
Chapter 6 

LABOUR MARKIZT REFORMS IN CENTRAL AND EASTERN EUROPE 
AND THE RISE OF UNEMPLOYMENT’ 

A. INTRODUCTION 

There is a growing concern about the social costs of 
market-oriented reforms in Central and Eastern Europe. 
The fall in living standards associated with the rapid 
growth of unemployment and declining real wages has 
dampened the initial enthusiasm that accompanied the 
first steps in the transition process. This suggests that a 
more careful assessment of the social implications of the 
restructuring process is required. It is generally agreed 
that measures to reduce labour-market-related hardship 
have a crucial role to play and, in fact, the focus of 
technical assistance projects from OECD countries is 
shifting towards placing greater importance on the 
employment and social implications of transition. 

At the same time, however, knowledge about the 
adjustment process in the labour markets of Central and 
Eastern European countries is rather limited, and this 
often prevents the refinement of existing labour market 
programmes and improvement of their cost-effective- 
ness. For example, there is still a wide information gap 
concerning the dynamics of employment and unemploy- 
ment, and the job generation potential of “undersized” 
sectors, such as services and light industries. Little is also 
known about the actual employment performance of the 
emerging private sector. Therefore, one of the purposes 
of this chapter is to help fill this gap. The focus will be 
on the five countries of Central and Eastern Europe 
- Bulgaria, Czechoslovakia, Hungary, Poland and 
Romania - where radical market-oriented reforms have 
been in place long enough to allow for a preliminary 
assessment of their impact on the labour market. An 
attempt is made to compare labour market developments 
across these five countries by adjusting national defini- 
tions or by pointing out the limitations of national statis- 
tical sources and any gaps therein. A special box is also 
provided at the end of the chapter covering the specific 
case of eastern Germany since unification. 

Contrary to popular belief, labour markets existed in 
all of these countries under central planning, insofar as 
labour supply decisions were mostly voluntary and 
driven by economic factors such as differentials in wages 
and various forms of non-wage compensation. However, 

labour markets were heavily distorted in the sense that 
market signals did not provide incentives for labour pro- 
ductivity improvements, skill-upgrading or a better 
utilisation of human resources. Labour demand was to a 
large extent independent of the financial viability of 
enterprises, reflecting instead the sectoral priorities estab- 
lished under central planning, the outcomes of bargaining 
between managers and bureaucrats over the allocation of 
state subsidies, and the social security role of enterprises 
in guaranteeing workers the right to a job. 

The task facing policy-makers is therefore to improve 
the functioning of labour markets and to establish a 
specialised set of institutions acting with the market 
rather than against it. In order that market forces can play 
a greater role in the allocation of labour, firms have to be 
relieved of their previous social security functions. In 
their place, a social infrastructure is needed to distribute 
the burden of unemployment more equitably across soci- 
ety at large, and to make the autonomous and market- 
driven behaviour of workers and firms mutually compati- 
ble as well as socially and politically acceptable. 

If this is indeed the main challenge to be faced in 
reforming the labour markets in transition countries, then 
the following criteria can be put forward for evaluating 
current labour market developments. Firstly, has progress 
been made in stimulating more rational labour demand 
decisions and in improving the allocation of labour 
across sectors and firms? This clearly involves not only 
an assessment of labour productivity trends and structural 
changes in the composition of employment, but also of 
how assets inherited from the previous system - for 
example, high labour force participation rates, educa- 
tional attainments and qualifications of the workforce - 
are being exploited. Secondly, how rapidly is labour shed 
in the restructuring process being absorbed and how seri- 
ous are the risks of persistence of high levels of unem- 
ployment? This includes looking at whether the inci- 
dence of job loss has been unevenly distributed across 
different social groups and whether spells of unemploy- 
ment have been increasing. Finally, how successfiilly has 
responsibility for the provision of social insurance and 
social assistance been shifted from enterprises to special- 
ised public bodies? To answer this question, the actual 
coverage of the new social insurance schemes - for 
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example, unemployment benefit systems - and the fair- 
ness of the treatment of persons displaced in the course 
of restructuring also need to be assessed. 

