continuing vocational training courses. The participation rate
was higher for men than for women (33 % and 20 %). On the whole, only 28 % of the enter-
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prises provided continuing training. This is low compared to most EU countries, particularly
given that Bulgaria is undergoing a major and continuous restructuring process.

The EA has organised vocational training for the unemployed since it has been established.
Training measures include skills up-grading, re-training to a new speciality or occupation and
initial vocational training. In addition, several active programmes include a training compo-
nent (for example, Literacy-Qualification-Employment programme, Beautiful Bulgaria, Busi-
ness Support programmes). The training is sub-contracted to training organizations selected
after a tendering procedure. The training must correspond to one of the occupations in de-
mand on the regional labour market, the list of which is endorsed by the EA managing Board.
The EA takes over the training costs up to 100 Euro per person.

Training providers must be licensed by the National Agency for Vocational Education and
Training (NAVET) to tender. The NAVET, operating since 2000, has developed an accredita-
tion system that applies to all VET institutions. It is also responsible for drafting standards for
the assessment of VET and for the national examinations, for the co-ordination of strategies
for vocational education and training and for developing research in the field. The unem-
ployed participating in training receive a training compensation the amount of which is set
each year in the NEAP. From 1 January 2002 onwards, funding for the training organised by
the EA (for unemployed or employed), like the whole active policy, comes from the state
budget.

Training for the employees is insufficiently developed. Although 70 % of the collective
agreements contain a training clause, enterprises do not consider employee training to be a
priority. This can be accounted for by several factors: the overall poor financial situation of
enterprises and lack of funds to allocate to training; the absence of incentive mechanisms for
employers; the fact that employers fail to see training as an investment and a factor for com-
petitiveness. Furthermore, they are often not able to identify training needs. Bulgaria has
started developing a national strategy for Continuing Vocational Training. The Govern-
ment expects that the reduction of taxes and social contributions will have an indirect positive
impact on companies' investment, and on training investment in particular. There are no
measures foreseen to provide more direct incentives. To be meaningful, such a strategy
should be developed in close co-operation with the social partners. Fundamental problems
such as employers' attitudes towards training, the lack of funding and incentives for employ-
ers and workers need to be addressed within this strategy.

The marginal place of training and retraining of unemployed appears mainly explained by the
priority given to employment measures in active programmes in a context of limited overall
resources for active policy. In the mid-1990s, access to training became limited to those un-
employed having a “job guarantee”, that is a written application from employers ready to re-
cruit them for at least nine months after the completion of their training. In 1999, this practice
had been abandoned. At the moment, both the intensity of and the participation in training are
extremely low for the unemployed and the employed. There is an urgent need to make enter-
prises aware of the importance of training and to develop appropriate incentives. The inequal-
ity of access to training for the unemployed has to be addressed with high priority.
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S  Labour market policy
5.1 Institutional set-up

The Council of Ministers of the Republic of Bulgaria regulates the government employment
policy. The Ministry of Labour and Social Protection (MLSP) has the overall responsibility
for developing, co-ordinating and implementing the government policy in the field of em-
ployment and labour market, including training for the unemployed and employed. A main
principle is the partnership with institutions and non-governmental organizations in the devel-
opment and implementation of the employment policy. The Ministry as the institution directly
responsible for the observation of the labour and social insurance legislation initiates meas-
ures for ensuring an environment favourable to the normal development of labour and social
insurance relations.

The Employment Agency (EA, former NES) is the main implementing body for labour mar-
ket policies and programmes. The EA was created in 1989 and developed and up-graded con-
tinuously with the technical assistance of EU Member-States. Until 2002, its functions in-
cluded the administration of the Vocational Training and Unemployment Fund that collected
the contributions to unemployment insurance and funded both passive and active labour mar-
ket measures. Since January 2002, the Employment Promotion Act (EPA) established an in-
dependent framework for the funding of active policy from the State budget and transformed
the EA into an executive agency and budgetary unit of the MLSP, in charge of implementing
the government employment policy.

The main national forum for tripartite social dialogue is the National Council for Tripartite
Co-operation. The dialogue at this level concerns labour relations, social insurance and living
standards. Tripartite cooperation is the underlying principle of the legal framework for em-
ployment policy and vocational education and training policy. Various tripartite councils op-
erating at national level were established, modified or abolished by the successive laws in the
recent years. The last reform (EPA) makes provision for the creation of several tripartite
bodies at national and regional levels. The National Board for Employment Promotion un-
der the MLSP has been operational since January 2002. Its responsibilities include advising
on the design and implementation of employment policy — including the National Employ-
ment Action Plan (NEAP), the follow-up of the labour market situation and of the efficiency
of active programmes, submitting proposals to the MLSP on labour market measures and le-
gal acts and issuing opinions on all legal acts or agreements in the field of employment pol-
icy. At regional levels, social partners will participate in the new Employment Commissions
to be set-up under the Regional Development Councils.

There is a tripartite representation on the Board of the EA. It also foresees the creation of Co-
operation Councils at the EA regional level in charge of monitoring and supervising the im-
plementation of the regional labour market and employment policy. Social partners are also
represented in the management board of the National Agency for Vocational Education and
Training (NAVET), and in the near future they will included in the Advisory Board for Man-
power's Vocational Training foreseen by the EPA.
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Box 1: Regional policy

Regional policy is fairly recent in Bulgaria. The Regional Development Act from 1999 is the first
comprehensive legal framework for regional development. Legal provision for regional employment
plans was made in 1998. Thereafter the MLSP endorsed guidelines for their preparation (structure and
size), which were submitted to the regional EA Services and territorial administrations. Regional Em-
ployment Councils established following the Regional Development Act (1999) at district or at mu-
nicipality levels are involved in the elaboration and implementation of the plans. The Councils include
representatives from local partners, in particular social partners.

The EPA builds on the practice of the Regional Employment Councils and transforms them into per-
manent or temporary Employment Committees at the Regional Development District Councils. The
territorial units of the EA and the social partners' organization continue to be represented on the Com-
mittees as well as local authorities (district and municipalities) and non-profit entities working in the
area of employment and training. The new Committees remain in charge of preparing the regional
employment programmes and of organising the implementation of short- and medium-term pro-
grammes for employment development. By ensuring inter-institutional relations at horizontal level,
this structure is considered as more appropriate to ensure consistency between active policy and the
overall regional development policy. The intention is to use the regional employment programmes as a
basis to prepare the HRD component of the regional development plans and the Regional Operational
Programme.

Tripartite councils exist at sector/branch level. The government intends to introduce the
possibility of extending collective agreements signed by all representative employees' and
employers' organizations to all enterprises in their respective sector/branch. This is seen as an
important step towards the development of an autonomous bipartite dialogue enabling the
state to withdraw from the detailed regulation of labour relations. Bipartite dialogue is weak
and the government recognises the needs to strengthen it, in particular through improving the
framework for collective bargaining. Therefore, bipartite dialogue should contribute to im-
prove the adaptability of firms and their workforce in the face of rapid structural changes in
the economy.

5.2 Passive labour market policies

Unemployed registered at local labour offices are entitled to unemployment benefits if they
have worked for at least nine months during the last 15 months (six months during the previ-
ous year in the case of seasonal workers) and are willing to accept a job or a training offered
by the EA. Unemployment benefit is paid without a waiting period, on a monthly basis, for a
period varying from four to 12 months, depending on the person's previous employment re-
cord. The maximum duration of 12 months corresponds to 25 years of service. The basic
benefit amount is 60 % of the average gross earnings during the last nine months of em-
ployment insured by social insurance and is subjected to a minimum and a maximum set an-
nually, corresponding to 35 Euro and 65 Euro in 2002. The amount of benefit is defined pro-
portionately for shorter working hours and in this case, can be less than the defined minimum.
The unemployment benefit is not subject to personal income tax. For the unemployed who
have already been entitled to unemployment benefits during the previous three years, the
benefit is limited to four months at the minimum level. People who were dismissed for disci-
plinary reasons or who voluntarily quitted their job are entitled to the minimum unemploy-
ment benefit for maximum four months. Unemployed people who take-up a part-time job
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paying less than the minimum wage for at least five days a month continue to receive 50 % of
their unemployment benefit.

Social assistance is means-tested and comprises a monthly cash benefit as well as a range of
in-kind benefits (free goods or services, access to care system etc), occasional or emergency
(one time lump sum) cash assistance. Eligibility is determined on the basis of the Guaranteed
Minimum Income (GMI) adjusted to the household size and the situation of its members (age,
health etc). Currently, the GMI is set at 20 Euro. The amount of the monthly benefit is the
difference between the adjusted GMI and the actual income of the family during the previous
month for which only 70 % of the work-related income is taken into account. *Only the un-
employed who have been registered for six months at the labour office can apply for the gen-
eral social assistance. In addition, they are obliged to participate for at least five days a month
in municipal temporary work programmes for activities of general interest (social services,
waste collection, maintenance of public infrastructure etc) without payment.

The coverage of unemployed by unemployment benefit is low and it has decreased in the
recent years from 31 % in 1997 to 20 % in 2001. There is no clear information on the cover-
age of unemployed by income support from social assistance. Households including one un-
employed member represented nearly 70 % of the total number of households that received
social assistance in 2001. It is likely that a substantial share of the unemployed who are not or
no longer entitled to unemployment benefit, in particular the long-term unemployed, receive
social assistance. The unemployment benefit system has been modified several times since
the early 1990s. Reforms have resulted in a tightening of requirements regarding previous
employment spell (raised from six to nine months and the reference period from 12 to 15
months) and an increased duration (from six to 12 months). The long-term unemployed are
not eligible for unemployment benefits, nor are young people looking for their first job. To-
gether, they represent approximately half of the registered unemployed. The restrictive condi-
tions for those who have experienced recurrent unemployment spells with entitlements to be-
nefits are another factor that may contribute to the low coverage rate.

One of the concerns of the Bulgarian authorities is the lack of control of recipients’ eligibil-
ity for unemployment benefit. Measures were taken within the framework of the recent re-
forms of social insurance and active policy. Following the last reforms of social insurance and
of active policy, the administration and control of unemployment insurance and of unem-
ployment benefits are being transferred from the EA to the National Security Institute (NSSI).
The new system will allow for a direct link between the administrative data related to the in-
dividual’s and employers' situation regarding social security insurance (collected by the
NSSI) and those related to the situation of the unemployed. Nevertheless, accurate flows of
information between the registration and follow-up data from the EA and those from the NSSI
remain a crucial condition for the efficiency of the whole system. The income provided by
unemployment and social assistance benefits was low compared with the average wage but
high relative to the minimum wage. Both the minimum and the average unemployment bene-
fits were very close to the earnings provided by a job paid at the minimum wage. Since the

5 In addition, during the winter season, eligible households receive an electricity allowance (flat amount of 19
Euro currently) and a heating allowance (according to the adjusted GMI).
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last reform in spring 2002, the minimum and maximum amounts are no longer linked to the
minimum wage but set annually on the basis of the Social security budget act.

The present system of unemployment benefit does not ensure a sufficient coverage of the un-
employed and of the most disadvantaged groups in particular. The new organization of unem-
ployment benefits should be used to better control and avoid irregularities. The new system
will need to ensure a strong link between benefit administration and the EA with a view to
promoting active job search and training. At the same time, the benefit system, in particular
social assistance might create disincentives to take up a job or to work in the formal sector.
The social assistance system seems to encourage a passive approach rather than an active
search for work. The linkage to active measures offering employment opportunities or train-
ing needs to be reviewed.

53 Active labour market policy

An effective public employment service is an important instrument of active labour market
policy, particularly in a period of economic transition and re-structuring. The EA has a critical
role as a broker between the supply and demand sides of the labour market — supporting and
encouraging mobility and flexibility, by helping people find jobs and identify and acquire the
skills, attitudes and other attributes that are required in new and developing parts of the econ-
omy. The last reform under the Employment Promotion Act provides a framework, which
should enable the EA and the local offices in particular, to focus more on the activation of the
unemployed. It is worth remembering that only about half of the EA staff is in direct contact
with the unemployed ~ no comparable figure is available regarding the staff in contact with
employers. Activation requires early contact with the job seekers and the provision of ser-
vices, support and active measures adapted to individuals' needs as well as the regular follow-
up of their situation throughout their spell of unemployment. To be an active and efficient
player on the local labour market, the EA also needs to establish regular contacts with enter-
prises.

Box 2: Institutional structure of the Employment Agency

Apart from the central administration in Sofia, the Employment Agency comprises nine regional direc-
tions — with a territorial range of two to four administrative districts — 121 local labour offices (one out
of four covers one municipality, the rest between six and 10 municipalities each) and 145 local bran-
ches. In addition, there are around 30 desks established on an ad-hoc basis, in localities hit by mass-
dismissals following companies restructuring. The head office has the overall responsibility for Fhe
implementation of the employment policy and is in charge of the overall managem_ent,‘co-ordmat.lop
and control of the EA. Regional directorates are mainly administrative units co-ordinating the activi-
ties of local labour offices. Local labour offices implement the employment policies at @eir level and
provide services to the job seekers: registration, job brokerage, information aqd counselling, support to
job search including Job Clubs, organization of training and retraining. Until December 31 of 2003,
the administration and payment of unemployment benefits will be administered by them.

The reforms implemented so fare, have been focused on administrative re-organization and
less on a new approach to job seekers and employers. A change of culture of the EA, from a
widely administrative approach to a client-oriented approach for both the unemployed and
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the employers, in particular at local level, is considered necessary but there is no clear indica-
tion of the means, in particular training actions, envisaged to achieve this ambition. The re-
cent reform in the funding and position of the EA represents a first step towards the provision
of a modern employment service able to contribute to a'more active employment policy. The-
re is a need to ensure appropriate financial and staff resources, in particular to the local
labour offices partly through a reallocation of staff from administrative tasks to services to the
clients — the job seckers and enterprises. There is a need to develop and implement an ap-
proach enabling to address the unemployed as early as possible. Active measures should be
better adapted to their individual situation and needs.

The legal framework for active programmes is the Employment Promotion Act, which came
into force in January 2002 and the main operational document, the annual National Employ-
ment Action Plan (NEAP), which serves as a basis for the allocation of the budget for active
labour market programmes. Expenditure on active labour market programmes represented
about 50.4 million Euro in 2001 or 0.35 % of GDP in current prices. The actual expenditure
was by approximately 15 % below the amount needed to finance the programmes presented in
the NEAP for 2001. According to the budget adopted for 2002, active labour market expendi-
tures will raise by 5.6 % up to 53.2 million Euro, leaving their share in GDP stable at 0.35 %.
The shift from passive to active spending observed since the beginning of the transition period
came to a halt in the last years. After a considerable increase from 7 % in 1991 to 31.2 % in
1998, the share of expenditures for active policy went down to 23.6 % in 2001.

Bulgaria has numerous active programmes varying in scope, targeting and importance. The
main types of measures used in active programmes are the following:

—  Recruitment subsidies,

—  Temporary jobs schemes,

—  Support for self-employment,

—  Training and retraining measures,

—  Support for job search including 37 job clubs) and for mobility.

On average over the period 1998-2001, temporary work schemes represented nearly half of
the expenditures, subsidises to employment 36 %, support for self-employment 14 % and
training less than 1 %. Temporary work schemes and subsidised employment were also the
principal measures in terms of participants (around 46 % and 40 % of the total number of par-
ticipants respectively) while self-employment accounted for 11 % and training for 3 %. In
2001, the total number of participants (excluding job clubs) was estimated at around 107,000,
equivalent to 16 % of the registered unemployed.

Temporary employment schemes allow municipalities or enterprises, funded from the local
budget, to recruit unemployed for a maximum of five months. The EA pays the wages upto a
maximum threshold set annually (50 Euro for 2002) and the employers' corresponding man-
datory social contributions. Recruitment subsidies are used in particular for the following tar-
get groups: long-term unemployed; unemployed recruited on a part-time contract; young un-
employed under 29; and particularly disadvantaged groups. The wage subsidy paid by the EA
is the same as for temporary employment schemes. It is paid in general for 12 months maxi-
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mum. If the work contract continues, an additional subsidy corresponding only to the social
contributions is paid for a maximum of nine months.

Job associations started in 1997 with the main purpose of creating alternative temporary em-
ployment (up to 24 months) to workers being laid-off following company restructurings and
to re-train them for new occupations. The associations are created for five years and include
the local authorities, private companies, financial institutions and social partners. The state
budget funds 70 % of the resources. They operate mainly in community work such as road
construction or maintenance, waste collection, maintenance of public equipment etc. con-
tracted by the municipalities. Wages and social contributions for the recruited unemployed are
paid to the associations by the EA.

Encouraging unemployed to become self-employed mainly consists of financial support.
Counselling and training can be provided as well depending on individuals' needs. Once their
business plan has been approved by the local employment agency, the unemployed receive
their unemployment benefit as a lump-sum payment. Most of the activities thus supported are
in agriculture (45 %) and in trade (21 %).

Training and retraining measures® have only a marginal place while unemployment and
long-term unemployment is heavily concentrated on the low qualified. Moreover, most of
those falling into unemployment due to enterprises restructuring are likely to have qualifica-
tions that are inadequate for the needs of the labour market. There is a strong “creaming” ef-
fect for training and retraining programmes. The participation of young unemployed in active
programmes, in particular training programmes has been decreasing in the recent years. The
share of training measures in total active expenditure has continuously decreased from 8 % in
1993 down to less than 1 % in 1998-2001. Given this extremely low level, the amount allo-
cated in 2002 represents a considerable increase. The number of people addressed by training
measures should accordingly be eight times higher than in the recent years. By formally re-
moving the “job guarantee” as a condition to benefit from training, the EPA provides a more
flexible framework to address the unemployed with training needs.

Mobility grants are a marginal measure. They apply to commuters and unemployed hired for
at least six months in a different place and cover relocation and travel costs (including those
related to the recruitment interview).

A number of problems can be identified in relation to the current active programmes. Both
the level of spending in active programmes and the level of participation remain modest given
the scale of Bulgaria’s unemployment problem and the future restructuring challenges. The
provision of active measures is heavily concentrated on temporary employment measures.
The Bulgarian authorities are aware that temporary work schemes do not contribute to the
longer-term employability of the participants and that a great majority return to unemploy-
ment at the end of their work contract.

6 See Chapter 4.2 for more details.
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Bulgaria has always given priority in its active programmes to employment measures, in par-
ticular to temporary work schemes. In the context of a depressed economy and labour mar-
ket, which has prevailed since the beginning of the transition these measures were the most
immediate way to bring the jobless back to work. This context seems to account largely for
the positive evaluation of subsidised employment in Bulgaria, while ALMP evaluations gen-
erally reach far less favourable conclusions. Employment measures remain the priority in the
policy orientations in 2002 but an effort has been made in the allocation of resources, to
achieve a better balance between programmes supporting temporary employment and incen-
tives to employment in the open labour market. The resources allocated to temporary job
schemes in 2002 have been reduced to 26 % of the total budget for active programmes, while
those for subsidised employment and support to self-employment have been raised to 44 %
and 25 % respectively. The number of participants in temporary work scheme should decrease
and represent only 23 % of the total number of unemployed addressed by active programmes.
Temporary work schemes are considered to be well adapted to seasonal activities requiring
low-skilled manual labour, which are still important in Bulgaria. In the case of Bulgaria, tem-
porary work schemes function more as an income support, in particular for long-term unem-
ployed and discouraged workers than as an activation measure. The duration of employment
does not qualify for unemployment benefits if participants remain unemployed at the end of
the scheme.

The new EPA makes two changes to the employment incentives. The first is the removal of
the reference to the minimum wage which had been set by the previous reform (Unemploy-
ment Protection and Promotion Act of 1997) as the maximum threshold refunded. The second
is an increase in the duration of the subsidy (from three to 12 months for the recruitment of
long-term unemployed, from six to 12 months in the case of young unemployed).

6 Conclusions and recommendations

Bulgaria experiences a persisting high unemployment. Moreover, the labour market displays a
number of structural features: high long-term unemployment, high youth unemployment, very
high unemployment among those with lower levels of education and skills, wide regional va-
riations in unemployment, and dramatically high unemployment among the Roma minority.
Employment rates are low and continuing restructuring will lead to further reallocation of
labour.

Strengthening the ability of the economy to create jobs in the private sector, in the expand-
ing branches of manufacturing and, in particular, in services is a crucial challenge for Bul-
garia. Measures to improve the business environment and support to enterprise creation in the
formal sector are essential in that respect. High taxes inhibit job creation in the formal private
sector and the tax-benefit system needs to encourage more the take-up of jobs within the for-
mal economy. Therefore, Bulgarian decision makers have to examine how to reduce the tax-
wedge in order to increase incentives for job creation and take-up. Pursue efforts to reduce the
overall tax burden on labour and carry-out targeted reforms of the tax systems, especially with
respect to low-wage labour and improve compliance with the payment of taxes.
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Increasing and adapting education and training levels is a major issue to ensure that the
present and future labour force can re-allocate from the declining to the growing sectors, to
avoid skills and regional mismatches and respond to the adaptability required by ongoing’re-
structuring. Bulgaria has to urgently develop a strategy for continuing training in close co-
operation with the social partners as well as appropriate incentives for the training of those

employed. The inequality of access to training for the unemployed has to be addressed with
high priority. '

Furthermore, policies to address and include the Social partners have to be strengthened

because they have to make important contributions to employment policy and labour market
adaptability.
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CROATIA
1 Introductory remarks

Since independence in 1991, enormous changes have taken place in the Croatian labour
market. Employment dropped by about 20 percent between 1991 and 1997. The liquidation
and bankruptcy of many companies and the dismissals of large numbers of employed people
combined with very limited opportunities to find a new job have resulted in an unemployment
explosion in Croatia. Transition has resulted in a significant shift of labour from the formal
sector to jobs in agriculture, trade, construction and services, often in the informal sector. A-
part from the very large number of unemployed, there is a constant rise in the share of the
long-term unemployed, i.e., those who have been waiting for more than two years for a job;
almost a third of all unemployed falls within this category. The problem could be summed up
in two main groups: (1) reduced opportunities for employment, and (2) a relatively large
number of claimants of financial benefits, so that almost all the funds available till recently
were used for meeting claims to benefits. As a consequence, there was very little left over to

pay for the active labour market measures, such as training, retraining, additional qualifica-
tions and so on.

Despite the scale and complexity of the social problems facing the government of Croatia, the
evidence suggests that its economic policies have been reasonably successful. Between 1990
and 1993 real gross domestic product fell by some 27 %; since then, growth has resumed.
Furthermore, there is obvious evidence that industrial output has begun to increase. Tourism
grew rapidly in a period after 1997 and, hopefully will continue to grow in future years, al-
though it is not clear how far either employment or earnings in this sector are reflected in of-
ficial GDP estimates. Also, after suffering from very high inflation in the early 1990s, the
government introduced a successful stabilization programme, so in the last seven years infla-
tion has been very low. A GDP estimate for the first three quarters of 2002 indicates that the
overall activity rebounded well in 2002, surprisingly strongly to reach around 4.0 % growth
on a year-on-year basis. The developments underlying such a revival of economic activity
could be accounted for by dynamics of individual GDP components, most notably by an in-
crease in personal consumption and investment, supported by a build-up of inventories. How-
ever, increased borrowing has had a strong influence on this upturn, casting doubts over the
GDP growth sustainability. These developments are expected to continue but at a somewhat
slower pace. Real GDP is projected to grow 3.5 % in 2002 and 3.2 % in 2003 (The Institute of
Economics, 2002).

2 Labour market and employment

The Republic of Croatia (RC), like many other the Central and Eastern Europe countries
(CEECs), in the past 15 years was characterized by U-shaped trends of GDP, strong and per-
sistent declines in employment rates and unemployment pools desperately stagnant in spite of
the rapid structural change taking place. In RC there has been a remarkable increase in unem-
ployment (threefold — from 123 thousand in 1986 to 380 thousand in 2001). That was not ac-
companied by adequate scientific and political attempts to understand the causes of the rise in
unemployment that took place, as well as proposals for reduction of unemployment and im-
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proving the transfer from unemployment to employment. Also, unfortunately in RC there is a
lack of comprehensive data series and surveys, so one can only intuitively estimate the out-
come of labour market policy.

2.1 Employment trends

In the period from 1991 to 2000, the total population decreased by 150 thousand (3.3 %), but
working age population increased by more than 500 thousand (Table 1). Simultaneously, the
activity rate (active in labour force / working age population) decreased from 65.3 % in
1991, to 50.7 % in 2000. The mentioned decrease was mostly caused by the decrease in the
number of persons in paid employment (by 258 thousand or 14.2 %). The biggest decrease of
employed person happened in legal entities irrespective of the type of ownership.

Table 1: Demographic structure of Croatia 1991-2000 (in thousands)

1991 2000

Total population 4499 4349
Working age population 3125 2989
Labour force 2040 1850
Persons in employment 1811 1553
Unemployed persons 229 298
Inactive population 1711 1139

Source:

For 1991, Statistical Yearbook of the Republic of Croatia for 1992, Republic of Croatia — Central Bureau of
Statistics, Zagreb: Table 4-13: Total and Farming Population in Country, by Age, Employment Status and
Sex, 19991 Census, page 78.

For 2000, Statistical Yearbook of the Republic of Croatia for 2001, Republic of Croatia — Central Bureau of
Statistics Zagreb: Table 6-13: Basic Characteristic of Economic Activity of Population, page 131.

As shown in Table 2, there were divergent trends in total employment: while the number of
employed in legal entities decreased by almost one fifth, the number of employed in crafts
and trades and free-lances increased by three fifth. If one analyzes the civil employment in
legal entities, which is the only comparable definition of employment during the whole pe-
riod, cumulative decrease in comparison to the situation before transition is around 35 %, with
visible recovery only in the last years. Women represented around 43 % of total number of
employed persons in 1991, and their share constantly increased, so it was 46 % in 2000.
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Table 2: Total Number of Employed Persons in Legal Entities, Craft:
Annual Average in '000) eg: A s and Trades and Free-Lancers,

| 1991 | 1992 [ 1993 T 1994 | 1995 | 1996 [ 1997 | 1998 | 1999 | 2000

Number Of Employed Persons in Legal Entities, Crafts And Trades And Free-Lancers,

Total employed 1432 (1261 [1238 |1211 {1196 |1195 [1187 [1272 [1263 1258
Of that women 617 555 553 546 542 543 546 574 5N 573
Percentage of women 43 44 45 45 45 45 46 45 45 46
Business sector 1182 1027 |1002 976 961 965 - - - -

Non-business sector 250 234 236 235 235 230 - -

Employed in Legal Entities Irrespective of Type of Ownership

Total 1303 [1138 |1108 [1062 {1027 |[1012 995 (1071 |1058 |1053
Of that women 571 511 507 492 478 472 468 489 480 479
Percentage of women 44 45 46 46 47 47 47 46 45 45
Business sector 1053 904 872 827 792 782 - - - -

Non-business sector 250 234 236 235 235 230 - - - -

Employed in Crafis and Trades and Free-Lances

Total 129 123 130 149 169 183 192 201 205 205

Of that women 46 44 46 54 64 71 78 85 91 94

Percentage of women 36 36 35 36 38 39 41 42 44 46

Total Number of Employed Persons Indices, 1999=100

Total 113 100 98 96 95 95 94 101 100 100

Of that women 108 97 97 96 95 95 96 101 100 100

Business sector includes: Agriculture, hunting and forestry; Fishing, Mining and quarrying; Manufacturing;
Electricity, gas and water supply; Construction; Wholesale and retail trade; Hotels and restaurants; Transport,
storage and communication; Financial intermediation; Real estate, renting and business activities.

Non-business sector includes: Public administration and defence, compulsory social security; Education; health
and social work; Other community, social and personal activities (Activities of membership organizations; Rec-
reational, cultural and sporting activities).

After 1996 the statistical methodology business/non-business sector is not used anymore.

Source: Statistical Yearbook of the Republic of Croatia for 2001, Republic of Croatia — Central Bureau of

Statistics, Zagreb: Table 6-1, page 115.

The fall in employment coupled with significant productivity gains reflects what can be called
a “productivity catch-up”. Over manning was common in socially owned firms in Croatia,
which was associated with low labour productivity. As the transition progressed enterprises
have been subject to an intensified competitive pressure, coming from the developing private
sector as well as from foreign competitors, increasingly entering the Croatian market. This
has forced firms to reduce costs, cut employment and improve productivity. For many firms,
especially the privatized ones, downsizing has become a prerequisite for a survival in a more
competitive environment. To illustrate this process, an average firm size has almost halved
during the transition in Croatia, decreasing from over 22 employees in 1993 to about 12 em-
ployees in 2000 (Rutkowski, 2002).
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22 Informal economy

The Croatian labour market is characterized by relatively low levels of utilization of the la-
bour that is employed. This is confirmed by data on hours of work reported in the Labour
Force Survey. Also, there is a large informal sector, estimated at around 10 % of GDP'.
Transition has resulted in a significant shift of labour from the formal sector to jobs in agricul-
ture, trade, construction and services, often in the informal sector. While some of this shift has
been desirable—in that it has been in response to the pattern of consumer demand—there is
little to suggest that it has resulted in improved average labour productivity in the economy as
a whole. Furthermore, it has been claimed that jobs in the informal sector in general are paid
lower and more irregularly than in the formal sector. Finally, this shift narrows the fiscal base
since informal sector employers do not pay payroll taxes, or pay them at minimum rates.

According to Crnkovié-Pozai¢ (1997) by using the Labour force survey, the level of the unof-
ficial economy in November 1995 was estimated around 25.79 % of total employment. A-
mong the categories, 6.23 % of the population surveyed was engaged in additional business
activities, 10.23 % were unpaid family workers, 2.3 % were own-account workers and 7.02 %
were housewives, students, retired persons and usually unemployed persons. Lovringevi¢ ef
all (2002) using among others the labour market method, estimated grey economy deriving
from unregistered employment. They believed that the total grey economy in the Republic of
Croatia during 1998 came to 8.9 % of GDP and 8.1 % of official GDP in 1999. The authors
consider this estimate conservative, that is, only the lower limit of the estimate. According to
these results, the dominant form of the grey economy in the Republic of Croatia is income
deriving from unreported labour.

One can conclude that informal employment and/or low levels of noncompliance with bad
rules might provide a useful buffer against the negative effects of the bad (or unnecessary)
rules and problems caused by and related to economic transition, but widespread noncompli-
ance can undermine the social fabric and erode political legitimacy, thereby jeopardizing pol-
icy credibility, and the fundamental principle of the rule of law.

2.3  Problem of migration

No doubt that migration has an important role in shaping the Croatian labour market. Unfor-
tunately, because of war and recently performed Population census (which data are still not
available) we do not have reliable information related to migrations and their role in labour
market and unemployment. We could only mention some basic information about protection
of displaced persons and refugees.

At the end of 1994 (when it was peak) Croatia was taking care of 197,000 displaced persons,
and also 183,000 refugees, mostly from Bosnia and Herzegovina and some from Serbia. In
other words, in 1994 Croatia was forced to accommodate a total of 380,000 displaced persons

1 According to the Project The Underground Economy in the Republic of Croatia I 990-2000 by the Institute
of Public Finance, Ott, 2002.
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and refugees. The humanitarian assistance provided by UNHCR, the European Union (ECTF)
and numerous other international humanitarian organizations did not fully meet the needs,
although the situation would be far worse without it. So, there have been allocated approxi-
mately 1.3 % of GDP out of the budget to protect these groups. Besides nutrition and accom-
modation provided for the refugees, the state also covered the costs of health insurance and
education. The costs of health insurance for refugees from Bosnia and Herzegovina alone had
reached of 350 million kn (50 million Euro) per year in 1994 and 1995. The mentioned situa-
tion lasted for some more years but in a smaller scope, and there are still some displaced per-
sons and refugees. That was also an important reason why large share of welfare expenditures
were redirected from employment and social policy to the protection of displaced persons and
refugees.

2.4  Structure of unemployment

According to the data from Croatian Employment Service, the number of unemployed in the
period from 1991 to 2000 increased by more than 100 thousand or 40.6 %. High unemploy-
ment in RC is not a new event because it is mostly the extension of previous trends. The re-
duced opportunities for employment due to the cumulative economic problems and stagnation
of production in the second part of 1980s influenced the deceleration in employment and in-
crement in unemployment, so around 150 thousands people were jobless, with the unem-
ployment rate (unemployed / employed) around 10 %. In the first part of 1990s, due to the
restructuring in the economy, war events and loss of common market, there were many bank-
ruptcies and business closures, which caused redundancy and firing of many workers, an in-
crease in unemployment and further reduction in employment possibilities. A particularly
high increase (57.9 %) occurred in 1991, when the number of unemployed reached 253.7
thousand. In 2000 the average of monthly level of the registered unemployed was 357.9 thou-
sand, and their number rose to 395 thousand till the end of 2001.

Figure: The evolution of registered unemployment, 1992 - 2002
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Source: Croatian Employment Senvice.
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After a huge drop of registered vacancies that was above 230 thousand’ during some years
in 1980s, and only 130 thousand during 1990s, with the lowest level of 79 thousand in 1991,
there was a significant increase in 2001, so vacancies amounted to 203 thousand. The increase
in registered vacancies did not allow a reduction of unemployed persons, but decelerated the
unemployment increment: the yearly rate of 11.2 % in 2000 was almost halved (6.2 % in
2001).

Along with the high level, the unemployment in RC is characterized by very long average
duration of registered unemployment that exceeds 2 years. According to CES data around
half of the unemployed wait for a job for more than one year and around 30 % is unemployed
for more than two years. In 1991, 9 % of unemployed waited more than three years, in year
2000 more than one fifth (21.1 %) of all unemployed experienced the same duration.

The unemployment rates among women are slightly higher than that among men, so in the
mentioned period women have always represented more than half of all unemployed. In the
first part of the 1990s their share in total unemployment rose from 52 % in 1991, to 56 % in
1993. After that there was a modest increase in the share of men in total unemployment, so at
the beginning of the second part of the 1990s the share of men and women was almost equal
(women represented 50.1 % all unemployed in 1996). In later years the share of women rose
again so in 2000 they represented 53 % of all unemployed. Also, women are more exposed to
long-term unemployment, so one third of all women wait for a job for more than two years.

Table 3: Relevant unemplioyment data in Croatia (in %)

1996 1997 1998 1999 2000 2001

Unemployment 10.0 9.9 114 13.6 16.1 16.3

rates according

LFs'

Men 9.5 9.5 10.9 12.8 15.0
Women 10.5 104 12.0 14.5 17.3

Registered unem- 15.7 16.5 17.7 19.5 21.3 22.0

ployment rates’

Share in total 499 49.2 475 473 47.0 45.7

unemployment

Men 50.1 50.8 52.5 52.7 53.0 543

Women

Increase of unem- 8.5 6.4 36 11.9 11.2 6.2

ployment

Share of long-term 513 49.0 50.4 50.3 525 56.1

unemployed

1. For year 1999 and 2000 average of 6 months rate.

2. Statistical Yearbook of the Republic of Croatia for 2001, Republic of Croatia — Central Bu-
reau of Statistics, Zagreb: Table 6-14: Activity Rates and Employment / Population Rates by
Age and Sex, page 131.

3. Longer than one year.

axy

that are included d vi ies which in fact refer to the same

P

2 In the mentioned number it is p
job opening.
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2.5 Labour market statistics and information systems

There are two sources of statistical information about employment and unemployment in
Croatia (sce Table 3). First, there are administrative statistics produced by the Croatian Em-
ployment Service (CES). Here are collected and processed all important data and characteris-
tics connected with unemployment and employability (skill, work experience, age, willing-
ness to migrate etc.). Second, the Central Bureau of Statistics has undertaken a labour force
survey (LFS) that is carried out in compliance with methodological rules and guidelines of
the ILO and the European Statistical Office (Eurostat) which ensures methodological compa-
rability with surveys in EU countries.” It was conducted once in 1996 and once again in 1997,
and has been a continuous bi-annual survey since 1998. Interviews take place in the first 2
weeks of each month with the reference period being the last week of the previous month.
Each adult in the household is interviewed if present; otherwise data is obtained by proxy
from a responsible adult. Response rates are around 85 per cent. Results from the LFS are
available to users 6 months after collection, coding and processing.

The number of unemployed according to ILO measure is lower than the number of registered
unemployed because these criteria are much more stringent in evaluating the employment that
the criteria of registered employed. Due to that, this survey shows much higher number of
employed and lower number of unemployed. There is a difference in unemployment rates
by more 5 %, which was 21.3 % according to the administrative sources, and 16.1 % accord-
ing to LFS. According to the administrative sources in more than one fifth of total population
was unemployed, while LFS directs to easier problems so the average number of unemployed
was almost 80 thousands fewer. The reasons are that from the total number of the registered
unemployed 136 thousand (or 38.6 %) do not fulfill international unemployed criteria because
they are inactive (58.6 %) — they have not actively sought work or are not available for work
if they were offered a job — or they work (41.4 %) as they stated in the survey. It is also nec-
essary to mention that among unemployed persons from LFS 56.6 thousand people were not
registered by CES. The mentioned difference is decreasing as unemployment according to
ILO showed a more dynamic increase from the beginning of 1999.

One could estimate that collecting, processing and publishing of the data about employment
and unemployment in RC? are performed with a high quality, although some improvements
are needed.

3 The LFS uses the standard International Labour Office (ILO) definition of unemployment, whereby a per-
sons is unemployed if he/she jointly meets three conditions: (a) does not have a job, (b) is actively looking
for a job, and (c) is available for work.

4 See Statistical Yearbook by Central Bureau of Statistics — www.dzs.hr and different publication of Croatian
Employment Service — www.hzz.hr.
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3 Employment problems
341 Insufficient job creation

Certain recovery in economic activities in second part of 1990s (GDP increased 6 % in 1996,
and 6.5 % in 1997) was not accompanied by enlarged employment opportunities, so the num-
ber of unemployed increased further. Although, it is necessary to stress certain time-lag be-
tween increase of GDP and increased employment possibilities, so due to recent increase of
registered vacancy, one could expect increased employment possibilities and decrease in un-
employment.

Seemingly, the reason behind declining employment and rising unemployment is enterprise
restructuring associated with labour shedding and resulting productivity growth. However,
further analysis would prove that this is only a part — not the most important one — of the
story. At a deeper level the main reason for unfavourable labour market outcomes is insuffi-
cient job creation. In fact, Croatia has one of the lowest job creation rates among transition
economies of Central & Eastern Europe (CEE). Experience shows that enterprise restructur-
ing and rising productivity do not have to entail job losses as long as the economy is able to
generate a sufficient number of new jobs. In an efficient economy with a flexible labour mar-
ket job creation goes hand in hand with job destruction, with new expanding firms absorbing
labour released from the old and declining firms. Hence, the relevant question is what limits
the job creation potential of the Croatian economy? Why the Croatian economy does not gen-
erate a sufficient number of jobs to offset the negative impact of enterprise restructuring?

There are two prima facie reasons:

—  First, there may be barriers to entry by new firms, limiting firm growth and density
(number of firms relative to population). Complicated and time-consuming administra-
tive procedures are amongst the most important disincentives to domestic and foreign
investment, and can chase investors away in spite of generous incentives and a solid le-
gal environment (Foreign Investment Advisory Service, 2001). So, the main reason for
the insufficient pace of new firm formation is high costs of entry in Croatia, one of the
highest among transition economies of CEE.’ These high costs are bound to signifi-
cantly slow down the rate of new enterprise growth, with a detrimental effect on em-
ployment. Consequently, lowering the costs of firm entry is a condition for faster job
creation.

—  Second, there may be barriers to expansion, encumbering employment growth in ex-
isting firms. Although small enterprises’ share of employment has risen in Croatia, it is
still relatively low. Small enterprises (employing fewer than 50 workers), which are a
proxy for the “new sector” account for about 46 percent of total employment. This
means that the new sector is still underdeveloped in Croatia, with important implica-
tions for economic and employment growth.

5  For example Djankov et al. (2000) report that the number of procedures for entry is 14 in Croatia (7 in Lat-
via, 9 in Slovenia), time for entry is 58 days (26 days in Poland, 35 in Slovenia), and monetary cost is 34
percent of GDP per capita (7 % in Slovenia, 17 % in Bulgaria).
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Behind these, there is a number of factors that can inhibit firm entry and expansion, and
thereby job creation. They include unfavourable investment climate and poor business envi-
ronment, labour market rigidities and high labour costs, an inflexible wage structure. In addi-
tion, new jobs that are being created are likely to differ in salient characteristics from old jobs
that are being destroyed. This may make the transition from old to new jobs costly and may
contribute to structural unemployment through skill and spatial mismatches (details in Rut-
kowski, 2002).

In Croatia, as in many other transition economies, there is very weak relationship between
the education system and employment. So, particular attention should be paid to skills and
qualifications, because the labour force is under-skilled or, more properly, inappropriately
skilled for the activities that make up a modern industrial economy. This means that the in-
vestment upon which economic reconstruction and development depends should be under-
stood to include investment in human as well as in physical capital. The key factors for suc-
cessful usage of educational possibilities and employment are detailed career counseling and
information through personal contact or a range of different brochures and booklets where
details about particular programmes and possibilities are explained. For these reasons, it is
very important that the best available information about educational possibilities is forwarded
to the staff of the employment service, so they can provide detailed and quality information in
preparation for education and professional improvement (what is now not always the case).
Very often possibilities for education and employment remain unused, because the firms and
(un)employed do not have the necessary information.

3.2 Impact of privatization

Although there is a very negative general public attitude towards the privatization process,
there is serious lack of surveys about the effects of privatization to the economic growth and
(un)employment. In the early 2000, when the first balance sheets were prepared of ten years
of the privatization project, it was obvious that the negative side effects of this process greatly
overshadowed and endangered its economic and social usefulness. As a consequence, they
also disrupted the legitimacy and credibility of the privatization policy in the public eye. This
is the diagnosis on which there is an agreement among economic analysts, the media, political
parties and the general public (Cukovié, 2001).

The most common method of privatization in the RC was the management-employee buyout,
while as a second measure voucher privatization was applied. In 2000, around 60 % of GDP
was produced in the private sector (EBRD, 2001). At least three institutional and legislative
framework factors have proved to be decisive in the process of privatization in the RC (Cutk-
ovié, 1997). The first is the concept of privatization chosen, which resulted in the Law on
Ownership Transformation of Socially-Owned Property. It was mainly based on methods of
selling, on a case-by-case principle with preferential treatment for formerly and currently em-
ployed persons. Unfortunately, the inherited economic system with its deep structural flaws
and the initial ‘transitional depression’, later enhanced by the war, were not particularly bene-
ficial to the preferred concept of selling. As time passed, it proved more and more unrealistic
with regard both to the income (and employment possibilities) realized through it and the ex-
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tent of privatization. The model of privatization had important negative consequences, such
as the state take-over of a significant part of socially-owned capital and the selection of large
buyers according to political loyalty.

The second important factor that contributed to the increase of irregularities was the concen-
tration of decision-making in the hands of a state agency which was also in charge of its
implementation. The central role of the state in managing the entire process of privatization in
Croatia had a series of undesirable side-effects. According to the Law on Ownership Trans-
formation of Socially-Owned Enterprises (1991), although all firms and companies were
guaranteed the right to suggest their preferred privatization modes, the final decision on the
privatization of a particular company was made by the Agency for Restructuring and Devel-
opment (later to become the Croatian Privatization Fund, CPF). This in practice meant that it
was the Agency that had the final say on who to sell to and at what price, although the com-
panies themselves had the right to propose privatization methods and the potential buyers that
suited them best. Corruption and other irregularities were some of the undesirable side effects
of the disproportionate role of the state Agency.

The third factor influencing the interconnection of the ‘official’ and the ‘unofficial’ economy
on one hand, and corruption on the other, was the fact that the initial legal solution left many
important practical issues undefined and unregulated, leaving them to be solved in practice.
This is the reason why the initial legal solution had to be constantly amended in order to
legalize some elements that had developed during the implementation of the Law on the
Transformation of Socially-Owned Enterprises. The amendments were simply the counter-
measure of the lawmakers to the new situation.® The frequent changes and amendments of the
original text put the new owners in an unequal position, produced feelings of legal insecurity
and created favourable conditions for many forms of grey economy activities.

Consequently, privatization became a hotbed of crime and illegality, corruption and gray eco-
nomy, and a symbol of all the negative social consequences of the process of transition. The
problem of transparency of privatization deal has been also very profound. The slow privati-
zation process favouring insiders, the lack of transparency surrounding some privatization
transactions with the privileged treatment of individuals (tycoons) well connected to the po-
litical elite, and increasing reports of corruption, raised the concerns of potential investors
(World Bank, 2000a). It could be estimated that the applied model and praxis of privatization
caused many problems related to dismissals, bankruptcies as well as low level of employment
possibilities.

6 For example, preferential treatment of the employees and managers in purchasing 2 company as laid down in
the original Law had a discriminatory effect on other interested buyers. Not until the beginning of 1993 was
a special government decree passed which restricted the right of preferential treatment to 50 per cent of total
company value. The other 50 per cent had to be sold to the best potential investor in soliciting for tenders by
the Croatian Privatization Fund.
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3.3  Labour market rigidities

.All analysis indicates that the labour market in Croatia is characterized by very limited labour

and job flows, mainly due to a rigid labour market. Labour market rigidities include ex-
tremely strict employment protection legislation, which limits labour tumover, and relatively
high unit labour costs, which discourage hiring and investment. High unit labour costs reflect
a strong bargaining power of insiders — workers with protected jobs — and the predominance
of industry level bargaining, which generates wage pressures.

There is little doubt that the labour market in Croatia is extremely rigid: it is mainly ruled by
collective contracts; the fixed costs of hiring and firing are very high. In comparison to ma-
ny transitional countries as well as with developed countries, Croatia has one of the longest
advanced notice periods, one of the most generous severance pay provisions, a very broad
(inclusive) definition of collective redundancies. The risk of hiring is thus extremely high for
employers, and very few new jobs get created as a result. Accordingly, costs of enterprise
restructuring are very high, so this limits restructuring and inhibits productivity growth and
thus worsens Croatia’s competitive position.

Also, mostly due to unfavourable dependency ratio (active or employed persons vs. pension-
ers) non-wage labour costs (mainly social security contributions, but also such arcane items as
subsidies for public transport, hot meals and annual leave) are on the order of 60-80 % of net
wages. This also limits job creation and employment growth, and thus contributes to unem-
ployment. Employers are instead encouraged to employ staff under temporary contracts or not
to report some of their workers. These hiring practices negatively affect job prospects of the
young, women, and well-educated first-time job seekers. The employed workers who are dis-
satisfied with their current job are also affected because they do not wish to look for new jobs
— in which they could well be more productive — out of fear of unemployment. At the same
time, because employees stay in the same jobs for years, the capacity of the economy to ab-
sorb new know-how and technology is limited.

Temporary (fixed-term) employment is way of circumventing high costs of terminating
regular employment contracts. However, the law in Croatia restricts its use by requiring that
temporary contracts are signed only on exceptional basis when there is a valid and important
reason. Furthermore, the total cumulative duration of temporary employment cannot exceed
three years. While many countries impose some restrictions on the use of temporary employ-
ment contracts, in Croatia they are stricter than in other countries. For example, in Hungary or
Estonia the total duration of temporary contracts can be five years. Another way of lowering
employment adjustment cost is through the establishment of so called Temporary Work A-
gencies. Such agencies operate in most transition and OECD countries; however they do not
exist in Croatia because of the lack of adequate regulations. So, a possible source of employ-
ment flexibility is missing.
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4  Employment and labour market policy
41 Employment strategies

In the beginning of 1990s unemployment was becoming an increasingly important issue for
the Croatian labour market. This was evident not only in the rise in the number of registered
unemployed persons, but also in the recognition of the many structural problems in the labour
market. The most significant issues included the following: high proportion of young persons
with no work experience; relatively low labour force participation of prime aged men (aged
25-49) and older persons (aged 50 and more); large number of persons with significant work
experience but who were unemployed after a wave of bankruptcy procedures; large number of
war veterans with inadequate qualifications; low mobility of workers both geographically and
functionally; redundancies and inadequate qualifications among the employed labour force
and small number of vacancies.

The magnitude of the unemployment problem has prompted the Croatian Parliament to adopt
the National Employment Policy in February 1998. And the Government adopted a pro-
gramme of incentives for new job openings in 1998. As a consequence, the Croatian Em-
ployment Service (CES) developed five new programmes: Programme of active labour mar-
ket policy measures; Programme of self-employment promotion; Loans to small and medium-
sized enterprises; Programme of public works and Programme of reducing redundancies
among employed persons (see 4.3).

The programmes within the National Employment Policy were aimed at achieving a reduction
in registered unemployment through creating new job openings, restructuring the economy
and bringing about a reduction in both geographical and qualification imbalances between
labour demand and supply.

4.2 Responsible institutions

The responsible institutions in the fields of labour market and employment policy are:
—  Ministry of Labour and Social Welfare (http://www.mrss.hr)

_  Croatian Employment Service — www.hzz hr

_ Office of the Government of the Republic of Croatia for Social Partnership

( t_lg_tp://www.socijalno-garmerstvo.hr).

Here is also active an Economic and Social Council, established for purposes of the defini-
tion and performance of coordinated activities aimed at the protection and promotion of the
economic and social rights and the interests of both employees and employers, in pursuance
of coordinated economic, social and development policies, encouragement of entering into
and application of collective agreements and their harmonization with economic, social and
development policy. Activities of the Economic and Social Council are based on the concept
of trilateral cooperation between the Government of RC, trade unions and employers’ associa-
tion, for the purpose of solving economic and social issues and problems. It is hard to make

96

CROATIA

any re‘liable estimation about coordination of mentioned bodies, because on the lack of serious
scientific surveys and low level of transparency related to the process of decision making.

43  Active labour market policy

Because of rising unemployment, the Government announced new labour market initiatives
early in 2002. According to it, the Croatian Employment Service (CES) subsequently devel-
oped a number of active labour market measures, including: self-employment promotion

loans to small and medium-sized enterprises, and public works. The whole programme o%
active labour market policy measures consists of four other measures: co-financing of em-
ployment of young persons (under the age of 30) with no working experience’; co-financing
of training for vacant jobs and vocational training of new entrants to the job; retraining and"
additional training for jobs in high demand and co-financed employment of veterans and un-
employed children and spouses of killed and missing veterans from the Croatian Homeland
War. These initiatives represented a substantial shift away from the traditional bureaucratic
delivery of employment services, towards services that are both more customer oriented and
more closely integrated into other areas of government activity such as the provision of cash
benefits, social services, and regional development.

However, there are certain doubts about the impact and the targeting of some of the meas-
ures, e.g. the measure for hiring of young and highly educated people. University graduates in
Croatia have an above average chance to find a job. According to the CES there are currently
about 15,000 jobless with a university education, out of which 5,000 are looking for a job for
the first time and belong to the targeted group of the new employment measure. That is only
1.3 percent of the total unemployed. It was announced that about 7,000 people would receive
subsidies in 2002, But in 2001, approximately 18,000 persons with a university education
found a job, although this number may be underestimated since the CES figures do not cover
all who have found employment. One may conclude that the majority of young people com-
ing out of universities do manage to find jobs. Therefore, the new measure can have only a
minor impact on boosting employment, while the underlying costs related to it are rather high
(HRK 707 million over five years).

Just as in most developed countries, public works in Croatia were not oriented towards build-
ing large infrastructural objects, but to performing some very useful social activities such as
taking care of older persons, clearing land for cultivation, reconstruction and so on. Most of
these activities are not profitable and therefore generally not of interest to the profit-oriented
enterprises (Dorenbos et all, 2002). As a consequence, agencies of the state and local gov-
ernment entities were principally in charge of these activities. The main benefits that were
expected from the public works were not seen in terms of direct economic benefits, but more
in the encouraging of those unemployed for whom there is no demand on the labour market to

7  Promoting hiring of young and highly educated people is done by subsidizing at least 60 percent of their
gross wage for the first year and for an undefined period after. Also, an employer of employees with univer-
sity education receives a one-off subsidy of EUR 1000 if the employment extends beyond one year and be-
comes permanent.
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rejoin the labour force. Therefore, the programme was dedicated to unemployed persons who
at the time did not have other options to become employed. These were persons aged over 40,
those with some disability and young unskilled persons.

At the end of 1998 and at the beginning of 1999 the CES encouraged potential employers in
public works programme, concentrating on the representatives of local government units, in-
stitutions and associations engaged in social security etc. However, due to the procedures re-
lated to the public works programme, the number of signed contracts was lower than the
number of approved requests. Until the end of 1999 there were 160 contracts signed between
the CES and performers, on basis of which 2,064 persons were employed.

The research results about the evaluation of the mentioned programme appears to substan-
tiate the conclusion that involvement in the programme does not directly improve the labour
perspectives of the participants, but at least does not lower them. When the way in which the
public works programme helped the participants is explored further, it shows that almost all
participants (96.9 %) admit that it has helped them at least in some way. Most, though, claim
that the programme was beneficial in only one way helping them to improve their financial
situation. Unfortunately, all other effects (making social contacts, enhancing confidence, ac-
quiring skills) are much less pronounced. These findings imply that participation in the public
works programmes in Croatia may (at least) partially be seen as a temporarily opportunity to
solve the participant’s financial problems.

Other measures of active labour market policy include the Self-employment programme
started by the CES. The aim of the programme was to legitimize unregistered economic activ-
ity which has been identified as being the main source of income for a considerable number of
registered unemployed. A large group among the self-employed was engaged in agriculture
either as owners of farms or as helping family members. The programme started from the
assumption that shadow unregistered businesses lacked both knowledge and the funds neces-
sary for functioning in the legal framework. Above all it was clear that many unemployed
lived on the verge of poverty and that the risk of going legitimate could push them deeper into
poverty if they proved unsuccessful. There were different stages of the programme: self-
selection, selection - first and second round, training, consultancy services, procurement pro-
cedures and follow-up and monitoring. Over a period of 1.5 years, 6800 registered unem-
ployed attended the info-seminars. Only 57 % continued on to the following stages of selec-
tion and 32 % attended training. 22 % received consultancy services, but only 7.5 % received
a loan. 583 persons were self-employed and 494 persons employed in the newly registered
firms. The total cost was 56.6 million Kuna or 7.65 million €. Unit costs of the programme
per employed person were 7.1 thousand €. The success of the programme in Croatia is com-
parable with that of similar self-employment programmes in other countries. For the pro-
gramme to be more successful with respect to costs and to help potential entrepreneurs to
make a better estimate of the risk they will be facing, it is necessary to give more complete
information at the beginning of the programme, and to have a more rigorous self-selections
procedure.
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Box: Unemployment benefit system in Croatia
Eligibility condition: work record of at least 9 months in the last 24 month.

Benefit replacement rate: 100 percent of average sal net of social securi ibuti i

last three month precedi_ng unemployment, subject to d?:y nfinimum of 20 pe;!c‘;tri; i?mb:ati?:il':v?:
age salary, and the maximum determined by the Minister of Labour and approved by the Minister of]|
Finance. Currently the maximum amount of unemployment benefit is Kn 900 (compared to average
wage of around Kn 3600). This means that in practice unemployment benefit in Croatia is a flaf rate
benefit, as the fixed amount of the benefit is much below the national average wage.

Benefit duration: The duration of unemployment benefit i i
; ra ) payment is related to the length of service,
with the minimum of 78 days and the maximum of 312 days. However, workers with long years of|

service (35 for men and 30 for women) are entitled to an open-ended unemployment benefit, i.e. until
they find a new job or acquire retirement rights. ’

The specific schedule is as follows:

Duration of unemployment benefit Length of service
(days) (years)

78 9 months- 2 years
104 2-3
130 34
156 45
208 6-7
234 7-8
260 8-9
286 9-10

312 more than 10 years

Unlimited Men: more than 35 years

Women: more than 30 years

Source: Law on Employment Mediation and Entitlements during Unemployment, 2002

The newly established special Fund for development and employment recently announced
the opening of 50.000 new working places (vacancies) in 2003. These will be realized through
different projects that are co-financed by the Fund. Most of the programmes are realized
through bank loans with favourable conditions and with adequate bank verification. Accord-
ing to the data by the Fund, in co-operation with the Croatian employment office, till the Oc-
tober 31, 2002 were employed 12.755 persons registered as unemployed (Banka, 2002). Al-
though, as an idea, one could support such especial fund, there is reasonable scare that it
could be a mean for endangering the transparency of public expenditures, government deci-
sion making and only a short-living administrative body.

4.4 Unemployment benefit system

Relatively few unemployed receive unemployment benefit (see details in the following Box).
The benefit coverage rate (percentage of unemployed who receive benefit) has been below
20 percent since the mid 1990s, reflecting two factors:
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—  a large proportion of new entrants to the labour market, who do not have an insurance
record to qualify for unemployment benefit, and

—  a large proportion of long term unemployed, who are no longer eligible for the benefit
(with some exceptions, unemployment benefit duration is capped at one year).

The benefit replacement rate (i.e. benefit/earnings ratio) is low, as unemployment benefit
accounts for only about one-fourth of the average wage. If the benefits were much higher, it
could create a negative motivation about job-seeking, and spring an unemployment trap (Ott
et al., 2000).

Contributions for employment system are paid from and employees (0.85 % on gross wages)
and employers (0.85 % on gross wages). However, these rates are not applied to war veterans
that do not have contributions paid by employer.

Decentralization of labour market policy

The reform of employment system and social welfare in Croatia entails also decentralization
that could enhance the role and importance of bodies of local government and self-
government. Here is a crucial significance of willingness of all involved partners, where the
impact of central government is very limited, because it is well known that centrally imposed
co-ordination structure cannot be successful. Expected positive results could be obtained only
by spontaneous co-operation which arises from the willingness of decentralized actors to in-
teract. Successful locally-based co-operation depends on the establishment of links between
decentralized government and local firms for the supervision of labour market policy. These
relationships and inter-organizational links are a very important factor in the facilitation of
mutual understanding and continuing willingness to participate.

Centrally enforced or mandated co-operation could not be successful without the willingness
of local implementing actor to interact. If the government wants the existing local public a-
gency to intensify their co-operation, then it must change the constraints (mainly the rules and
regulations) imposed upon local agencies and/or improve/change appraisal criteria (the out-
come functions) that the governmental agencies are instructed to apply. In other words, the
role of the central government should be restricted to setting the general framework (what is
now not always the case) within which the local authorities acquired greater discretionary
power to take their own local measures to combat social disadvantages. According to the
positive experience the main arguments behind decentralization and involvement of the so-
cial partners should be: making labour market policy more flexible and adapted to local
needs and increasing the quality of policy by adding the knowledge of the social partners and
making them more engaged in the implementation of policy.

Potential problems with decentralization, institutional reform and involvement of the social
partners include possible conflicts between national and regional policy priorities (for in-
stance in selecting specific target groups); regional actors may become frustrated in situations
where there is a clash between expectations and available resources; decisions involving ma-
ny actors may become vague or fragmented and loose a coherent strategic perspective.
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Further, it is necessary to mention possible conflicts of competence between the different
actors involved in the planning and implementation of policy; conflicts between the overall
national strategy and the different regional strategies; debates over the relevant choice of indi-
cators for policy success at the regional level etc. Current adjustments of this part of the re-

form are aimed at overcoming these obstacles to a well-functioning formation of a regional
labour market policy.

5 Conclusions and recommendations

The labour market as an economic institution has an important role in determining the living
standards of the citizens of Croatia, as well as in the amounts and kinds of benefit that are
supposed to be provided by the welfare organizations. A flexible labour market with as few
as possible restrictions relating to the supply of and demand for labour combined with eco-
nomic development can ensure a high degree of employment and a rise in wages. This
would reduce the pressure on the system of welfare benefits, reduce the number of people
who want to take early retirement and so on. An insufficiently flexible labour market and li-
mitations in professional and geographical mobility only exacerbate the problems of poverty
and social exclusion, and add to the burden of welfare, which is connected to the economic
crisis. As well as increasing opportunities for employment, it is essential to improve the posi-
tion of the unemployed by building up a suitable system of welfare for them.

Through measures of the active labour market policy - training, re-training, additional train-
ing, professional qualification, the qualification structure of job seekers will be improved,
which will increase their occupational mobility and ability to become employed. At the same
time, education will help the unemployed to retain the skills and knowledge they acquired
earlier, forestall the possible unemployment of the still employed, and additionally coordinate
supply and demand in the labour market. Mainly because of the lack of resources, training
programmes for the employed and unemployed in Croatia till recently were carried out in
very low volume, and still there is a serious lack of consistency in their realization.

A greater focus should be put on mobility and flexibility, through the “upskilling” of the
workforce. Re-training and upskilling of the workforce are become increasingly necessary to
facilitate changes in economy. This requires actions from companies themselves, and their
employees, within a suitable support framework established by the State. Such policy should
be under constant review, so as to ensure its efficiency, so that the benefit should be greater
than the cost, and the return greater than alternative investment in other purposes. When once
the active employment policy comes to life, it is necessary to include in the training and addi-
tional training programmes an increasing number of workers and find ways of motivating
them to accept new know-how and skills (increase the amount of benefit and/or extend the
length of the period of benefit for those willing to undergo training).
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Furthermore, it is necessary to re-examine the factors that lay behind the move to work in the
unofficial economy. The small number of new jobs in the official economy and moving to
work in the grey zone can largely be burden of welfare, which is connected to the economic
crisis. As well as increasing opportunities for employment, it is essential to cut down the
contributions to about 20-25 %, which would correspond to the situation in OECD countries,
although this would mean certain reductions of welfare rights for a given period of time. In-
creased hiring in the official economy, which would mean greater employment and easier to
bear the burdens of financing public needs, would palliate the negative consequences of this
reduction.

Because of the problem of unemployment in Croatia, and from the experience of other coun-
tries in transition, it will be necessary for a certain period to increase the financial resources
for active measures as well as for passive measures to 2 to 3 per cent of GDP.

In the field of decentralization, an institutional reform is necessary which leads to an im-
proved correspondence between the labour market policy responsibilities of the local authori-
ties and the financial and institutional resources available to them. This policy could be titled
as social activation and its aim should be to allow unemployed and socially excluded to be
involved in societal useful activities which can help to reduce social isolation and which may
act as a starting point for getting people into education programmes and into paid work. The
programmes could include the implementation of different experiments at the local level at
volunteer work in all sorts of organizations, community work and landscape maintenance ac-
tivities. To avoid treatment differences of individuals at the local level, the national authori-
ties should have the primary responsibility for carrying out social policies whereas the local
authorities should have the responsibility for the execution of societal projects and social acti-
vation policies.

Faster job creation, necessary to reduce unemployment, calls for labour market liberalization
with the aim of lowering hiring and firing costs. The costs of enterprise restructuring need to
be lowered to encourage investment, new entry, job creation and employment growth. How-
ever, labour market reforms are only one element of a comprehensive reform package; they
are a necessary but not a sufficient condition to engender economic growth. In reaching the
higher level of labour market dynamic, one could propose the following measures that refer to
both labour market and employment policy:

—  Lower barriers to entry by new small private firms, improving business environment
for SME; removal of all obstacles to a greater participation of foreign investors, espe-
cially strategic investors, to promote competition and efficiency, transfer of new skills
of management, capitalization of knowledge, innovations, state-of-the-art technologies,
and the promotion of a new culture of corporate governance and greater financial disci-
pline;

—  Establishing judicial protection of the ownership rights and all other rights stemming
from the contracts regulating various economic transactions among the agents on the
market, but on the other efficient protection of workers rights derived from employment
relationship;
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Strengthening of legislative mechanisms to enable the owners to have direct influence
on management and supervision of the company in the interest of financial, organiza-
tional, personnel and marketing restructuring of the company, including a radical reor-
ganization of the market with staff downsizing and/or bankruptcy when necessary;

Easing of legislation regulating the company’s exit from the market (winding up and
bankruptcy) in the case of long-term non liquidity and losses; this can be achieved
through a stricter implementation and a certain number of amendments to the present
Law on Bankruptcy;

Increased financial transparency and openness to the public regarding the operation
of the company, strengthening the informational base for the correct decision on
whether to keep or sell the shares of a company, especially when there are a consider-
able number of small shareholders;

Strengthening of financial and capital markets, especially stock exchanges and secu-
rity markets as a necessary precondition for efficiency in governance as means of pres-
sure on corporate management in companies with a broad ownership structure; change
of legislation regulating the issuing and trading in securities and the work of the institu-
tion charged with the implementation of this legislation; this is a crucial factor of further
development of a post-privatization ownership structure;

Abandoning of the practice of salvaging companies at the tax payers’ expense
through subsidies from the budget, writing off of debts to the state, tax breaks, exemp-
tion of payment of pension and health insurance contributions, and other forms of be-
haviour which relieve corporate governance of its responsibility;

Liberalize the labour legislation through amending the Labour Code. Specifically;
Lowering costs of individual dismissals by shortening the notice period the statutory
severance pay;

Relax restrictions on the use of fixed-term and temporary contracts;

Institutionalize Temporary Work Agencies;

Revise the definition of collective dismissals so as to comply with the EU directive,
and restrict special regulations so as to apply only to large firms;

Decentralize industrial relations, in particular move away from industry level bargain-
ing toward firm level bargaining

Adoption of a comprehensive package of social welfare measures to solve problems
of unemployment owing to bankruptcy; instead of spending money from the budget to
save bankrupt private companies, it is necessary to give the employees severance pay, to
retrain them, pay them unemployment benefits, etc.; assistance from various interna-
tional institutions and organizations can be obtained to finance such measures (World
Bank, EBRD, European Commission) since these measures are intended to strengthen
the competitive capability of the enterprise sector in Croatia;
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Parallel to the mentioned measures a reform of the judicial system is necessary, especially
resolute sanctioning of corruption, violation of ownership rights and other norms in the proc-
ess of privatization. Furthermore, there should be strengthened business and professional eth-
ics, individual and socio-cultural potential, cooperation and confidence in the institutional
organization of the market in combination with an increased level of transparency and open-
ness of the government administration.
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1 Introductory remarks

Concerning the issues of employment, the Republic of Macedonia is singled out compared to
other countries in the South East Europe by its very high unemployment rate in the last sev-
eral decades. Within the former Yugoslav Federation it was an area with highest unemploy-
ment rates, which in the seventies and eighties of the last century amounted to one fifth of the
total labour force. The Republic of Macedonia entered the transition period with more than
150 thousand unemployed persons and with equal number of over employed persons because
of the administrative, but unproductive employment done of the previous period.

Under the influence of the social and economic transformations in the last decade, the eco-
nomic issues in the Republic of Macedonia are characterized by significant changes. Namely,
until the middle of the nineties the gross domestic product is registering a decrease, which
was especially intensive up until 1993. Since 1996, there is a trend of continued economic
growth, which in 2000 culminated with a real GDP growth of 4.6 per cent (see Supplement
1.) This trend was interrupted in 2001 because of the military events in the north-western part
of the country, which induced a decrease in the total economic activity and macroeconomic
performance.

The basic aim of the macroeconomic policy was preserving the price stability. After very
high inflation rates in the first several years of the independence, a significant decrease of the
inflation rates took place. Since 1996 up until now, an average low inflation rate was achieved
(less than 3 per cent up until 1999, and less than 6 per cent in 2000 and 2001). The wage pol-
icy served to prevent expenditure inflation and to preserve the macroeconomic stability, by its
coordination with the fiscal and monetary policy. With the Law on Wages, the wage growth
in the government institutions and in the enterprises with a degree of privatization less than 70
per cent was limited.

As far as other macroeconomic indicators are concerned, it is important to indicate to unfa-
vourable changes in the foreign trade balance and external debt. The foreign trade balance
after 1992 is registering a deficit, which, even with some oscillations, does have a tendency of

continued increase. The external debt is also registering an increase, especially after 1998.

The transformation of state property plays an important role in the economic restructuring.
Until 31.12.2001, 1,678 enterprises or about 95 per cent of legal subjects, employing 229,151
persons were privatised in the Republic of Macedonia'. Macroeconomic movements and pri-
vatization process in the Republic of Macedonia during the transition period determined
large changes in the labour force structure. They were manifested in sharp decrease of the
registered employment, and increase in the unemployment.

1 Source: Macedonian Privatization Agency.
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2 Labour market and employment
2.1 Situation on the labour market

The changes within the total population, working-age population and active population (la-
bour force) in the Republic of Macedonia in the last two decades were of varying volume and
intensity. They were influenced by demographic factors (the natural and migratory movement
of the population), as well as by socio-economic factors. So, between 1981 and 1994, the
growth of the total population in the country amounted 7.6 per cent, of the working-age
population 10.7 per cent, and of the active population 3.8 per cent (Table 1). The activity
rate was decreased from 41.5 per cent to 40.0 per cent, and the labour force participation rate
from 66.6 per cent to 62.5 per cent’. The estimate of population and our approximations for
the time frame of 1994-2000 show that these tendencies have continued.

Table 1: Demographic structure of the Republic of Macedonia
Census data Labour Force Survey
1981 1994 1996 2000 2002
Total population 1808217 1945932 - - -
Working-age population* 1 127,005 1,247,481 1,436,602 | 1,534,256 | 1,566,954
Active population 750,416 779,097 789,081 811,557 824,824
Of them:
At work in an occupation 675,417 579,453 537,591 549,846 561,341
Bankruptcy workers - 12,955 - - -
Not at work in occupation 74,999 186,689 251,489 261,711 263,483
Non-active population** 1,057,801 1,141,875 647,521 722,699 742,129
. Administrative data — persons at the age of 15 up to 59 for women and 64 for men.
Labour Force Survey — all the persons between 15 and 80 years of age.
** Labour Force Survey data are for the population over 15 years of age.
Source:  National (State) Statistical Office of the Republic of Macedonia.

The huge disproportion in the movements of the working-age and the active contingent,
whose sizes often mutually correspond, are signalling a decrease in the demographic frame of
the labour force supply, and decrease of the growth of the active population. Those changes
could be explained with the loss of the part of the labour force induced by intensive migratory
movements towards abroad, an increase in the number of retired persons because of different
reasons, primarily their premature exclusion from the labour contingent during the transition
process, as well as by the changes in the professional occupations of part of the active persons
(primarily from the agrarian into non-agrarian professions).

2 Activity rate — active population /total population.
Labour force participation rate - active population/working-age population.
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Out of the mentioned causes for such changes, particular attention deserves the migratory
movements toward abroad. The contemporary economic emigration that has been already
intense since the second half of the sixties, during the transition period reached terrifying vol-
ume. Our estimate shows that the number of Macedonian citizens abroad today is between
320 and 350 thousand persons, or from 16.1 up to 17.6 per cent of the total population (Verica
Janeska, 2001). More than 100 000 persons emigrated from the Republic of Macedonia dur-
ing the nineties of the last century. Up until now the country permanently looses a significant
part of its labour force. It amounted at least up to 17 per cent of the total labour force. There is
a trend of especially high emigration among persons with higher degree of education and spe-
cialists, as well as among young scientists from some faculties. This implies negative effects
in many domains.

One can expect that the unfavourable demographic trends will continue, which can be con-
firmed by the prognoses on the total and working-age population growth in the Republic of
Macedonia in the period until 2020. The projections of the population show that after 2010
the average annual growth of the working-age population will have a negative sign3. So, the
influence of the demographic factor on the labour force formation will be significantly less in
the future. Those trends are to be taken in mind when planning the ¢conomic development
and creating the particular policies. However, the current changes in the volume and the struc-
ture of the labour force will have unfavourable implications in the medium-term because of
the huge growth of the number of the unemployed persons, and limited probabilities of their
economic activation.

2.2 Employment

In the pre-transition period, the employment in the Republic of Macedonia did have a ten-
dency of continued growth. The largest number of employed persons was registered in 1989
(about 516,500 persons), and then a tendency of its continued decrease begun (Table 2). Un-
der the influence of the problems immanent to the transition processes, as well as other limit-
ing factors (the economic crisis, the refugee crises, the warlike situations), the employment in
the formal sector in the second part of the nineties was encountering an accelerated decrease.
Based on the situation in 2002, it contributes to the decrease of the number of registered em-
ployed persons to less than 300 thousand.*

In the same time, the informal sector was spreading more intensively, together with the
number of employed persons in this sector. The expansion of the “Grey” economy of unseen
proportion served as a “security valve” in calming the socjal tensions. In those circumstances,

3 The annual working-age population growth in the Republic of Macedonia, based on the medium projection
variant with reduced migrations, is amounting: 5155 (2001-2005); 1954 (2006-2010); -2664 (2011-2015); -
4469 (2016-2020) (Elka Dimitrieva, Verica Janeska, 2001, p. 40-53).

4  The administrative data provided by the National Statistical Office do not represent the overall comprehen-
sion of the employed persons in the country. For example, according to the Payment Office, the number of
persons earning salaries in 2001 amounted 420 thousand.
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the problem of realistic deduction of the values in the formal and in the informal sector was
dramatic. Several attempts to assess the size of the informal sector were made. The results of
this research were characterized by very large deviations in the approximated number of em-
ployed persons.

MACEDONIA

Table 3: Number of unemployed persons and unemployment rates in the Republic of Macedonia

Table 2: Number of employed persons in the Republic of Macedonia

Data sour- 1981 1989 1990 1994 1996 1998 2000 2002
ces

Adminis- 453,378 | 516,500 | 507,324 | 395,686 | 339,824 | 310,213 | 313,558 | 280,989*

trative

LF Survey - - - - 537,591 539,762 549,846 561,341

* I-1X

Source:  National (State) Statistical Office of the Republic of Macedonia

The solution was sought in the surveys that were carried out starting in 1996. The Labour
Force Survey data, which encompasses the informal sector and economically active popula-
tion in the agriculture, show that between 1996 and 2002, the number of employed persons
amounted between 537 and 561 thousand. In 2002, about 133 thousand active peasants have
been included in the number of employed persons, of which 65 thousand were non-paid fam-
ily workers.

The data of the mentioned sources show significant differences in the number of employed
persons, which imposes the question of credibility of those sources. It is necessary to under-
line that the Labour Force Survey is providing the information on the demographic and socio-
economic characteristics of the employed persons, which reflects the quality of the disposable
labour force. This is very important for the purposes of the economic development planning.

23 Unemployment

The unemployment in the Republic of Macedonia has been continuously evidenced since
1953. As it was mentioned, even before the transition it was characterized by the compara-
tively high unemployment rates. Those rates encountered a huge increase during the transition
period (1990-2002). Based on the official data from the Employment Office, the unemploy-
ment rates were varying from about 30 per cent to more than 50 per cent (Table 3).

Unfavourable situation concerning the dimensions of the unemployment is also confirmed by
the research based on the surveys, which include the registered and non-registered unem-
ployment. Large deviations compared to the registered unemployment arose in large part
from the volume of the employed persons in the formal and informal sector, as well as from
the active population in the agrarian sector. Even based on the Labour Force Survey, unem-
.ployment rates remain extremely high, because one third of the total labour force represents
unemployed persons.
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Data sour- 1981 1989 1990 1994 1996 1998 2000 2002
ces
Unemployed persons
Admini- 126,645 | 150,400 | 156,323 | 189,906 | 235,135 | 275,232 | 366,211 | 374,113*
strative
LF Survey - - o - 251,489 | 284,064 | 261,711 263,483
Unemployment rates
Admini- 225 22.5 23.6 320 40.9 470 53.9 57.1
strative
LF Survey - - - - 319 34.5 322 319
* as of September

Source: Employment Office and National (State) Statistical Office of the Republic of Macedonia

Because of the unreliable data concerning the total employment and unemployment, the de-
gree of activity of the available labour force can be measured by different indicators: a) The
ratio between the employed persons and working-age population and b) The ratio between the
employed persons and the total active population (labour force). By applying those indicators
on the 1994 Census data, the unemployment rates in the Republic of Macedonia are amount-
ing 34.0 per cent and 36.1 per cent, respectively. It is obvious that those numerical values are
closer to the values obtained by the Labour Force Survey.

During the transition period, large changes happened in the demographic and socio-economic
characteristics of the part of the labour force that is out of the economic activities. So, within
the gender structure of the unemployed persons, the share of the woman has decreased from
51.9 per cent (1989) to 44.1 per cent (2002), even though its absolute number is growings. It
is a result of the growing influx of the men because they increasingly become dismissed.

Unfavourable changes are also registered in the age structure of the unemployed persons. In
the mentioned period the share of the young persons has decreased while the share of persons
over 40 has increased. Based on the administrative data in 2002, the share of the persons un-
der the age of 30 is 39.5 per cent, of persons within the age group of 30-40 26.7 per cent, and
within the age group above this age 33.7 per cent®. According the Labour Force Survey data
the share of the mentioned age groups amounted 25.6 per cent, 46.7 per cent and 27.7 per cent
respectively. Even though the results of the Labour Force Survey for the last several years are
indicating comparatively better situation, the conclusion about unfavourable structure of the
unemployed persons based on the age structure is still valid.

5 According to the Labour Force Survey in 2002 woman represent 39.6 per cent of the total unemployed per-
sons.

6 In 1989 the share of the persohs under age of 25 was 53.6 per cent, the share of persons within the age group
of 25-40 36.0 per cent and the age group over 40 10.4 per cent.
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As for the qualitative characteristics of the unemployment, special attention deserves its struc-
ture based on the degree of education. The share of the nonqualified and semi-qualified, as
well as of the persons with lower education degree is constantly prevailing (50.0 per cent in
1989 and 52.8 per cent in 2002). In the observed years, the share of the qualified and highly
qualified persons is on almost equal level (17.2 per cent and 18.1 per cent respectively), as
well as of the high school graduated persons (25.8 per cent and 24.0 per cent respectively). As
for the persons that graduated on the colleges and universities, in spite of their significant ab-
solute increase (from 10,461 to 18,993 persons), their share in the total number of unem-
ployed persons is decreasing (from 7.0 per cent in 1989 to 5.1 per cent in 2002). Data col-
lected by the Labour Force Survey are confirming the unfavourable situation concerning the
structure of the unemployed persons based on the degree of education, besides the manifested
differences, especially concerning the high school graduated persons’.

The unemployment duration shows unfavourable movements that are manifested in high
absolute and relative increase of the number of persons that are unemployed for a longer time.
So, based on the registered unemployment in 1997, the share of the persons that are seeking
for a job for less than a year is only 6.0 per cent; of the persons that are unemployed between
one and three years — 27.8 per cent, and over three years - two third of total unemployed per-
sons (66.2 per cent). The share of the persons that are seeking for a job longer than eight years
is terrifying and is amounting 27.7 per cent. The Labour Force Survey also confirms the lon-
gevity of the unemployments.

From the regional point of view, the unemployment in the Republic of Macedonia does have
a different volume and intensity of changes, influenced by several factors. It is necessary to
have in mind the influence of the size of the municipalitiesg_ Based on the indicators for 1981
and 1989, nine municipalities did have an unemployment rate of over 30.0 per cent. Having in
mind the intensive unemployment increase in the nineties, the unemployment rate is higher
than 30.0 per cent in the majority of municipalities. The November 2002 data show that the
number of unemployed persons is the largest in: Skopje - 86,727 persons (23.2 per cent), fol-
lowed by Kumanovo - 30,713 persons (8.2 per cent); Tetovo - 30,477 persons (8.2 per cent);
Prilep - 26,347 persons (7.0 per cent), Strumica - 24,973 persons (6.7 per cent) and Bitola -
20,584 persons (5.5 per cent of the total number of unemployed persons). The common share
of those municipalities in the total unemployment is reaching 58.8 per cent.

The causes for the long-lasting unemployment and its terrifying volume should be primarily
sought in the insufficient economic development, the stagnating and even contracting eco-
nomic growth, and in the discontinued development trends significantly emphasized by the

7 Based on the 2001 data, the share of the mentioned categories of unemployed persons is 40.1 per cent, 14.5
per cent, 37.6 per cent and 7.9 per cent, respectively.

8 Based on those data, in 2001 the share of the persons seeking job up to one year is 13.1 per cent, and over
three years 64.8 per cent.

9  The indicators are concerning the old territorial distribution of the municipalities, when 34 municipalities
existed in the Republic of Macedonia.
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period of transition from one into another socio-economic system. Besides, the employment
problem is under the influence of other limiting factors, such as the foreign debt, the problems
of structural transformation and structural harmonization, the stabilization etc.

Long-lasting unemployment represents a huge loss for the nation, not only as a flux of the
human capital, but also as a loss of most vital part of the population, on whose generic forces,
today and in the future, the development of the country should be based. The example of the
Republic of Macedonia is confirming, that “the enormous loss of the human resources is a
sign of large inefficiency of the economic system and is provoking a deep crisis in the social
sphere” (OECD, 1994, p. 9.). The unemployment is one of the basic causes of the large pov-
erty increase. According to the latest data, about 25 percent of the total population in the
country are poor.