This chapter aims to further discussion on these issues 
and to contribute to a better understanding of the chal- 
lenges facing transition countries. Recent economic 
trends and developments in international migration, are 
discussed in Section B, as well as the sectoral pattern of 
job losses and the characteristics of the emerging private 
sector. The magnitude, characteristics, duration and 
regional distribution of unemployment are analysed in 
Section C. This provides an overview of the impact of 
market-oriented reforms to date, and of tendencies that 
are likely to prevail in the near future. Section D assesses 
progress made in the establishment of a social infrastruc- 
ture to combat unemployment. The legislative framework 
put in place in these countries is described and the extent 
to which labour market policies have been implemented 
is considered. Finally, Section D presents proposals for 
strengthening international co-operation with transition 
countries in the field of labour market policies and, more 
broadly, strategies for minimising the social costs of 
adjustment without hampering its scope. 

Table 6.1. Recent economic developments" 
Percentage changes 

Bulgaria Czecho- 
slovakia Poland Romania 

Output (ODP/NMP)* 
1989 
1990 
1991 

1989 
1990 
1991 

economy) 
1989 
1990 
1991 

in industry 
1989 
1990 
1991 

Nominal wages 
1989 
1990 
1991 

Consumer price 

1989 
1990 
1991 

1989 
1990 
1991 

Industrial production 

Employment (whole 

Labour productivity 

index 

Real wages 

-0.4 
-1 1.8 
-17 

0.7 0.4 
-1.1 -3.3 
-16 -10 

0.0 
-1 1.6 
-9 

-5.8 
-7.4 

-14 

-1.1 
-16.8 
-27.8 

1.1 -1.0 
-3.7 -9.2 
-21.2 -19.0 

-0.5 
-24.2 
-1 1.9 

-2.1 
-19.0 
-18.7 

-2.3 
-6.1 
-14.5 

0.3 -0.9 
-0.4 -2.0 
-7.4 4 . 0  

0.6 
-3.6 
-5.5 

1.1 
0.2 

-11.6' 

2.1 
-8.6 

-10.9 

1.7 0.7 
-0.3 -0.4 
-14.4 -10.2 

-0.5 
-19.5 
-4.9 

-3.9 
-18.5 
-9.2 

8.8 
31.5 

152.8 

2.3 17.9 
3.6 28.6 

16.4 27.2 

291.8 
398.0 
71.9 

4.0 
10.5 

333.7d 

B. LABOUR MARKETS IN TRANSITION 5.6 
23.8 

338.5 

1.0 17.0 
10.0 28.9 
57.9 35.0 

251.1 
585.8 
70.3 

0.9 
7.4 

444.5' 

1. Recent economic developments 3.0 
6.2 

-42.3 

1.3 1.9 
-5.8 -5.1 
-26.3 -8.0 

9.0 

0.8 
-24.4 

3.1 
2.9 

-20.3' The recession in Central and Eastern Europe intensi- 
fied in 1991 with falls in GDP ranging from 9 to over 
15 per cent (Table 6.1). A number of adverse external 
factors contributed substantially to the severity of the 
recession: there was a collapse of trade within the East- 
ern bloc (CMEA) countries, and all countries faced 
higher energy prices as the former Soviet Union moved 
to world pricing of its energy exports. While a switch of 
trading partners has been occurring, with OECD coun- 
tries accounting for an increasing share of all trade, this 
has not been enough to offset completely trade losses 
elsewhere. In response to the unfavourable external situa- 
tion and rapidly rising domestic prices fuelled by price 
liberalisation, strict macroeconomic policies have been 
put into place, further dampening domestic demand. 
Finally, there has been a significant but unquantifiable 
negative effect on activity arising from the climate of 
uncertainty associated with the transition itself. While the 
former system of central planning has collapsed in East- 
ern Europe, it has yet to be replaced with a fully operat- 
ing market system. 

The start of the transition did not occur at the same 
time in all of the countries of Central and Eastern Europe 
and so different rates of progress have been experienced 
in implementing market-oriented reforms. Hungary in 
particular had been experimenting with a number of mar- 
ket-oriented reforms throughout the 1980s. Liberalisation 

a) Data for 1991 are pdimimy estimates. 
b) Net Material product for Bulgaria and Czechoslovakia prior to 1991.  
c) Employees in the state sector only. 
d/ December 1991 compared to October 1990. 