24 Labour market statistics and information systems

The large differences between the registered and the approximated employment and unem-
ployment impose the question about the quality of the data sources, as well as the possibility
to identify its real dimensions. Survey results seem to be closer to reality. But, as for that em-
ployment data, the following dilemmas arise:

—  How to regard employed persons that do not receive salaries for months. Based on the
international standards, they should be treated as unemployed;

—  How to get a better approximation of the number of employed persons in the informal
sector. There is a very large scope of underemployment which cannot ensure the means
for the normal living - personally and for the family;

— About the treatment of the economically active persons in the agriculture, including the
unpaid family workers.

Large differences between the registered and approximated unemployment are imposing the
issue of its dimensions. In that context, one must have in mind more aspects of the methodo-
logical and other nature, which contribute to the different identification of the volume and
intensity of the unemployment. There is no doubt that the persons from the second and third
category are economically active and are realizing some revenue, but all of them do not have
social or health insurance. So, part of them is regularly registering themselves in the Em-
ployment Offices to obtain the health insurance, or social aid"’.

As for the registered unemployment, it is very important to underline the problem of the con-
sistent application of the “Law on Employment and Insurance during the Unemployment Sta-
tus”. So, there is no distinction done between the persons that are actively seeking job and
those that are registering as unemployed just to materialize some other rights. Part of them are
persons that work in the informal sector or are active peasants. Special attention deserves dif-

10 Today, about 82 thousand households are getting the social aid and about 230 thousand unemployed persons
are getting the health insurance. Part of those persons are included in the Survey as employed.
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ferent categories of persons - bankruptcy persons, seasonal workers, technological excess
workers, elderly persons with different work probation, the period for seeking job etc.

As far as the data sources about the situation on the employment and unemployment in the
Republic of Macedonia are concerned, one can conclude that the Labour Force Survey gives
more realistic diagnosis of the unemployment rate. By including larger number of the demo-
graphic and socio-economic characteristics about the employed and unemployed persons, as
well as with its intersection, relevant information and better assess of the situation on the la-
bour market is obtained, especially on the volume of the unemployment.

Based on the expressed dilemmas, particularly with regard to the scope of the employed per-
sons, it is necessary to improve survey research on the labour force. For that purpose, more
attention should be given to some aspects related to more comprehensive and more realistic
encompass of the employed and unemployed persons. Those aspects are:

—  The issue of the validity of the applied criteria in defining the dimensions of employ-
ment and unemployment. Primarily the criteria by which employed are all the persons
that during the week of the report have worked for money (in cash or in kind) or for
profit at least one hour. Questionable is its usage in an insufficiently developed area as
it is the Republic of Macedonia, because of the numerous economic and social problems
emphasized during the transition period. The ILO criteria that are applied in the devel-
oped countries could not be fully applicable in our circumstances without appropriate
corrections;

—  Questionable is also the issue about the upper limit of the working-age contingent
defined at the age of 80. In our country, working-age population are persons at the age
of 15 up to 59 for women and 64 for men;

—  There are also some problems in extrapolating the results of the survey on the total
number of the country's labour force, especially regarding some categories of the unem-
ployed persons.

—  Having in mind that the Labour Force Survey is concerning the situation in the country
as a whole, the question is imposed about more realistic identification of the number of
employed and unempleyed at regional level or within smaller territorial units.

The solution of the above mentioned problems should be sought in a better organization of the
data collection and regular registering of the employed persons as well as by more rigorous
control of obtaining and loosing the working status. It imposes the need of enforcement of
inspection and revising control. From the point of view of particular areas, the assessments
on the total number of employed persons in the informal sector should also be done. In that
sense it is necessary to continually update the evidence of the unemployed persons in accor-
dance to the Law.
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However, there is no doubt that the number of registered unemployed persons would be sig-
nificantly reduced if some other mechanisms in materializing the mentioned rights on health
insurance and social aid would be found, or if those rights would not be related to the unem-
ployment status. In that case the number of unemployed persons would be closer to the num-
bers arising from the Labour Force Survey, and more relevant data on the structure of the un-
employed persons at the regional level would be obtained.

3 Employment policy
3.1 Present situation

Until now, there is no employment-oriented strategy in the Republic of Macedonia, based
on a coordinated and integrated approach that include the factors in the institutional and mac-
roeconomic framework, both employment and labour-market policy interventions. Macedonia
also does not have a consistent employment policy as a cross-sectoral policy that would in-
clude all policy fields, affecting directly or indirectly the employment of labour as a factor of
production. Only partial and short-term employment-related measures were used in some pol-
icy fields.

Within the regulative and macroeconomic spheres of the economic policy there were some
employment and labour market-related measures in the financial policy (taxes, contributions,
subsidies), in the monetary policy (in maintaining monetary stability) and in the wage policy
(use of the minimum wage as an instrument of social policy). The experience in reducing the
employment contributions for new employments that was applied during 1998 can be under-
lined as a positive one. It did have positive effects on the employment, because quiet large
number of unemployed persons was employed. As a prerequisite for the economic develop-
ment of the country, activities were undertaken in the field of foreign-trade policy. So, several
free trade agreements were signed, and very soon Macedonia will become a member of the
World Trade Organization.

Promotion of small and medium-size enterprises and social policy exist. During the transi-
tion period, in the circumstances of growing unemployment, social policy was focused on
protecting the social peace in the country. Within the sphere of the educatioxf/tl.'aining pol-
icy, our government has adopted a strategy for the period up until 2010. It is important to
point out that serious reforms are already started in all levels of education. Alsq, several pro-
grammes for training and retraining, as well as education of older persons are going on.

One can conclude that Republic of Macedonia in the past period did not produce a consistent
policy in solving the problem of the unemployment. The measures, which were undertaken up

115



MACEDONIA

until now in particular fields of the employment policy, could not produce more significant
results because of the uncoordinated approach'.

As for the employment related interventions, the responsible institutions, in the sense of
official organisations, are: the central bank as the authority responsible for monetary and fi-
nancial policy (maintaining monetary stability); the judicial authorities responsible for
guaranteeing due the process and recourse to the law; the government institutions responsible
for economic and social policy, in particular the ministries of Labour and Social Affairs, of
Economy, of Finance and of Education and Science; the National employment office and lo-
cal employment offices; local communities; labour unions and employer associations as the
social partners to the government.

3.2 Some considerations on the relevant employment policy fields

The analysis of the size and structural characteristics of the unemployment in the Republic of
Macedonia shows that it could not be fully framed in the basic unemployment types: fric-
tional, structural and cyclic. Its cause-consequence interrelation is characterising it as the de-
velopment-structural unemployment. Based on its motives and consequences - the short-term
and long-term ones, it is a complex and very severe problem to solve.

The economic development on the world scale, as well as on the national level, is a basic de-
terminant of the employment'>. Having in mind the causes of the continued unemployment
growth in the Republic of Macedonia in the last several decades, the development and the
economic growth are starting presupposition for its gradual alleviation. The role of the gov-
ernment in those circumstances should be steered toward generating adequate conditions for
the intensification of development of the market economy. In the same time the social aspects
should not be neglected because they are a basis for the success of the economic reform.

Conceming the complexity of the unemployment problem, it is necessary to define a consis-
tent employment policy that will encompass several domains. Thereat, the attention should be
focused on two basic presuppositions: in generating new jobs, more precisely in providing
higher level of labour force demand, as well as in accreting the economic development. Of no
less importance is the need to improve the institutional structure of the economy, the condi-
tions and stability of the foreign investment regime, stronger coherence of the measures for
the stimulation of the unemployed persons in enlarging or even changing their professional
skills etc.

11 For example, when there is no development policy, especially in the industrial and agricultural policy, also
when the output is diminishing, the expected positive influence of the concluded free trade agreements and
the membership in the World Trade Organization will fail.

12 The research shows that there is a degree of correlation between the changes in the production and employ-
ment. For example, the situation in the developed countries shows that the increase of the Gross Domestic
Product of 1 per cent is producing an equivalent increase in the employment rate (Eddy Lee, 1995, p. 487).
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The huge labour force supply is imposing the question of the utilization of own current poten-
tials, as well as of the external opportunities in generating the suppositions for the enlarge-
ment of the economic activities and in generating new jobs. Those opportunities should be
sought in finishing the process of ownership transformation of the enterprises with the social
capital, in the restructuring of the economy and of the development orientation, in the new
investments based on foreign capital, in the inclusion in the global labour force supply, etc.
(Elka Dimitrieva, Verica Janeska, 2000, p. 189).

When the privatization is preceding the restructuring of the economy and not vice versa, then
in the absence of development strategy in the country, as well as when the institutional pre-
suppositions were not completed, the private capital could not be more interested in its orien-
tation toward the economic activities, especially in the production sector. So, the prevailing
orientation toward the trade and hosting could not significantly contribute to the decrease of
the unemployment.

Such considerations refer to the need of the development strategy of the Republic of Mace-
donia, where the industry should retain the role of basic development promoter, because in
our circumstances its generic forces and power are not yet exhausted. The solution of the un-
employment problem is without alternative imposing the need of the existence of industrial
policy. In that sense, during the restructuring of the existing industrial capacities, the possi-
bilities of its steering toward work-intensive, and primarily export oriented production, should
be maximally utilized. The industrial production should be oriented toward the branches of
processing industry, toward a production with higher degree of finalization by utilizing the
domestic resources, as well as by taking part in the production of components devoted to the
global production of foreign companies. As for the broadening of the possibilities for new
employment in the industry, the attention should be given to the development of new indus-
trial service economy (opening the jobs that are of service character — design, marketing,
distribution, management, financial planning etc.). There, highly educated and creative labour
force will be engaged.

Today, the Republic of Macedonia could become a part of the developed world only in the
production of components devoted to the global production in the developed countries. The
fact that Macedonia was not until now more significantly included in such a kind of produc-
tion is underlining the need to initiate such a kind of cooperation linkage, which would enable
the involvement of the disposable labour force.

The agrarian activity should also obtain adequate treatment, so that the natural conqitions and
available production capacities would be utilized. The development of thevagranan. §ector
means interconnection of the primary agrarian production with the processing capacities, SO
that the possibilities for new jobs would be significantly broadened. In the last decade, the

interest of the displaced workers to return to the agrarian properties as a means to secure its
existence has significantly increased. So, the corresponding agrarian policy that will steer and

support the agrarian production is necessary.
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By not denying the significance of the service sector, as a means to engage the labour force,
several limiting factors influencing the volume of its absorption ability should be taken in
mind. Because of the development level of the Republic of Macedonia, it is necessary to
break down the illusion that this sector could have a leading role in solving the unemployment
problem. The experience of the developed countries illustratively shows that more intense
development of the services activities and its need for labour force are happening on the
higher development level, more precisely, those are the post-industrial or so-called informa-
tion societies (Manuel Castells et Yoko Aoyama, 1994, p. 5-36).

Having in mind the advantages of small and medium enterprises - SME, as well as its pos-
sibility in the absorption of the labour force, investments in those entities should be steered
toward the production areas, especially export-oriented production’. In the circumstances of
limited investment capital (domestic and foreign), those enterprises should get a government
support. Thereat, the effects of broadening the possibilities for new jobs would be signifi-
cantly higher if the small businesses would be linked with large enterprises.

By concluding the free trade agreements, the limiting circumstances of the small absorption
capability of the Macedonian market can be overcome. The Republic of Macedonia should
adjust its production toward the needs of the countries with which it concluded the free trade
agreements, as well as toward its gradual inclusion into the markets of the developed coun-
tries.

The qualitative characteristics of the labour force are increasingly becoming the important
precondition for the modern organized production. It is very important to know in which di-
rection and kind of education should be invested, so that it would be in a function of the eco-
nomic development. The changes in the education system in Macedonia should largely be
coordinated with the development orientation of the country. In the short-term, the coordina-
tion between the labour force supply and demand, from the point of view of the education and
professional structure, should be done “in motion”, by applying different kinds of skill enlar-
gement and change, as well as with permanent education. In fulfilling such an approach and
in the provision of a market economy, the government support is essential, as well as the
interest of the private enterprises in obtaining adequate qualified labour force that will be en-
gaged in a long-term.

As for the considerable number of non-qualified unemployed persons, and having in mind
their social status, they should obtain an adequate treatment. Part of them, especially younger
persons, should be included in the education and retraining processes, so that the presupposi-
tions for their economic activation would be created. As for the other part of this contingent
of unemployed persons, it is important to make their differentiation to determine the opportu-
nities for their employment or pension insurance. The employment opportunities of part of

13 The number of SME is still not of such a volume to be possible to induce larger shifts in its number and a
share in the total employment. They are oriented toward the activities that do not have larger influence on
the stimulation of the economic growth (trade, hosting, etc.) and larger labour force absorption.
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this category of unemployed persons, having in mind their own estate, should be sought in
instigation of the individual agrarian production.

4  Labour market policy

As for the labour market policy, substantial changes were done in the framework of regulative
labour market policy. The development level and the limited possibilities for larger labour
force demand in the transition period profoundly disrupted the normal functioning of the la-
bour market. So, undertaken activities and passive measures for the unemployed within the
operational labour-market policy show that the share of the funds spent on the active meas-
ures is significantly lower compared to the funds for the passive measures.

4.1 Regulative labour market policy

During the transition period, the regulation of the labour market in the Republic of Macedonia
was set-up on a new basis. The Constitution and the Law on the Labour Relations, which
was enacted in 1993, basically regulate the functioning of the labour market. Up until today it
is harmonized with the content of 66 conventions of the International Labour Organization.
Also, within the dialogue between the social partners, two general collective accords were
signed, first one for the real sector and the second one for the so-called public sector as well
as about 30 collective accords for particular sectors of the economy. In 1996, the Agreement
for the formation of the Economic-Social Council, as a tripartite body consisting of nine
members was signed, three of them representing the Government, the Syndicate and the em-
ployers.

The process of social and economic transformation in the Republic of Macedonia was carried
out in unpleasant conditions, which also induced large changes on the labour market. Such a
situation imposed the need to continually follow the situation and to undertake the measures
and activities in the normative sphere in the area of labour and labour relations. The main ac-
tivities were steered toward the Project on Structural Reforms of the Public Sector and the
Labour Market, whose realization begun in 1997 with the financial support of the interna-
tional institutions.

The aim of those reforms was to improve the labour market flexibility, to increase the de-
mand of new workers, to adapt the availability and duration of the benefits based on the un-
employment status, improvement of its payoff, improvement of the organization. and tec.:hnol-
ogy implementation in the institutions where those benefits are effectuated (Stojan Trajanov,
2002, p.19-22). In this context, two laws were brought into force: the Lawbon the Er-np]oy-
ment and Insurance during the Unemployment Status and the Law on the Social Protection.
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Except for the mentioned laws, particular issues from the labour area were arranged by other
special laws, such as: the Law on the Public Servants, the Law on Protection during the Work
Process, the Law on the Strike. Even though the efforts have been done to introduce the prin-
ciples harmonized with the international legislation, those principles are not fully imple-
mented.

In accordance with the intention of the Republic of Macedonia to become a member of the
European Union'®, in the last years several preparatory activities were undertaken to harmo-
nize the legislation in the area of labour relations with the legislation of the European Union.
So, within the CONSENSUS programme which is a part of the PHARE programme, the as-
sess of the harmonization of articles of the Law on the Labour Relations, the Law on the So-
cial Protection and the Law on the Protection During the Work Process was done. The analy-
ses showed that the current legislative on the labour relations and working provisions have
largely included the provisions that are concerning the rights and obligations of the employees
and employed.

4.2 Operational labour-market policy

Active labour market instruments were first of all focused on qualification measures
(training and advanced training, retraining). In a lesser extent represented were the measures
aimed at creating employment or preserving jobs, e.g. wage subsidies, employment pro-
grammes, financial support for business start-ups, subsidies for the employment of particular
groups. Besides that, special programmes for particular risky groups on the labour market,
such as the young persons seeking for job for a longer time, the persons with higher and high
education, persons with lower education level, persons belonging to adult groups seeking for
a job etc., were not prepared.

Within the framework of the active policies on the labour market, the project PRiZMa,
which is carried out since 1999 should be mentioned. It is a programme for the adaptation of
the labour force, the enterprises and communities in the Republic of Macedonia. This is a pro-
ject of the U.S. Labour Department, consisting of four components:

— A fast reaction for the adaptation of the labour force for the purposes of planning, orga-
nizing and enabling the transition of the workers toward new jobs;

—  Economic development of the communities for the stimulation of the development on
the local level and new jobs creation in the areas where the enterprise restructuring has
occurred;

—  Enterprise competitiveness for reinforcement of the good enterprises and job preserva-
tion and

—  The financial resources to finance the first three components.

4 On April 2001, the Stabilization and Association Agreement between the European Union and the Republic
of Macedonia was signed.
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During the PriZMa activities, funds have been secured by the U.S. Labour Department, and
then by the Macedonian sources This project is taking place under the motto “Let's Mace-
donia work again”. Up until 2001, by this project 1,100 jobs were preserved, about 1,000 jobs
were created, and several hundred workers were included in a prompt and efficient training,
based on the labour market needs.

As far as the passive measures on the labour market are concerned, significant amounts of
funds are directed toward the health insurance of the unemployed persons, toward the vari-
ous compensations for the social aid etc. Even though the system of insurance during the
unemployment is changed with the version of the Law from 1997, the amount of expenditures
still remains very high and is defined depending on the salary level. For example, during
1999, total expenditures based on the unemployment status, amounted 5 million EURO a
month.

Activities in the field of the employment policy and labour market policy were up until now
financed by contribution-based funding and tax-based funding, i.e. funding from the gov-
ernment budget and other, primarily foreign sources (foreign financial institutions, PHARE-
programmes, grants etc.). By contribution-based funding via the employment contribution,
which is amounting 1.6 percent of the gross salary, around 22 percent of the expenses are fi-
nanced. The foreign funds, inflowing by the various sources, are not too large, but having in
mind the financial situation of the country, they cannot be neglected. So, the greatest part of
the activities in the field of the employment and labour market policy was financed from the
government Budget.

Concerning the labour market policy the Employment Office deserves particular attention.
This institution does have broad competences in regulating the issues of the labour exchange,
the rights and obligations of employers, the unemployed persons and the government. Be-
cause of many limiting subjective and objective factors in the current circumstances, its ade-
quate acting is under question. Having in mind a huge gap between the labour supply and de-
mand, determined by the intensity of the economic development, the objective factors could
not be overcome in a short-term. It is necessary to remove the subjective factors as fast as
possible. They are concerned with the issues of definite identification of the total unemploy-
ment by the differentiation of the persons that are actively seeking for a job a}nd those that are
registering themselves as unemployed jus to materialize some rights, as mentioned abf)ve..The
Employment Office should be transformed and should become a more active factor in stimu-
lating the labour market.
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5 Conclusions and recommendations

During the transition period, the development of the labour market in the Republic of Mace-
donia faces a number of problems. Some of them should be outlined as being most impor-
tant.

—  As first and most important problem should be mentioned the unemployment. As the
result of the registered employment decrease and the high labour force participation
compared with the low labour demand, the Macedonian labour market faces very high
unemployment rates and significant long-term unemployment.

—  The second problem concerns the lack of job creation. In the last decade, the privatiza-
tion process, the economic reforms and the restructuring of the economy, as well as
poor investment, have led to a continuous job destruction instead of job creation.

—  The third problem is related to the lack of employment policy and relatively small par-
ticipation of the active labour-market policies.

—  The next problem results from the unclear division of responsibilities between differ-
ent levels of governmental structures and civil society in establishment, implementation,
management and monitoring of labour market activities.

—  Particular problem is lack of valid labour market statistics and information system
on employment development as prerequisite for good prognosis of the true dimensions
of the unemployment problem.

Having in mind the size and the character of unemployment in the Republic of Macedonia, a
basic presupposition for its decrease is the development and economic growth. In that con-
text, within the development strategy of the country special care should be taken to the devel-
opment of the industrial and agrarian sector. Because of insufficient economic development,
opening new jobs will primarily be under the influence of the new investments — domestic
and foreign. In that sense, the government would primarily have to generate the conditions to
stimulate the development of the market economy and the investment activities in the country.

Concerning the complexity of the unemployment problem, the Republic of Macedonia would
have to build an employment-oriented strategy as soon as possible. It should be funded on a
coordinated and integrated approach that the factors in the institutional and macroeconomic
framework include both employment and labour-market policy interventions.

Macedonia needs a consistent employment policy. Concerning the sectoral policy spheres of

the employment policy particular attention should be devoted to the regional, industrial and

agricultural policy. Within the regulative and macroeconomic spheres of the economic policy

adequate employment and labour market-related measures in the financial policy (taxes, con-

tributions, subsidies), similar of those from 1998, should be taken. Also, adequate measures in

the monetary policy (for further preserving maintaining monetary stability) and in the wage
- policy (use of the minimum wage as an instrument of social policy) should be taken.

Today very frequently is stressed the importance of small businesses. We think that in our
circumstances those would have more significant influence in mitigating the unemployment
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problem only if they are oriented toward production activities and unless they are linked with
large enterprises.

As for the foreign-trade policy the limiting circumstances of the small absorption capability
of the Macedonian market can be overcome by free trade agreements with several countries.
In the future, the Republic of Macedonia should adjust its production toward the needs of the
countries with which it concluded the free trade agreements, as well as toward its gradual in-
clusion on the markets of the developed countries.

The qualitative characteristics of the labour force are increasingly becoming the important
precondition for the modem organized production. The changes in the education system in
Macedonia should largely be coordinated with the development orientation of the country. So,
within the education policy particular attention should be devoted to the professional orienta-
tion and the permanent education.

The labour market policies should primarily be oriented toward active measures and pro-
grammes. In the future, the projects similar to the PriZMa project would be applied, by which
new jobs would be created, and the existing jobs would be preserved during the restructuring
of the enterprises. As already have been noted, the activities concerning the training and re-
training of the unemployed persons should be done “in motion” and in accordance with the
needs of the labour market.

As for the passive measures on the labour market, the need of its more sizeable use will also
remain in the medium term. It will be influenced by the size of the current unemployment, by
the solution of the problem of the enterprises-loser, by the pressure that is expected from the
liberalization of the labour market, as well as by the inflow of new job seeking persons.

In Macedonia valid labour market statistics and information system on employment de-
velopment are necessary for good analysis and prognosis of the true dimensions of the unem-
ployment problem. In the same time this is a prerequisite for creating an employment-oriented
policy and labour market policy, as well as for special programmes for particular risky groups
on the labour market (young persons seeking for job for a longer time, the persons with higher
and high education, persons with lower education level, persons belonging to adult groups
seeking for job etc.).
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Annex
Basic macroeconomic indicators
Annual data for the Republic of Macedonia

1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001
Real GDP % 91 | -1.8 | -12 | 08 1.5 34 43 4.6* -4.1%
Inﬂation (aver- % 362 128 15.7 23 2.6 -0.1 -0.7 5.8 5.5
age)
Inflation (end of 8.8 -0.7 2.7 24 2.4 6.1 3.7

period)

Implicit deflator % 4421 1 1519 | 171 29 34 1.4 2.7 8.2* 4.2+
Budget balance %GDP | -134 | 29 -1.2 -0.5 -0.4 =17 0.0 2.5% -5.7%
(central budget

and funds)

Exchange rate
(average)

DEN/1 23.6 | 432 | 38.0 | 400 | 498 | 545 | 569 65.9 68.1
UsD

Exchange rate
(end of period)

DEN/1 446 | 406 | 38.0 | 414 | 554 | 51.8 [ 603 65.3 69.2
UsD

Export (C.LF.)

USDbill. | 1.06 1.08 120 | 115 ] 120 1.31 1.19 1.32% 1.16*

Import (F.0.B.)

USD bill. | 1.01 127 | 142 | 146 | 159 | 191 1.78 | 2.08* 1.68*

Trade balance

USDbill. | 0.05 | -0.19 | -0.22 | -0.31 | -0.39 | -0.60 [ -0.59 } -0.76 -0.52

Current account
balance

USDbill. [ 0.02 | -0.16 | -0.22 | -0.28 | -0.27 | -0.31 | -0.11 | -0.11* | -0.35*

As % of GDP

% 0.8 -4.7 -4.9 -6.3 -7.2 -8.7 -3.0 30 | -10.0*

Foreign exchange
reserves

USDbill. | 0.12 | 0.16 | 027 | 027 | 028 | 033 | 048 0.71 0.79

Import coverage
(reserves/import)

months 14 1.6 23 22 1.9 21 3.2 4.1 49

External debt"

USDUbill. | 1.14 | 1.26 | 144 | L17 | 113 144 | 149 1.49* 1.44*

As % of GDP

% 455 | 372 | 323 | 265 | 303 | 40.1 | 40.6 [ 41.5% | 41.5*

T "Since 1998, according to the new methodology suggested by the World Bank, total foreign debt comprises
short, medium and long term credits.

*

Estimate on preliminary data.

Source: National (State) Statistical Office, Ministry of Finance of the Republic of Macedonia and the National
Bank of the Republic of Macedonia.
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1 Introduction

Unemployment has been one of the most serious problems facing Montenegro for a number
of years. Unless it is adequately solved, it will not be possible to have a successful economic
and social reform or a successful economic and social development. However, unemployment
is a serious and complex problem even in countries in which it has not acquired such enor-
mous proportions as in Montenegro, but which have the required material and other condi-
tions for solving it. Hence, in order be able to cope with the unemployment problem success-
fully, it is necessary to precisely define its character and nature and the historical circum-
stances that brought it about, as well as to define the peculiarity of the economic and social
development of the country.

2 The socio-economic situation in Montenegro

The problems of unemployment, or rather poverty and (ir-)rational use of labour force in
Montenegro and FR Yugoslavia at large in the past 10-12 years acquired such proportions that
elementary human rights - the right to a minimum of economic and social security — have been
threatened for a large share of the population. At the same time, the problems of employment
and unemployment have acquired such forms that it is not sufficient to just apply the known
skills of the employed-unemployed. Namely, there is a co-existence of several problems:

—  structural unemployment which is typical for developed as well as underdeveloped
countries,

—  high overt unemployment, hidden-latent unemployment and a low level of employment,
—  techno-economic redundancies prevailing the socialist system,

— and workers on forced and unpaid leaves resulting from inconsistent economic
restructuring during the transition period which is typical for most of the slower
transition countries like Montenegro and the FR Yugoslavia as a whole.

Therefore, the gravity of the mentioned problems should be viewed in the context of the over-
all socio-economic situation in the country. Namely, the gravity of the unemployment prob-
lem becomes even clearer in view of the fact that it co-exists with a number of other serious
socio-economic problems. In Montenegro, in the past 10-12 years, the overall employment
registered a continuing decline and unemployment registered a continuing growth, so that
registered unemployment at the end of 2000 amounted to almost 85,000. On the other hand,
the average monthly wage at the Republican level amounts to somewhat above Euro 150.
Montenegro at present has over 80,000 pensioners and hosts over 30,000 refugees and dis-
placed persons from other former Yugoslav republics and Kosovo. Considerable funds have
been set aside for covering the accommodation, food and health insurance costs, and humani-

‘tarian assistance is diminishing. The trade deficit ranges from US$ 300-350 million, and the

foreign debt amounts to approximately the same sum.

All of this is happening in a stagnant economy in which utilization of prod.uction. capacity
amounts to around 40-50 %, and the output down to 50 % of that in 1989, with a high infla-
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tion rate (around 20 %), an unstable political situation and irregular relations at the federal
level.

3 Evolution and characteristics of employment and unemployment problems

It is well-known that immediately following World War II Yugoslavia, including Montene-
gro, opted for the Soviet model of socialism, which implied the adoption of full employment
as a basic postulate of the new system. This commitment was enshrined in the Constitution as
a right to work. Just like in the case of other declaratively expressed rights, this right was
never fully operationalized nor even fully clarified what it was supposed to mean. It is a fact
that the right to work did not mean a guaranteed employment for all those who wanted to
work. So, the principle of full employment under the model of other East European countries
was short lasting in Yugoslavia. The official statistics contains the data for 1952 already.

31 General trends in employment and unemployment

Trends and gravity of employment and unemployment problems will be presented based on
the data from two official sources - on registered employment and unemployment. As of
1995, the data from the Survey on labour force will be added.

Table 1: Trends in Employment in Montenegro (1952-2000)
Year Total Social sector Social sector % Private sector Private sector %
1952 30000 30000 100.00 - -
1964 73201 71928 98.26 1273 1.74
1970 78374 77028 98.28 1346 1.72
1980 128024 126015 98.43 2009 1.57
1989 168510 163351 96.94 5159 3.06
1991 153667 142794 92.92 10873 7.08
1992 145653 133587 91.72 12066 8.28
1993 143657 130948 91.15 12709 8.85
1994 140684 128796 91.55 11888 8.45
1995 137232 125399 91.38 11833 8.62
1996 137743 125194 90.89 12549 9.11
1997 147083 121278 82.46 25805 17.54
1998 147233 118273 80.33 28960 19.67
1999 145571 115328 79.22 30243 20.78
2000 140762 114278 81.19 26484 18.81

Source: Statistics Yearbook of Yugoslavia 2001, p. 96.

In order to understand how the problem arose and evolved, it is necessary to concurrently
review and analyse the changes in employment over a longer time period. Based on the data
in Table 1 it is possible. In the post-World War II period, employment and unemployment in
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Montenegro underwent several characteristic stages. (1) During the period of 1952-1964, em-
ployment was low but grew very fast and more than doubled. (2) The twenty year period,
1970-1989, was another stage, even though it was not quite unique. It is again characterized
by rapid growth of employment. (3) The last, most difficult stage in the field of employment
is the 1989-2001 period, when for the first time in the post-war period total employment did
not grow but, on the contrary, fell by nearly 30,000 till the end of 2000.

However, according to the data on trends in employment in the Survey on labour force that
commenced in 1995, total employment in this period did not decline but on the contrary a-
mounted to 181,762 in 2000 (Table 2). What is noticeable from the data shown in this table is
that employment is not on a rise, it amounts to some 180,000 with considerable annual fluctu-
ations that are difficult to explain by economic developments.

Table 2: Employed persons by sector ownership (in thousands)

Specification 1995 1996 1997 1998 1999 2000
[TOTAL 178869 183483 178562 180365 184832 181762
[Public property 149160 140250 127241 126842 126387 117635
Private property 25601 28490 30801 32588 40556 42157
ICollective prop- 4107 14743 20520 20935 17899 21970
erty
IPublic sector (%) 83.39 76.44 71.26 70.33 68.38 64.72
[Private sector (%) 1431 15.53 17.25 18.07 21.94 23.19
ICollective prop- 2.30 8.04 11.49 11.61 9.68 12.09
ferty (%)

Source: Labour force survey from 1994 to 1999. p. 9 and for 2000. p 8.

The quantitative difference between the two sources is, nevertheless, not very big because the
difference in the number of the employed under the Survey is accounted for by workers from
socially-owned companies which they had to leave. A considerable number of them is seeking
jobs that are beyond their skills. There is, however, a positive change in employment in this
period. Private sector employment has experienced a considerable growth.

For various reasons, on the sides of both supply and demand, unemployment grew fast in
early 1980's up to 46,451 in 1989. In only 3 years (1990-1992), registered unemployment
grew by as many as 16,000 and reached nearly 64,000 at the end of 1992. Registered unem-
ployment continued to grow and reached its maximum in 2000, when it amounted to 84,000.
In 2001 and 2002 registered unemployment gradually declines and is around 80,000. The data
on unemployment under the Survey on labour force does not differ much fI'On‘.l the data on
registered unemployment (Table 3). As a consequence of the negative trends in the lab.our
market, the unemployment rate is extremely high regardless of the mode of calculanox}.
According to the data on registered unemployment, it ranges betwgen 3{0 % and 40 %, and if
calculated according to the data from the Survey on labour force, it varies between 20 % and

30 %.

129



MONTENEGRO

fl"able 3: Unemployment and rate of unemployment 10990-2000
ISpeciﬁcation 1990 | 1991 | 1992 [ 1993 [ 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000

[Registeted unemployed

. 537441 61415| 63753 | 60663 | 56890 | 56614 | 60730 | 64478 | 68923 | 79800 } 84061
in thousands)

Unemploymentrate (in | 55| o9 35| 31| 30| 31| 32| 34| 36| 41| 424

%)

[Unemployed according

o LSF (in thousands) 68072 {80612 71131 75334 | 77621 | 70978 | 80089
(Unemployment rate 28] 31| 29| 206 30| 277] 305
in %)

Source: Statistics Yearboek of the Republic of Montenegro from 1994. p.89; 1999, p.81 and 2001, p.81,
Podgorica; Labour force survey 1994 , 1995, 1996, 1997, 1998, 1999 and 2000. p. 4. .

32 Forms and causes of unemployment and underemployment
Techno-economic redundancies

In the economic theory, it is common knowledge that all socialist countries, including Yugo-
slavia, and Montenegro, suffered from latent or hidden unemployment. It is very difficult to
reliably establish the number of the so-called techno-economic redundancies in Montene-
gro. The reason is that the transformation of ownership, management and production of com-
panies has not yet been carried out and that the economy still suffers from the consequences
of sanctions and lost markets. It is not known with any reliability to what extent sanctions
have contributed to underutilization of capacities and poor performance, or what is the effect
of other factors. However, the fact that in mid 1995 some 25,000 workers were on forced,
paid and unpaid leaves (see below), and that no sharp cut was made to “clear” the redundan-
cies in the economic sector is indicative of the fact that there are considerable techno-
economic redundancies and that they are not just a temporary phenomenon caused by sanc-
tions only.

The largest number of workers of this category, with the exception of a small percentage that
succeeded in penetrating the higher levels of “grey economy”, suffers both from underem-
ployment and insufficient income and is not adequately protected from other consequences
and frauds. As a result of social disorganization, most of them feed disoriented, live in con-
stant uncertainty and fear, have lost work habits and a part of their technical and professional
abilities.

Hidden unemployment in agriculture

Unemployment of low income and underutilization of labour force is also highly manifested
'in a large number of agricultural households/holdings, namely those with hidden unemploy-
ment or so-called agrarian unemployment. Despite the fact that agricultural sector, as a whole,
suffers from a shortage of labour force, in a considerable number of households, due to a
small average farm size and a larger number of active household members, full engagement
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of all family members is not possible, leading to another form of hidden unemployment. Sin-
ce there is still a large number of holdings in this category, the reserve labour force that is
willing to leave agriculture if offered employment outside the sector is also considerable. This
category of labour force is not registered as unemployed labour, but is ready to be rapidly
transformed into non-agricultural labour force supply.

Underemployment caused by low income

One of the main functions of employment is to provide the employed persons a level of wages
sufficient to cover basic subsistence. If regular wages cannot provide for such a minimum and
if it is necessary to work extra in order to earn for basic means of support or to, otherwise,
live below the poverty line, such employment, regardless of the extent to which the job is so-
cially beneficial and individually attractive, cannot be considered to be full employment,
namely it is underemployment. There are several sub-groups in this category of workers.
They are all workers formally considered employed but essentially, according to the wages
earned or efforts made, they are underemployed or partly employed. The first category of
these workers includes those that are threatened the most, who come to work regularly and do
work, but do not receive wages' for months and years. Very close to this category of under-
employed are so called workers on forced leave and those on unpaid leave. These workers are
in a somewhat better position than those in the previous category, because they do not have to
go to work and thus may become engaged in additional activities. The difference within this
category is that workers on forced leave receive a minimum of compensation, and others, as
the name says, do not receive anything (unpaid leave).”

Unregistered and unprotected workers in grey economy

Unregistered and unprotected workers in the private sector are a specific category of labour
force with considerable problems and are thus noteworthy. Namely, during the past 10-12
years the private sector experienced a considerable development and thus as well a consider-
able growth of labour force, especially in its trade and services components. Apart from their
own engagement and engagement of their family members, private entrepreneurs also engage
additional labour force. Since most jobs in trade and services do not require special expertise
and training, and considering that there is a big supply of labour force of these profiles and for
these jobs in the market, many private employers take advantage of the situation and abuse
the engaged labour force in various ways, e.g. the workers are not registered as full time
workers, meaning that they do not enjoy social security or a registered period of service, they
are often at a higher risk to be fired and do not receive adequate remuneration; they are not
entitled to annual vacation or paid sick leave, work longer hours and perform jobs that are not

1 According to the data supplied by Independent Unions of Montenegro, as many as 8,000 workers have not
receive wages since 1997.

2 According to the data from the Survey on Labour Force, in 1995 in Montenegro 21,025 workers were on
forced leave and 1,372 on unpaid leave; in 1996, 10,521 workers were on forced leave and 2,349 on unpaid

leave. Statistics Yearbook of Yugoslavia, 1995, pp. 87 and 93.
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in their job description, and do not receive other benefits that are enjoyed by workers em-
ployed in the formal sector. Possibilities for protecting this category of workers are limited,
because they are not organized or union members, they do not request their rights or report
abuses because they are afraid of lay-offs.

This, certainly, does not mean that all employers behave in the same manner and that all wor-
kers in this sector are at risk to the same extent and on the same grounds. Nevertheless, most
private entrepreneurs are engaged in some form of irregular business, either by inadequately
paying their dues or by inadequately paying their workers.

Summarizing, in view of the above facts and trends, there is no doubt that the problem of
unemployment and more broadly, socio-economic problems of labour force in Montenegro in
the past 10-12 years, have become extremely unfavourable and, what is especially alarming,
that the negative trends continue without any visible signs and indications of when they will
end.

33 Most important characteristics of unemployment

The magnitude of the problem of unemployment in a country is measured not only by the
number of unemployed persons. Other important indicators are: rates of employment and
unemployment, employment trends, i.e. the pace and scope of new job opportunities, the pace
of economic development, the level of income per capita, the length of waiting for the job,
etc. Thus, it is important to consider in this paper also the structure of the unemployed and,
using the above mentioned and other indicators, to even further highlight this problem. Only
an analysis of the structure can provide a better insight into the essence and complexity of the
problem that needs to be solved.

The gravity and essence of unemployment in Montenegro are particularly attested to by some
characteristic indicators extending across the stratified structure of the unemployed on vari-
ous grounds. This paper will highlight the most important ones. Table 4 gives the data on
main characteristics of registered unemployment in Montenegro in 2001 and on how this
problem changed over the past 20 years, because more important changes in the structure are
manifested only in the long run.

Apart from the fact that the unemployment problem, measured by the number of unemployed
persons and the unemployment rate, has acquired huge proportions, there are also other indi-
cators that the problem is becoming increasingly acute and complex.

An important negative characteristic of unemployment in Montenegro is a very long period of
waiting for employment, i.e. long-term unemployment. Thus, for instance, in 2001, under
standard criteria, only 20 % of the unemployed were ranked in the short-term group, i.e.
group of persons seeking jobs for less than 1 year, while as many as 80 % have been seeking
jobs for longer than a year. However, the structure of those who have been seeking jobs for
years is extremely unfavourable. Those who have been seeking jobs from 1-3 years, which is
a milder form of long-term unemployment, account for 25 %. The other two categories that
can be treated as a serious form of chronic unemployment account for 30.5 % (those seeking
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jobs from 3-8 years) and 24.3 % (those seeking jobs for over 8 years). In developed countries,

long-term unemployment rarely exceeds 15-20 %, within which number there is only a small
number of those who seek jobs for several years.?

Table 4: Trends and important characteristics of ployment in Montenegro in 1980-2001
1980 1990 1995 2001
I:eucr::é“}fgg? 2902 | % | 3744 % | 56614 | % | 79960 [ %
- women 30566 56.9 33593 59.3 48277 60.4
1. Age structure
- under 25 12649 55.2 26648 49.6 17979 31.8 19441 243
-aged 25 - 30 17458 21.8
-aged 30-40 24075 30.1
- aged 40 - 50 13534 16.9
- over 50 5452 6.8
2. Period of service
- none 16984 74.1 32537 60.5 35054 61.9 48152 60.2
- some 5938 25.9 21207 39.5 21560 38.1 31808 398
3. Period of wait- |
ing
- less than 1 year 13169 57.5 22124 412 15784 279 16095 20.1
- 1-3 years 6232 272 11705 21.8 13752 24.3 20032 25.1
- 3-8 years 3521 154 16484 30.7 20589 36.4 24371 30.5
~ more than 8 years 3431 6.4 6489 11.5 19462 24.3
4. Skills:
-1 and II degrees 9343 40.8 20299 37.8 21985 38.8 31160 387
- 1II and V degrees 4959 216 12766 238 14748 26.1 21725 272
- IV degree 7853 343 20679 18.5 19881 15.1 23326 29.2
- VI and VII degree 767 33 3749 4.7
Source: Statistical report, monthly bulletin, Employment Bureau of Montenegro, various volumes

A high share of long-term unemployed shows that there are in the economic sector and soci-
ety serious developmental problems and disproportions. It indicates that there are serious
disproportions between supply and demand of labour force, namely, that there is an over-
supply of certain profiles, meaning further that enrolment in schools and faculties is not in
accordance with actual needs of the economic sector and society.

Long periods of job seeking also mean that unemployment is concentrated above the average
in certain groups, further meaning that the burden of job seeking falls on particular catego-
ries of population. In addition, research has indicated that long periods of waiting for em-
ployment are extremely dangerous and harmful both for the mindsets of the unemployed and
for society at large. Relatively young people, namely those who enter their forties without

3 OECD Employment Outlook, various volumes.
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having jobs often lose will to work and even when offered employment, they are not willing
to undergo additional training or re-training, which is in most cases imposed as a minimum
prerequisite for employment. They lose self-confidence and faith in society and become dis-
contented. This category of the unemployed therefore acquires characteristics of, as P. Mel-
vyn and D. H. Freedman put it “the lost generation”, which according to them means that:
"... we shall get a middle aged generation without knowledge and skills, without respective
work experience and, to make things worse, without a wish to work.*

An additional negative side of a long period of waiting for employment is that the acquired
competences become obsolete and weakened. Considering that in modern conditions knowl-
edge becomes outdated very fast, a long period of waiting for employment, even assuming
that unemployed persons have acquired a solid knowledge base means that their knowledge
becomes outdated and even when jobs are provided most of them need to undergo refresher
courses or additional training programmes, which requires additional resources and time.

Another important characteristic of unemployment is reflected with regard to professional or
working experience. In that respect, in the past 20 years, big changes happened. Until early
1990s, or to be precise, until 1988, the unemployment problem in Montenegro was almost
exclusively the problem of people aged up to 24, most of them first job-seekers. In 1980 they
accounted for 74 % of the unemployed. Such a high share of young people without previous
experience/periods of service mainly resulted from the fact that enterprises were not allowed
at that time to lay off any labour force on account of poor performance, coupled with a fall of
demand in the domestic and world market, seasonal fluctuations and introduction of techni-
cal-technological innovations.

Since 1988, the situation in that respect started to change. With the abandonment of the prin-
ciple of lifelong guaranteed employment and accumulation of problems in the economic sec-
tor, a growing number of workers who became jobless as a result of bankruptcy of enterprises
or as redundancies became part of the problem of young unemployed persons. Thus, in 1995
the percentage of unemployed with no work experience fell to around 60 %, and the share of
workers with a period of service grew proportionately. The percentage reduction of the num-
ber of young people in total unemployment, as stated above, is not, regrettably, the result of
reduction of the number of young unemployed persons but solely a consequence of increased
number of the unemployed among older workers and workers with periods of service. This
proportion has been maintained in the past 5-6 years.

Regarding the age structure of the unemployed, even greater changes occurred in the past 25
years. In 1980, persons younger that 25 accounted for 55 % of the unemployed, and in 2001
their share fell to only 25 %. However, these are not unemployed that have now become job-
less but, rather, most of them fall in the category of unemployed, who never had jobs. Two
factors are decisive in connection with the change in the age structure of the unemployed.
Firstly, following 1988 in Montenegro, there was a rapid increase in the number of workers
‘who became jobless, including a large number of aged workers, and secondly, a large number

4 Peter Melvyn and David H. Freedman: “Youth unemployment: a worsening situation” in: D. H. Freedman
(ed.): Employment: Outlook and Insights, ILO, Geneva 1979, p 83.
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of unemployed in the category of young persons moved into the category of older persons.’
This means that a large number of unemployed young persons grew into the older category,
namely that a large number enter their forties without employment and work experience.

The educational structure of the unemployed likewise shows that the problem of unem-
ployment is grave and complex, growing ever more complicated in time. Namely, until early
1970s the vast majority of the unemployed (68 %) was accounted for by unskilled workers,
the largest number living in rural areas and working in agriculture, who registered themselves
as unemployed in order to acquire certain benefits but also to get employment if an opportu-
nity arises. However, in the period of only 10 years the educational structure of the unem-
ployed changed dramatically. The share of those without schooling and skills fell to around
40 % and the share of skilled and educated grew to 60 %. This trend has continued to date.

The educational structure of the unemployed underwent some other changes as well. It is par-
ticularly negative that unemployment of the most highly educated grows fastest, which is
contrary to the process occurring in modern economies, not only developed Western market
economies but also an array of newly-industrialized countries. Thus, for example, in 2001 the
number of unemployed holders of higher education diploma and degree reached 3,749, which
exceeds 4.7 % of the total number of unemployed persons, or almost 8 % in the category of
educated persons in broad terms.

Such trends, even though contrary to what is happening in modern economies, are relatively
easy to explain in our case. Under the growing demographic pressure of baby boom genera-
tions that were motivated on many grounds to receive education but had no job opportunities,
education continued further, exerting pressure on schools - first secondary and then higher.
Thus, the phenomenon of massive overt unemployment was prolonged and gradually moved
upward and was dispersed to higher levels of education. When extended education reached its
peak, even though in the past several years graduate studies as the last stage in the formal
educational system also experienced expansion, a growing number of highly educated genera-
tions appears in the labour market. Predominant among the educated unemployed are profiles
of various social sciences and humanities, holders of degrees and diplomas from older higher
education institutions of social sciences and humanities. But they are not the only ones. In the
past 7-8 years, there has been a rapid increase in the number of unemployed persons holding
degrees from the new faculties of technical, engineering and social science departments, fac-
ulties that enrolled a small number of students and that have only celebrated their first decade
of existence.®

5 For example: the number of formerly young unemployed persons who in the meantime move‘d into the ca.te-
gory of older unemployed persons aged from 25-30 was 19,033 or 32 % of this category in }995, Whllch
equals the number of young people aged up to 24. This data is highlighted here in order to indicate the im-
portance of problems and differences in this respect between our country and the world. Namely, according
to the international practice, the age group from 25-30 or 40 has the smallest number of the unemployt_:d, be-
cause these are the best creative years and at the same time the years when material needs are the .hlghcs_:t.
They are the years of getting married, acquiring and equipping apartments, bringing up and schooling chil-
dren, etc.

6 For example, the Faculty of Civil Engineering in Podgorica has been in existence for only 10 years and in
1995 already 52 civil engineers were registered with the Employment Bureau.
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Regardless of the cause of this situation, one thing is certain - a high share of educated per-
sons in the structure of the unemployed indicates that a considerable social capital invested in
education is used irrationally, or rather, is not used. In addition, continuation of this process
means at the same time that there is a systemic production of structural unemployment and
wasting of funds invested in education.

The problem of unemployment in Montenegro is further aggravated and complicated by its
regional concentration. Of the total number of officially unemployed persons in 2001, al-
most half were in Podgorica and Niksic. In view of the fact that a considerable number of
unemployed persons in these two towns originate from other municipalities which are, due to
the transportation conditions, too far away for the unemployed to be able to travel and do
some work in rural areas and agriculture, the issue is obviously predominantly the overt ur-
ban-rural unemployment.7

34 Discrepancies in the use of human resources

The first discrepancy and irrationality in the use of labour force is manifested through the
scope of registered unemployment. Despite the fact that a considerable number of unem-
ployed persons registered with the Employment Bureau is engaged in some labour activity —
in grey economy, private agricultural sector, petty smuggling and reselling - and thus eamn
some subsistence, nevertheless the figure of 80,000 registered unemployed persons indicates
that Montenegro is not utilising its considerable human potential. Such a situation, actually,
indicates that there are deep structural discrepancies in the economic sector and society - in
remuneration, in social treatment of certain activities and professions, in the educational sys-
tem, and more broadly, in the overall social-cultural milieu. Here, we shall indicate some of
the most important discrepancies.

If various data on supply and demand of labour force are compared, on the assumption that
the supply of labour force by all structural characteristics corresponds to its demand, the num-
ber of unemployed persons in Montenegro is 4-5 times higher that the demand for labour
forces in the formal (registered) sector.® Since the labour force supply is already given, it
means that the main problem concerning unemployment in Montenegro is the shortage job
opportunities, namely the insufficiently rapid pace of creation of new (adequate) jobs which
would enable absorption of a larger number of unemployed persons.

However, since in Montenegro there are big differences between the demand structure and
actual labour force supply by profession, work experience, and region, discrepancies in em-

7  That this thesis is true is confirmed by the fact that in Montenegro 93,354 persons are engaged in extra work,
of which 9,392 are unemployed and 14,654 are occasionally active. (Survey on Labour Force, May 1996.
The Official Gazette of Yugoslavia, 1996, p. 90).

8  This and other conclusions concerning discrepancies between supply and demand are rough estimates obtai-
ned by crossing various data — the data on employment obtained from the Employment Bureau, the data
from the Survey on the required labour force conducted by the Bureau regularly for 5-6 years and the data
on submitted application on vacancies and job taken.
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ployment are much bigger than the simple arithmetic of supply and demand would indicate.
This brings us into the second circle of discrepancy. It is reflected in the fact that concurrently
with the high and severe unemployment there is a relatively large number of job vacancies
in the formal sector which are not filled. There is a registered and precisely structured demand
for particular profiles, on the one hand and on the other, there is a large number of registered
unemployed which by their characteristics correspond to the demand. This means that there
are employment opportunities but the unemployed, for various reasons, are not willing to ac-
cept the offered jobs. To increase the paradox, this discrepancy grows as the unemployment
problem becomes more acute. Namely, in the past 2 years, when the demand for labour force
grew considerably,” when the standard of living was so low and unemployment so high, Mon-
tenegro had some 10,000 job vacancies.

In order to be able to take adequate measures, it is necessary to establish what the main causes
of this situation are: that is regional disproportion between supply and demand, profee-
sional disproportion, and inadequate payment. A considerable percentage of job vacancies
concern jobs of miners, forest workers, construction workers of certain profiles, difficult and
hazardous jobs in the industrial sector, seasonal and full time jobs in agriculture and even tou-
rism. This situation not only aggravates the problem of overt unemployment but industries
and businesses also suffer because of such vacancies. This discrepancy, therefore, cannot be
resolved just by making the economic sector more dynamic but rather requires special meas-
ures to be undertaken.

The third form of discrepancy is reflected in the fact that even though there is a large number
of educated people of all profiles, the needs in many fields of life and work are not being met,
and when they are met, the level of services is low and the cost of services are too high for
our circumstances. At the same time, these are not some economically or socially less valued
jobs — physically difficult or life threatening. They mainly concern production craftswork,
civil engineering, business services, namely labour intensive activities, knowledge intensive,
not attended by major risk and not requiring big capital for starting one's own business. More-
over, there is a large number of unemployed persons with skills in these profiles. It is certain
that a number of those unemployed work in grey economy - as independent service providers
or as unregistered workers engaged by owners of registered shops. However, proceeding from
the costs of services in formal and informal sectors, conclusion is made that the demand for
services by far exceeds the supply, meaning that employment opportunities are much bigger
not only in this but also in a number of other activities.

Another reason why the number of self-employed persons is not bigger lies in the fact that a
large number of them do not have sufficient funds to buy (or rent) and equip business prem-
ises, purchase basic tools, equipment and intermediaries. Another reason is .thc fact that many
young unemployed persons do not have any work experience and, assuming that they have
sufficient vocational training for performing the basic activity, they still lack sufficient know-
ledge (and courage) for running a business - they are afraid of paperwork and documents

9  The actual difference occurs because the final figure is obtained hY adding up thg data for eac_h month, so
that jobs that are announced several times over a year are included in the calculation as many times as they

are announced in the open competition.
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required for business registration, bookkeeping, procurement of raw materials and intermedi-
aries, employment of labour force, etc. Many, therefore, resort to work in grey economy until
they acquire some experience and minimum funds for an independent business.

Another form of discrepancy, by manifestation rather than content, is similar to the above
mentioned. In this case, too, there are job vacancies and the demand for services and a large
number of unemployed persons of similar profiles. The reason why these vacancies have not
been filled or why services are not provided better arises from the fact that the available
competences of unemployed persons are inadequate and insufficiently specialized to allow
a successful performance of particular jobs and provision of services. This refers to two kinds
of jobs — maintenance and servicing of modern equipment and facilities (computers, printers,
scanners, photocopying machines, fax machines and other modern equipment and facilities in
the economic and non-economic sectors) and the so called corpus of jobs in the field of busi-
nesses and intellectual services - all kinds of managers, the sphere of labour and business law,
modern banking operations, stock exchange transactions, statistics, accounting, due diligence
and evaluation of firms, various auditing activities, a broad spectrum of consultancy services,
research and development, modern marketing, etc.

The number of jobs for these profiles is not very big, but they are extremely important for
efficiency of certain enterprises, for the economic sector and functioning of society at large.
The only way for ensuring the provision of these services and on that basis increasing em-
ployment, i.e. reducing unemployment, is to retrain a number of employed persons. For that
purposes, it is also necessary to organize special programmes for imparting certain skills or
additional skills, or for specialized or advanced training. For most of these occupational pro-
files and professions, it is difficult to provide adequate schooling and training, which further
aggravates the problem. Solution, therefore, has to be sought through specialized training
programmes to be organized in cooperation with other market economy countries and inter-
national institutions. In addition, those who posses the required competences but are not able
to finance their own businesses like in the previous case would need to be assisted through
various loan arrangements.

A special category of personnel shortage is entrepreneurs for establishing and running small
and medium enterprises.

A special problem of labour force in Montenegro is its quality, both of the unemployed and of
the employed. Due to ideologization of the education system, its extensiveness and small pos-
sibilities for professional training and acquisition of practical experience, long job seeking
periods and the resulting outdated knowledge and skills, and inadequate training system and
the failure to update knowledge and skills of the employed, the quality of labour force, gen-
erally speaking, is very low. This is adversely reflected in the overall development of the eco-
nomy and society and thus, as well, employment. But, even if there were possibilities for re-
training and employment on “lower-ranking” jobs, many would not accept it. The reasons for
-such a behaviour cannot be explained by economic motives but rather lie in the broader socio-
cultural matrix of society. Namely, there is in Montenegro an unmatched highly manifested
causal link between “human dignity” and formal education.
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4 Missing political responses

There is an absence of a comprehensive social programme that would enable a real insight
into social problems and social needs in the country. This programme would also allow the
economic sector to rid itself of redundant workers who would be accommodated through so-
cial and other employment and self-employment programmes; the burden of the economic
crisis and problems ensuing from the economic reform would be more evenly distributed and
the minimum of social safety for all would be provided.

Despite major changes in the political system, reflected in the creation of a multi-party system
that provides the opportunity to use employment and unemployment issues in election cam-
paigns as an important argument in coming to power, the above mentioned was not done. The
political scene was dominated by non-economic issues, while the problem of unemployment
was not a priority. Since employment and mitigation of unemployment were not imposed as
the main objective of development and economic policy, other policies that directly or indi-
rectly contribute to employment do not go in that direction either. Insufficient appreciation
of importance of problems of employment and unemployment was accordingly attended by
the failure of the state to introduce adequate programmes and to develop the institutional in-
frastructure through which programmes would be successfully implemented.

Montenegro attempted in a somewhat organized manner to cope with unemployment prob-
lems. Programmes of self-employment, purchase of additional years of service and some o-
ther minor programmes were introduced through the Employment Bureau, the Development
Fund, the Secretariat for Development, and the Ministry of Agriculture. Since 1992, consider-
able funds have been earmarked for these purposes — over DM 30 million. However, one of
the key problems is that the programmes and measures are not implemented in a way to
deal in an organized and well targeted manner with the problem.

Conditions have not been met for major investments in the economy. Problems exist both on
the side of investment fund raising and on the side of implementation and rational use of such
funds. The unstable political situation and big risk are the main reason for the failure to attract
foreign capital. The undeveloped tax policy and discouraging investment policy even more
encourage spending than savings and investment. Enterprises that work regularly are bur-
dened with taxes, contributions and other fees, but due to the lost confidence in the banking
system, household savings cannot be made functional. In addition, a major portion of invest-
ment funds are invested irrationally - in luxury buildings and capital intensive projects —
sports halls, the Sozina tunnel, bridges.

Privatization is proceeding slowly and its process has not provided major investment funds.
In addition, other expected positive effects of privatization have not been sufficiently attained
- increased labour productivity, efficiency of operation and increase of profit that would be
invested in the expansion of capacities, modernization and increase in employment.

The import policy, which at one point of time had low customs dutiFs i.n olrde.r to prov'ide for
low-cost procurement of basis necessities, has been turned into an mdlscnmn.xate pf)llcy not
protecting the domestic production. Due to disloyal competition, some lgbour intensive bran-
ches such as textile industry, agriculture, wood processing and furniture industry, leather and
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and footwear industry, electrical engineering industry and machine-building industry that
used to employ considerable labour force have literally disappeared and many jobs along with
them.

Corruption - the collusion of business, government authorities and political power wielders
in such a manner that certain individuals did not pay custom duties and taxes, elimination of
sound competition and monopoly creation, enabled certain individuals to generate enormous
profits that were not reinvested.

Labour laws are too rigid when the engagement-employment of new labour is concerned and
even more so in the case of termination of employment. Employers therefore had reservations
regarding employment of new labour force, and when they did provide employment, they
tended to use unregistered labour force. The situation is similar with other labour regulations
such as those on flexible employment, flexible working hours, mobility of labour force within
the enterprise, etc.

5 Some proposals and measures for solving the unemployment problem

Regardless of the pace of the privatization process, of production, organizational and man-
agement transformation, the unemployment problem remains topical not only for today but
also for the coming several years and beyond. Likewise, settlement of the unemployment
problem cannot be taken in isolation from overall socio-economic development. Therefore,
one of the main prerequisites for successful solution of the unemployment problem in general
is to adopt employment as a priority developmental goal at all levels of society - the state
(government, the assembly), all parties, trade unions, the family, individuals, educational in-
stitutions, namely for practically everything that is done in society to be considered from the
viewpoint of its impact on employment.

Adoption of the strategy of development that seek to use labour force to the maximum and to
achieve full employment means at the same time the adoption and implementation of a strat-
egy to create a working society with all positive elements characterising such a society.
However, this adoption of strategy must not be only declarative and ad hoc, imposed by the
difficulties of the moment. It must be a continuing and long-term task like in modern market
economies. Therefore, the existing situation and the expected future changes demand organi-
zation, fund raising and creation of programmes in order to more adequately respond to the
problem of employment.

The next step is to accept at the republican level the concept and development strategy condu-
cive to the maximum level of employment with concurrent attainment of a series of other
objectives - rational use of natural resources, balanced regional development, and
conservation of environment. The sustainable development strategy is a strategy that
simultaneously satisfies all of the said objectives.

The most efficient, cost-effective and useful method for solving the unemployment problem is
to accelerate the pace of development and to activate the largest possible number of produc-
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tion facilities, especially in the small and medium enterprises in all sectors and branches. In
order to pursue the employment policy as fully as possible, a whole set of other policies is
required: regional policy, agricultural policy, industrial policy, international trade policy, so-
cial policy, small and medium enterprise policy, financial policy, currency rate policy, pay-
ments policy, educational policy.

Since the problem of unemployment in Montenegro is to a large extent of structural nature, it
is necessary to pay particular attention to the following policy interventions:

—  adopt labour legislation that will enable flexibility and dynamism in the labour market,
—  provide more funds for labour market active policy measures,
—  prepare institutions for successful implementation of these programmes,

—  increase the flexibility of working hours (short-term and lifelong), on which employees
and employers will decide on voluntary basis,

—  encourage entrepreneurial climate by eliminating obstacles and restrictions relating to
the establishment and expansion of enterprises,

—  make wages and labour costs flexible by removing the obstacles, which will protect
wages from effects of local conditions and individual competences, especially when
younger workers are concerned,

-~ promote competences of labour force through a set of changes in the systems of educa-
tion and training.

When labour force, unemployment and employment affairs are concerned, the role of the state
is important and is not getting weaker like other functions of modem economy but, on the
contrary, the role of the sate is getting stronger. The overall problem of irrational use of la-
bour force in Montenegro is so highly manifested and the problem of unemployment so seri-
ous and complex that it would be worth establishing a special body at the republican level
to deal with this subject matter, to initiate research and discussions, propose measures and
action to be taken, to coordinate and supervise the implementation of particular programmes.
We believe that it would be meaningful some time soon to establish a Council for Labour
Force, Employment and Unemployment Affairs.

For the successful implementation of programmes and measures aimed at specific target
groups considerable funds are required that would be difficult to earmark from the budget. It
is, therefore, necessary to establish a special fund, for example a Training and Employment
Fund, that would be financed from a special fund on luxury goods. Proceeds of this fund
would also be used to open the training centres that have already been established by the Em-

ployment Bureau together with other social partners.
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ROMANIA

1 Economic context of employment policies

Elaborated and implemented under pressure, the economic reform programmes initiated in
Romania so far, have scarcely outlined the features of long-term strategies. The evolution of
the Romanian society on the transition path faced notable difficulties. The Romanian evolu-
tion could be described as fluctuant, unsustainable and pauperizing. Table 1 presents a few
synthetic data concerning the situation and trend of economy and employment, during the last
years. The GDP suffered a shock in early nineties, reaching a minimum rate of —12.9 % in
1992. An ascending period followed, with a maximum of 7.1 % GDP rate in 1995. The eco-
nomical and political profound transformations led to a sudden fall of GDP to —6.1 % in 1997,
reduced gradually during the following years.

Table 1: Economy and employment in Romania, 1995-2001

1995 1996 1997 1998 1999 2000 2001

GDP rate ( %) 7.1 39 -6.1 -5.4 23 1.6 49
Private sector in GDP ( %) 453 54.9 60.1 614 63.7 65.5 67.1
Inflation rate { %) 27.8 56.9 151.4 40.6 54.8 40.7 30.5
Population (thousand persons) 22681 | 22608 | 22546 | 22503 | 22458 | 22435
Employed population

(thousand persons) 9493 9379 9023 8813 8420 8629

of whom, by branch %

Agriculture 33.6 34.6 36.8 374 40.6 40.8

Industry 28.6 29.2 27.2 26.3 24.4 232
Constructions 5.0 5.1 49 4.4 4.0 4.1

Services 328 311 31.1 319 31.0 319
Employees (thousand persons) 6048 5894 5399 5182 4659 | 4646 | 4619
Employees (% of employedpo- | g37 | (g | 595 | 588 | 553 | s38
pulation)

Unemployment rate, registered 95 6.6 3.9 10.4 1.8 105 8.6
(%)

Unemployment rate, ILO ( %) - 6.7 6.0 6.3 6.8 7.1 6.6

Source: Romanian Statistical Yearbook, 2001

In 2000, the governmental action has made considerable progress in liberalizing market, trade
and foreign exchange systems. Beginning with year 2000 an economic recovery is Perccwed
and the GDP rate reached 1.6 %, followed by 4.9 % in 2001 and an estimated 4.7 % in 2002.

The percentage of the private sector in the GDP had a positive evolution, increasing from
16.4 % in 1990 to 35 % in 1993 and more than 67 % in 2001. By sector, agriculture had ac-
quired a better share during this period, as opposed to industry and service. Com?spondingly,
private ownership share renewed since 1993. In 1999 the agricultural sector registered 97 %
of private ownership, construction 78 %, services 73 % and infiustxy only 49 % Marked by a
descending economic evolution as a background, the privatization process hesitated.
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During this period the population decreased in number, the unemployment grew and the ac-
tive population diminished. Significant mutations have been registered. The employed
population shifted from industry, with a share of 28.6 % in 1995 and only 23.2 % in 2000,
toward agriculture, with a share of 33.6 % in 1995 and 40.8 % in 2000. The unemployment
rate has been maintained under control, in broad lines, reaching a maximum of only 11.8 % in

1999.
In the nineties, the labour force employment changed substantially. The market machinery

gradually replaced the centralized labour market regularization. Labour market institutions
appeared and partnership, decentralization, collective negotiations became current principles
of the labour market. But the labour market devolved as a tensioned market. The capacity of
the economy to generate employment was severely contracting; the private sector and the
small and medium siZe enterprises had a limited capacity to absorb the unemployed labour
force. More over, during the years 1997 and 1998 even the small and medium sized enter-
prises started to generate unemployment. The unemployment rate grew to up to 11.5 % in
1999 and than dropped under 9 % and occasionally below that level during 2000 and 2001,
but recovered to over 13 % in early 2002 due to the introduction of the means-tested mini-
mum income guarantee. The share of women in the total number of the unemployed de-
creased from 55.2 % in 1995 to 46.8 % in 2000. The proportion in the total of the young un-
employed, aged under 25, registered 38.3 % in 1998 and decreased to 30.4 % by 2000.

Central and Eastern European countries and especially Romania currently face a difficult
challenge, in their efforts to catch-up with the rich EU countries in a relatively short period of
time. The integration into the EU provides motivation and support, but not solutions for eco-
nomic catching-up. Coherent and long-term development strategies are needed, combining
well-known recipes with country-specific considerations.

2 Labour market and employment

Beginning with 1990, the employment structure in Romania has continuously and dramati-
cally altered. The employed civilian population decreased by 20 % up to 2001, respectively
with one forth of the working resources. Accordingly, the wage eamners diminished in number
with over 40 % up to 2001.

Table 2 presents the evolution of employment and unemployment between the years 1996 —
2001. The economic activity rate diminished continuously during this period, especially due
to the activity rate in urban areas, dropping with 4.4 percentage points, and to men’s activity
rate, reduced with 2.1 points. In rural areas the activity rate increased with 2.1 percentage
points. A similar trend registered the employment rate, with the difference that in the rural
areas it remained relatively constant.
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Table 2: Indicators of employment and unemployment in Romania
1996 1997 1998 1999 2000 2001

Bconomic activity rate 648 | 648 | 636 | 634 | 632
By residence

Urban 60.5 59.3 57.7 56.7 56.1

Rural 69.9 71.5 70.8 1.7 72.0
By gender

Male 72.7 72.5 714 70.9 70.6

Female 57.4 57.7 56.3 56.4 56.4
Employment rate” 604 | 609 | 596 | so1 | 588
By area

Urban 55.0 54.3 52.3 50.8 49.8

Rural 66.9 68.9 68.4 69.2 69.8
By gender

Male 68.1 68.3 66.8 65.7 65.1

Female 53.2 54.0 529 529 52.8
ngvar}x:i;::lho:ymcm rate (registered)”” 66 8.9 104 18 10.5 8.6

Female 75 93 10.4 11.6 10.1
Unemployment rate ILO™ 67 6.0 63 68 71 66
of which:
By area

Urban 9.2 8.5 9.2 103 11.2 104

Rural 4.3 3.6 35 35 3.1 2.8
By gender

Male 6.3 5.7 6.5 74 7.7 7.1

Female 7.3 6.4 6.1 6.2 6.4 5.9
Total expenses with unemployment 17 35 38 37 34 12.6
services in the overall budget (%)
*)  Calculated as percentage of total population aged 15 years and over
**) By the end of the year
**x) According to criteria of the International Labour Office (ILO)
Source: Romanian Statistical Yearbook, 2001

The registered unemployment rate increased from 6.6 % in 1996 up to 11.8 % in 1999. By
gender, the unemployment grew more rapidly for men. The estimated unemployment, ac?ord-
ing to ILO definition, had a different evolution, as compared to the registerefi one. The differ-
ences between the registered and estimated unemployment rates increas.ed in time from 0.1
percentage points at the end of 1996, to +5 points in 1999, with even higher differences dur-
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ing the years. This is due to the influences generated by the development of the social assis-
tance system. The introduction of social benefits or of the recently minimum income guaran-
tee are supplying the registered unemployed with income support, only under the condition of
registering as job seekers, with the National Agency for Employment (NAE). The increased
number of claimants, induced by the new regulations, had no impact what so ever over the
labour market situation, as shown by the ILO estimated rate of unemployment.

Table 3 shows the break down of the unemployment rate by counties of Romania as of
31.12.2000. It can be observed that the unemployment rate is higher in the eastern part of the
country and less prominent in the western one. Within a range of 6 points around the average
unemployment rate (10.5 %), we identify the maximum rate of 16.6 % in the Neamt County
(NE) and the minimum rate of 4.5 % in the Satu Mare County (NW).

Table 3. Unemployment rate by regions and counties as of 31.12.2000 (%)
Region Unemploy- | Of which: Region Unemploy- | Of which:
County ment rate Female County ment rate Female
A B 1 2 A B 1 2

1. [North-east 13,2 12,3 5. West 10,4 10,4
Bacau 9,5 8,4 Arad 8,4 74
Botosani 16,7 14,1 Caras-Severin 9,7 10,8
lasi 10,9 10,1 Hunedoara 16,4 17,5
Neamt 16,6 16,9 Timis 7,6 7,2
Suceava 12,2 12,4
Vaslui 15,4 12,8

2. South-east 11,4 11,3 6. North-west 8,5 7,9
Braila 15,3 11,9 Bihor 4,6 3,6
Buzau 12,7 11,2 Bistrita-Nasaud 12,7 12,3
Constanta 10,0 12,5 Clyj 11,3 11,3
Galati 12,6 14,3 Maramures 9,2 8,5
Tulcea 11,4 10,7 Satu-Mare 4,5 34
Vrancea 6,1 45 Salaj 10,0 9.6

3. |South 10,4 9,7 7. Center 10,3 10,7
Arges 7,0 6,8 Alba 12,9 15,2
Calarasi 11,9 8,1 Brasov 11,4 13,2
Dambovita 10,8 10,1 Covasna 11,2 10,4
Giurgiu 8,0 6,4 Harghita 9,9 8,7
lalomita 13,1 11,0 Mures 7,1 6,4
Prahova 13,5 14,3 Sibiu 10,3 9,8
Teleorman 9,0 8,4

4. |South-west 11.6 10.8 8. Bucharest 58 6.7
Dolj 12.3 11.2 Ilfov 6.2 6.1
Gorj 12.8 12.6 fl‘éf;‘;’;;‘ Mu- 57 6.8
Mehedinti 10.3 8.8
Olt 9.5 8.1
Valcea 12.5 12.7

Source: National Agency for Employment
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The transition in Romania was accompanied by an explosive increase in poverty. In 1989, an
estimated 7 % of the population was poor. By 1994, the poverty ranged between 22 % and
39 %, and from 1997-2001 the poverty rate has increased to over 42 %. The poverty concen-
tration areas are the North and Northeast areas, as well as the South and Southeast areas. In
these regions, real compact poverty areas are outlined, mainly because of economic factors
(employment-unemployment, budgetary resources).

The evolution of unemployment was influenced by behaviour modifications of population, on
account of economic stimulus. Consequently, one could observe

—  the development of a parallel economy, supported by the voluntarily unemployed or
assisted, and

—  the emergence and growth of a dependence upon the social safety net,

as adapting forms of the population to market economy conditions, answers to the decreasing
employment opportunities and to the degradation of living standards.

While the poverty was partly inherited and partly induced by economic hardships of transi-
tion, there is no doubt that the numerous legislative gaps and political errors (under-
regulation) contributed to a large extent to the emergence of the informal sector. Politicians
were overloaded with information, facing unforeseen situations, very few of them being ex-
perienced elsewhere. Errors in judgements and decisions were to be expected. However, cor-
recting those errors should not have taken so much time'. It is estimated that the parallel
economy covers an important share of the GDP, diminishing over the last few years.

The weak economic performance in domestic and foreign activities had a strong impact on the
human development and on the social climate. The economic, political and social transforma-
tion processes have tended to exacerbate basic human deprivations. Under these conditions,
people in Romania have developed survival strategies to cope with the lack of basic human
needs such as food, shelter, education and health’. Clear examples are migration and emi-
gration. The migration from rural to urban area constantly decreased (from a rate per 1000
inhabitants of 9.4 in 1992 to 3.9 in 2000), while the flows from urban to rural areas increased
(3.8 to 8.1 over the same period), despite the poverty concentration in the rural localities. The
emigration is following a similar trend. In spite of the increasing poverty in Romania, the
number of emigrants is decreasing each year (25675 persons in 1995 and only 14753 in
2000).

The rapid development of the private sector could not absorb the unemployed, in a growing
number. The percentage of underemployed persons dropped and is stabilized now at 0.5 % of
the active population. The underemployment rate of women is low below the total average.
On the other hand, the proportion of discouraged persons is increasing, going around 3 % of

1 As an example, according to the Employment Promotion Law adopted in January 2902, thfa unemployed are
defined as persons “...looking for work from the age of minimum 16 years and until meeting the retirement
conditions...”. Consequently, Romania has no legally defined unemployed.

2 National Human Development Report, Romania 2001-2002, UNDP.
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the total active population. Unlike the case of underemployed persons, the rate of discouraged
females is greater compared to the national average or to the male person’s average (3.9 %
women).

So far, the main obstacle in designing adequate programmes to the existing problems is, be-
side the insufficiently trained human factor, the lack of pertinent information on results and
the lack of transparency. The main information accessible is the one provided by the National
Institute of Statistics, periodically published. Few, if any, other sources are available for the
large public or even for researchers. Comparisons are not handy, information is not always
coherent and liable. However, the labour market information system in Romania is on a
good path. The Employment Promotion Law adopted in 2002 created the premises for trans-
parent and pertinent information on the labour market situation, evolutions and actions. The
NAE has to make public the information on its actions and results, regularly, Labour market
analyses will be financed through the unemployment fund. Annual reports have to be pub-
lished in the Official Bulletin. At the same time, a recently adopted law on the access to in-
formation makes clear that information of public interest has to be disclosed at request. Un-
fortunately, no penalties have been foreseen.

3 Employment policy

The Ministry of Labour and Social Selidarity (MoLSS) was, so far, the highest governmen-
tal body in charge with the promotion of employment policies. The programmes of active and
passive measures of the labour market are administrated and implemented by the National
Agency for Employment (NAE)(See next section). NAE has been set up beginning with the
1 of January 1999, taking over from the MoLSS its activities and specialized county struc-
tures. NAE is composed of a central unit and 42 county agencies with over 200 branches. A
tripartite council, chaired by a president, state secretary with the MoLSS, administrates the
NAE. At county level, the tripartite councils have a consultative role. The annual budget of
the NAE is forwarded by the MoLSS and approved by the parliament, as part of the overall
state budget.

During the years of transition, Romania’s employment policy was the ambiguous result of the
economic policies. Its visible initiative laid on social protection measures. As result, the de-
sign and implementation of labour market policies resulted in an increasing burden for the
financing situation of the whole country. After some bad experiences with insufficient annual
budgets, exhausted by poorly justified severance payments, beginning with the year 2002,
employment promotion principles became part of the unemployment insurance system against
unemployment. The employment policy reform registered an important stimulus provided
by the revised Law on unemployment insurance, No.76/2002. The law came into force begin-
ning with March 2002. It created conditions for the development of an employment policy.
The law establishes the National Commission for Employment Promotion, chaired by the
minister of labour and composed of state secretaries with the main ministries and agencies,
presidents of representative trade union confederations and employers’ associations. The law
also regroups all major laws in the field, puts aside severance payments, sets an accent on pro-
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active measures, as way to fight unemployment, and, through a re-designed benefit system,
motivates unemployed to seek work. It also provides non-discriminating support to preserve
jobs and prevent mass layoffs.

A National Action Plan for Employment (NAPE) was for the first time adopted in 2002,
with the assistance of the EU “PHARE? initiative. It is seen as the main instrument to build
up an employment strategy, endorsed by experts. For now, the NAPE is an implementing and
monitoring exercise, grouping specific actions that would have been taken anyway, which
matures for the EU integration purposes.

More importantly, with longer than one-year perspective is the MoLSS’ employment strat-
egy, encompassing the years 2002 up to 2004. It embraces political commitment, even though
experts could challenge it. The strategy is based mainly on the Unemployment Fund and sets
milestones for the NAE’s activity. An example is the increase of the expenses for active
measures, from 12 % in 2001 to 22.5 % in 2002 (1.3 % of GDP), within the total unemploy-
ment expenses. Furthermore, there are specific programmes, aiming at improving employ-
ment prospects, that are parts of the NAE’ annual plan of operations:

—  The Program 180 — grouping 140 localities in disadvantaged areas and other 40 in in-
dustrial and monoindustrial areas,

—  The Jiu Valley Program - referring to a wide mining region.

4 Labour market policy

Labour market policy in Romania is unitarily conceived and centralized administrated by the
NAE. NAE’s activity is based on the unemployment fund, fed by the contributions on the
wage bill paid by employers (5 %) and employees (1 %). Romania is divided in 42 adminis-
trative regions, called judet (county). Programmes of active and passive measures, promoting
employment and preventing and fighting unemployment, are developed at county level. The
share of the unemployment services in the overall budget expenditure increased from 1.7 %
in 1996 to around 3.5 % in 1997-2000. The increase in expenditure is generally due to the
ascent of payments, as result of the rise of:

—  Average unemployment benefit, as compared to net average earnings (ratio of 29.6 % in
1996 shifted to 39.3 % in 1997),

—  Proportion of recipients of severance payments (3.4 % of registered unemployed in
1999 to 5.3 % in 2000).

During the same period, the active measures benefited of less than 2.7 % of Fhe total
unemployment expenditure, meaning less than 0.1 % of the overall budget expenditure, far
‘below the European routine. The range of active measures available for all unemplo_yed was
relatively poor. Special measures have been adopted for the companies or secto§ fac}ng mass
dismissals. Accordingly, special funds, internal and external ones, have been identified and

awarded.
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Employment services providers have matured based on international assistance and finance.
But competition among them is weak and not encouraged. Furthermore, private employment
services have been created. The ILO convention No.181, not recognized by Romania, is ig-
nored. The unemployed persons are paying fees to be registered with the private agencies.
Placement services are demand oriented.

4.1 Passive policies

Passive policies have been well represented on the labour market. Most of them have been
introduced in early nineties:

—  To replace the work related income (unemployment benefit, support allowance), or

—  To compensate a disadvantaged position on the labour market (benefit for integration
into the labour force ~ for the school leavers; severance payments — for the workers col-
lectively laid off, introduced in 1997).

According to the Employment Promotion Law No 76/2002, the unemployment benefit re-
presents 75 % of the minimum wage for all unemployed. According to the number of years of
contribution to the Fund, unemployed persons are entitled to get benefits between minimum 6
months up to 12 months. As a follow-up, the reduced benefit is replaced by the minimum in-
come guarantee, which is means tested.

Special regulations abolished by the new law, granted severance payments and dismissal
services. Persons with working contracts collectively terminated as a result of restructuring,
reorganizing, operational shutdown, privatization and liquidation processes received a com-
pensatory payment. The severance payment was a non-taxable amount, equal to a multiple of
6 to 12 average net wage at company level, registered during the month prior to the layoff,
depending on service seniority. The personnel collectively laid off also benefited of unem-
ployment aid and of other rights specified for the unemployed, after the severance payments
were exhausted.

The minimum income guarantee has been introduced beginning with the year 2002 (Law
416/2001). It replaces the reduced unemployment benefit (support allowance) and comprises
a number of means-tested social benefits for income support, heating, burial, emergencies, as
well as child allowances. The government provides some 80 % of the funds. The benefits may
include, apart from cash, goods and services. Applicants have to work 72 hours in community
service each month.

4.2 Active policies

The main active policies, meant to support the (re-)integration of the jobless into the labour
market, are based on a set of measures, insufficiently detailed, as follows:
—  Subsidizing the employment of disadvantaged groups on the labour market;

—  Granting soft credits for employment generation and reintegration of the unemployed;
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—  Providing employment and consulting services;
—  Training and retraining;

—  Motivating competition and mobility of the unemployed.

Subsidizing the employment of disadvantaged groups on the labour market

Three different subsidies have been designed and targeted accordingly:

—  Subsidizing the employment of the jobless in public works and social services organ-
ized under the authority of the local administrations — 70 % of the minimum wage is
granted to employers for each unemployed hired for a period of up to 12 months;

—  Subsidizing the employment of the jobless, solely providing for their families or having
over 45 years of age — a minimum wage is granted to employers for 12 months; the em-
ployer is compelled to maintain the working relationship for at least two years;

—  Subsidizing the employment of scholl graduates — a minimum wage is granted to em-
ployers for 12 months. Further funds are released for training, at the employer’s request.
The employer is compelled to maintain the working relationship for at least three years;
the subsidy and its spell are increased by 50 % for handicapped school leavers.