Sources: O E D ,  Economic Outlook. No.51, June 1992; OECD, Short-Tern 
Economic Statr3tics - C w l  and Eastern Europe; and national 
statistical yearbooks. 

of prices and the launching of ambitious plans for 
privatisation occurred earliest in Czechoslovakia, Hun- 
gary and Poland. There were also differences in the ini- 
tial conditions, macroeconomic imbalances being more 
acute in some countries than in others. Poland, for exam- 
ple, had already been experiencing high rates of inflation 
in the 1980s, whereas in Bulgaria, Czechoslovakia and 
Romania inflation had been more moderate. In addition, 
the private sector was almost non-existent in Czechoslo- 
vakia, Bulgaria and Romania, but was substantial in 
Hungary and Poland. 

As a result of these factors, each country has followed 
a different path of adjustment in terms of output, wages 
and prices. Nevertheless, there was a substantial fall in 
output during 1991 in all countries. The decline in activ- 
ity was greater than in 1990 with the partial exception of 
Poland where GDP fell by around 9 per cent in 1991 
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following a fall of around 12 per cent in 1990. With an 
estimated decline in output of 17 per cent in 1991, Bulga- 
ria experienced the largest drop in economic activity. The 
Czechoslovakian economy also contracted substantially, 
but this followed a much more modest decline in activity 
in 1990. It is possible that by 1993 countries such as 
Czechoslovakia, Hungary and Poland will be experienc- 
ing a modest recovery, with Bulgaria and Romania lag- 
ging behind [OECD (1992a)l. 

Industry has been particularly hard-hit by the reces- 
sion. Output fell by about a fifth or more in 1991 in all 
countries except Poland, where a somewhat smaller fall 
was preceded by a drop of almost one-quarter in 19902. 
Labour productivity has also declined substantially in all 
countries with output falling at a faster rate than employ- 
ment. Labour productivity also tends to decline in OECD 
countries during the intial phases of a recession. Never- 
theless, the fall in productivity appears to be particularly 
severe in Central and Eastern Europe even taking into 
account the scale of the drop in output [Boeri and Keese 
(1992)l. Prior to the transition, substantial labour hoard- 
ing was an endemic feature of Eastern European 
economies3 and the large falls in productivity suggest 
that employment has not yet fully adjusted to changes in 
output. Therefore, even if a recovery in demand occurs, a 
further shake-out in industry employment may be 
required if competitiveness is to be improved by raising 
currently low levels of productivity. 

Partly as a result of price liberalisation and the pres- 
ence of substantial money-holdings among the popula- 
tion (the so-called “monetary overhang”) in some coun- 
tries, there was rapid inflation in all countries during 
199 1. Bulgaria and Romania, in particular, experienced 
rates of inflation approaching those recorded in Poland 
during 1989 and 1990. Inflation is expected to moderate 
somewhat in 1992 in all countries but may still be run- 
ning at 50 per cent or more in all countries except 
Czechoslovakia and Hungary. The rapid rate of inflation 
and rising unemployment have been associated with a 
substantial fall in real wages during 1991, in all countries 
except Poland, where real wages had fallen by about a 
quarter in 1990. Even allowing for the greater availability 
and quality of goods, which formerly were rationed if not 
non-existent, these falls in real wages have been associ- 
ated with a marked decline in living standards for some 
sections of the population. Clearly, groups such as pen- 
sioners and unemployed persons on low incomes that are 
not fully indexed are particularly vulnerable to falling 
below the poverty line as rapid rises in inflation take 
place. Those with already low wages may also be at risk. 

2. Changing patterns in East-West migration4 

Falling employment, rising unemployment and lower 
real incomes are all factors which are likely to increase 
emigration pressures further in these countries. Yet, 
while there has been a marked increase in East-West 

migration and within the region of Central and Eastern 
Europe itself, the mass exodus from East to West that 
had been anticipated by some has not occurred. Instead, 
one of the characteristic features of migration in Central 
and Eastern Europe in the early 1990s has been its diver- 
sity. In addition to people settling permanently, East- 
West emigration flows also consist of those who move 
for a short period (tourism, temporary or seasonal work), 
minorities with ethnic ties in one or another of the west- 
ern countries and asylum-seekers. 