In Romania, the employment creation schemes did seem to have no visible impact in re-
absorbing unemployed onto the labour market, despite financing and intervention of interna-
tional development assistance. The same is true for the subsidies granted to employers with
the aim to hire school leavers. The measure does not differentiate between school leavers,
areas they are coming from or are hired to, and occupations. Nevertheless, starting with the
year 2002 all unemployed are eligible for such schemes, based on the Unemployment Fund.

Granting soft credits for employment creation

Employment generation and the development of enterprises of small and medium size is pro-
moted through loans with soft interest rates. Yearly, an important part of the unemployment
fund is detached and utilized as an investment fund. The credits are granted for up to tbree
years, including a grace period of 6 to 12 months, proportionally with the number. of new jobs
created. The interest rate is subsidized with 50 % of the National Bank’s official rate. The
employer is compelled to hire jobless for 50 % of the newly created jobs and to preserve the
open-ended employment contracts concluded with the unempl.oyed for at least three years.
The subsidies have recently been differentiated, favouring the high unemployment areas.

This measure has also only a reduced impact on the labour market. Every year, a reduced
number of unemployed was hired on newly created jobs. Even though the dedicated funds
have never been exhausted, they have been increased every year. Between 1997 and 2000,
there were hired 1390 to 1763 jobless. In 2001, the funds were increased 11 fo}ds, but the
number of hired unemployed increased only 5.3 folds (up to 9473). The measure is of a 'loc.:al
economic development nature, without any priorities related to sectors, areas or characteristics
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of the unemployed. Furthermore, the Unemployment Fund is a privileged position in the com-
petition with the banking and investment funds.

Providing employment and consulting services

The NAE has a modern, adequate concept of services. Its utilization depends on the manage-
ment and staff capacity to perform. NAE offers the following types of employment services:

— Information;

—  Job brokerage, job referral interviews and placement;
—  Professional counselling;

—  Promoting entrepreneurship;

—  Other services, such as labour exchange, job club, and training in job search techniques.

The employment services are in an ongoing transformation process. The activities are con-
solidated alongside the financial flows, collection of the contributions to the unemployment
fund and payment of the benefits. The main deficits are the lack of quantitative and qualitative
objectives, the relative large number of unemployed per employment agent (over 400) and the
lack of a staff training system, contribute to the subsistence of a misleading system, with pro-
nounced social features. But the year 2001 has brought important changes in the delivery of
employment services. The first quantitative objectives, detailed at branch agency levels, have
been introduced. The development and transformation of these objectives from political tar-
gets to professional performance recommendations are still needed. The furtherance of this
process, detailing norms, operations and corresponding resources, accompanied by a staff
training system, would allow NAE, within few years, to provide employment services simi-
larly to the advanced East European countries. It is very important to develop and extend the
job search assistance in order to promote its specific weight in the overall services, to reduce
costs and to improve effectiveness.

Promoting entrepreneurship through consulting services is a new service provided on the la-
bour market. There is no information available concerning its effectiveness. Special services
designed for workers collectively laid off have been experimented through financing and in-
tervention of international development assistance.

Training and retraining

The training is one of the main measures in (re)-integrating the jobless into the labour market.
The access is opened to all unemployed, based on their initiative at employment agents’
recommendations. Training aims at helping new entrants to the labour force and redeployed
workers to accumulate and diversify skills that enable them to compete for jobs. Each year, a
significant number of unemployed was attending vocational training. In time, the enthusiasm
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of the specialized bodies within the NAE to organize training paid for by the unemployment
fund, decreased, due to administrative pressures to orient training toward job-guaranteed
courses. Therefore, a reduced number of courses was organized. The training for the entrepre-
neurship promotion ceased to be financed. Beginning with the year 2000 the training became
more result oriented. Mostly, the immediate needs expressed by employers were answered.
But the quality of the training continues to be limited due to the unhealthy competitive envi-
ronment among training centres, because the main centres are of public ownership of the
NAE, as well as to the lack of unitary criteria for the certification of training.

Table 4 presents the evolution of the participation of jobless in training courses organized by
NAE. It can be noticed that between 1995 and 1999 the number of participants increased by
75 %, while the unemployed by only 34 %. The year 2000 records a change in previous
trends. The unemployed weight in the total number of participants is diminishing, from over
50 % in 1995 to 30.3 % in 2000. Another issue to notice is the decrease of the weight of per-
sons employed in activity compared to the total graduates number, from 18,6 % in 1995 to
12,3 % in 1999 and to 10,5 % in 2000.

(Table 4: Persons who attended qualification and requalification courses, 1995 - 2000

Persons attending training courses
(of whom: employed in activity)

1995 1996 1997 1998 1999 2000
0 1 2 3 4 5 6
Total 45298 49074 61479 70763 79295 87018
Of whom, unemployed 22794 20409 23575 27157 30559 26410
Accomplished their training in 32403 34515 40391 46045 56103 61889
organized courses: (6030) (6975) (5357) (4853) (6935) (6539)

. . 8074 10099 11323 10773 14553 18799
At the request of economic units (2469) (2403) (1952) (1350) @138) (1622)

On the basis of researchesand | 5514 | 5363 | 7372 | 10650 | 11733 | 10269

f;:%;;’;‘::“:};igf“P““"e o (s59) | (1899) | (1229) | (1612) | (2276) | (2465)

At the request of interested 19115 19153 21696 24622 29817 32794
persons (3002) (2673) (2176) (1891) (2521) (2452)
Under training 10512 | 14441 | 21046 | 24672 | 23192 | 20159

(on going courses))

Source: National Agency for Employment

Motivating competition and mobility of unemployed

Special incentives have been deployed to promote geographical mobili‘ty of the unemployed
persons and to encourage an early employment. The mobility promotion can be beneficial.
Early employment incentives are favoring the dynamic labour @arkets with low un«_emp}oy—
ment. Encouraging the employment on inferior wages, in industrial areas, could have justified
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the incentive. The unemployed receiving unemployment benefit taking a job can preserve a
monthly incentive of 30 % of their benefit for the rest of the entitlement period.

5 Conclusions and recommendations

The programmes of active measures are based on a wide set of concerted policies targeted or
with a wide covering, meant to prevent and mitigate unemployment. They are part of a gen-
eral strategy of economic and social development. The prevention component is more and
more part of the current activity of modern Public Employment Services (PES). The range of
measures has to be sufficiently wide to influence the behaviour of any group of people facing
difficulties in re-absorption onto the labour market.

The core elements of the active measures are the employment services. They are a measure
of the quality and overall effectiveness of the PES, because they are most efficient, with low
costs, easy accessible and usable. They offer good results on markets with employment
opportunities and mature actors, with a rational behaviour. They provide the main job search
assistance for those who are employable, save time and generate fluidity on the labour market.

The active measures, others than employment services, are meant for persons who cannot
manage on their own or have reduced employability. The combination of measures should
produce those stimuli the target groups are most receptive at. Generally, the target groups are
non-homogeneous and have different behaviours on different markets. The selection of
groups and their mediation to the most efficient measures can be done only through detailed
studies. On such basis one establishes priorities and develops efficient programmes, updated
periodically.

In Romania, the analysis and reporting activities are insufficiently developed at county and
branch agency levels and the assessment of the success or failure of programs is troublesome.
It is recommended to strengthen these activities. Few European countries give incentives to
their staff for successful actions and none apply sanctions. In Romania the rule is denied. Fur-
thermore, it is recommended that each newly designed active measure benefits of a testing
and evaluation period before being widely spread. The continuity of the evaluation process ist
he base for improving the information flows, finding and correcting the errors of action, train-
ing and motivating the staff.

Development of local objectives, derived from the national ones is an annual routine in
Romania, exercised in time by the central planning system. The transition to norms and local
policies, different of the national ones calls for a qualitative pace, equivalent to defeating ex-
isting obstruction for the progress of the system. Shifting the decision-making centers toward
the county agencies and ensuring an increased transparency of achievements are needed to
initiate a competitive management system. At the moment, the national objectives are either
minimal or average targets and are not mobilizing. A mechanical approach of the activities’
objectives leads to a formal treatment of consequences and invites to misleading reporting.

156

ROMANIA

At the level of the EU, the decentralization of the decision making process and the develop-
ment of local policies are constantly promoted as means to approach, effectively and effi-
ciently, economic and social development matters. As a consequence, the programmes to
fight unemployment are based on local policies, objectives and resources, distinct of the na-
tional ones. The coherence of the Romanian labour market policies, seen through the
measures’ range and degree of refinement as well as through a regional approach, is the main
line of actions recommended for the improvement of Public Employment Services’ impact.
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SERBIA
1 Introductory remarks

Unlike most other post-communist countries, Serbia has a long history of high unemploy-
ment, shared only with other republics of former Yugoslavia. In the last dozen of years mark-
ed by wars, economic sanctions, two hyperinflation episodes and sharp decline of GDP, and
eventually with the start of a real market-oriented restructuring of the economy, the rate of

open unemployment as registered by statistical offices has almost doubled, reaching and
slightly surpassing the 30 per cent threshold in 2002.

Labour force surveys, conducted mostly on annual basis since 1994, offer somewhat more
favourable overall picture, but even the unemployment rate based on ILO-definition as re-
vealed by LFS remains well within the double-digit territory. Furthermore, ILO definition
does not fully capture the phenomenon of underemployment, extremely important for the
understanding of labour market situation in Serbia.

After the fall of Milosevic regime in October 2000 and subsequent change in Serbian gov-
ernment Yugoslavia rejoined the international financial organizations and started a compre-
hensive programme of reforms. The transition of Serbian economy is one of the last post-
communist transitions in Europe. Privatization law of 2001, the backbone of transition, is pre-
dominantly based on the methods of auctions and negotiated sales. It has been anticipated that
the frequency of open unemployment would further increase as privatised firms begin abso-
lute separations.

It can be expected with certainty that the structure and dynamics of Yugoslav labour mar-
ket will change significantly in the next couple of years. The data for 2001 and even more so
preliminary data for 2002, confirm this assumption. It is clear that the policymakers in the
domain of employment and labour market policy are facing a great challenge to design pro-
per policies which would facilitate transformation in a socially responsible and acceptable
way.

This paper attempts to provide basic information about the main features of Serbian labour
market and to give a brief overview and a very preliminary assessment of strategies, policies
and measures which are supposed to be implemented in the domain of employment and la-
bour market policy during the process of economic restructuring.

2 Labour market and employment situation

Below are listed some stylised facts about the labour market in Serbia between 1990 and
2002 (based on existing macro labour statistics):

—  high and persistent registered unemployment, with the number Iof registered unem-
ployed rising from around 700,000 to 900,000 in the last three years’,

1 See Table 1 in Annex.
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—  slow but steady decline in registered employment between 1990-2002 by 30 per cent
cumulatively; rise in private sector employment is smaller than drop in public sector
employment in absolute numbers; total officially registered employment in Yugoslavia
stagnates at around 2,100,000 persons on average in 2000-2002; not more than a third
of the labour force is employed in private sector’;

—  labour hoarding in state and socially owned enterprises, which is usually estimated
at 30-40 per cent of employed labour force in social/public sector’; employment in state
and social enterprises still comprises more than two thirds of total registered employ-
ment;

—  stagnant unemployment and employment pools, with the following structural conse-
quences: the structure of unemployment is dominated by long-term, young, qualified,
first-time job seekers, and the employed labour force is aging and often under-qualified,

—  relatively low average wages and widespread wage arrears, which became less
common only in the last two years - wage structure is asymmetric, with more than two
thirds of employed receiving less than average wage,

—  large inter-industry wage differentials as a consequence of a specific combination of
monopolistic product market structure and intermediate (industry-based) bargaining
structure,

—  widespread existence of irregular, black and grey labour market, with the estimated
full time equivalent of over 1 million people employed in grey economy”,

—  continuous and growing human capital loss, both in terms of those hundreds of thou-
sands who literally left the country during the last twelve years, and in terms of skills
lost and qualifications that become obsolete during the years of idleness.

The Labour Force Survey (LFS) from October 2000, conveniently conducted at the start of
post-Milosevic economic transition, puts the total number of employed in Serbia (including
informal economy, army and police, excluding farmers) at 2,114,000, the number of unem-
ployed — active job seekers at 475,000, and the number of those ‘temporarily active’ at
265,000. However, if counted together, the second and third category closely corresponds to
the unemployment figures as registered by the Labour Market Bureau (LMB).

Regardless of almost insurmountable problems with the reliability and relevance of various
statistical sources as far as the absolute numbers are concerned, the trends of gradual wors-
ening of all basic labour market indicators during the nineties are confirmed both by
LMB and by LFS statistics. It would be too optimistic to say that the favourable structural
changes typical for transition (e.g. higher educational wage premiums, steep increase of pri-
vate sector employment etc) have already been taking place in the last two years. Still, in

2 See Table | in Annex.
3 Mirosinka Dinkic, 2002, Job creation and poverty reduction in Serbia, G17 Institute.
4 Gorana Krstic, 2001, Reintegration of grey economy and improvement of business climate in Serbia, 2001,

Economics Institute, http://www.ecinst.org.yw/PDF/6-paper-sr.pdf.

160

SERBIA

2001 and 2002 some of the most striking unfavourable trends have been stopped and some
even reversed.

[Table: Population of working age, Republic of Serbia, by economic activity* (in %)
October 1997 | October 1998 | October 1999 | October 2000
[Total 100.0 100.0 100.0 100.0
[Economically active — total 575 57.8 57.5 57.0
[Employees 343 343 34.0 348
[Farmers 8.1 8.5 83 7.9
Helpers 33 32 2.6 25
IOther economically active 0.5 0.4 0.7 0.6
[Unemployed 7.0 74 7.6 6.9
iPeriodically active 42 39 43 43
Economically inactive 425 42.2 42.5 43.0
Income recipients 21.6 21.6 222 224
[Pensioners 21.0 21.0 21.6 21.8
Other income recipients 0.6 0.6 0.6 0.6
IDependants 209 20.6 203 20.6
[Housewives 10.4 9.5 9.9 10.3
Pupils and students 7.7 7.7 74 7.6
Incapable to work 22 24 22 1.9
Other 0.7 1.0 0.9 0.8
r Without data for Kosovo and Metohia
ISource:  Survey on Labour Force

In 2001 a decrease in total number of employed in Serbia was stopped and has stabilized since
then at the level of around 2,050,000. There has been a continuous decrease in social and pub-
lic sector employment for around 350,000 persons between March 1997 and March 2002,
almost fully compensated by an increase in private sector employment and employment in
small firms. In the same five year period employment in small firms rose from 133,000 to
220,000, while private sector employment grew from 275,000 to 278,000.°

The official unemployment rate in Serbia without Kosovo and Metohija in the second half
of 2002 reached 30 %, and the total number of unemployed approached 900,000 and slightly
surpassed that number in December 2002, according to preliminary LMB data. It represents
an increase by 4.6 % compared to unemployment rate in December 2000.

5 See Table 3 in Annex.
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The problem of data reliability exists both for the official registers of unemployed and for
the labour force surveys. Registered unemployment includes many who actually have jobs in
the informal sector. Furthermore, the official unemployment rate is further overestimated by
using only non-agricultural registered employment in the denominator. The supposedly ILO-
consistent unemployment rate based on the Labour Force Survey data is much lower. Still,
LFS is not fully able to capture all specific characteristics of unemployment, such as labour
hoarding or, for certain categories of the population, informal activities. Furthermore, serious
shortcomings in the sampling, organization and coverage of the LFS, dissemination and pres-
entation of the survey make it of limited use to policymakers.

The rate of unemployment obtained through the labour force surveys, conducted annually
since 1994, shows stagnation rather than rise, and its percentages oscillate around low teens,
rather than high twenties, as shown in the Figure below.

Figure: Unemployment dynamics in Serbia
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At present, the labour market situation in Yugoslavia still resembles very much to the third
world labour market structure ~ it is very hard to draw a clear borderline between the various
states that individuals can occupy in the labour market. Most people, some of them counted as
employed and others as unemployed are actually underemployed. If the economic situation
is constantly worsening, and majority of population lives at the brink of poverty, than it may
cause more people to try to help their families make ends meet. If a breadwinner loses his job
(or his wage, which used to be more common until very recently), it may induce both his wife
and his teen-age son, for example, to start an informal labour market activity. In effect,
labour force survey will notify an improvement in employment and in labour force participa-
tion rate as well, while the official statistics will either register nothing (in cases of wage ar-
rears and/or unpaid leaves) or decline in employment.
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A number or surveys has been conducted in 2002 which assessed the unemployment situation,
the most ambitious being the Household Consumption Survey from May/June 2002, done
on the sample of around 6,000 households, with the focus on poverty issues. First preliminary
results indicate the unemployment rate as low as 9.4 per cent, using ILO definition. The re-
sults are surprising and maybe reflect the paradox described in the previous passage.

On a more optimistic note, the number of vacant posts is increasing as well as the number of
new placements®. Out of total number of registered vacancies in 2001, in 78 % cases they
were filled through initiating permanent employment. The share of total number of vacancies
in the industrial sector have been increasing since 1997, reaching 73.4 % in 2001, while in the
non-economic sector there is a downward trend of 26.6 %. The same trend is present at initiat-
ing permanent employment. Thus, in 2001, out of total number of initiated permanent em-
ployment, 76 % was made in the economic sector and 24 % in the non-economic sector.

The structure of employment still points to rigidity of the labour market. Job-to-job transi-
tion in Serbia amounted on the average 30 % of the total number of persons that initiated em-
ployment in 2001 and 2002, while the rest of 70 % of newly employed were the previously
unemployed persons registered at the Republic Bureau of the Labour Market. According to
the experience of the countries advanced in transition process, it is likely that the fluctuation
share (job-to-job transition) in total initiated employment will increase simultaneously with
the implementation of structural microeconomic reforms, privatization and with entry of for-
eign capital in the country. It is also expected that after setting stricter criteria for the system
of pecuniary compensation and monitoring of the recipients of unemployment benefits, the
outflow from unemployment will increase.

3 Empleyment policy
3.1 Macroeconomic and structural reform programme

Following the democratic revolution of October 5, 2000, Serbia (as a part of FRY) embarked
on an ambitious programme for macroeconomic and structural reform. This programme was
drafted in close cooperation with the IMF, the World Bank and other international organiza-
tions, and has been elaborated in a series of published 'Memoranda of Economic and Finan-
cial Policies' and other documents.

IR . . P . . . 7
Recent reform initiatives in Serbia can be divided into four main categories.

— First set of measures targets rapid liberalization and foreign trade, including the lib-
eralization of most prices, a schedule for increasing energy prices to cost-recovery lev-
els, the removal of most quantitative restrictions on foreign trade and the general lower-
ing of import tariffs.

6 See Table 2 in Annex.
7 FRY - Economic Assessment, OECD Economic Surveys 2001-2002, Box 2, p.20.
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— A second set of measures aims at establishing effective institutions of macroeco-
nomic policy: consolidation of fiscal and quasi-fiscal financial flows into single federal,
republican and local budgets; rationalisation of the tax system; creation of the treasury
and modern payment systems.; and removal of the central bank and state bodies (other
than finance ministries) from fiscal and quasi-fiscal activities.

— A third group of measures, associated closely with the IMF Stand-By Arrangement (and
subsequent Extended Structural Adjustment Facility), concerns the conduct of macro-
economic policy: stabilization of prices and the exchange rate; reduction or elimination
of budgetary arrears; strict wage policies, and restoration of relations with international
creditors.

— A final set of measures is devoted to a number of structural reforms, most notably
privatization, the labour market, competition policy, bank restructuring, pension and so-
cial policy reform, public administration, and the judicial system.

The 2001 privatization law allows for four methods of privatization: tender sales (envisaged
for attractive, strategic and large companies); public auctions (for less attractive and medium
size companies); out-of court asset sales and corporate divisions, and asset sales after bank-
ruptcy; and public offerings. Most of its features resemble to the Hungarian model of privati-
zation; still, a lip service is paid to the voucher privatization allowing that up to 30 % of
privatised assets could be distributed to the citizens free of charge, but only after the actual
sales transaction is accomplished.

However, the economic structure inherited from the Serbian self-management communist
past, and even more importantly, the developments in the last dozen of years of irregular and
mostly aborted transition, would influence to a large degree the ability of the economy to suc-
cessfully privatise and subsequently integrate itself into the world economy.

Despite the high and growing unemployment, and widespread recognition of the need to im-
prove employment chances of the unemployed and discouraged inactive members of working
age population, there has been no concertated effort to set up a consistent employment
strategy for Serbia (or FRY). The underlying logic could perhaps be labelled as neo-liberal: if
macro-stabilisation, liberalisation and privatization work well, then labour market situation as
well as indicators will inevitably improve.

3.2 Poverty reduction and employment promotion

There is, however, another important avenue open for establishment of a comprehensive em-
ployment promotion strategy, which appears to be a key ingredient of Poverty Reduction
Strategy Programme, again driven by the World Bank and IMF. Practical work on address-
ing the issues of poverty and conceptualising a poverty reduction strategy has started soon
after the democratic changes in October 2000. In the first full statement of reform produced
by the Government of Serbia entitled ‘A Reform Agenda for Serbia’, prepared for the first
donor conference in June 2001, three main priorities have been stressed:
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—  the establishment of a modermn state based on the rule of law including fight against cor-
ruption and reform of public administration,

—  revitalization of the economy, and

— fighting poverty and the improvement of the social protection system for vulnerable
groups.

The Ministry of International Economic Relations is tasked to coordinate work on develop-
ing PRSP, with the main inputs expected to come from Ministries of Social Affairs, Labour
and Employment, Economy and Finance, Privatization and Economic Restructuring, Educa-
tion and Sport, and Local Administration and Self-Governance.

The preparation of an interim poverty reduction strategy paper — a key step toward the
full-fledged PRSP, as requested by the World Bank - started in April 2002. The I-PRSP was
made public in July 2002. It is based on a modern approach to fighting poverty which stres-
ses importance of promoting development and economic growth in such a way that the poor
and the near poor gain full access to economic opportunities and participate fully in the distri-
bution of the anticipated benefits form future economic development.

Recognizing the multidimensional nature of poverty, the Government of Serbia will through a
participatory process develop, strengthen and put in place pro-poor policies aimed at:

—  promoting social inclusion and empowerment,

—  Developing equal access to markets, assets, opportunities and public services like
health, education, water etc.

-~ Improving and protecting the rights of the poor and the vulnerable.

The government intends to develop policies and priorities which are conducive to and aligned
with international efforts defined by International Development Targets, Millennium Devel-
opment Goals, UNDP, WHO, UNICEF, WB, OECD, and IMF. It also sees the fight against
poverty as ‘an important part of bringing Serbia into mainstream European development
and integration. Hence the PRSP must take into account processes linked to the EU’s stabili-
zation and association agreement, WTO accession, relationship with Montenegro and the fed-
eral level, etc’.®

The government intends to fight poverty by: giving high priority to the restructuring of the
economy and the creation of new jobs; developing new products and services resulting in bet-
ter wages and higher profits; widening the net of SME and creating many new employment
and income opportunities. This should also lead to an improved fiscal situation \;vhich would
in turn make it possible for the government to improve public and social services.

I-PRSP suggests that the full-fledged poverty reduction strategy should be based on a three-
pronged approach targeting different social and economic groups. The first two components

8 FRY, I-PRSP, July 2002, pp. 28-29.
9 FRY, I-PRSP, July 2002, p. 26.
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of this approach could be interpreted as broadly outlining the main elements of employment
strategy during the process of transition. However, specific employment-related targets and
objectives will hopefully be set in the final version of Poverty Reduction Strategy Paper,
which is due in June 2003.

—  The first component will be based on policies that create new productive jobs and
promote economic growth. It will be a general policy but will have a special focus on
individuals that have become unemployed or have fallen into the low income group ei-
ther during 90s or more recently as victims of the ongoing transition process. The objec-
tive will be to empower these groups to help themselves get out of poverty, through
specific policy actions such as retraining programmes, assistance in job search and es-
tablishing micro and small businesses.

—  The second component will be aimed at poverty prevention of potentially redundant
workers in socially and state owned enterprises. A carefully thought out sequence of re-
forms and policies should be put in place in order to ensure that this large and socially
powerful group of at least 500,000 does not fall below the poverty line. Preventive mea-
sures will include the creation of spin-offs and other SME prior to or concurrently with
the privatization process and the provision of severance packages that would include
technical retraining and acquisition of basic business and management skills, etc.

—  The third component will be based on classical social policies and instruments, target-
ing the ‘regular poor’ and especially vulnerable groups through better social assistance,
education and health services that will prevent social exclusion and through basic job
creation measures like micro credits, SME support etc.

It has been admitted in the I-PRSP that the implementation of PRSP implies higher public
expenditure: first, for classic (passive) measures targeting the ‘regular poor’ and dependent
categories; second, for financing the Social Programme aimed at poverty prevention, for a
large number of redundant workers in the large socially-owned enterprises that will be priva-
tised through a process of restructuring; third, for supporting the Republic Employment Bu-
reau in creating job opportunities, through active measures for newly unemployed persons
without regular incomes.

Bearing in mind that the fiscal burden is already too high for the economy, and that fiscal de-
ficit is already to a large extent financed by concessional loans, there are only two ways for
financing the full PRSP implementation: first, through improving the revenue and expendi-
ture structure of the budget and by improving public expenditure management; second, by
additional foreign funds, mainly through grants. It is essential that the full PRSP clearly de-
lineates all priorities, however it is also evident that some trade offs will have to be made.'®

10 I-PRSP, p. 35.
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4 Labour market policy
4.1 Responsible institutions

The Ministry of Labour and Employment has been established as a separate ministry with a
recent organizational change in January 2001, by the Amendment Act of the Government
Ministries Law of the Republic of Serbia. The former Ministry of Labour, Veterans' and So-
cial Welfare was divided into two separate Ministries, Ministry of Labour and Employment
and Ministry of Social Welfare. In a rather short period, the Ministry multiplied its personnel
to more than 300 employees.

The Ministry sees its priorities in the period of transition as follows:

—  solving the problem of unemployment,

—  harmonization of labour legislation with European standards and ILO conventions,
—  harmonization of qualification structure of employees with international standards,
—  improvement of working conditions,

—  improvement of Labour Inspection Department,

—  suppression of illegal labour market, i.e. grey labour market.

The Ministry consists of three main departments: Labour Department, Employment De-
partment and Labour Inspection Department. The scope of work of the Labour Department
includes legislation drafting in the field of labour, labour relations and collective agreements.
Labour Department cares about the implementation of ILO conventions in the field of labour
relations, trade union freedoms, collective bargaining and protection at work. It also partici-
pates in the preparation and negotiation of collective agreements for public enterpAris'es and
public services financed from the budget of Republic of Serbia, as well as in negotiations of
agreements on minimum wage.

The scope of work of Department of Employment includes legislation drafting in thej field
of employment promotion, training and employment of disabled persons, implementation of
international conventions in the field of employment, implementation of active labour marke.:t
measures and policies, special programmes for redundant workers dur?ng lthe period of transi-
tion and privatization, surveying the changes on labour market, momto.rmg the work of La-
bour Market Bureau of Serbia. The Department set the following priorities in 2002:

preparation and implementation of the new Law on employment and unemployment
insurance, as well as regulation of unemployment;

preparation and implementation of the new Law on training and emplqyment ‘of dis-
abled people and people with special needs, as well as financing the salaries of disabled
workers in companies for training and employment of disabled people;

development and realization of 24 projects prepared in the field of employment;

—  realization of social programmes for redundant workers during the period of transition

and privatization;
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—  establishment of vocational education and training centres for unemployed people.

The scope of work of the Labour Inspection Department includes: administrative-
regulatory, i.e. inspection work in the field of labour relations and health and safety protection
(regular and verification inspection; investigation on fatal, serious and collective injuries on
work); monitoring the compliance for registration of enterprises and businesses; inspection of
work of authorized enterprises for health and safety protection; administrative work, incl. li-
censing; normative-legal matters (participating in preparation of legal acts in the field of la-
bour relations, safety at work and collective agreements); analytical work in the field of health
and safety at work; tasks in connection with citizens' complaints and applications; and other
duties affirmed by laws and other legal acts.

The Labour Market Bureau (LMB) is the implementing agency in the field of labour market
policy. The official name of the bureau (Labour Market Bureau) is a pompous misnomer in-
herited from the early nineties. Its mission is to 'follow the movements on the labour market
of the Republic of Serbia and to undertake the measures for solving the problems in the do-
main of employment'. LMB has two main functions: to create conditions for employment
and to care about the protection of unemployed persons.

LMB is an autonomous public institution closely monitored and strategically managed by
the Government through, in the first place, Ministry of Labour and Employment. Its business
policy is set by the Managerial Board, consisting of 15 members representing the Govern-
ment, employers, unions, unemployed and the LMB. President and members of the Board are
appointed by the Government. Operative managerial functions are borne by the Director of
the Bureau. LMB has 24 regional offices, replicating the administrative structure of Serbia.
Its structure is still rather centralized and only recently there have been the efforts to give mo-
re responsibilities with regard to creation of appropriate labour market programmes to branch
offices. LMB has staff of some 1,000, mostly university educated employees, which gives a
rather unfavourable ratio of one LMB employee per 900 unemployed, and one counselior
directly working with the unemployed per 1,300 unemployed.

Following the initiative by the Ministry of Labour and Employment, the Employment Council
of the Republic of Serbia was established in fall 2001. The Council’s role is to propose a na-
tional employment policy and strategy; legal reform in the field of employment and harmoni-
zation with international legislation and standards; labour market reforms and active employ-
ment policies and programmes. However, the Council has been inactive and had only two
meetings in more than a year of its existence.

4.2 Legal framework and new labour code

During the nineties, the incumbent workers were institutionally and especially in practice
over-protected. Political economy considerations have played an even more important role
than legal obstacles in the policy, dominant throughout the nineties, of retaining the surplus
labour in the troublesome enterprises. The right of managers to fire workers for disciplinary
reasons has been more widely exercised toward the end of Milosevic’s rule, serving almost
exclusively as political disciplinary device. Extremely low wages and widespread use of
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(mostly paid) forced leaves, as socially and politically more acceptable equivalent for lay-off
practice, made the excessive level of employment protection relatively easy to sustain. With
the advent of the reform process this is no more the case.

The right to work is constitutionally acknowledged, and regulated by the federal Law on
Fundamentals of Labour Relations and its republican counterparts. Until very recently, labour
laws reflected the policy framework and values of a socialist economy in which social welfare
function was to a great extent performed by the enterprises. The new, more modern Serbian
Labour Code was passed in the National Assembly in December 2001.

Box 1: Social programme

The Social programme of March 2002 issued by the Ministry for Labour and Employment and the
Labour Market Bureau, further specifies the procedure for handling surplus labour. It is a non-
binding document, from a legal point of view. However as it has received the official endorsement of
the Government, it is highly unlikely that managers of firms in the privatization process would be
willing to ignore its content, at least without a silent approval from the Government.

According to the Programme, the Ministry for Economy and Privatization and the Privatization Agen-

cy are obliged to identify enterprises entering the restructuring, privatization, bankruptcy and

liquidation processes and to decide on the dynamics of the restructuring process and necessary prepa-

rations for the privatization, bankruptcy and liquidation of these enterprises.

A relevant firm is required to undertake the following measures:

1) to prepare a programme of measures for solving the surplus labour problem in accordance with the
law,

2) on the basis of the consolidation programme and economic and technological indicators, the firm
must decide the optimal number of workers and consequently the number of surplus workers,

3) to look for the possibility to use currently unused or underused resources in order to internally re-
employ surplus workers,

4) to identify unused business space to be offered to surplus workers to start their own business,

5) to assess the possibilities for separating parts of the firm in order to employ surplus workers ,

6) to prepare a restructuring programme in cooperation with the Labour Market Bureau.

The social programme of the firms covered by these provisions should be.aligned wifh Article 114 of

the Labour Code and the more specific requirements of the Labour Ministry’s Social Programme,

containing:

a) the skill structure of the employees,

b) the age structure of the employees,

¢) the structure of the employees according to work experience, . .

d) an analysis of working and health capabilities of the workers and an assessment of their motiva-
tion to work;

¢) the ‘social card’ of the employees,

f) an estimate of the ‘necessary’ number of employees,

g) an estimate of the surplus number of employees,

h) a proposed method for handling the surplus labour,

i) an estimate of the resources for solving the socio-economic status of the surplus labour.

169




SERBIA

The new Labour Code promotes flexibility in labour relations and deregulation of labour
market. The law introduced three significant changes to labour legislation: it increased the
scope for employers to dismiss employees; it introduced a set of rules for structuring a redun-
dancy programme, and it specifically recognized the role of so called ‘atypical’ forms of job
contracts, such as short term and temporary work.

The provisions relating to dismissals caused the biggest controversy amid the fears of mass
layoffs. An employer may dismiss an employee if he finds that the employee is incapable of
doing his job or not showing a satisfactory performance, or abusing the right to sick leave. In
the case of redundancies, the employer intending to dismiss more than 10 per cent of labour
force in a year needs to announce it in advance to the company union but cannot be prevented
of downsizing the firm employment. Obligatory severance pay is put to up to 5 months.
Employers now have the right to dismiss employees for ‘non-performance’, or as a result of
‘technical, economic or organizational change’. Firms with fewer that 50 employees are ex-
empted from the obligation to prepare a social programme which may include the transfer of
redundant workers to another part of the firm.

Atypical forms of employment (fixed-term and part-time employment, work at home etc)
now can be used with very little restrictions. No public advertisements are necessary for em-
ploying staff.

4.3 Active labour market programmes

The Labour Market Bureau provides, free of charge, a full range of standard active meas-
ures to the unemployed. In the last two years, there has been a considerable effort to modern-
ize the programmes and make them more effective and tailor-made toward the real needs of
beneficiaries. However, the hitherto results could be described as modest at best. Typically,
while gross effects of active programmes seem to be large, and frequently advertised by the
officials at various effects, their net effects are much more problematic, especially if put in
macro perspective of growing unemployment. However, no serious attempt has been made to
conduct an evaluation of any specific active programme.

Recent or announced active labour market measures include a number of interesting innova-
tions. For example, in 2002 it has been announced the introduction of a pilot programme
‘Job Clubs’, with an objective to motivate unemployed to look for the job with more enthusi-
asm and skills. The idea is to help unemployed better psychologically cope with the rejections
and improve self-confidence and self-esteem; exchange experiences with each other in job
search activities; develop specific job-searching skills, such as CV drafting, interview com-
munication and presentation skills etc.

Aiming at efficient liasing of the employers and the unemployed, LMB has established in
2002 an electronic facility called Job Bourse. The idea is to provide information services to
the beneficiaries around the clock and to facilitate direct contact between employers and their
potential employees.
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Box 2: Labour restructuring in an industrial town — Zastava group in Kragujevac

Zastava used to be a typical socialist-era giant enterprise, best known as the producer of national
automobiles, such as Yugo, which had even been exported to the USA in late 80s. Zastava was the
principal vehicle of industrial development in the entire Sumadija region and the town of Kragujevac,
transforming a huge number of peasants into industrial workers, each driving a Zastava car, on thé
model set by Henry Ford long time ago. Zastava had a wide network of car-part suppliers thr:)ughout
the former Yugoslavia, which made it very vulnerable after the dissolution of Yugoslavia,

In the 90s, with the loss of supplicrs and markets and sharply reduced purchasing power, the produc-
tion of cars dwindled. Kragujevac impoverished accordingly. The final blow came in 1999, when the
main factories were bombed by NATO. With the production of cars of mere couple of thousand, and
with the workforce of 30,000, Zastava entered the third millennium.

In F)rder to make Zastava more attractive to foreign buyers interested primarily in a well protected
national car market, in 2001 Serbian Government embarked on a comprehensive programme of
resolvipg_ the problem of surplus labour. It was also hoped that it would set a positive model for
other similar cases. The Government provided generous budgetary resources for this programme.
Some 14,000 people found themselves on the ‘surplus’ list. They were offered a menu with the follow-
ing options:

1. To join the new enterprise, more precisely a training facility called ‘Zastava Employment and
Education’. The employees will get a new ‘job’ there for a period of 4 years, but if the term ex-
pires without a position offered the enterprise would not be allowed to discharge them. Employees
are provided with 45 % of the salary they would earn if they had stayed at their former posts.

2. To quit their jobs and to apply at the LMB, with the rights of unemployed persons according to the
current rules.

3. To accept a severance pay in national currency equivalent of around 100 EUR for each year of
service.

In addition, the Government promised to provide a sum equivalent to 2.5 million EUR in form of fa-
vourable credits for the development of small business in the Kragujevac region. All employees of
‘Zastava Group’ identified as redundant had equal rights to be granted a credit. The government also
promised basic investments in fixed assets and working capital in order to maintain a minimum level
of productivity until a new private partner appears.

Some two thirds of redundant workers opted for severance pay and one third joined ‘Zastava Employ-
ment and Education’, the remaining option attracting hardly anyone. The three groups of Zastava
workers (those who remained Zastava employees, those who joined the new ZEE enterprise, and those
who opted for separation packages), still face difficult times. Production of cars still depends on the
suppliers which are mostly on the brink of bankruptcy; the training facility functions as a fig leaf for
social assistance; and severance pays are already spent, typically to repair household appliances, pay
long time unpaid electricity bills, and other personal debts.

One and a half year after the realization of the restructuring programme, it is still hard to conclude
whether the restructuring programme will eventually pay off. It crucially depends on the appearance of
a strategic buyer, which is not in sight yet.
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Another pilot programme is called ‘Employers’. Target groups consist of the employers in
small and medium enterprises. The programme aims at informing employers about the ser-
vices provided by the LMB; interacting with employers in order to get full and precise picture
about the human resources needs of the employers; organizing on-the-job training for the un-
employed tailored toward the needs of employers etc. In 2003 it is expected that the pro-
gramme will cover around 4,000 employers.

A separate programme has been designed for disabled persons. LMB will support the em-
ployment of the disabled by organizing special training programmes, assisting in provision of
special equipment for working places for the disabled, and providing job subsidies.

International agencies have been very active in promoting employment in specific under-
developed areas, especially those with ethnic-related tensions. For example, EAR and UNDP
have a Rapid Employment Programme in South-Eastern Serbia (area populated by Serbs
and Albanians), providing temporary employment in local public works to the long term un-
employed.

44 Unemployment benefits

Unemployment benefits system has been based on insurance principle. Total payroll insur-
ance contributions, split evenly between employers and employees, varied in recent years
between 1.6 and 2.4 per cent. As of 2001 they are reduced to 1.1 per cent (0.55 per cent for
both employee and employer), comparatively a very low share and furthermore counter-
indicative with regard to increasing risk of unemployment during transition. As a conse-
quence, more than two thirds of the resources needed to finance the functioning and the
activities of LMB in 2001 and 2002 were channelled directly through budgetary transfers.

Until the changes in spring 2001, the system of unemployment benefits was highly unbal-
anced and over-generous. Together with the employment protection rules, it was designed to
protect incumbent workers, giving a high premium to seniority. In the nineties both the re-
placement ratio (benefit-to-wage ratio) and the benefit duration rules were comparatively ex-
cessively generous. Minimum level of benefit was half of average monthly wage in the repub-
lic, while there was no upper limit - beneficiaries were entitled to 70 per cent of their last sal-
ary, plus 2 per cent per year of working experience. The duration of benefits was between 3
and 24 months, for beneficiaries with more than 10 years of working experience ranging from
9 to 24 month of eligibility. In an extreme case of perverse incentives, workers with more
than 30 years of experience were entitled to full benefit package until their eligibility for full
pension, which gave them up to 10 years of benefit entitlements.

Changes in the Law on Employment and Unemployment Insurance in 2001 reduced the be-
nefit-to-wage ratio to 60 per cent of last salary and introduced the benefit ceiling at the level
of average wage. The new Law on Employment and Unemployment Insurance, expected to be
passed by the Parliament early in 2003, further cuts the benefits. A decreasing compensation
rule will be introduced, with the financial compensation of 60 % of last six-month salary
average of the unemployed for the first 3 months of unemployment spell; for the remaining
period the compensation is reduced to 50 % of previous wage. The ceiling for the compen-
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compensation will be set at 80 % of the average monthly salary per employee realized in the
Republic, while the floor will be set at the level of the minimum wage, except for those re-
ceiving minimum wage while employed, who will receive compensation of 80 per cent of
minimum wage. Only employees with over 20 years of work experience will be entitled to
receive compensation for more than a year, while the maximum of 24 month duration of fi-
nancial compensation reserved for those older than 55 years and with work experience over
25 years.

Until recently the system was sustainable despite the relatively low insurance contributions
because only a minor share (around 5 per cent) of unemployed was entitled to benefits. This
has changed rapidly with mass layoffs affecting employees with longer work experience. The
strategy of government so far has been to provide the severance payments to those laid-off
directly from budgetary funds (in turn, being partially provided by foreign donations).

As restructuring and privatization advance, the number of beneficiaries is rapidly growing,
averaging 80,000 in the last quarter of 2002, compared with 55,000 at the beginning of 2002.
Significant arrears in payment of unemployment benefits started in 2002, and currently the
payments are lagging for 5 months. Only a third of the total amount of unemployment bene-
fits can be financed through insurance, while the rest comes directly from the budget. Recent
official estimates'' for 2003 are as high as 126,000 beneficiaries per month on average, which
can only worsen the situation with arrears. Some 80 per cent of total funds at the disposal of
Republican LMB have been dedicated to passive measures in 2002, and it is expected to rise
to 85 per cent in 2003. The total budget of LMB in 2003 is projected at 11.95 billion dinars
(YUM), or slightly less than EUR 200 million, reaching some 1.4 per cent of projected GDP.

5 Conclusions and recommendations

Labour market restructuring in Serbia is still in its early phase, however, judging by recent
trends its pace is accelerating as privatization progresses. High and growing officially re-
corded unemployment, with the number of unemployed approaching an impprtant psych_o-
logical threshold of 1 million, calls for a balanced and very cautious approach in dealing with
the problem of surplus labour.

'Classical' active labour market policy measures, such as vocational and professional train-

ing, job subsidies, improvement of information base etc., however important and welcome,

are of limited usefulness and, as past experience shows, have rather modest net effects. If they

are to become more efficient, major modernization of Labour Market Bureau and its addi-

tional staffing with business advisors are required.

Although there has been no concertated effort to set up a consistent employ.ment strategy for
Serbia (or FRY), its main features are outlined within the Poverty Reduction Strategy Pro-

11 Novosti daily, January 4, 2003
173



SERBIA

gramme, to be finalized by mid 2003 and implemented since. However, in the Interim PRSP
the goals are still too general and insufficiently quantified.

Serbian reform process is at a very sensitive point at the beginning of 2003, marking at the
same time the start of third year of transition. Macroeconomic reforms are almost complete,
however institutional and sectoral reforms are lagging behind. In addition, political instabil-
ity makes Serbia less attractive to foreign investors than initially expected. It would be very
dangerous for social stability if the pace of labour shedding continues to speed up, with less

re-employment options for surplus workers due to lack of investment. This could lead to a
general transitional recession.

One important and so far under-utilized way to deal with this risk would be to try to reach a
comprehensive social pact between the Government, trade unions and employers. The pact
should be a modern document, focusing on growth and competitiveness during the transi-
tion, rather than on standard wage and industrial relations regulations. Its duration should be
at least three years, introducing a very important element of stability and predictability, send-
ing thus favourable signals to potential investors.
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Table 1: Employment and Unemployment in Serbia, LMB Data, January 2000 ~ October 2002

Serbia

Employed total

2,107,697
2,098,650
2,083,330
2,080,680
2,094,537
2,080,744
2,069,767
2,061,986
2,049,403
2,037,718
2,070,326

Unemployment

rate

2495 %

25.55%

25.98 %
26.19 %
26.71 %

27.28%
27.68 %

28.45 %
2891 %

30.10 %
30.11 %

Unemployed

700,568

720,105

731,320
738,148

763,530

780,541

792,035

819,844
833,259
877,644
891,882

Employed

Small Firms
190,972
193,413
185,957
185,957
193,969
197,848
197,848
220,794

220,794

220,794

246,406

Private Sector

293,817

304,243

317,814
317,814
340,958
357,933
357,933
378,381

378,381

378,381

401,395

Social and Pub-

lic Sector

1,622,908
1,600,994

1,579,559

1,576,909

1,559,610
1,524,963

1,513,986
1,462,811

1,450,228

1,438,543

1,422,525

January/00

June/00

December/00

January/01

June/01

December/01

January/02

June/02
July/02

August/02

October/02
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SLOVENIA
1 Introductory remarks

More than a decade since the processes of post-socialist transition officially commenced we
can say that Slovenia is one of the countries that have managed them quite successfully, both
in terms of economic development and social situation of its population. A variety of indica-
tors point to the conclusion that the developmental performance of Slovenia is closer to that
of less developed members of the European Union such as Portugal, Greece or even Spain,
than to that of other post-socialist countries. First, its GDP is almost as high as that of Portu-
gal or Greece and approximately two times as high as that of some other most advanced East
European countries like Czech Republic, Hungary, or Poland. This difference is astonishing if
we compare it with countries from Southeast Europe. Human Development Index (UNDP,
2002), which also includes proxy sub-indexes of population’s general health and education,
shows similar situation. Not least, various reports on countries’ competitiveness, like World
Competitiveness Yearbook or Global Competitiveness Report show that Slovenia is one of
more competitive post-socialist countries in spite of ‘stubborn’ reluctance to any radical
liberalisation, privatization, or implement some imported recipes for shock therapies.

This relatively favourable outcome was uncertain by the end of the 1980s and beginning of
the 1990s, though. The initial economic shock was indeed severe. GDP declined quite drasti-
cally for three consecutive years. This was to some extent a consequence of a general phe-
nomenon of ‘transformational recession’ (Kornai, 1995). Nevertheless, due to relatively lib-
eral economic policy — in comparison with other socialist countries, of course — this is perhaps
less important than the consequences of disintegration of Yugoslavia and, consequently,
sudden loss of the traditional markets in the former Yugoslav republics. (Koyama, 2001)"

However, Slovenia was one of the first transition economies to achieve positive economic
growth (in 1993) and averaging at about 4 % since then. More successful enterprises adapted
to the loss of markets and reoriented quite successfully to domestic market, which required
more and more entrepreneurial spirit and competitiveness due to gradual opening and lib-
eralisation policies. They were also forced to compete in western markets due to small size of
domestic market. In spite of its small size and low profile (episodes in which Slovenia is mis-
taken for Slovakia or even Slavonia are already proverbial) even external observers have
sometimes mentioned it as a specific ‘affluent enclave’ (Standing, 1996: 225). After a certain
period this transition episode seemed successful enough for some politicians and even some
cconomists to describe Slovenia as a ‘success story’.

However, transition has a Janus face; there are also less favourable aspects of this process that
should be mentioned to offer more comprehensive image. It cannot be ignored that it has cer-
tainly taken its toll, impacting the everyday lives of some segments of its population. Bank-
ruptcies of numerous enterprises, economic restructuring of over-industrialised economy and
related massive layoffs, cuts in welfare spending, increases in poverty and social inec.luz}lity...
Slovenia could not avoid these processes. However, there is an important difference in inten-
sity of these unfavourable trends, especially in comparison with countries from Southeast

1 Other republics of former Yugoslavia accounted for almost 25 % of all sales of Slovenian enterprises in

1990 (Mencinger, 1997: 210).
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Europe. Slovenia is not a typical country with rapidly emerging phenomena like ‘welfare gap’
(Svetlik, 1993) or ‘torn safety nets’ (Standing, 1996), which are common to many countries in
transition.

This was only a short introduction to the situation in post-socialist Slovenia and it is not the
author’s ambition to analyse all aspects of such a complex phenomenon. However, issues re-
lated with labour markets and employment are undoubtedly important elements of any analy-
sis of these processes. First, they are related with the social outcome due to certain shift from
welfare system where personal social security is provided by the state to welfare system
where it is provided through one’s successful participation on the labour market — in spite of a
number of welfare programmes. Second, it deals — at least indirectly ~ with policies and proc-
esses that strongly impact developmental dynamics and options of these countries.

2 Labour market and employment
2.1 Sources of data on labour market in Slovenia

Like in most countries, we can draw on two sources of data to assess the situation on the la-
bour market. These are the official data from the National Employment Office (NEO) and
survey data from Labour Force Survey. Other survey sources exist, but are of lesser rele-
vance and less reliable. These data are easily available as they are published in various rapid
reports, communicated monthly to general public through media and also published online
(homepages of NEO and Statistical Office). More comprehensive overview is published in
annual Statistical Yearbook of the Republic Slovenia and in NEO’s annual report, both
online and printed version. One can also access basic information regarding methodology.
Acknowledging some well-known deficiencies of the aforementioned sources, mostly related
with definitions of various categories within these information systems, one can say that they
provide relatively good, albeit not perfect, assessment of the situation on the labour market,
especially if we triangulate them with other data.

2.2 Situation on the labour market

The right to work was constitutionally guaranteed to anyone in the socialist system. Em-
ployment on the individual level was not related to one’s performance on the workplace. On
the micro-economic level, it was not related to company’s position in the market. And on the
macro-economic level, unemployment rates were not related to functioning of the national
economy, i.e. its position in the international division of labour. Consequently, workers were
not motivated to increase their performance on the workplace, survival rates of companies
were held artificially high (and birth rates were very low). Finally, allocation of labour was
inappropriate beyond any acceptable levels. For example, while registered unemployment was
only some 2 % in 1988, the rate of hidden unemployment was 13,5 % (Mencinger, 1989).

At the end of the 1980s, hidden unemployment started to transform to open unemployment.
The results are clearly visible in Chart 1. Growth in registered unemployment was espe-
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cially rapid at the beginning of the 1990s and peaked in 1993. After this period it decreased
slightly and has been rather stagnant for a while. Only in 1999, sustained GDP growth has
started to reduce registered unemployment. In the middle of 2001 it fell below 100.000 for the
first time since 1992, due to seasonal influences. Before that period GDP increase was mostly
transformed into increase in productivity and did not generate significantly more jobs than
were lost (NEO, 1998).

Chart 1: Number of registered unemployed 31.12.
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Consequently, activity rate and employment-population ratio also fell quite rapidly in the pe-
riod until 1993, In this period active population decreased by over 200 thousand in the pe-
riod between 1988 and 1998. It remained rather stagnant since, irrespective of relatively fa-
vourable macro-economtic indicators.

Chart 2: Activity rate and employment/population ratio
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Source: Statistical Yearbook 2002; Labour Force Survey data

It should be noted that transition on the labour market has been equally unfriendly to male‘ apd
female participants. Certain differences in the activity rate between male'and feglale activity
and employment/population rates exist. Hewever, LFS data shf)\ys that it has, in fact,' been
reduced slightly in the past decade. Even though the fall in a.ct1v1ty.re.xte was qum? rapid, we
can emphasise that at least for the female part of the population activity rate continues to })e
among the highest in Europe. Only Scandinavian states Denmark, Sweden and Nomay, w.1th
traditionally high rates of female participation in the labour 'mzfrke.t, h.ave cons1d§rab1yl(1111§-
her female participation in the labour force. But there are certain indications that this could be
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be changing, even though it is too early to judge. The share of female unemployed as a per-
centage of all unemployed has increased since 1988, but they still constituted a bit less than
half of all registered unemployed in 1998. Their share of all unemployed exceeded 50 % for
the first time in 1999, but is only slightly above. We are aware, of course, that these basic
indicators cannot offer full assessment of the situation of women on the labour market.

Chart 3: Activity rate of male and female population
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Source: Ignjatovic, 2000: 9; Labour Force Survey data

23 Structural changes on the labour market

Perhaps the most relevant change on the labour market is its segmentation into a primary
and a secondary market. Basic characteristics of registered unemployed (sece Table 1)
clearly evidence that some groups have significantly improved their situation. These are espe-
cially younger generations (under 26 years), whose percentage of the registered unemployed
has decreased by almost one half. The share of first-time Jjob seekers among unemployed is
also decreasing. More detailed data would show seasonal variations in unemployment levels
which are caused by inflow of young people, which finish their education or training, into
labour market and by their subsequent inflow into employment. On the other hand, situation
has worsened considerably for some vulnerable groups. The share of those above 40 years
of age has increased tremendously and in 1998 they constituted almost half of all registered
unemployed. Most of them have low or no qualifications. The percentage of semi-skilled or
unskilled workers is virtually the same. It is actually lower than ten years ago, but this infor-
mation does not indicate improvement in the situation of semi-skilled and unskilled workers.
It is rather a reflection of the general in-rease of unemployment.

The difficult situation of workers in the secondary segment of the labour market is most clear-
ly evidenced by the occurrence of long-term unemploymient, which has also increased
substantially. The share of the long-term unemployed (those that have been without work
more then one year) almost doubled in the period from 1987 to 1995 and only in 2001 this
share decreased somewhat, mostly as a consequence of specific targeting in the framework of
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active labour market policies.? Note also that duration of unemployment for university edu-
cated people is almost 2.5 times shorter than for unskilled workers (NEO, 2001).

These data show that the segmentation, which is following dismantling of mechanisms that
“held the labour market in check” (Orazem in Vodopivec, 1997:894), is quite similar to that
in capitalist part of Europe after the Second World War. (Hall, 1997: 213-225) Unlimited job
security and egalitarian wage distribution are now commonly held as past distortions, and
empirical analyses show that returns to education and experience are increasing. (Orazem in
Vodopivec, 1997) On one side, there is an important (growing) proportion of young and rela-
tively well-educated people with considerably good employment opportunities, who are par-
ticipating in the primary labour market with permanent employment contracts and rela-
tively high wages. The share of unemployed with university education was only 2.5 % in
2001 (NEO, 2001), while their share in labour force as a whole is some 10 %. On the other
side, we have increasing number of older unskilled or semi-skilled workers, participating on
the secondary labour market, who are more likely to be made redundant, have lower wages
and a temporary employment contract. And when they register as unemployed they are very
likely to become long-term unemployed.

Table 1: Structure of the registered unemployed
Year Percentage of different categories in the total number of registered unemployed
Under 26 Over 40 First-time | Long-term Female Semi-skilled
years of years of Job- unemployed and unskilled
age age seckers
1987 50.6 17.0 30.1 331 48.8 577
1989 51.5 15.0 29.1 427 489 55.4
1991 47.8 19.0 222 41.8 44.7 46.1
1993 374 282 19.0 54.8 43.8 453
1995 322 34.0 19.7 59.0 46.7 46.6
1997 29.1 43.0 18.3 59.6 48.8 47.1
1999 25.8 50.5 18.7 62.9 50.6 475
2000 234 50.7 17.9 61.4 50.7 472
2001 24.1 48.9 18.8 54.7 50.8 47.0
Source: NEO, 2001

24 Structural unemployment and inﬂexibility

One should also acknowledge that unemployment is not simply a consequence of lack of jobg.
The period of transition is also a period of two shifts. Firstly, post-socialist labour market in

2 Difficulty of the situation is further evidenced by the very long term unemployment. T'hose (liha; :;VTobZ?
registered as unemployed for more than three years constitute over a quarter of all registered unemployed.

Some ten years ago there was only about 9 percent of very long-term unemployed.
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Slovenia is impacted by a steady shift from old over-industrialised structure of the economy

to service economy, a process that started several decades ago in developed European coun-

tries. Secondly, shift towards more knowledge intensive production processes has also
commenced. This means that demand for poorly qualified labour (majority of the long-term
unemployed) for labour-intensive processes is decreasing. Instead highly skilled and flexible
personnel is required. Ironically, managers often find it difficult to get qualified engineers on
the local labour market (see World Competitiveness Yearbook, 2002).

Thus, skill mismatch is a big problem of the Slovenian labour market. Skills that are de-
manded do not match the actual skills of the unemployed (Ignjatovi¢ et al. 2000: 10-11) and
this is one of the main reasons for the aforementioned chronicle problems with long-term un-
employment. Furthermore, this hinders developmental potentials of the specific knowledge-
intensive companies and the restructuring of the major part of the economy, which consists of
fow to medium value added production of services and industrial products. It should be noted
that structural inconsistencies exist at the lowest and at the highest educational levels. Data
show that the number of semi- and unskilled registered unemployed by far exceeds registered
vacancies. On the other hand, there are not enough qualified engineers to meet the demand on
the labour market. This is also due to the fact that the bulk of the ‘explosion’ of tertiary edu-
cation in the 1990s was more to the benefit of social sciences and management studies and
less to the benefit of hard sciences and technology.

The second problem is inflexible labour force. Full time employment has been the only ex-
isting and meaningful employment for decades. There always existed a certain level of infor-
mal economy, moonlighting, but mostly as an additional activity. This has changed in recent
years. The only preferred and desirable form of flexible employment is self-employment,
which is actively promoted by NEO. In the first years of transition the number of self-
employed increased rapidly but later stabilised at 12 %. Contract and cash-in-hand forms of
work are less favourable and have increased only to about 3 % of all employed since 1991.
Part time employment is also showing some signs of growth but has never exceeded 8,5 % of
employed. The least favoured form of work is temporary employment, which has been in-
creasing constantly throughout the 1990s. This tyoe of employment is more in favour of em-
ployers because of less difficulties when they want to fire a worker. It got especially bad repu-
tation because it was supposedly used as a way to sack pregnant employees without difficul-
ties.

2.5  Informal economy

Informal economy is less known but undoubtedly important aspect of labour market. One
could say that work in the grey economy is the most important individual strategy against
unemployment. Slovenia provides environment that is favourable for development of infor-
mal economy. Increasing taxation, increasing burden of extra labour costs, changes in previ-
ously rigid structures of work and time, unemployment trap, poor education and skills of the
unemployed population, hyper-institutionalisation and complex procedures of setting up busi-
ness... (Glas, 1994: 6-8). Kukar et al. (1995) estimated that in 1993 grey economy amounted
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to between 16.8 and 21.3 percent of GDP. Activity of grey economy would, according to this
research, add additional 85,000 workplaces.

Quite realistic estimate of the impact of the informal economy on labour markets can be as-
sessed by comparing official data on registered unemployed and the results of Labour Force
Survey. If the registered unemployment rate is quite high (some 12 %), the LFS unemploy-
ment rate is much lower with 5.9 % in 2001.> In the second quarter of 2001 there were
100,000 registered unemployed. However, there were only 57.000 unemployed according to
LFS data. Only 48.000 people were both LFS unemployed and registered unemployed. This
implies that 43.000 people were registered as unemployed but were not unemployed accord-
ing to LFS, i.e. active in the grey economy. There is usually a difference of 5 up to 40 % be-
tween LFS data according to ILO definition and registered unemployed (Svetlik, 1994: 51).
This implies that Slovenia is one of the countries with very high difference.

It should be noted that there are differences between those that are registered as unemployed
and work in the grey economy. Qualitative research (semi-structured interviews) showed that
for some of them it is just a time-to-time activity, but for others it can be an everyday regular
activity. (Zajc, 1999: 32-33) Some even decided to misuse the system and the position of reg-
istered unemployed as a way to get additional benefits, while having decent employment or
even running legal private business. However, we do not have sufficient information to evalu-
ate the extent of this anomaly.

2.6 Regional dimension of unemployment

When we talk about labour markets and employment strategies we cannot avoid its regional
dimension. Ironically, regional differences are one of the problem spots of Slovenia in spite
of its small size.* This is perhaps also due to chronicle underdevelopment, if not complete
absence, of regional level in developmental policy making.’ Regionalization is practically
non-existent, even though there are various practical needs for this.® For the purpose of labour
market statistics and policies ‘functional planning regions’, which are equivalent to NUTS 3

3 This number is lowest since 1994, when it was at 9 %. In period 1996-2000 it was some 7 %. (NEO, 2001)

4 Regionalization was one of more important disputes in negotiations for the EU accession; due to Slovenia’s
small size proposal to have two or three regions at NUTS 2 level was unacceptable for EU negotiators.

5 One of more important aspects of systemic changes in the 1990s was tht? complex transition from SXoYema
as a regional economy within a larger country to a national economy with fully develo_p@d state functions.
(Kukar, 1996:45) Hence, there has been no intermediate level between nationfil an_d murpcmal level. The ex-
perience from Yugoslavia did not provide a “tacit’ knowledge on regional policy, mclqdmg aAcomprehenswe
set of policies tailored to specific needs and advantages of a region. Problems of {eglonal differences were
usually approached by means of capital redistribution (investments, soft loans find join yt;ntures) from more
affluent republics to underdeveloped southern regions, especially K(?sovo. Regional policies were conductefi
according to the prevailing Marxist doctrine, which stressed capital investment as the mf)st relevan? determi-
nant of development. (ibid: 52) Slovenian economists believed that such reglonfxl policy was oriented to-
wards redistributional and not towards comprehensive developmental issues. (Senjur, 1985)

6 Different categories of regionalization exist in Slovenia, depending on specific purposes, with total number

of regions ranging from four to eighteen. (see Gajsek, 1992)
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classification of the EU, are usually applied. According to this there are twelve regions in
Slovenia and this is most often used in statistical representations. The jurisdiction of NEO’s
branches corresponds with this territorial division. This enables regionally broken unemploy-
ment data.

For example, in first half of 1999, when registered unemployment on the national level was
14 %, it was lowest with 8 % in Goriska region (western part of Slovenia) and some 10 % in
three other regions. However, in two problem regions of Slovenia, both located in the North-
east, registered unemployment reached 19 % (Pomurje region) and 21 % (Podravje region).

One can say that two types of depressive areas exist in Slovenia. On one hand, we have sev-
eral old industrial or toal-mining centres which were influenced by shift from industrial to
service economy. The most obvious examples are town of Maribor and Podravje region with
energy, vehicles and heavy-equipment production, Gorenjska region with steel mills, obsolete
textile and wooden industry and Zasavje region with its coal mines and expensive energy pro-
duction. On the other hand, we have certain areas which are ‘historically’ underdeveloped,
usually with unfavourable demographic trends,” agriculture as an important share of its em-
ployment, Pomurje region being the most obvious example. These are also areas with biggest
unemployment problems.

Regional differences in unemployment rates are, of course, a consequence of underdevelop-
ment of these areas. GDP of poorest region (Pomurje) is only 60 % of GDP of the wealthiest
region around the capital Ljubljana. Other indicators such as income, life expectancy, intellec-
tual capital etc. are equally unfavourable for poor regions, not to mention less tangible aspects
such as satisfaction with life (measured with different survey questions). One should add that
the system of collective agreements and the institute of minimum wage prevent greater in-
come disparities (Human Development Report Slovenia 1999). Consequently, these regions
are in danger of depopulation (inter-regional brain drain) which further undermines pros-
pects for their future development and sustainable solution of their employment problems. It
should be noted that educational structure of unemployed is much poorer in these regions.
Poor developmental dynamics is, of course, biggest obstacle to any kind of solution of prob-
lems with unemployment. While there is approximately 10 unemployed persons per registered
vacancy in Slovenia, this number is as high as 25 for Pomurje! Any long-term solution of
unemployment problem can only be a part, not to say a ‘lateral consequence’ of a successful
regional developmental policy.

2.7  Migration and labour markets

Migration has been an important aspect of Slovenian labour market in the past decades. As
the most developed Yugoslav republic, it attracted substantial numbers of migrants from

7 Strong emigration flows abroad, caused by inefficient distribution of land, were unfavourable demographic
trends in the past. Low fertility rates and emigration of young people to urban centres caused by lack of jobs
are typical unfavourable demographic trends nowadays. Substantial part of Slovenia (with two-thirds of its
population), is qualified as demographically endangered area (IMAD, 1999: 58).
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other parts. In the second half of 1970s and up to mid-1980s between 8 and 12 thousand wor-
kers per year came to Slovenia. This was mostly poorly skilled labour force, employed in
construction, industry, mining, agriculture and catering. (Pirher et. al, 1999: 16) This trend
slowed down and almost completely stopped in 1990.) Slovenia also experienced wave of
returning immigrant workers from other parts of Yugoslavia, which started in 1988 and
almost completely stopped in 1993. Equally there has been experience of outward migration
of Slovenian workers, mostly to Western Europe, where there have been very little non-
Yugoslav citizens working in Slovenia.

In the past decade, the structure of the immigrant labour did not change substantially. For-
eigners most often seek employment in construction and they are poorly educated: only 5.2 %
of working permits owners finished more than secondary education, which is far below the
educational structure of the indigenous population.

3 Employment policy
3.1 Some framework conditions for sustainable employment

Reforms of arrangements and policies that are directly or indirectly related with social situa-
tion of population or, more specifically, with employment, proceeded relatively slowly, espe-
cially in comparison with some other more advanced post socialist countries. Slovenia’s pri-
vatization, economic liberalisation, industrial policy etc. was different from East-German,
Hungarian, Czech, Polish etc. (for overview of these see Stark and Bruszt, 1997). One can
reasonably argue that slow and well-balanced approach was the only viable if the reforms
were to proceed.

Transition processes impact social situation of the population and especially subjective per-
ception of social situation. It is quite likely that radical measures and burdening social prob-
lems would impede processes of transformation. First, it is quite possible that some opposi-
tion political party would take advantage of situation and benefit from the anti-reform stance.
This did not happen in Slovenia, while overview proves that this happened in second free e-
lections in many post-socialist countries (see Berend, 1996), also in some countries in
Southeast Europe. Second, such reforms would be counter-productive from the perspectivg of
development. They would seriously impact ‘social tissue’ through increasing poverty., ine-
quality, social exclusion, reduced inter-personal trust and trust in institutions... vThese intan-
gible factors, which are generally quite scarce in post-socialist countries, are easier to destroy
than to create. Having this in mind, one can say that decisions for costly attem}?ts to save
some large state-owned enterprises — instead of economically ‘rational’ choices to simply shut
them down — cannot be simplistically evaluated as missed approach. In some cases healthy
core of enterprises was saved, sustainable employment was preserved, and knowledge and
competencies were not dissolved. These less tangible aspects are perhaps even more impor-

tant.

A decade since transition officially started it seems that Slovenian political elites‘ and polic}f-
makers pursued strategy of compromise between economic development and social responsi-
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bility. This approach was recognised as a search for ‘a new balance’ (Svetlik, 1995: 104) in
the field of social policy, but is equally relevant in the field of employment policy. One can be
critical and argue that this was an attempt of the elites to maintain their position; such balance
would seem the most appropriate way. Nevertheless, it is important as it shows that employ-
ment cannot be pursued by a narrow set of policies. Instead, factors of success or failure of
employment policies have to be understood more broadly, recognising different tangible and
intangible factors as well as direct or indirect input of a variety of institutions. For example, in
the case of Slovenia one cannot ignore the role of the central bank and its monetary exchange-
rate policy. Namely, central bank ignored continuous recommendations of the IMF to intro-
duce currency board and tie the value of Slovenian Tolar to one of hard currencies. The most
important reason is that this would impact economic growth (and consequently employment).
Some countries from Southeast Europe accepted this recommendation (e.g. Bulgaria) and
experienced severe negative consequences.

This anecdotal evidence does not imply some overwhelming synergy and perfect situation,
though. Equally, there are numerous examples of poorly functioning ‘background’ institutions
that have (indirect) negative impact on economic growth and employment. Slovenian judicial
system is perhaps the most obvious example. Namely, efficient and equitable judicial system
is important element of economic growth. Existence of such ‘institutionalised distrust’
(Luhmann, 1988) gives companies certain assurance that contracts shall be respected and fail-
ure to do so shall be sanctioned. However, Slovenian courts are excessively slow and ineffi-
cient. Even judicial reform attempted in the second part of the 1990s failed to show signifi-
cant results (Vehovar, 2001). This can have devastating effects for the most dynamic part of
Slovenian economy, i.e. small and medium companies, which created most new jobs
(Drnovsek, 1999). These companies are very vulnerable due to their limited resources and can
in case of insufficient discipline of payment easily go bankrupt. Consequently, they have to be
very careful in expansion of their business, which negatively impacts their need for additional
labour. Comparative data in Index of Economic Freedom shows Slovenia’s lag behind coun-
tries that the most efficiently guarantee property rights and where efficient judicial system
enforces contracts. Indeed, situation is much better than in most post-socialist countries.
However, enforcement is lax. The qualitative research of the author of this paper (semi-
structured interviews with relevant stakeholders) also showed that this is one of problematic
factors and that informal mechanisms (exercise of personal control etc.) sometimes have to
amend the formal ones.

3.2 Some specific policies

The contribution of different policies has been quite varied. Some types of policies showed
relatively poor performance in terms of their contribution to creation of sustainable develop-
ment, economic growth, and employment. Others can be evaluated as much better. Due to
limited resources we cannot offer a full account of al relevant policies and of all their direct
and indirect/contextual influence. However, we shall attempt to outline some positive and
negative aspects of different policies.
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One very obvious example of poor performance would be agricultural policy. Slovenian
agricultural sector is in terms of employment not the most important, but cannot be ignored;
almost 10 % of labour force is reported to be employed in agriculture (Worid Competitiveness
Yearbook 2002). Agricultural policy could have important role in ensuring decent employ-
ment for small but nevertheless relevant segment of population. Importantly, a number of the-
se jobs would be located in less favoured, demographically endangered and predominantly
agricultural parts of Slovenia with poor industrial infrastructure. Ironically, such jobs could
only be provided if substantial reduction of share of population employed in agriculture
would take place. This would, of course, be followed by increased overall productivity. Un-
fortunately, the situation is far from this. Average size of farms in Slovenia is far too small
(only few hectares of land) to ensure survival with decent income. For a vast number of ‘far-
mers’ work in farm is everyday additional activity, to which they attend after finishing their
job, and in many cases it is the only activity of the unemployed from the countryside... This
means that their agricultural products are indirectly subsidised through their jobs or other
sources, which provide for their basic incomes. Additionally, such ‘subsidised’ products are
competing with those produced by full-time farmers and reduce the potentials for provision of
meaningful jobs. Consequently, productivity in agriculture is low, even when compared
with countries like Czech Republic, Hungary of Poland, which have lower GDP (World Com-
petitiveness Yearbook 2002).

Agricultural policies should offer very strong incentives for concentration of land in hands
of full-time farmers, e.g. through very high eligibility thresholds for agricultural subsidies.
These policies should be accompanied with support for either specialisation (in cases of terms
of conventional farming) or integrated ecological farming. Some programmes exist, but are by
far insufficient. Unfortunately, the EU accession process, which triggered processes of ration-
alisation in industry, services, and related policies, did not bring similar results in agriculture
and agricultural policies. Possibility of substantial inflow of funds from common agricultural
policy rendered other issues irrelevant.

This is just the most obvious direct relation of agricultural policy and employment pol?—
cies. However, its implications go beyond this simple relationship. Obvious inability of agri-
cultural policy to deal with the most obvious distortions directly impacts development. of. hu-
man potential and entrepreneurship. People work in their low-skilled and ‘poorl).' paid _]F)bs
only to ensure survival — which their small farm cannot provide — and are in thexr ﬁee tlxm.e
not motivated to upgrade skills needed in their workplace (Jakli¢). Having this in mind, it is
clear why agricultural policy is strongly related to employment and regional development
policy. These ‘spillover’ effects on other sectors, especially industry, are perhaps even more
important.

Regional policy is also underdeveloped and, it should be noted, npt much can currently be
said about this. This is very interesting due to immense regional dlffer.ences and a need fo.r
more ‘tailored’ approach in economic policies. Foundations of instirutlons.for reg1o.na?1 poli-
cies is the positive consequence of the EU accession process l?ecause regional po}mcs are
necessary precondition for absorption of structural funds, especially Epropean Regional De-
velopment Fund, but also other funds and programumes. Cprrently, n'fltlonal-level agency fo;
regional development has been established and is functioning. Agencies at NUTS 3 level (1
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‘functional’ regions) have also been established, but most of them have just had enough time
to finish regional development plan. Many of them have not even been evaluated by the na-
tional-level agency for regional development and thus could not have any significant impact
or initiatives. Furthermore, the issue of regionalization at NUTS 2 level still has not been re-
solved... However, it seems that forthcoming accession to the EU shall accelerate formulation
of regional policies and formation of regional developmental coalitions between local em-
ployers, politicians and different initiatives.

The EU accession process also brought important changes to Slovenian industrial pelicy.
After entering the EU it shall be strongly influenced by the acquis communautaire. In the
aforementioned search of balance between economic development and social responsibility
this policy was anything but liberal in the past decade. However, it should be mentioned that
towards the end of the 1990s certain shift already slowly started to take place. The aforemen-
tioned qualitative research showed that even employers, although still very critical with re-
spect to the role of the state in supporting economic development, perceive certain policy shift
— and ascribe it at least partly to the EU accession. The most common belief is that the state
finally to some extent reoriented from its attempts to save ‘losers’ towards policies in support
of successful companies, which have potentials for growth and spill over effects. However, it
would be too optimistic to expect that long interventionist tradition shall just stop to impact
formulation of policies. Numerous indices show that it is likely to remain interventionist to
the extent that it is allowed in the future in certain problematic cases. While interviewing high
civil servant form the Ministry for Economy, she stated that “we all have to be aware that the
state is loosing its role. However, we cannot forget the social aspect. I am not in favour of
some American concepts. Not at all.”

In the final period some positive examples of policies have been formulated. Perhaps here we
should above all mention the project for support of clustering of small and medium enter-
prises, designed to tackle the most obvious weak spot of Slovenian SMEs, their inability to
achieve either economy of scale or economy of scope. This inability is not so much due to
their small size; lack of resources is a defining feature of all small companies. However,
Slovenian enterprises were unable to overcome this through cooperative strategies. This pol-
icy attempted to encourage cooperation between enterprises and also transfer of knowledge
from universities and public/semi-public research institutes to the economy, through co-
financing the formation of joint infrastructure and expert advice.

A very important aspect of employment policies is also policies that impact knowledge
(re)production and transfer. One can say that there has been significant progress in the past
decade. Funding of education increased substantially in the past decade, beginning to repair
missed approach of the socialist system. Consequently, enrolment ratios to education started
to increase. This increase is especially evident on tertiary level — the number of students al-
most tripled in the last decade. This increase also delays entrance of younger populations on
labour market. However, there are number of weak spots. For example, this boom of tertiary
education did not have optimal value added in terms of its contribution to development of
human potential and competitiveness of the economy and its ability to provide new work-
places. The bulk of this increase was achieved at faculties in the field of arts and social sci-
ences and not enough in the field of hard sciences, i.e. education of skilled engineers. One can
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find no real attempt to remedy this situation, although there is a number of possible ways (e.g.
targeted state scholarships or subsidies for companies® scholarships, improved conditions of
studying at technical faculties etc.) Additionally, functional literacy is quite low when com-
pared to most developed countries (OECD, 2000) and excludes substantial proportion of
working population from modern working processes where such ability is required. No policy
has started to deal successfully with this burning issue, education of the adult.

Migration policy could be important help in upgrade of intellectual capital. However, this
was not the case. One has to be very critical and notice that not much has happened in the
field of labour migration policy since independence. Certain changes in the second half of the
1990s (strengthening the criteria for work permit) were insignificant in this respect. One has
to acknowledge that labour migration policies and knowledge of potential losses and benefits
from migration are poorly developed. Basic strategic documents that deal with labour market
and employment policies almost completely ignore the issue of migration. Possible losses
through ‘brain drain’ are poorly researched and the situation left to spontaneous evolution.
Even more, possible benefits of ‘brain gain’ through active migration policies are total blind
spot, with the exception of some general remarks in one more general document (Strategy for
the Economic Development of Slovenia 2001-2006).

The role of foreign trade policy was more positive. Soon after independence Slovenia started
to actively seek ways to join free trade areas and agreements. It became member of the WTO,
the EU applicant country, and member of CEFTA. It soon signed a number of free trade
agreements. Perhaps even more important is the number of agreements needed to make for-
eign investments to third countries safer. This is important due to Slovenia’s semi-peripheral
situation, which implies its interest outward FDI to peripheral regions, such as Southeast
Europe and countries that belonged to former Soviet Union. Strong delegations of managers
of important exporting companies regularly accompany frequent visits of politicians to this
part of Europe. Usefulness of this approach was strongly evident in the past few years, when
Europe more generally, but especially Germany, Slovenia’s most important trading partner,
came into recession. Normally, this would reflect strongly on Slovenia’s economic growth
and employment, especially due to its small size. Indeed, economic growth fell somewhat, but
remained above 3 % in the past few years. Growth in unemployment was not critical. This
was possible because of increase in trade with countries form Eastern Europe and especially
Southeast Europe. Prominent Slovenian economic commentator asserted that “2002 was the
year when Slovenia went eastwards”.

Social policy also played positive indirect contribution to economic development and em-
ployment potentials. Due to ‘soft approach’ and absence of very radical cuts in social wel-
fare, social policy not only contributed to inclusion of certain segments of population (keep-
ing people employable) but also contributed to preservation of some less tangible factors of
economic development and hence to generation of workplaces. This approach could be de-
fined as costly in the framework of liberal doctrine and if Slovenia would atter@t to compete
on costs alone. However, these critics forget that Slovenia is not at cost-competitive economy.
It is investment-driven economy with some prospects to proceed to the stage of innovation-
driven economy (Sogan, 2001). Hence, low costs are not the main factor of Sloverllia’s eco-
nomic development and consequently of generation of jobs. Ability to increase efficiency and
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to be innovative is crucial determinants of Slovenia’s developmental path (Rongevi¢, 2002).

Having this — and the available resources — in mind, we can say that social policy generally

positively contributed to the maintenance of intangible factors.

33 Coordination as the crucial issue

This short overview showed that a number of different institutions indirectly or directly affect
economic and social development and thus the employment situation: Central Bank, judicial
system, and a number of ministries and various governmental agencies. In the future certain
regional and sub-regional developmental agencies shall most likely play important role. We
should also add business sector, trade unions etc. Having all these stakeholders in mind, one
can reasonably argue that improvements in certain policy field can only give satisfactory re-
sults if all relevant stakeholders take part. Our own research showed that although a number
of factors of developmental performance are weak in Slovenia, lack of social capital, i.e. the
resource that enables co-operation, is the crucial intangible resource (Adam et al., 2001). Dif-
ferent resources are relatively limited in Slovenia. It is therefore very important that policies,
which attempt to deal with employment, are efficient. They have to achieve certain level of
synergy. Hence, horizontal and vertical co-ordination between policy actors is the crucial is-
sue.

Two levels of co-ordination are very important in the case of employment strategies. Firstly,
substantial progress is needed in co-ordination of strategies and activities of various public
institutions. Second, communication between the state and other segments of society needs to
be improved substantially: business sector, trade unions, knowledge centres (university, re-
search institutes), civil society...

In the past decades political system played predominant role in shaping employment strate-
gies. In such hierarchical constellations there was not much need for heterarchical co-
ordination and communication. Hence, there is a lack of tradition and experience. One can
notice that certain attempts at improving situation have been made in the past decade. For
example, a number of strategic documents that exist in Slovenia have acknowledged the role
of democratic and participatory policy process that includes all relevant stakeholders. This is
the case in both more specific labour market strategies (National Employment Action Plan
2000-2001 and Strategic Goals of Labour Market up to 2006) and in more general develop-
mental strategic documents with implications for employment (National Development Plan
2001-2006, Strategy for the Economic Development of Slovenia, 2001-2006). In certain cases
even the institutional framework for communication of social partners was established.

However, socio-cultural aspects that enable members of a specific society to coordinate their
activities is not easily created, certainly not in a few years and with a help of a few strategic
blueprints that say that co-operation is necessary. Establishment of formalised institutional
framework is also not sufficient condition for communication of stakeholders. On the con-
trary, empirical evidence shows that both levels of communication are relatively poorly de-
veloped in Slovenia. For example, in our case study research of the process in which the
Strategy for the Economic Development of Slovenia was formulated most of the interviewees
agreed that this is the problematic area. Strategies are not taken seriously even by the gov-
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ernment who ordered and paid this project. Consequently, the strategies of specific ministries
remain unadjusted.

The dialogue between social partners started to develop in the 1990s. It is of relatively recent
origin. Economic-Social Council, the institutional framework for social dialogue, was estab-
lished in 1994, on the initiative of trade-unions. (Stanojevi¢ et al, 2001) Partners failed to
achieve consensus on a few occasions, but sometimes engaged to successful communication.
Comparative research showed that this dialogue is institutionally strong but politically weak.
It is institutionally strong due to the fact that communication is taking place between strong
and well-established organisations and is guided by generally accepted mechanism. It is po-
litically weak first, due to non-existence of independent employers association — this sector is
under monolithic control of two Chambers with obligatory memberships (one for artisans and
other for all economy) — and second, due to the fact that private employers are not really in-
terested in social dialogue (Draus, 2001; Draus, 2001a).