Germany is still by far the main receiving country for 
migrants from Eastern Europe with Aussiedler (ethnic 
minorities of German origin), who mainly come from 
Poland, Romania and the former USSR, accounting for 
more than three-quarters of these arrivals (see 
Table 6.2A). The labour market impact of these popula- 
tion flows has also been strongest in Germany. Even 
excluding the Aussiedler, the number of foreign workers 
from this region rose from nearly 72 thousand to about 
100 thousand between June 1990 and June 1991, a pro- 
portionally greater increase than for all foreigners com- 
bined (see Table 6.2B). The same trend may be observed 
in Austria. In the other OECD immigration countries, the 
employment of Central and Eastern European nationals 
has not changed significantly, at least as regards the 
employment of legal immigrants. 

Bilateral labour agreements have now been signed 
between the Central and Eastern European countries and 
several OECD countries (such as Germany, Belgium, 
France and Switzerland). These agreements are intended 
to give immigrants the possibilty of finding temporary 
employment and, at the same time, the chance to obtain 
vocational and language skills. The jobs may be linked to 
work carried out by foreign firms using their own work- 
ers (in Germany, for example, the total quota for the 
Central and Eastern European countries is 100 000 work- 
ers) or may be seasonal (in 1990, for example, about 
2 000 Poles obtained contracts in farming in France and, 
in 1991, nearly 90 000 seasonal workers from Hungary, 
Poland and Czechoslovakia were employed in Germany) 
or may be frontier jobs (in Germany, Austria and 
Finland, for example). At the same time, bilateral read- 
mission agreements have been concluded for the purpose 
of repatriating immigrants admitted for short periods but 
who remain in the host country illegally. 

Generally speaking, East-West migration seems still to 
be inadequately recorded, especially as regards arrivals 
and departures of Czechoslovakian, Hungarian and 
Polish nationals, who are no longer obliged to obtain a 
visa for stays of less than three months in Western Euro- 
pean countries. At the same time, the official statistics of 
these three Central and Eastern European countries, 
based up to 1989 on criteria fundamentally different from 
those used in the OECD countries, greatly underestimate 
the emigration flows of their nationals. For example, 
according to the official figures, 42 700 Hungarians, 
248 300 Poles and 25 800 Czechoslovaks respectively 
emigrated to Germany between 1981 and 1989. Over the 
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Table 6.2. Recent trends in East-West migration 

A. Net immigration from Central and Eastern Europe to Germanya, 
1985-1990 

TbOUSaDdS 

Ethnic Germans 
of which from: 

Hungary 
Czechoslovakia 
Poland 
former USSR 
Romania 

Others 

Total net immigration from Central and 
Eastern Europe 

1985 1986 1987 1988 1989 1990 

40.0 

0.5 
0.7 

22.1 
0.5 

14.9 

11.5 

51.5 

42.8 

0.6 
0.8 

27.2 
0.8 

13.1 

20.3 

63.1 

78.5 

0.6 
0.8 

48.4 
14.5 
14.0 

46.5 

125.0 

202.7 

0.8 
0.9 

140.2 
47.6 
12.9 

86.1 

288.8 

377.1 

1.6 
2.0 

250.3 
98.1 
23.4 

83.5 

460.6 

397.1 

1.3 
1.7 

133.9 
148.0 
111.2 

90.0 

487.1 

a) Eastern Germany not included 
Sources: Estimates based on data fmm Statistiches Bundesamt; see OECD, Trendr in International Migration, SOPEMI, June 1992. 

B. Central and Eastern European workers empioyed in Austria and western Germany, 
1990-1991 

ThOuSandS 

1990 1991 

Austria0 
Employed Central and Eastern Europeans* 
% of total foreign employed 

35.0 
13.4 

39.7 
15.8 

Western Germany' 

Employed Central and Eastern Europeans 72.0 100.0 
% of total foreign employed 4.0 5.3 

a) December of eacb year. 
b) Bulgaria, Czecboslovakia, Hungary, Poland, Romania and the former USSR. 
c) June of each year. 

Sources: B u n d d s t e r j u m  fEr Arbeit und Soziales, Vienna; and BundesanstaIt fiir Arbeit - Statistics from Social Security files, Bonn. 

same period, Germany recorded nearly twice as many 
arrivals of Hungarian immigrants, about six times more 
Poles (including Aussiedler) and three times as many 
Czechoslovakian immigrants. With the opening of the 
frontiers to the West and the lifting of legal restrictions 
on migration in most Central and Eastern European 
countries, it is likely that the official statistics on emigra- 
tion will continue to underestimate this phenomenon. 