Developmental consensus is weak or just beginning to be formed. Formulation of such con-
sensus is inevitable if any employment policies are to have sustainable results. Currently it is
difficult to say if this is going to happen. Hence, it is questionable if various employment stra-
tegies are going to be implemented. It should be noted that most of them (not all) were written
because it is a condition that has to be met in order to receive various funds.

4 Labour market policy
4.1 Starting points and institutional set-up

Policy makers were unprepared to the unprecedented situation of rapid unemployment growth
in the beginning of the 1990s, even though there were enough indications and warnings (e.g.
Mencinger, 1989) that transition from semi-planned economy is going to have such impact. In
the situation where GDP was decreasing, employment levels decreased and unemployment
exploded, ‘crisis management’ was implemented to stop these negative trends and avoid even
worse situation. At this time policy of early retirement was handy and was implemented as
the policy measure to prevent excessively high unemployment and social unrest.. Policy mak-
ers did not learn from mistakes of those who attempted similar remedies for similar problems
(i.e. affluent welfare states in Europe). Government in fact actively promoted early retire-
ments. This policy was of course not sustainable even in medium term and soon bfickﬁred.
The consequences were similar as in Western Europe: explosive growth of tl?e retired per-
sons, increasing public expenditures, reducing labour market activi?y etc. l(Espmg.-Andcrscn,
1996). Slovenia's expenditures on pensions have been among the highest in _transxtlonal eco-
nomies (Vodopivec, 1996:24). The programme of early retirerpent was terminated already in
1993. This is the year when registered unemployment reached its peak, but also the year when
economy started to grow again.

After the initial period, a whole set of labour market policies was developed. Two instifufions
are especially responsible for labour market policies (if we define them narr(‘J\yly). Ministry
for Labour, Family and Social Affairs is responsible for labour market policies on govern-
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mental level. It is one of more prominent ministries and handles substantial proportion of state
budget. It has important role in formulation of legislation that deals with rights and responsi-
bilities of employees, working conditions, wage system etc. It also acts on behalf of govern-
ment in tripartite negotiation between social partners. Pension and disability insurance is also
part of this portfolio (but not operationally). National employment office (NEO) is responsi-
ble for operational part of labour market policies. It is independent public institute and man-
agement board consists of thirteen members (four from each social partner and one represen-
tative of employees).

However, its activities are funded from the state budget. It should be mentioned that certain
amount is collected from unemployment insurance contributions. These contributions are col-
lected from both employers and employees. Employers contribute 0.06 % of worker’s gross
wage and employees contribute 0.14 %. This means that unemployment insurance amounts
to only 0.2 % of gross wage. This ‘symbolic’ contribution is collected as an input to state
budget. Collected funds covered 13.6 % of all funds needed for unemployment insurance be-
nefits in 2001 (NEO, 2001). This share has been increasing since 1997 (8.4 %) but is still very
small. A bit more than 5 % of state budget is allocated for unemployment benefits and labour
market measures. Structure of expenditures of NEO is seen from Table 2.

Table 2: Changes in structure of expenditures of National Employment Office

1998 1999 2000 2001
Social transfers for the unem- 52% 45,8 % 40.9 % 419 %
ployed
Employment programmes 16.7 % 233 % 224 % 253 %
Governmental scholarships 229% 21.9% 26.1 % 254 %
Subsidised food for students 22% 23% 2.7 % 0.7%
Costs of NEO 6.2 % 6.7% 79 % 73%
Source:  NEQ, 1998; NEO, 1999; NEO, 2000; NEO, 2001

We can see that NEO spends available financial resources for three different purposes.
The first is different financial unemployment benefits, the second are various active labour
market programmes. The third, governmental scholarships and subsidised food for students,
can also be defined as labour market policy, but has important aspects of educational policy
and social policy. Hence, we shall briefly describe the first and offer a more comprehensive
description of the second.

4.2 Unemployment insurance

System of unemployment benefits is geared to prevent unemployed individuals from poverty
and social exclusion, which would worsen their situation on the labour market and further
reduce their ability to participate. The unemployment insurance scheme has been operating
since 1974. This type of insurance is mandatory for all workers with employment contract
(working at least 20 hours per week). The unemployed get either unemployment benefit or
unemployment assistance. Strictly speaking, only the first comes from unemployment insur-
ance. Amount and duration of the unemployment benefit depends on their previous income
and period of contribution into insurance fund, but no longer than 24 months. After they are
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no longer eligible for unemployment benefit they can get unemployment assistance, which
is means-tested. Because this is basically a social security scheme, also unemployed without
working and contribution record — the ones who are not eligible for unemployment benefit
can get his type of assistance; because it is designed to work as a protection against depriva-
tion. It is a flat-rate benefit and can be paid for 15 months.? Unemployment insurance scheme
also gives the insured person the right to participate in active employment programmes and
also the right to pension, disability and health insurance. With time eligibility criteria were set
higher due to increasing budgetary pressures.

43 Labour market programmes

They can be divided into several groups. Perhaps the most important is a group of pro-
grammes for education and training of the unemployed. A range of educational and train-
ing programmes were developed, which are considered to be the most important in the con-
text of aforementioned skill mismatch in the context of economic restructuring. Especially
older and long-term unemployed take part in these programmes. This gives it important psy-
cho-social dimension in terms of activating discouraged and socially isolated people. This
programme is also very differentiated, consisting of different sub-programmes: for informa-
tion and motivation, employment workshops, career-goal workshops, programme for psycho-
social rehabilitation and personal development, programme for functional education, various
programmes of general and vocational education, on-the-workplace training programmes etc.

For more skilled unemployed a programme called job clubs was developed. Job clubs are
innovative programmes for first-time job-seekers or for those who have been registered as
unemployed for at least six months. The programme is designed to keep the. unemployed
busy’ and to provide people with knowledge about job-searching technil%ucs, This programme
is quite successful in terms of its participants’ subsequent employment. HOWGVCI.', this is not
a major programme and only those who have appropriate skills (and know what kind of work
they are seeking) can participate.

The second quite important programme is support for self-employment, which should to
some extent make up for the past ‘sins’. Private entrepreneurship was not promotf.:d for dec-
ades and numerous restrictions blocked the development of entrepreneurial potential and en-
terprises (Glas, 1997; Glas et al. 1998). Legislation kept them at the level of small craft. Po-
lices are formulated in a way to protect against deficiencies that unemplqyed focus le}en try-
ing to set up their own small business. This includes motivation, education and training, ad-

vice, financial help.

8  Only those who need less than three years to reach the retirement age are eligible for prolongation.
9 They have to attend meeting four hours a day and are allowed to skip it only if it has to do with job search.

10 1048 unemployed completed this programme in 1998 and 563 of them find employment during duration of
programme or within two months after completing the programme (NEO, 1998).
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The structure of the unemployed is such that in spite of various aforementioned policies cer-
tain categories of the unemployed are really difficult to employ, especially older unskilled
workers. Public works were introduced as a special category of employment policies as early
as in 1991. Their main function is to combat long-term unemployment, to prevent discour-
agement of the long-term unemployed, their social isolation, maintenance and development of
their working habits and even promotion of self-employment, which should be based on ex-
perience acquired during participation in public works. Since 1991 this programme has ex-
panded and evolved. In 1991 only some 1200 unemployed participated and in 1999 this num-
ber grew to almost 10641. It decreased somewhat (9374 participants in 2001) but remained
very important programme. In the past few years almost 10 % of all NEO's funds are spent for
these programmes. (NEO, 2001) The most important change implemented since 1999 was
transformation of public works programmes from a programme for the unemployed into a
specific type of public temporary employment.

Three programmes were developed towards encouraging employers to hire additional
workers or to help them not to dismiss surplus labour. The first is the programme of co-
financing to solve the problem of surplus labour. This programme was geared towards em-
ployers who are planning to sack the workers whose labour they no longer need. It is indica-
tive that most of these programmes were implemented in enterprises from the old industrial
sectors such as iron-works, woods, plastics, textiles etc. The problems of workers who are no
longer needed because of introduction of new technology are tackled by means of re-
qualification within this programme. The second, reimbursement of employer’s contributions,
is a selective programme intended to encourage employers to hire older workers, long-term
unemployed, or first-time job-seekers. The third programme is co-operation in enterprise re-
structuring. This programme is a part of wider micro-economic policy of supporting those
enterprises that were in need of restructuring. NEO is implementing educational part of this
restructuring.

A very important programme is developed to focus on the group of the disabled. The num-
ber of unemployed disabled people has increased form approximately one thousand in 1989 to
almost eleven thousand in 1998, when they represented 9.8 % of all unemployed people. They
are especially difficult to employ, not least because they are in most cases poorly educated,
three quarters of them is above 40 years of age and about the same amount of them has been
unemployed for more than 24 months (NEO, 1998). The disabled are offered various types of
training and education programmes and financial help to adapt their workplaces to their spe-
cial need. They are also offered jobs in sheltered workshops, companies that are eligible for
exemption from certain taxes and contributions. This helps them to compete successfully on
the market.

Programmes for local, regional and employment projects for local initiatives are not as widely
implemented as the rest of the programmes. Its purpose is to intervene on the demand side of
the market and is designed to take the advantage of local circumstances and initiatives.

Labour funds are a new form of active labour market policy and are intended to help workers
who have been made redundant to re-enter labour market. The impact of this programme is
difficult to assess because of its recent nature. However, they could in the future play an im-
portant role because they are formulated in a way to be able to approach problems on the re-
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gional and local level and take the advantage of approaching each problematic case individu-
ally."!

4.4 Assessment of labour market policies

Labour market policies should ideally, in addition to the primary function of alleviating un-
employment, perform three additional functions. First, they have to preserve the unem-
ployed from poverty and social exclusion. This would substantially worsen their situation and
further reduce their ability to participate on the labour market. Second, they should encourage
the shift from the industrial to the service economy by encouraging re-qualification and edu-
cation of the unemployed. Third, they have to promote flexibility on the labour market, to
reduce unproductive rigidities, which contribute to increasing gap between unprotected un-
employed ‘outsiders” and well protected ‘insiders’. (Esping-Andersen, 1996)

Are labour market policies successfully performing these functions? One should be very care-
ful in making such evaluations and simple straightforward answer cannot be given. First, per-
formance may differ with respect to different function. Second, there are a number of factors
beyond control of policy-makers. Its impact has to be observed in this context. Such analysis
would be too demanding for this limited space. But if we try to give a short evaluation, we
could still evaluate their contribution as not perfect, but still relatively positive. However, we
should mention three important weak spots.

First, one should mention that regional approach of these policies is poorly developed.
Twelve branch offices are the operational part of NEO, but they are implementing centrally
designed programmes. Most policies are not tailored to the specific needs'of problem'regions,
Programme for local, regional and employment projects for local initiatives receive ‘onI-y
0,4 % of all NEO expenditures. To remedy this situation, implementation of c‘.:rtam p.ohcws is
sometimes adjusted to tackle problems in depressive regions. Such example is public works,
where more funding can be allocated to an area with less favourable structure of the unem-
ployed. But this does not solve the fundamental weakness.

Second, co-operation between various actors is relatively weak.. The main part of operative
active labour market policies is with the NEO. Other actors are 1nYolvcd only to th§ Iextlcnt
that their (relatively narrow) interest is served. This should change in the futun? if utilisation
of existing resources is maximised through synergies. National EmploymentActzor.1 Plan ZQQO
and 2001 already provided for active involvement of stakehol‘ders. However, at this stage .1t is
100 carly to judge whether this shall happen. It has to be mentioned j(haF not or.lly the sFate is to
be blamed for this. Employers and even trade unions do not sh?w sgmﬂcant %nterest in ac}t:v.e
participation in formulation and implementation of these policies, if W§ can judge from t e;r
low effort. Furthermore, non-profit organisations play very weak role in llabour market poli-
cies. The state does not try to empower them. In 2001 NGOs that deal with human resource
development received only 0.1 % of all NEO expenditures (NEO, 2001).

hed in 1998 and they all deal either with redundant workers of a special large

11 First labour funds were establis -works plant) or operate at the regional basis.

downsizing and restructuring enterprise (¢.g.- iron
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Third, we have to emphasise the issue of labour market legislation. This was perhaps the
most problematic aspect of labour market arrangements. Firstly, this legislation contributed
significantly to substantial rigidity. It was very difficult to fire worker and consequently em-
ployers were very careful in employing them. This negatively impacted the flexibility of en-
terprises and their ability to adjust to demand. Secondly, due to numerous rights and related
rigidity it was in certain cases impossible for workers to exercise their rights, especially in
problematic companies. In some worst cases workers did not receive their wages for months,
but at the same time could not quit because in this case they would not get unemployment
benefit. This legislation was therefore not favourable for either trade unions or employers. It
was thus relevant that dialogue between social partners was active in solving these issues.
New Labour Relation.f Law, which governs individual labour relations, was subject to a long
process of negotiations and preparations (seven years) and resulted in consensus. Law was
then just passed in parliament (without changes in negotiated version) in April 2002 and en-
tered into force on 1.1.2003.

Currently it seems that both sides are satisfied with the new legislation. Workers did indeed
loose some of their rights (this loss was not overwhelming), but even trade unions assert that
this is a good law for workers as it protects workers in line with ILO conventions. It intro-
duces more clarity to relationship between employers and employees. Employers shall find it
easier to fire a worker in case of justifiable reason (serious incompetence, market reasons
etc.). Interestingly, employees might also find this as an improvement. Under old legislation
workers were less protected if employers violated their rights. For example, under new legis-
lation any worker can quit and still receive financial compensation, if his/her rights were vio-
lated.

5 Conclusions and recommendations

This paper presented the situation in Slovenia. Shortly, it can be evaluated as relatively posi-
tive, especially in comparison with other countries in Southeast Europe. Slovenia managed
processes of transition relatively well. This was to an important extent a consequence of rela-
tively good starting-point. On the other hand it is also a consequence of decisions for certain
necessary policy approaches and re-orientations.

However, after entering the EU, this group of highly developed countries shall be the main
frame of reference in any kind of evaluations — and this has already been the case in the past
few years. The EU shall offer numerous opportunities for some and be a serious threat to oth-
ers. This will also impact the situation on the Slovenian labour market. The most important
question is: what should be done in order for benefits to exceed the costs of joining the EU?

We can see that improvement has to be made in a number of fields and policies that directly
or indirectly impact developments on the labour market. Rationalisation and productivity in
agricultural sector should increase. Much more attention should be paid to sustainable re-
gional development. Structural problems on the labour market and inflexibility are also seri-
ous issues. Informal economy is at relatively high levels. Economic policy just recently
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started to change its approach from saving losers towards formulation of more favourable
conditions for all. Numerous improvements are also necessary in policies that deal with em-
ployment, especially those that deal with transfer of knowledge, informal education (low
functional literacy) and profiles of highly educated people. Migration policy is practically
non-existent.

However, ‘isolated’ attempts to improve certain policies are not sufficient. According to the
results of our analyses, the most important difference between developed core and Slovenia
(Adam et al., 2001) can be found in the levels of social capital, i.e. reflexive trust, co-
operation and ability for self-organisation. This impacts the ability to use the existing factors
more efficiently. Synergy is lacking. If Slovenia is to become dynamic and propulsive, and to
benefit from these integrations, certain improvements have to be made in all aforementioned
fields. In some cases indeed a lot of effort has to be invested. But above all, co-ordination
and communication between policy actors and stakeholders has to be improved rapidly, in
order to improve efficient utilisation of these investments.

Hence, while maintaining positive aspects of current policies, projects that require and en-
hance co-operation and synergy are key factors of future positive trends in the field of em-
ployment and labour markets.
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INTERNATIONAL CONFERENCE: EMPLOYMENT AS FACTOR OF STABILITY AND
DEVELOPMENT IN SOUTH-EAST-EUROPE

Sofia, November 28-30, 2002

Preliminary remarks

Within the framework of the project on social security and employment in South-East-Europe
(SEE), the Friedrich Ebert Stiftung organized an International Employment Conference under
the patronage of the Bulgarian President and with the support of the ILO.

The Conference focused on the issue of employment as a major political and social challenge
in the countries of the region analyzing the impact of different policy strategies, institutions
and instruments on the employment situation. The objectives of the Conference have been
defined as follows:

- to contribute to the public awareness about the social dimension of transformation,

—  to inform relevant political and social actors in the countries of SEE as well as the inter-
national community about major deficits in the development strategies, and the political,
economical and social risks related to them;

—  to present and analyze experiences with employment and labour market institutions and
policies;

—  todiscuss proposals on strategies for improving the employment situation.

The conference achieved its objectives as far as exchange of information and experiences be-
tween the countries of the region are concerned. About 60 high level representatives from
Governments, Trade Unions and Employers Organizations discussed the situation on the la-
bour market and of employment in South-East Europe in five panels of the conference. Some
of the contributions to the conference are published in this book, being a good supplement to
the country reports.

On the basis of the discussions, two German experts prepared the document “Findings and
Recommendations”, which was mainly supported, but also partly criticized or rejected, in the
concluding debate. Anyhow, this document should serve as a basis for further discussions.

The proposal of the Council of Europe to establish a Regional Committee for Employment
with participation of the governments and the social partners was generally welcomed.

Belgrade, December 4, 2002

Michael Weichert
Regional Project Social Policy
Friedrich Ebert Stiftung
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Social Partnership in the Field of Employment Policy: Position of CITUB

Dr. Jeljazko Hristov
Chairman of the Confederation of the Independent Trade Unions in Bulgaria (CITUB)

(1) Evaluation of partnership in the field of the employment policy in Bulgaria needs a
comprehensive approach. The entire activities in development of social partnership, the conc-
rete practice of the State with the social partners, for example the merely formal consultations
and superficial discussions, need to be considered.

Partnership in this field began with the Unemployment Protection and Promotion of Employ-
ment Act in 1997 and the creation of National Employment Service with tri-partite authorities
of administration, which were also in charge of the Professional Qualification and U-
nemployment Fund. The National Council for Unemployment Protection and Encouragement
of Employment and the National Agency for Professional Qualification were created. Later on
the Social Investment Fund Act was passed. CITUB initiated this act; representatives of the
social partners took part in its preparation. From 1997 to 2001 both achievements and negati-
ve results existed the field of employment policy, and the reason for this is the one-sided atti-
tude which was attributed to the partnership. The government elected in 2001 declared the
decrease of the unemployment one of its important priorities. These declarations are still on
the agenda, even the 2002 draft-budget is called ‘budget for employment’ by the Minister of
Finance. At the same time it should be pointed out that today’s Government underestimates
the importance of partnership in the sphere of employment. This became clear when the chan-
ges in the legislation concerning employment policy were implemented at the end of 2001.

(2) The social and labour legislation, which determines employment policy, underwent a
number of changes. It is known that by the end of 2001 the Unemployment Protection and
Promotion of Employment Act needed amendments. Amendments went so far that finally a
new act was adopted — the Employment Act ~ as well as amendments in the Code of obligato-
ry social (national) insurance. Yet the amendments did not give sufficient attention to the
views of the social partners. In spite of the disagreement of the syndicates, the autonom){ of
the National Employment Service was abolished, and so was the tri-partite steering princ?plc
of the Service. The fund “Professional Qualification and Unemployment” was renamed into
“Unemployment Fund” and came under the responsibility of the National Social Security In-
stitute.

(3) In the context of the partnership for employment, including the ?mplementation of Fhe na-
tional employment plans, a lot of problems and difficulties are noticed. Part of Fhem is con-
nected with the lack of coordination in the field of employment among the different state
institutions — Ministry of Labour and Social Policy and the specialized ministries. One of t‘he
critics of the syndicates towards the first Nation Employment Action p%an was co‘nnected with
the fact that the employment policy is not defined (and rcspect}vely is not c§med lout? asa
governmental policy, but as a policy of a given ministry. The various policies, including in Fhe
national plans, lack a connection between the actions in the field of labor market on one side
and the economical, financial, investment and tax policies, on the other side. They also lack a
connection between employment policy and the branch strategies for development. The state
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has no idea about the connection between privatization and reconstruction — qualification and

re-qualification — redeployment and alternative employment — policy of the labor market as a .

whole. The Government does not offer enough particular ideas for regional development and
employment policy. Mainly seasonal and subsidized employment are encouraged, employ-
ment which in fact substitutes social relief, and there are no consistent measures for the u-
nemployed.

At the same time a number of basic documents as the National Plan for Development and the
National Plan for Regional Development, Strategy for Staff Resources and the Sector Resour-
ces as well as the Strategy for Participation in the Pre-integration Funds of EC were accepted
with no or only with quite perfunctory consultations with the social partners.

(4) Other funds in the field of employment policy are the Social Investment Fund, the project
for “Social Capital Fund”, and the Guarantee Fund. Yet these funds are isolated from one a-
nother.

Partnership in governing of these funds is rather formal, the partners are not given the possibi-
lity to really implement their own ideas concerning employment policy. The activity of the
Social Investment Fund by now is not directed to specific projects. The activity of the Natio-
nal Council for Unemployment Protection and Promotion of Employment is too formal; there
is no coordination between its decisions and the decisions of the authorities governing the
funds, through which the employment policy is realized. This also applies to part of the regio-
nal structures of partnership in the field of employment.

CITUB has no reason to express satisfaction over the policy concerning the pre-integration of
funds and the partnership in this sphere. Here again the lack of coordination between the dif-
ferent institutions is felt, the prevailing notion is that the employment is a priority only of the
Ministry of Labor and Social Policy. Between the branch ministries and the social partners
not only a partnership does not exist concerning the employment policy, but even
communication in this sphere is missing. As a result of this a number of ideas both of the
social partners and of the non-governmental organizations concerning the promotion of em-
ployment, regional development and the contractive activity can not even be discussed. This
is a result of the fact that only MLSP deals with the projects based on the “Phare” Programme
in the field of employment, but ideas of establishing new enterprises or re-construction and
development of separate branches are not discussed, neither are regional policies. Moreover,
ideas and projects put forward by the social partners and the other non-governmental based on
the “Phare Programme 2003” at the request of MLSP were taken into consideration, but in the
long run the Government, under the pressure of the Ministry of Finance, reduced the number
of these projects, thus eliminating important proposals of the social partners.

In conclusion, if employment policy is to be improved, the State has to change fundamentally
its visions, its approach to this policy and its attitude to partnership when decisions are to be
taken and implemented. The change and the specific results in the improvement of the
employment level are possible only with more commitment both of the social partners and of
other non-governmental organizations in the field of employment policy. This would be in
line with the requirements and recommendations in the regular reports of the European Com-
mission for the advancement of Bulgaria in the process of the integration with the EC.
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Participatory Policy Process in Southeast Europe

Borut Ronéevi¢

Research fellow

Faculty of Social Sciences
University of Ljubljana

Introduction

Slovenia has a National Employment Action Plan, the first being written for years 2000 and
2001. It is a very fine document indeed. It follows the structure of the EU Employment Gui-
delines.' However, as a good document it does not follow these structures blindly. It is not
just a translation, doomed to fail due to incompatibility of guidelines with the specific Slove-
nian situation. Furthermore, this plan is quite comprehensive in delineation of present situati-
on and identification of key problems. Priority measures are well defined and where needed,
existing measures are upgraded and new measures developed. It also provides financial re-
sources for implementation of this strategy. And, perhaps its most important quality, the
responsibility for the implementation of this programme is shared among a variety of stake-
holders. Namely, a variety of different state institutions — ministries and different public agen-
cies — are assigned the executive role, but other social partners have a role to play as well. The
document also provides institutional framework for communication of social partners and a
mean to monitor the implementation of this strategic document — a Steering Committee. At
the final stage, the government shall, assisted by Steering Committee, Economic-Social
Council® and some independent institutions, perform the final monitoring of the implementa-
tion.

I should add that Slovenia, like many other countries, has a number of other strategic docu-
ments, that either directly or indirectly deal with social situation or employment, like National
Development Plan 2001-2006, Anti-Poverty and Social Exclusion Programme, Strategy for
the Economic Development of Slovenia, and National Strategy for the Education of the Adult,
to name just a few of the most obvious. These are all very fine documents as well. Of course,
it is not strange that this is the case. After all, writing of these documents or, most often, pre-
paration of the studies that served as an expert basis supporting these documents has been
confined to a variety of teams of experts in the universities and public institutes, most of them
the best in their field of expertise in Slovenia. Furthermore, Slovenia is relatively affluent
country so a lot of public funds can indeed be spent on these projects.3

1 Iam referring to the EU employment guidelines, the outcome of the Luxembourg process, which were first
accepted in 1998 and are amended every year.

2 Economic-Social Council is the classical corporatist body where social partners meet formally. It was estab-
lished in 1994 on the initiative of trade unions.

3 Some 150 researchers participated in preparation of the Strategy for the Economic Development of Slovenia.
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Participatory policy process

Strategies and programmes 4 come from the political system, either national state or the inter-
national community.® As such, political system is taking the initiative in formulation of em-
ployment policies, but at the same time remaining rather isolated from other segments of
society. This implies that policy-makers do not have comprehensive knowledge about u-
nemployment, but at best relatively reliable data and information. However, “the difference is
fundamental” (Zeleny, 2001). Instead of responding to ‘action’ policy-makers respond to
‘description of action’, thereby ignoring the specifics of Southeast Europe and specific of in-
dividual countries. This can be especially problematic in those countries that are under inter-
national protectorate or are obliged to follow recommendations from international financial
institutions such as the IMF or the World Bank, as they have to rely on foreign expertise more
extensively. This is not problematic only if it is not related to over-simplification and imposi-
tion of ready-packed universalistic models, which were usually developed either for well-off
societies with long democratic traditions and developed markets, or for completely different
cases from Latin America and other Third World Countries. Unfortunately, this is exactly
what often happened in this region. (See Williamson, 1997).

The developments of the past decades have taught us that socially acceptable economic deve-
lopment can be achieved neither through exclusively state-led development nor through un-
leashed market economy. Instead, societies that most successfully combine goals of economic
development with social and cultural prosperity are active and learning societies that continu-
ously solve their problems on the basis an organizational and governance pluralism (Messner,
1997).% In the context of this paper this means that employment policies have to be formulated
in constant dialogue and inter-linkage — both formal and informal — of all relevant stakehol-
ders. If the results of policy-formulation are to be taken seriously, thereby decreasing the like-
lihood of passivity or even outright obstruction and increasing the likelihood of successful
implementation, this dialogue has to be conducted on an equal basis. The state should not
retreat from this process, though. Due to specific circumstances, which shall be analysed later,
the state has to take the initiative in most of the Southeast Europe. But its role should not be
performed from the position of hierarchical centre. Instead, it should attempt to act as a facili-
tator, mediator and conciliator.

However, this is not easy to achieve. If it were, most of this part of Europe would not be right-
fully termed a crisis region. Participatory policy process is a fragile process in which a num-
ber of conditions have to be met if it is to be successful. The problem is that these conditions

4 Here I am referring equally to elaborated strategies — such as those of Slovenia described in the introduction
- and to different documents that may guide or influence policies.

5 The role of international community in formulation of employment and development policies is especially
evident in the case of Kosovo and in the case of Bosnia and Herzegovina. Its role in other countries is less
direct. It comes through the pressure of the World Bank (e.g. Croatia) or through the EU accession process
(Bulgaria, Romania, Slovenia).

6 However, I am not trying to imply that markets are irrelevant. On the contrary, Index of Economic Freedom
shows that all prosperous countries practice high levels of market freedom. But it is important to note that
they do not subscribe to market fundamentalism.
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are not so easy to fulfil, as they are of social and cultural character and thus by definition im-
possible to replicate from the cases of successful countries. This is especially obvious from
mounting literature on social capital (see Adam and Rongevi¢, 2002), which is most often
conceptualized as the intangible resource that enables cooperation and communication. Hen-
ce, constructing policy dialogue is a slow process and very often beyond control of policy-
makers. Any deliberate attempt to generate social capital (and thus the potential for participa-
tory policy process) puts civil servants into delicate situation, where they have to provide pub-
lic good that cannot be accessed directly, like in the case of redistribution through means of
social policy. ” This is especially true in the case of Southeast European countries, due to their
unfortunate ‘surplus of history’.

Analysis of strategic competence

The crucial question at this stage is to determine major challenges and obstacles in achieve-
ment of demanding policy coordination. A useful starting-point is the classical Katzenstein’s
account of democratic corporatism (Katzenstein, 1985) in post-Second World War Europe.
According to this author, democratic corporatism, in its liberal (Netherlands, Belgium, Swit-
zerland) or social (Austria, Sweden, Denmark, Norway) version, is defined by three traits.

— The first is the ideology of social partnership on questions of economic and social poli-
cies. It permeates everyday politics and effectively mitigates class conflict between
employers and trade unions. This does not mean that all conflicts have been resolved or
that they do not exist at all. On the contrary, numerous conflicts exist. However, they
are constantly resolved within vague but firmly held notions of the public interest.

- The second is relatively centralized and concentrated system of interest groups in which
centralization implies hierarchical control and compliance of its base. Concentration
implies inclusiveness, meaning that large numbers of employers and workers are orga-
nized.

_ The last is voluntary and informal coordination of conflicting objectives through pro-
cesses of continuous political bargaining between interest groups, state bureaucracies
and political parties. These traits make for low voltage politics.

As we know, however, low voltage politics is not so common in countries of Southeast Euro-
pe. Which is easily explained by Katzenstein’s model: most countries of Southeast Europe do
not share those traits. Egalitarian value orientations (as evidenced from World Values Survey
1995 and European Values Survey, 1998) should not be mistaken for ideology of social part-
nership. Nor should centralization of the state, employer’s associations and trade unions be
simply interpreted as the evidence of their power. Instead, omnipresence could point to impo-
tence. Coordination through continuous political bargaining is in the context of conflict ridden
societies better analysed in terms of patron-client relationships, futile trade-offs and pursuit (?f
particularistic interests, without having in mind even the vaguest notion of public interest. .It is
therefore easy to assume that when it comes to issues that involve strong interests — e.g. priva-

7  Fukuyama suggests that by not destroying trust/social capital the state already does a lot. (Fukuyama, 2001)
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tization of large enterprises — development and employment policies are not in the main focus
of the most powerful actors.

On the other hand, we should have in mind that this is a descriptive model based on analysis
of highly developed European countries Europe. As such it is, though potentially useful in-
strument, perhaps not enough sensitive for the analysis of Southeast Europe. What is needed
is complementary analysis of strategic competence, with which we can identify deficiencies
that hinder participatory policy processes. On a more particular side, this model excessively
narrows interest groups to employers and trade unions. Not least, too great emphasis is put to
negotiation at central level, leaving out dynamic processes within each actor (state, business
sector, trade unions, NGOs...) and inter-level communications.

The analysis of possibility for networked policy has to be extended on the basis of three pre-
mises. First, when it comes to formulation of economic development and employment poli-
cies, it is not sufficient to focus research interest on a small number of organizations (e.g. spe-
cific company, public or semi-private R&D institution, specific trade union etc.) or sector
(business sector, public sector, intermediary sphere etc.). In employment policy, it would
seem especially tempting to focus on the role of the state. We have to acknowledge the poten-
tial contribution of a variety of stakeholders. Equally, dynamics of their relationship at
multiple levels has to be captured (among specific actors, their associations and emergent
systems). Due to the fact that it is practically impossible to generate meaningful employment
to large segments of population without sustained economic development, the analysis has to
take into account not only the social partners, i.e. political and administrative institutions (the
state), the business sector, and trade unions, but also sphere where (re)production of knowled-
ge takes place (universities and public institutes), intermediary incubators (think-tanks, busi-
ness incubators, technological parks etc.) and, not least, non-governmental organizations.

Second, continuous inter-linkage and institutional empathy does not imply that the boundaries
between organizations should dissolve or become too blurred to be distinguishable. Functio-
nal differentiation is the basic principle of societal modernization and has to be acknowledged
in the model. This is especially relevant in the analysis of post-socialist societies of Southeast
Europe, where constant penetration of political subsystem was the main impediment to mo-
dernization on a macro level and to micro-economic efficiency and, consequently, contributed
to difficult economic and social situation which we witness nowadays. When referring to the
issues of trust, norms of solidarity etc., we are referring to the possibilities of increasingly
sophisticated forms of societal coordination, needed to neutralize risks that derive from func-
tional differentiation. Therefore, we need to acknowledge the importance of the ‘art of sepa-
ration’ (Walzer, in Willke, 1993). However, it has to be complemented with the ‘art of com-
munication’.

Third, basic condition for participation in decentralized policy networks is sufficient ability
of relevant actors and sectors to articulate interests and to coordinate their activities. The abili-
ty for articulation of interests is dependent on whether actors possess certain level of fechnoc-
ratic competence. This presupposes, first, a certain level of self-referentiality (i.e. knowledge
about its own operations, capabilities and limitations) and second, sufficient reflexiveness (i.c.
its position in the environment and the consequences of its actions upon the environment).
However, technocratic competence does not suffice. The ability for coordination above all
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requires certain socio-cultural background. In the context of this analysis we are especially
interested in the amount and quality of social capital. Within this, we should have in mind
two distinctions. First is the aforementioned distinction between specific organizations and
state institutions (companies, research institutes, developmental agencies etc.) and emergent
societal subsystems (business sector, public administration etc.). Second, we have do distin-
guish between two types of linkages: linkages between organizations or societal subsystems,
and linkages within organizations and subsystems themselves, which lead to certain level of
integration.

Discussion and conclusion

These premises serve as an analytical framework for comprehensive analysis of the ability of
societies to involve to participatory policy process. This implies an analysis of the current
situation and pointing to those aspects, which need to be improved in order to get closer to the
desired outcome. I cannot offer a full analysis of the situation in countries of Southeast Euro-
pe. The reality is too demanding for such an attempt. What 1 can do, however, is to outline the
main obstacles that can be identified.

The most obvious question we should ask at the beginning is whether any substantial devolu-
tion at the societal level took place. To put it differently, has there been transferred part of
responsibility for employment policies systematically from political system to other actors?
The overwhelming importance and centrality of the political institutions was one of the key
distortions of socialist arrangements. The political system penetrated economy to the extent
that the economies could not achieve efficiency. It effected the functioning of other sectors,
which we mentioned as important for development and employment policy. Thus, emancipa-
tion of these spheres from political system was perhaps the most important goal of the first
phase of institutional reforms. However, as Dahrendorf (1990) timely warned, ‘frames of the
mind’ do not change easily. The influence of political systems on others does depend on for-
malized institutional arrangements, of course, but perhaps even more on actions of individual
actors. And these are definitely guided by internalized norms. So, the question would be if
post-socialist reforms substantially influenced the identities and actions of political actors?

We can note that some positive changes did occur. Economy, universities, public institutes
etc. emancipated from political subsystem, became internally more integrated, and thereby
developed certain capacity of self-reflection (Makarovig, 1996:256). Ir_o-mcally, the state c?n
retreat from this role much faster than can other systems develop capacities to C(?mplement its
role. To put it simply, retreat of the state from employment policies can have grievous conse-
quences if the economy is not internationally competitive, if t.he research and development
sector cannot support companies’ need for applied research, if trade unions car.mot act as
competent and internally homogeneous partners, if NGOs in the field of local/regional deve-
lopment and provision of social services are unable to articulate demands etc.

often facing radical contradiction; even though they
, it is constantly called to manage risks that
specially evident in cases when large state-
One could reasonably argue that only Slo-

Hence, in the new situation the state is
have or are expected to lose its dominant position
for example the economy cannot match. This is e
owned enterprises or entire sectors are in trouble.
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venia was able to handle this part of transition to some extent. Other countries faced much
greater difficulties and were much less successful. Even in the case of Slovenia as not only the
most successful country in this group, but perhaps in all post-socialist Europe, the state had to
take much of the responsibility for restructuring the economy and enhancing the potential of
other sectors. Thus, we can also argue that the situation was not supporting development of
either ‘art of separation’ or ‘art of communication’.

Furthermore, the development of both technocratic competence and social capital are current-
ly important obstacles to participatory policy approach. We should emphasize that we do not
have direct systematic evidence for most of the countries from this region. The exception are
three EU applicant countries Bulgaria, Romania and Slovenia, which have recently appeared
in a number of international reports regarding competitiveness and quality of governance.
However, there is a wealth of indirect or proxy indicators, which all point to very unfavou-
rable situation: such as those on low value added, unfavourable position of national econo-
mies in international division of labour, high levels of corruption and, not least, very unfavou-
rable data on educational structure of enterprises.

However, lack of social capital seems to be the crucial problem in an attempt to set up a fra-
mework for participatory policy process. This lack is evident on various levels. Cooperation
between enterprises is very poor or almost nonexistent. Instead of involving to strategic alli-
ances and thus enhance learning processes and their competitiveness, they are at arms’ length
relationships and tend to increase their operations, if at all, through acquisitions and take-
overs. Trade unions see other as competitors instead as partners and are thus not cooperative
and often involve to conflicts over different issues. Governmental policies are very often
contradictory and unrelated. On a general level, we can say that vast potentials that could co-
me from synergy of efforts are lost. The lack of social capital renders impossible more effi-
cient utilization of resources, which are anyway very scarce. Hence, increase of resources for
employment policy cannot yield expected results.

In spite of this gloomy analysis I am not arguing that creating different strategic documents to
guide employment policies is a flawed undertaking. On the contrary, due to difficult situation
in most of these countries, any attempt to offer conceptual and policy framework is an impor-
tant contribution in an attempt to trigger development. However, their effect shall be negli-
gible unless these strategies are complemented with competence and trust-building processes,
all with a goal to formulate participatory policy process.
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More Active Labour Market Measures — Panacea or Folly?

Reinald Neubauer
Labour Market Policy Consultant

The new strategic goal of the European Union

The new “Lisbon” strategic goal of the European Union (EU), namely “to become the most
competitive and dynamic knowledge-based economy in the world”, is a very difficult and
ambitious objective for the EU Member States. It is an almost impossible task for a large ma-
jority of present and potential future Candidate Countries.®.

... carries substantial employ t implicati

This strategic goal has not been set for its own sake. It is seen as a necessity for maintaining
and improving living standards throughout the region, and to achieve the Union’s other eco-
nomic and social objectives. These objectives are regarded as unattainable given present u-
nemployment and employment rates, in particular given the insufficient inclusion of the y-
oung, older at female members of societies.

.. and attainment can be measured

And there is little room for manoeuvring, as the attainment of the strategic goal is easily evi-
denced by quantitative indicators, e.g. by employment rates.

Active labour market policy measures — a panacea for attainment of the EU’s objectives ?

In order to attain these ambitious objectives, the EU assigns, among a very broad range of
policy initiatives as outlined in the Employment Policy Guidelines of the European Employ-
ment Strategy and in the Broad Economic Policy Guidelines, an important role to so-called
active labour market policy measures (ALMPs).

As Candidate Countries lag behind Member States in spending on ALMPs and in activation
rates, they are generally urged by the international community to spend more on such measu-
res. For some organizations and experts, ALMPs alrhost seem to enjoy the role of a “panacea”
for more employment and, subsequently, lower unemployment. Sometimes the impression is
created that, if only more funds would become available for such measures, unemployment
could be eradicated in no time.

8  All countries represented here at this Conference are considered potential future members of the EU
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Althougl.l ALMPs are far from being such a panacea, in principle, I would like to corroborate
the unanimous call for more such active measures in Candidate Countries.

What should come first: quality or quantity of active measures ?

Contrary to widespread recommendations, however, I would regard it as much more ap-

propriate for the countries represented at this conference to invest in “quality” of ALMPs ra-
ther than in quantity.

Active measures are only a small part of the EU Employment Strategy

Although the EU’s Employment Policy Guidelines may create a different impression to the
more superficial reader, the EU is far from seeing ALMPs as an exclusive recipe for higher
employment rates. The Employment Policy Guidelines of the European Employment Strategy
and the Broad Economic Policy Guidelines do not only go far beyond ALMPs. These repre-
sent only a small (although indispensable) part of recommended employment creation poli-
cies. And their role in this process is seen as an indirect one.

Impact of ALMPs on individual and aggregate employment is still uncertain — and avail-
able evaluation results are unsatisfactory

Our knowledge about the impact of these measures on employment and unemployment is still
largely insufficient. Despite an increase in recent years, “real” evaluation of the “net impact”
of ALMPs on their participant’s employment opportunities (and earnings) hardly takes place.
Whenever such “control-group” studies have been undertaken, results have been “mixed”. On
average, participant’s chances to re-enter regular employment or to improve their earnings
have not been decisively increased (in comparison with non-participants).