There are also migratory movements between the Cen- 
tral and Eastern European countries themselves. Inhabi- 
tants of the former USSR, for example, are moving into 
the countries bordering Western Europe, especially 
Poland and Hungary, to find work or sell goods. In addi- 
tion to these arrivals, there are also ethnic Poles from 
Belorussia and ethnic Hungarians from the Ukraine. 
Romanians asking for refugee status, mainly in Hungary 
and Poland, have formed the largest group of recent 
asylum-seekers in these two countries. In Czechoslova- 
kia, Hungary and Poland, there are also a small number 
of returning immigrants who had previously left these 
countries for political reasons. 

Czechoslovakia, Hungary and Poland also have to 
cope with a growing number of migrants crossing their 
countries on the way to Western Europe. For example, 
nationals of Asian or African developing countries, and 
also Romanians and gypsies, try to enter Germany and 
Sweden, in particular, via Poland and Czechoslovakia. 
Those who are stopped are generally sent back to their 
country of origin or, as is more usually the case, to the 
last country of transit or residence. Czechoslovakia, Hun- 
gary and Poland are thus obliged to accept and take 
responsibility for those who have crossed their frontiers 
illegally and failed in their attempt to enter the highly 
industrialised Western countries. In view of this situa- 
tion, security at border crossings has recently been 
stepped up in these three countries in order to control 
illegal entries and departures. 

So far, it would appear that emigration from the East 
to the West has been relatively restrained and in fact 
some Central and Eastern European countries have been 
experiencing an influx of migrants from other Eastern 
countries. Thus, it is unlikely that labour market pres- 
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sures arising from large job losses and rising unemploy- 
ment will be substantially relieved by increasing emigra- 
tion, especially in the face of resistance to a higher intake 
of migrants in the receiving countries. Reducing labour 
market pressures will instead depend on the speed at 
which new jobs in the private and service sectors replace 
jobs lost in industry and agriculture as restructuring 
proceeds. 

3. Job losses and structural change 

As discussed in the 1991 Employment Outlook, the 
allocation of labour inherited from the previous system 
was concentrated in heavy and energy-intensive indus- 
tries and a relatively large (by Western standards) com- 
ponent of the active population was still employed in 
agriculture. The service sector was “undersized” due to 
the stigma attached, under central planning, to activities 
not directly linked to the production of goods. Effec- 
tively, it was dependent on the amount of subsidies pro- 
vided by public authorities as the prices of services were 
administratively fixed at levels that often did not even 
cover fixed costs. Hence, services were deprived of 
resources to pay additional workers and to carry out 
investments. Furthennore, there was ultimately no scope 
for developing services such as banking and insurance, 
given the control exerted by public authorities over the 
allocation of credits [OECD (1991a)l. 

It is often argued that the low share of employment in 
services can be explained by the fact that many tertiary 
functions (for example repair and maintenance, transpor- 
tation, distribution and food provision) were carried out 
within large industrial firms, and jobs in these activities 
were classified according to the main economic activity 
of enterprises. However, even when the occupational 
structure of employment in industry is taken into account 
- for example, when non-production workers are disen- 
tangled from industrial employment and included in the 
service sector - the amount of labour allocated to ser- 
vices still appears to be disproportionately low in Central 
and Eastern European countries compared to OECD 
countries peI;porovii (1992)15. 

Even before the start of the current wave of reforms, 
there had been a shift in several countries towards pro- 
moting light industry, the production of consumer goods 
and the expansion of services. This reflected a long-term 
tendency towards a sectoral structure of employment 
more in line with that prevailing in OECD countries. 
Some countries have proceeded faster than others in real- 
locating labour towards these sectors. As a result, the 
share of employment in services in 1989 varied widely 
across Central and Eastern European countries, ranging 
from slightly more than 25 per cent in Romania to just 
over 40 per cent in Hungary, where the structure of 
employment is most similar to that of OECD countries 
[OECD (1991b, Chapter 1, Note A)]. 