The situation is even more dramatic concerning evaluation of the ALMP’s macro-economic
effects, i.e. their effects on the number of jobs (or on the volume of labour) in a country or
region. Such evaluations have not been undertaken very often, and if so, they continue to be
burdened with methodological problems.

This should not make us, however, ignore the results of these studies, which — on average —
show no or sometimes even negative effects on the aggregate number of jobs.

Unfortunately, there is a tendency of blaming the researchers for unsatisfactory results of
ALMPs, rather than trying to identify the causes for these results.

Competent Public Employment Services — a pre-condition for effective ALMPs

There are certainly numerous reasons why ALMPs often do not work as expected. One of the
most important reasons is insufficient attention to the capacity and performance of public
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employment services. Although recommendations of the EU, the OECD, and other internatio-

nal organizations include a reform of public employment services, and although substantial

investments have been made into the services of the region, they have been concentrated on
“structures” (introduction of tripartite boards, new departments, buildings, computerization,
etc.) rather than on “functions” and “services” at the micro-level.

Insufficient attention to micro-organization of public employment services

This is the more regrettable as some rather simple and inexpensive reforms at the micro-level
are likely to drastically increase staff competence and performance.

In fact, most employment services of the region seem to have adopted outdated organizational
models of “western” services. Such models may have been appropriate for labour markets of
the past. They are unlikely to cope, however, with today’s labour market challenges, neither
in the EU Member States nor in Candidate Countries.

For public employment services and ALMPs to be effective, detailed knowledge of local la-
bour markets is a condition sine qua non. This is applies to all types of services, from job bro-
king to the design of ALMPs. And yet, public employment services too often lack such know-
ledge. This is normally not the fault of the staff, and it is only partly due to lack of training. It
is the inappropriate internal organization (division) of work, which hampers — or even preclu-
des — the development of labour market competence.

... precludes acquisition of labour market competence

Nowadays, there is usually a strict division of labour between the service workers who regis-
ter unemployed persons, those who register vacancies and those who deal with service provi-
ders for ALMPs (for example training centres).

Since registration workers are focussed on too narrow a task and unaware of what to look for,
“registration” of job-seekers remains usually confined to basic “passport type” of information,
i.e. to a “copy” of documents and certificates supplied by the client. There is too little assess-
ment of existing qualifications and of ways how to increase employability. And such assess-
ment is almost impossible, as registration workers do not know enough about the other side of
the market, the enterprises and vacancies.

On vacancies, data banks of public employment services usually contain little else than the
address of the employer, the job title and information on some (but hardly all relevant) wor-
king conditions. Information on the job description is frequently missing, as is information on
a more detailed skill specification.

Few service workers visit employers to update their knowledge on job requirements, fewer do
it regularly, and those doing it regularly do not do it often enough. If enterprises are visited, it
is less the small and medium-sized enterprises (SMEs), although almost all of expected future
job growth will be found there.
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To make things even more complicated, those few service workers who do know more about
enterprises and vacancies know the unemployed only from data bases and not from regular
interviews. In consequence, they cannot select candidates according to “personality”, although
this is an increasing factor for securing employment (or not).

The consequences of such “specialization” (or lack of combined knowledge on supply and
demand) are that employers are hardly pleased with candidates selected by the public em-
ployment services. And as services do not know how to help the unemployed in the best way,
these are pushed into standard types of active measures, which remain of little benefit to
anybody.

Why could ineffective micro-organization prevail ?

May be such details are regarded as too ordinary or too unimportant. But they are not. Unfor-
tunately, those who do know about their importance, too, often have no say on the micro-
organization within public employment services, or they do not mind because they prefer an
inefficient division of work for other reasons than optimality. In this way, one of the most
systemic causes for unsatisfactory ALMPs could prevail in many countries around the globe.

As long as micro-organization of public employment services remains sub-optimal, an expan-
sion of ALMPs would carry the same risk like adding more floors to a building with foundati-
ons already to weak to carry the existing ones.

Thus, instead of unconditionally increasing spending on active measures, I would rather urge
governments represented here to severely increase investments into the “functional” re-
organization of their public employment services.

The way forward

In consequence, the way to improve the quality of ALMPs will have to be tackled through an
improvement of public employment services:

—  As a pre-condition, unemployment benefit aspects should be simplified in order to make
more staff available for helping job-seekers to return to the labour market,

— ... and to help enterprises (in particular SMEs) to deal with human resources aspects.

_  The main basic services for job-seekers like registration for benefits, registration for job
broking (or for participation in ALMPs), provision of information and advice on how to
find a job or to participate in ALMPs, should be integrated and provided by one.and th‘e
same employment worker. He/she also should decide if the client is (or remains) eli-
gible for benefits (or not)’.

Calculation, administration, and payment of benefits should be effected by different units (in general “invi-
sible” to the client).

o
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—  Those who provide integrated services for job-seekers should also work with the other
side of the market, the employers and vacancies, in particular with SMEs.

—  In order to not to over-burden employment workers with to much knowledge require-
ments, specialization on market segments should be allowed. These segments should be
defined by qualifications rather than by geographical or personal criteria. And the seg-
ments should be “vertical” rather than “horizontal”, as most job-seekers will have to un-
dergo continuous training or upgrading in order to become more employable (life-long-
learning).

An internal organization, as sketched out above, will slowly but surely develop (and automa-
tically maintain) labour market competence, which employment workers need for all types of
competent services, from job broking to design of ALMPs.

In other words, this would stabilize the foundations of our labour market policy house, so that
we can try to add some new storeys of additional, better-targeted, and more effective active
measures. There are plenty of people who are likely to need the new storeys.

216

INTERNATIONAL EMPLOYMENT CONFERENCE, SOFIA 2002

Employment Policy in South Eastern Europe:
Resetting the Priorities

Dr. Alfred Pfaller

Managing Editor

“International Politics and Society”
Friedrich-Ebert-Stiftung

The elusive goal of full employment

All countries and quasi-countries in South Eastern Europe, with the notable exception of Slo-
venia, are experiencing high to very high unemployment. In some countries the official u-
nemployment rate exceeds thirty percent. But these statistics portray only part of the South
Eastern European labour-market reality. The key to the full picture is provided by the propor-
tion of employed persons out of the number of persons of working age (18 to 65 years of age).
According to — rather unreliable ~ official statistics, this is at the low level of around sixty
percent throughout the region.

The fact is that after the demise of the old socialist system South Eastern Europe has been left
with far too little market-proof productive capacity that can provide jobs for the region’s la-
bour force. This is the result of three adverse effects:

1)  the de-industrialization which accompanied the collapse of the former socialist market
networks;

2)  the need of enterprises, for the sake of international competitiveness, to significantly
raise labour productivity and hence to shed personnel;

3)  the destruction caused by the Yugoslav wars of secession.

True, appropriate labour-market, exchange-rate, and other policies could most likely help to
get more persons working with the existing capital stock — but only to a certain extent. Bey-
ond that, the capital stock must be extended to provide more jobs. In other words, economic
growth is needed that surpasses the rate of productivity growth. And since productivity is
bound to grow rapidly in the years to come — due to still significant, but non-sustainable la-
bour hoarding in many companies — economic growth rates will have to be pretty high if they
are to make full employment as we understand it, and as we remember it from the good times
in OECD countries, feasible within a reasonable time.

Now, while rapid and sustained economic growth must not be regarded as an entirely unrea-
listic prospect for the region, it is an unlikely one. The region is being integrated, through the
dismantling of trade barriers as well as other measures within EU association policy, info the
larger European economy. National development early East Asian style, resorting to skilfully
managed trade with the rest of the world, does not constitute a viable option n.owadays for the
South Eastern European countries. Their economic development will crucially depend on
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their ability to attract European production. In this they will be competing with other count-
ries quite a number of which belong in the low-wage category. Within the context of the Eu-
ropean economy, the South Eastern production sites are, so to speak, on the extreme periphe-
ry. For the region as a whole, the odds are highly unfavourable for a rapid catch-up process.
Moreover, the one condition that most immediately favours economic growth on the periphe-
ry, a booming centre, is — for the time being — conspicuously absent in Europe. The continen-
tal economy as a whole has been growing rather slowly over the past two decades.

In general, the chances of boosting employment in South Eastern Europe through rapid eco-
nomic growth should be considered slim. We should expect the number of jobs offered by
enterprises (and non-profit organizations) for a long time to fall far short of what is needed to
absorb the region’s labour force. A large labour surplus will continue to characterize the
South Eastern European economies. As already mentioned, this condition sets relatively nar-
row limits for labour-market policies that aim to achieve a better match between labour
supply and demand, and to make production more labour intensive. If well designed and
implemented, labour-market policies will undoubtedly do some good to some target groups.
But they will still leave large parts of the working-age population both without a job and
without much hope of getting one. A sizeable segment of the population will remain, for a
long time to come, marginalized from the formal economy and its labour market.

Under such circumstances policy will have to go beyond the “classical” labour-market para-
digm as it was formed in the highly developed countries in the course of their industrializati-
on. It will have to focus on helping people in their personal economic survival strategies. To
understand what that means, we must look at the economic dynamics in South Eastern Europe
beyond the jobs-dominated labour market.

Survival strategies: The dynamics of the informal economy

Only a minority of those working-age people who do not have a formal job are, economically
speaking, idle — only a minority can afford to be. Throughout the region, income replacement
in the form of unemployment benefits or, more generally, “welfare” is tied to conditions
which many jobless persons do not meet. Most notably, newcomers to the labour force do not
qualify for unemployment benefits. Moreover, in many cases, what is handed out in cash or
kind by the various welfare schemes is plainly insufficient for subsistence. As a consequence,
many are forced to look for something to sell if they are to survive and if they prefer — for
moral or other reasons — not to steal. This applies also to many formally employed persons
whose pay does not cover subsistence and who have to leave their formal job unattended.
Those who must organized their economic survival in the informal economy cannot simply
signal their willingness to work and see that they get hired by an employer; for the formal
labour market, where firms hire their personnel, is saturated. Those who try to carve out an
informal subsistence must link their work to a product that they sell themselves. This product
might be a service, such as house-cleaning, private mathematics lessons, making deliveries,
shoe-shining, or sexual favours. It also can be goods, if the seller can produce them (for -
xample, home-grown foodstuffs) or get hold of them otherwise.
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For the informal workers, it is imperative to find buyers because personal or family survival
depends on it. Therefore, they have to behave like entrepreneurs, like mini-firms. They must
seek market niches and adjust to feedback. If necessary, they must switch to different pro-
ducts or different locations or lower their prices. Unlike in the formal labour market, demand
in these markets tends to follow supply; that is to say, those who adopt such survival strate-
gies because they are “rejected” by the formal labour market, must take the initiative and offer
their products. If they are lucky — and skilful — demand will be forthcoming. As in any mar-
ket, there are pioneers who have a successful selling idea and followers who copy it.

This is a rudimentary process of small-scale economic growth, without capital accumulation,
generated by informal mini-entrepreneurs. Nevertheless, those who fight for their economic
survival in the so-called “informal sector” add to the amount of goods and services produced
in the country. In general, this type of production is integrated into the larger economy, for the
products are sold in large part to those who eamn their income in the “formal” sector. The ex-
change relation between the informal and the formal sector is generally of a highly unequal
kind. It is the sellers’ precarious situation which makes cheap services available on the market
— to the advantage of the buyers. Many such services are taken up only because they are so
cheap; that is to say, buyers attach only a low utility to them.

Supplying cheap products of marginal utility to the formal sector of the economy is one
means of “informal” survival. Another structural outcome is the emergence of a parallel, lo-
wer-tier market where the members of the “marginalized class” exchange amongst each other;
their survival strategies include the effort to find cheap supplies for their own consumption.
As money earned from informal selling generally does not buy much in the formal economy,
buying from one’s fellow informal producers/sellers might increase one’s purchasing power.
Ideally, one could model this structural variant of “informality” as a parallel economy with its
own division of labour, through which the “marginalized class” organizes part of its collective
subsistence. We shall return to this idea later on when we consider policy options.

In a way, the markets created by those who have to fight for their survival are pure textbook
markets, where supply and demand adjust to each other without external regulation. But they
are also markets without protection. Success attracts predators. Most successful are the orga-
nized predators who do not simply steal or rob occasionally from the producers/sellers but
who “tax” them, extracting protection money and keeping competitors away from “their” pro-
ducers/sellers. In other words, where state regulation is absent, mafia-type regulation is liable
to take over. Selling rights are thus turned into sources of rent income — not for the sellers, but
for their “protectors”. The “protection” and control business itself becomes a source of em-
ployment, outside the formal labour market, but nevertheless not all that “informal”.

Mafia domination characterizes parts of the state-free “informal sector” in South Eastern Eu-
ropean countries and quasi-countries. But, of course, more important for the emergence and
the thriving of mafia structures are economic activities that are heavily regulated by the state
and where rents can be derived from manipulating and/or avoiding regulation, often in collu-
sion with state officials. The mafia is in general absent from those large segments of the in-
formal economy where the chances of making good money are low.
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The picture of the informal sector would be incomplete if we failed to mention the quasi-
formal segment of it that consists of enterprises with employees who are not registered with
the tax authorities or social security system. This segment, which is supposedly quite large, is
often the focus of attention in discussions of the so-called “grey economy”. For this segment,
“informality” is basically a form of tax avoidance. From an economic point of view, persons
employed here do have a job and have not dropped out of the labour market proper.

The various segments of what is normally referred to as the “informal sector” are shown sy-
noptically in the following Figure.

Figure: Structure of the informal sector of the economy

Jobs in firms Survival strategies
formal informal simple
(untaxed) services goods pre- subsis-
datory tence
oo (nfvournpe | Pevour | agi-
terms of trade) culture

- exchange within informal
sector (parallel economy)

legal illegal [unregulated criminal unregulated
activities activi- regulation
ties (rent econ-
omy)
formal sector informal sector

Policy priorities: Supporting survival strategies
The limits to employment and labour-market policies

The undercapitalized labour-surplus economy that characterizes almost all South Eastern Eu-
ropean countries sets the stage for policies destined to enhance people’s chances of earning a
“decent” income in the market. Such policies cannot focus exclusively, or even predominant-
ly, on the labour market as we ordinarily understand that term. They would have to orient
themselves in terms of the fact that at present the demand for hired labour that can realistical-
ly be expected is far too small to provide remunerated employment for all members of the
labour force — no matter how flexible labour-market regulations might be. Improving the way
the labour market functions is a worthwhile policy objective also in South Eastern Europe. I
will retumn to this point. However, it is not a means of overcoming the limitations of a grossly
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insufficient business base for hiring personnel. If dependent employment is to provide the
main source of income for most of the labour force,

—  economic policy must achieve a high rate of economic growth, sustained over many
years;

-~ or employment must somehow be rationed so as to let all “working-class” households
have access to realistically available wage incomes.

The first strategy is attractive, but unlikely to be successful in most countries, for the reasons
already mentioned.

The second strategy, rationing employment and corresponding wage incomes, is often de-
nounced as wasteful because it “condemns” productive potential (incorporated in able-bodied
and more or less educated grown-up persons) to economic idleness. Nevertheless, it could be
justified as an emergency measure if the alternative was large-scale social exclusion, with
employment only for “insiders”. Employment rationing can take the form of extra-short wor-
king time, early retirement, or protracted education and compulsory (not necessarily military)
service periods. It can also take the form of — collectively agreed or officially mandated — o-
verstaffing of plants and offices, as was the case in socialist times. Of course, in order to be
economically viable, this would have to go hand in hand with reduced wages. However, it
seems that in times of severe economic austerity, which also affects the employed labour
force, there is little political will favouring such income-sharing formulae.

A regulative set-up in support of the informal economy

This pushes an entirely different policy approach to center-stage. For a long time to come, the
solution to what appears to be an “employment problem” unfortunately cannot be the provisi-
on of more jobs via labour-market and employment policies. Public policy must support the
private solutions people attempt beyond the labour market in order to secure their economic
survival. Such support has a resource dimension and a regulative dimension. Public resources
in the form of small-scale credit, overhead services, organizational support and advice can
help extend individual capacities to engage successfully in economic activities on one’s own
account. However, more important is the regulative dimension. The very term “informal” in-
dicates that activities are going on beyond the regulative restrictions of the so-called formal
sector. To a considerable extent, informality unfolds at the margin — or in the shadow — of the
law. This constitutes a double handicap:

1) The scope for informal economic activities is restricted by the requirement of the law to
abide by the rules of “formality”. When an informal business achieves a certain size or
visibility it faces the threat of being persecuted as unlawful.

2)  Rights in the informal economy are not protected by the law. This refers to property
rights as well as to contracts. Therefore, informal activities run the constant risk of
being disrupted by fraudulent and predatory behaviour.

Both handicaps together tend to keep informal activities from acquiring an accumulative dy-
namic — in large part they are bound to remain at the level of individual survival strategies. If
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the state accepted informal economic activities and acted on their behalf in the same way as it
acts on behalf of the formal economy, providing a dependable frame of legal support, the sur-
vival strategies of jobless individuals would have a better chance of becoming the nucleus of
an expanding grassroots economy.

This is not to say that an informal grassroots dynamic should become the backbone of natio-
nal development strategies. In order to elevate per-capita income to the levels of more develo-
ped countries, large-scale investment in state-of-the-art productive capacity, oriented towards
the markets of today’s and tomorrow’s integrated international economies, is indispensable.
But a distinction must be made between what is desirable for the future and what is currently
feasible for the benefit of those now living. Low-capital and — mostly — low-tech grassroots
production of goods and services is needed precisely because the capital stock is grossly in-
sufficient to provide income-yielding jobs for today’s (and tomorrow’s) work-force. Accep-
ting and promoting informal activities means making use of the available modest and in a way
“pre-modern” resources until the “modemn”, comparatively capital-intensive sector is large
enough to obliterate this low-productivity, lower-tier economy.

To some extent, the informal economy is a closed parallel economy in its own right. This is
the case insofar as informal products (services and goods) are sold to other members of the
informal “producers’ community”, who mostly cannot afford to buy formal products anyway.
Such a mutual exchange of products in an informal paralle]l market would be stimulated if a
market place were expressly set up. For a market, as a real or virtual place where supply and
demand meet at reasonable transaction costs, is not something that exists automatically; it is
an institution that has to be created and nurtured. The state could act as a market-maker for
the informal economy. One proven means, among others, in this connection is the issue of a
special currency to serve as a medium of exchange and a unit of account for those markets
where the suppliers of informal services and goods buy from each other. Such a formal mar-
ket framework for the informal economy could act as an incentive for further production and,
thus, for a sort of economic growth.

The formality—informality trade-off

A core problem with a strategy of active support for the informal economy lies in its repercus-
sions for the formal economy. To some extent, informality is tantamount to tax avoidance and
neglect of workers’ rights. Thus, accepting informality could mean renouncing tax revenues
and workers’ protection. The argument that untaxed activity is better than no activity at all
and unprotected work is better than no work (and also no adequate substitute income) at all,
does not settle the issue if the consequence of an informality-friendly policy is that significant
parts of the formal economy cross over to informality. There is no clear-cut solution to this
problem. But several considerations could support an informality-friendly policy stance:

—  In order to defend the state’s tax revenues, one could concentrate on taxing those seg-
ments of the economy (businesses, incomes, consumption) that by their very nature
cannot easily escape into informality. Basically, that would be all those productive acti-
vities that depend on a certain amount of installed capital and/or the coordinated coope-
ration of a large enough number of people in the same place at the same time (as is typi-
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cal of production plants and offices). This would include large-scale manufacturing, as
well as financial institutions and other business services.

~  Inthe context of large-scale marginalization, workers rights for those in jobs constitute
a privilege for the “insiders” of the formal economy. Those who are worse off in any
case, because they have neither rights nor income, are the “outsiders”. Policies that im-
prove their situation by enhancing their chances of earning a living should have priority,
even if it is at the expense of the workers already employed in the formal economy. This
consideration would stipulate a policy that reduces the insider—outsider rights gap and
facilitates the transition from precarious informal work to better remunerated formal
employment. In other words, allowing some “informalization” of the formal economy
(that is, freeing hiring and firing from some regulative binds) would increase the supply
of formal — though then no longer all that formal — jobs.

—  Some parts of what is subsumed under workers’ protection can be detached from the job
and be reorganized as citizens’ protection. This applies to health insurance and provisi-
on for old age and to public goods such as education, subsidized meals, and so on. Fi-
nancing would be provided by the government’s general tax revenues rather than by the
specific taxes levied on the formal work contract. Such a scheme of citizens’ rather than
workers’ protection has a double advantage. It renders formally employed labour che-
aper, thus reducing the temptation for employers and workers alike to escape into in-
formality. In addition, it makes for much wider coverage and hence for a considerable
increase in justice compared to a scheme that covers only those privileged members of
the workforce who do find formal employment. A disadvantage is that there is no link
between contributions and entitlements, a deficiency that provides a strong incentive for
free riding. However, this — generally valid — argument has little weight if, in the ab-
sence of enforcement, employers and employees tend to avoid contributions anyway, as
is the case in most of South Eastern Europe. A protection scheme that would better ad-
dress this problem is a combination of tax-financed universal basic entitlements and
voluntary, strictly contribution-dependent supplementary entitlements. It would then be
up to the individual (maybe encouraged by tax incentives) to buy such supplementary
protection. Or else organized labour in the privileged segments of the labour market can
negotiate (company-specific) employers’ contributions to supplementary insurances.

In general, the fear that a greater tolerance — and to some extent, even encouragement — of
informal economic activity will erode the proper functioning of the formal economy is — in
the context of South Eastern Europe — exaggerated. It worries about the lesser evil. An eco-
nomic policy that is geared predominantly towards the formal economy takes an idealistic
model — taken from the wrong textbook — for reality. In almost all South Eastern European
countries it is more important to support the informal economy than to protect the formal eco-
nomy against creeping “informalization”. The informal economy is the only place where a
large part of the population has a chance of procuring its survival. Moreover, it is the informal
economy where nascent entrepreneurship has a chance of emerging — carving, with modest
means, niches into the depressed formal markets, and with a bit of luck eventually growing
into a veritable business. Premature formalization is likely to suffocate the initiatives that
could broaden the basis of future economic dynamism. At the present stage, the priority is not
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to regulate but to encourage activities and to protect informal markets against the extra-legal
regulators of Mafioso provenance.

No-regret policies

A decisive reorientation of employment policy towards a strengthening of the informal eco-
nomy does not preclude an equally decisive policy aiming to create and maintain a work force
whose minimum level of qualifications is in line with the requirements of the formal econo-
my. The objective has to be to give every member of the work force a chance to find one of
the rare formal jobs. As a side effect, a permanent qualifications offensive would itself create
jobs and enhance the country’s chances in the global (or European) market of industrial loca-
tions, itself the most promising avenue of expanding formal employment.
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Combating Long-term Unemployment and Poverty

Predrag Bejakovié, Ph.D.
Institute of Public Finance

The role of active labour market policy

Many Central and Eastern Europe countries (CEECs) in transition, in the past 15 years were
characterized by U-shaped trends of GDP, strong and persistent declines in employment rates
and unemployment pools desperately stagnant in spite of the rapid structural change taking
place. The liquidation and bankruptcy of many companies and the dismissals of large num-
bers of employed people combined with very limited opportunities to find a new job have
resulted in an unemployment explosion what directly influenced the poverty and inequality. In
most of these countries — apart from the very large number of unemployed — there is a
constant rise in the share of the long-term unemployed, i.e., those who have been waiting for
more than two years for a job; almost a third of all unemployed fall within this category.

Research on unemployment around the world has identified a number of plausible determi-
nants of unemployment situations and rates. Among others these factors include: unemploy-
ment insurance, active labour-market policy, product market competition, taxes, systems of
wage bargaining, employment protection regulation, working time, etc. A relatively new and
important area of research is the political economy of unemployment and employment policy
(Calmfors and Holmlund, 2000). The key idea in this strand of research is that persistent u-
nemployment may be explained by political mechanisms that prevent labour-market reforms.
A successful strategy to fight unemployment must, according to this view, also recognize the
prevailing political restrictions and offer proposals that can overcome them.

It is almost not necessary to mention that most of the time the labour market is not perfect, so
unemployment and unfilled demand co-exist. This implies that, particularly in transitional
countries with high current unemployment, there is room for improved functioning of the la-
bour market by bringing unemployment nearer to the minimum of labour demand and labour
supply, thus reducing both unemployment and vacancy. Active labour market policy (ALMP)
can help to reduce the friction between supply and demand primarily by diminishing occupa-
tional and spatial mismatch between supply and demand, and by making the labour market
more transparent. The most obvious ALPM instruments for improving matching are training,
information and advice with respect to job search and recruitments on one side, and job bro-
kering on the other.

ALMP could redistribute job opportunities so that fewer people become long-term u-
nemployment and/or social assistance recipients. When total employment and total labour
supply are given, this would imply distributing the unemployment burden among more people
(assuming that not the same people are experiencing more unemployment spells as a result of
the policy intervention). Clearly, an increase in total employment as a result of ALMP would
be preferable to a redistribution of unemployment amount a greater number of people. The
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economic theory states that ALMP hardly affects total employment directly. But when ALMP
succeeds in reintegrating long-term unemployed (LTU) or social assistance recipients, the
effective labour supply increases. Therefore, reintegrating the long-term unemployed and pre-
venting long-time unemployment is certainly worthwhile. There are other meaningful activi-
ties in addition to paid employment which can be a source of social integration and individual
fulfilment. Nevertheless, the preventing of long-term and recurring unemployment would be a
major contribution towards combating poverty and social exclusion and/or social assistance
recipients.

Successful combat against long-term unemployment and social exclusion requires the creation
of institutions which provide one or more of the following: work organizations which enable
people to combine labour market with other productive activities; income arrangements which
combine wages or salaries with other income sources like transfers or savings; entitlements or
social rights which allow choices to be made between different employment statuses accor-
ding to shifting preferences or circumstances; and policy provisions which allow the multiple
use of social insurance funds, especially the use of income maintenance programmes (for e-
xample, unemployment insurance) for financing measures that enhance employability.

While the introduction of such measures may increase the likelihood of displacement of
employment in competing firms or substitution of programme participants for other employ-
ees, this is acceptable risk if the overall effect is to reduce the average duration of unemploy-
ment. Perhaps the most important implication of ALMP is that displacement and substitution
effects become more tolerable if they increase employment opportunities for the long-term
unemployed and/or social assistance recipients and thus combat social exclusion.

Of course, one has to be aware of the negative side of ALMP while its positive effect on the
employment chances of participants may be at the expense of non-participants, without ha-
ving any real effect on the aggregate level. In the reverse situation, it is also possible to have
no measurable effect on participants but positive effect on a macro-level. When, for example,
unemployed people with good labour market prospects are trained in occupations in which a
shortage exists, their job chances may not increase, but other unemployed may benefit from
their transition to other labour market segments. Calmfors and Holmlund (2000) analyzing
unemployment and economic growth mentioned positive employment implications of ALMP
and stressed the difficulties in assessing outcomes of job creation and training programmes.
There is a number of mechanisms that work in opposite directions. Wage pressure may be
reduced if the programmes enhance the competitiveness of the long-term unemployed in the
labour market. This would also happen if training programmes can facilitate the reallocation
of workers from sectors with weak to sectors with strong demand for labour.

There are also plausible negative effects on regular employment. There may be direct crow-
ding-out effects of job creation programmes on regular employment as employers have incen-
tives to replace regular with subsidized labour. Such programmes may also increase wage
pressure by effectively reducing the costs of unemployment. This is presumably especially
relevant if the programmes are used as a means to allow the long-term unemployed to renew
their benefit entitlement.
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Effects and impacts

Layard et all. (1991) analyse the possible aggregate effects of ALMP and divide them into
direct and indirect effects. Direct effects are: an increase in total employment and reduction in
both total unemployment and unfilled demands due to a more efficient matching process; a
redistribution of employment opportunities among groups on the labour market; an increase in
effective labour supply because unemployed persons are made employable; an increase in
employment and a decrease in unemployment due to creation of subsidized jobs.

Indirect effects comprise an increase in effective labour supply that will make easier recruit-
ment and therefore has a positive effect on employment. When more people become available
on the labour market, wages are also affected because with decrease in total unemployment,
expenditures for insurance will be reduced and labour will be cheaper. However, not all pos-
sible effects are positive. Due to displacement and substitution effects, job creation need not
have a positive effect on total employment. For example, participation in ALMP measures
may increase reservation wages, thereby delaying the transition to regular jobs instead of
speeding up the process. ALMP is likely to have an effect on public expenditures since ex-
penditures on ALMP and possible savings on unemployment benefit do not usually break
even.

The labour market can be divided into a large number of sub-markets to which a minimum of
conditions broadly applies, and the very aim of ALMP is to ease the mobility of workers bet-
ween sub-markets. It is not an ease task to measure the efficiency of ALMP implementation
but it could be done in a two-step approach. In the first step, one can connect ALMP output to
labour market outcomes; and in the second step one can relate implementation to ALMP out-
put. It is important to investigate separately the effects of ALMP on the transition from u-
nemployment to employment for short-term and long-term unemployed. Unemployment ge-
nerally becomes a social problem when people remain in it for long periods of time. Since
long-term unemployment often leads to social exclusion, reintegrating the long-term u-
nemployed may also contribute to their social reintegration.

According to recent literature (Schmid, Speckesser and Hilbert, 2001) training and education
are considered to be most effective for the “short” long-term unemployed (that wait for job till
two years), while wage subsidies are expect to prove more effective for the very long-term
unemployed (that wait for job longer than two years). When the economy is improving, trai-
ning appears to be especially effective in preventing “structuralization” (the strongest among
the stock of unemployed will be selected for hiring and the weakest will remain unemployed)
and in speeding up reduction of long-term employment. Also, training measures will be more
effective when they take place over a short period of time, while temporary public jobs and
wage subsidies will be more effective with a longer duration and in carefully selected cases.
In general, employment and training programmes have had their greatest impacts and largest
social returns for those who have had the least previous labour market experience and are the
most disadvantaged.

To avoid disappointing results, active labour market policies have to adjust to changing eco-
nomic circumstances and focus on the longer-term supply enhancing aspects like labour force
participation and qualifications, as well as flexibility and adaptability. Regarding consistency,
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it is particularly important that labour market policy and social policy be co-ordinated so as to
become mutually reinforcing. Income protection and unemployment benefits as well as
employment protection legislation should create incentives for labour market integration and
efficiency. Co-ordination is, of course, desirable, but is often difficult to achieve. Labour
market policy tends to be short-term and action oriented while social policy is more long-
term, and culturally and socially oriented. There will probably always be some tensions bet-
ween these different types of policies and the cultures they relate to. Complexities and interre-
lationships among labour market policy and social policy explain why the calls for cohesion,
integration and co-ordination have become legion.

ALMP programmes done wrongly can be wasteful, inefficient, displacing and counterproduc-
tive. On the other hand, programmes done carefully seems to be able to increase employment,
keep displacement at low level, produce genuinely valuable output and may effectively raise
the earnings of low skilled workers. There are some golden rules and critical trade-offs in any
programme: jobs more likely to increase future earnings also tend to be more expensive and
difficult to implement; and jobs which are more like “real” jobs seem to impart greater value
to the community, but also carry a greater tendency to displace public workers. It is necessary
to plan or implement small work programmes whose experience may help to implement larger
programs better in the future. Further, broad training programmes aimed at large groups of the
unemployed have seldom proved a good investment, whether for society or for the program-
me participants. Careful targeting will pay dividends.

With optimally targeted activities, the welfare gains should probably outweigh the net fiscal
burden, ie., the payments of wages and the costs of organising ALMP (including public
works and/or workfare) will be less than the amount of unemployment and social benefit
being paid now. Moreover, creating jobs through different programmes enables the direct
combating of long-term unemployment. As it well known, it is essential for unemployed per-
sons not to lose work experience as well as links to the labour market. To offer jobs for them
in different programmes like public work and/or workfare may outperform measures such as
training and professional education.

In many former socialist countries active labour market policies have often been used to redu-
ce unemployment temporarily (e.g. by means of employment subsidies and public works),
rather than to provide unemployed people with the skills and information required for finding
work. A more targeted approach is necessary, so that such policies are designed to meet speci-
fic labour market needs and are focused on specific groups with particular requirements. Re-
garding the implementation of active policy on local level it is necessary to establish and/or
improve co-operation between Public Employment Service (PES) and local ALMP initiatives,
especially for the long-term employed and social assistance recipients. We could propose two
major types of employment opportunities: regular employment in job-creation measure (real
employment contract) where work must be additional and of benefit to the community; and
work for social assistance recipients without employment contract (workfare) which is com-
pensated only in form of small supplement to social assistance to cover additional expenses.
In that process and organization it is necessary to use “Best Practice” approach where quite
successful measures are performed by different bodies of local government and self-
government.
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A work test of the ‘workfare’ type, with benefit paid only to those who have done — or say
they are willing to do — public works, could also reduce the possibility for benefit frand. The
idea is that the truly needy households will ‘self target’ as a result. For example, the Hungari-
an unemployment assistance (UA) scheme has now gone down this road. Since summer 2000
a UA claimant must be prepared to work a month on a public works scheme before benefit is
paid (although they may not be called upon to do so). Like UA itself the public work is admi-
nistered by local governments. Evidence on the pattern of claims around the time of the chan-
ge suggests that the introduction of this work test had a considerable impact: the number of
claims dropped by about a quarter.

For further development and co-operation, the management of local measures could be loca-
ted in a centre for social work, where it will be necessary to organize an autonomous help-to
work department. This department’s activities could cover the whole range of counselling and
placement services for social assistance recipients, including recommendation of measures as
well as direct placement in regular employment. The service would be an intensive one where
the counsellors would spend time in persuading employers to take on long term unemployed,
on working with the individual beneficiaries and in ensuring that the persons placed in jobs do
actually go to work regularly. This works better if there are sufficient jobs to do it. It is still
worth trying even if the jobs are thin on the ground. We should include some evaluation to
make some sort of cost benefit analysis of the service. It could be tried in areas of higher u-
nemployment and then tried in other parts of the country. For any future activity of such de-
partments, it is very important to establish a controlling system and participants’ database
which could be accessed from various locations. In many bodies of local government and self-
government there are active Councils or Committees for Social Policy that could also partici-
pate in employment and/or work of social assistance recipient. A local committee should de-
cide on what work would be useful to the community. This local committee could then be
used to decide what jobs would be used for “workfare”. This committee should include repre-
sentatives from the unemployed people who will be affected by the decisions. Implementation
of the measure could be handed by the municipalities, which could conclude co-operation
agreements with regional CES board.

Conclusion

With reference to the wider notion of social exclusion, it is generally believed that employ-
ment and education policy should relieve people from destitution linked with long-term u-
nemployment, poverty and welfare dependency. Many unemployment problems probably
could be lessened by active labour market policy. Of course, there is a permanent question as
to whether this a success or only a way to disguise employment problems? To evaluate pos-
sible benefit of ALMP is not an easy task, for several reasons. There are striking differences
in results between different micro-studies of ALMP, and it is far from clear why those diffe-
rences appear. Such studies evaluate different programmes by inspecting differences in out-
come which can be measured at various points in time. However, observed differences do not
necessary originate from programmes, but can be caused by procedures of choosing partici-
pants for a programme. Thus the finding that in future period programme participants are not
doing better than the unemployed does not necessary mean failure of programme, but can be
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actually used as an argument for the opinion that the measure has been well used, as it is tar-
geted to those in most need. Also, even if activating labour market policy fails to reduce ag-
gregate levels of unemployment, one could argue that it contributes to increasing mobility
into and out of unemployment. Of course, there may be good arguments for preferring an o-
pen society where the burden of unemployment is shared between many people for a short
period of time to a society with an underclass of long-term unemployed people. For people on
social assistance or receiving unemployment benefit the probability of acquiring paid (perma-
nent or flexible) job is extremely low. The longer people stay in social assistance and/or u-
nemployment, the lower the likelihood into entering into employment and escaping from po-

verty.

For the most of long-term unemployed it is very hard to escape from poverty and related soci-
al exclusion, so they are forced on persistent stay in social assistance. The threat of rising
long-term unemployment and poverty among people dependent on welfare and social security
in a period of economic recovery and boom gives a strong impetus for social policy exclusion
and to decrease social cohesion and solidarity. Successful employment policy and high level
of employment are essential factors in fight against poverty and social exclusion for two rea-
sons. First, high levels of employment are the best way to ensure a satisfactory standard of
living for the mass of the population, so recent developments suggest that an increasing pro-
portion of the population may find itself under threat. Second, since it is from the earnings of
those employed that the authorities acquire the resources they use to provide social assistance,
a decline implies that either less will be available—or that the burden on the employed will
increase. It is, therefore of some importance to reverse this trend and this is a primary objecti-
ve of national employment policy.
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Findings and Recommendations

Social Partnership

Social partnership is indispensable for employment policy:
— It enhances the legitimacy of policies;

— It enlists the cooperation of important actors (facilitating consensus on controversial
issues);

— It enhances the probability that policy decisions are well taken;
— It increases the likelihood that policies do not place excessive burdens on specific
groups.

But it can also make policy implementation more difficult because more actors (and the inte-
rests they represent) are involved. To facilitate meaningful social partnership in formulating
and implementing employment policies it is of primary importance that:

—  Trade unions and employers’ associations overcome their current fragmentation;

—  Trade unions and employers' associations develop the capacity to balance the present
domination of the state;

—  The state provides an adequate legislative framework on the local, regional and national
levels as well as on enterprise and branch levels.

It is also highly desirable that social partners are involved in related policy areas such as edu-
cation, vocational training, social security and the policy of economic development (sectoral
and macroeconomic policies).

Labour market institutions

Better designed labour market institutions improve the employment situation — even under
adverse economic conditions. Three aspects merit particular attention:

(1) Information basis and concepts underlying labour market data

Adequate categories are nieedéd to capture the various forms of employment, unemployment,
underemployment, self-employment, unpaid family work etc. This implies that labor market
statistics have to be adjusted.

(2) Public employment services

PES should be made more client-oriented:

- Only one official takes care of all needs of the individual jobseeker,

- Officials are specialized in market segments, demand and supply side, not in separate ser-
vice activities, such as registration, benefit accounting, etc.).
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They should give special attention to all qualification attributes of job-seekers and vacancies.

(3) Combining labour market flexibility with economic security for employees

—  Make hiring and firing more flexible, thus facilitating new hiring and shortening durati-
on of unemployment;

—  Providing financial incentives to laid-off employees to pick up new work quickly;

—  Partly liberating the individual employer, esp. the small and medium one, from the bur-
den of providing for employees' economic security, with the state, i.e. the tax payer, pi-
cking up responsibilities (e.g. pension, health insurance, sick payments, payment during
maternity leave, child care facilities, etc.);

—  Alternatively, employers set up collective (maybe state-subsidized) insurance schemes
which take over the financial burden as need arises.

Employment policy and informal economy

Under the economic conditions that will apply to almost all of South-East Europe for a long
time to come, companies in the formal sector of the economy cannot provide employment for
the whole labour force. That means that many people will have no other chance but to earn a
living in the informal economy. Employment policy should:

—  Adopt a supportive policy stance towards small enterprises and self-employed persons
in the so-called grey economy;

—  Provide tax reduction or exemption in a way that facilitates a smooth transition from
informality to formality;

—  Protect persons and small enterprises in the informal economy against mafia-type ha-
rassment and domination;

—  Device social security protection for informal workers.

Long-term unemployment

Against long-term unemployment, which is wide-spread in South-East Europe, employment
and labour market policy should:

—  Maintain/improve employability;

—  Promote life-long learning;

—  Provide special job mediation for the long-term unemployed;

—  Provide special incentives for firms to employ long-term unemployed;

—  Link these incentives to training;

—  Offer special work opportunities to the long-term unemployed;

—  Link benefits to participation in active labour market programs;
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—  Encourage social engagement of the unemployed.

Work-fare and similar active labour market programs risk to replace regular jobs through sub-
sidized ones and to reinforce a dependency culture. Avoiding these undesirable effects de-
pends on careful fine-tuning of the programs (look for best practice)

Making long-term unemployed and other disadvantaged groups more employable implies
more competition on the labour market if the number of jobs cannot be increased significant-
ly. The state and the trade unions should accept the ensuing redistribution of employment
chances.

Dr. Irina Kausch

Dr. Alfred Pfaller
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