Against this background, domestic price liberalisation, 
greater exposure to international competition, and the 
removal of most industrial subsidies were supposed to 
foster long-term structural changes in the allocation of 
labour. In particular, while large employment losses were 
anticipated, notably for heavy industries and agriculture, 
it was hoped that there would be some offsetting gains in 
the expansion of services and light industry. Unfortu- 
nately, it would appear that this has not yet occurred. 
Large employment falls have occurred in industry and 
agriculture, but the employment performance of services 
and light industries has not been altogether encouraging, 
even when some of the deficiencies in official statistics 
are taken into account. 

The sectoral profile of employment changes since 
1989 is displayed in Chart 6.1. It shows that most job 
losses in 1990 and 1991 occurred in industry (mining, 
manufacturing and electricity, gas and water) - around 
2 million across all Central and Eastern European coun- 
tries -but there were also sizeable declines in agriculture 
(900 000 jobs) and construction (800 000 jobs). Services 
did not prove capable of absorbing labour shed else- 
where: while moderate growth of employment in tertiary 
activities was registered in 1990 in Czechoslovakia, Hun- 
gary and Romania, employment fell in the following year 
in all countries. 

Despite poor employment performance, the share of 
services in total employment has increased in all coun- 
tries. As Table 6.3 shows, the percentage fall in service 
sector jobs between 1989 and 1991 was smaller than the 
fall in total employment. Within the tertiary sector, 
employment in community and social services has gener- 
ally experienced a smaller decline than in other sectors. 
In this area, the development of nation-wide networks of 
employment services and social welfare centres has led 
to the creation of many jobs in public a~inistrat ion.  In 
Poland there was also a positive net creation of jobs in 
the trade and catering sectors. 

It is possible that the employment declines in services 
are significantly overstated given deficiencies in the cov- 
erage of the private sector by the official statistics. Many 
service sectors have in fact undergone a rapid process of 
privatisation involving the start-up of many small shops, 
particularly in retail, catering and related activities (Sec- 
tion B.4). In Czechoslovakia, for example, employment 
in the wholesale and retail trade sector fell by about 
25 per cent in 1991 in enterprises with more than 100 
employees. However, the Czechoslovak~an Central Sta- 
tistical Office has estimated that when private entrepre- 
neurs and their employees are included the fall in 
employment was only around 3 per cent. U n f o ~ a t e l y ,  
in the absence of labour force surveys, it is difficult to 
estimate reliably the m a ~ i ~ d e  of the bias in official 
statistics which arises from the limited coverage of the 
private sector. 

For industry, biases in the official e m p l o ~ e n t  statis- 
tics are probably less import an^ than for services since 
the growth of the private sector in industry 

243 



Chart 6.1 

Employment losses in the main sectors of the economya 
Thousands 

Polande Romaniaf 

Agriculture t 

, 

Services * 

-400 -300 -200 -100 0 -500 -300 -100 0 100 

-. 

a) Data for all countries represent the average for the year compared 
to the previous year, except for Hungary where they refer to the end 
of each year. 

e) Full-time equivalents. 
f) Employees only. 

Source: All data provided by national statistical offices. b) Provisional data for 1991. 
c) Includes secondary jobs. 
d) For 1989-90, including working pensioners and persons on 

child-care leave. For 1990-91, only employees in enterprises in the 
material sector employing more than 50 persons. 



Table 6.3. Job losses by sector during the first two years of transition 
Percentage changes between 1989 and 1991 

Bulgaria Czechoslovakia Hmgary" Poland Romaniab 

Agriculture -16.6 -21.2 4 6 . 0  -6.6 0.3 

Industry -23.3 -1 1 .o -28.0 -13.0 -9.0 
of which: 
Ferrous and non-ferrous metals -10.3 -34.4 -12.6 
Chemicals -1 I .5 -1 5.6 -14.7 
Wood and paper -13.2 -9.5 
Light industry -16.5 -25.2 -23.5 
Food industry -13.6 -15.7 2.5 

Construction -31.4 -4.4 4 8 . 9  -15.5 

Services -1 1.5 -2.4 -3.6 
of which: 
Trade, restaurants and hotels -1 9.2 -6.9 -33.1 8.8 
Transport and communication -9.9 -2.3 -20.5 -15.0 
Finance and insurance -21.1 40.0 -5.7 
Community and social services -6.2 -1.3 -5.5 

Total -19.8 -7.8 -34.1 (-9.0)" -8.9 -10.4 

a) Employees only in enterprises in the material sector with 50 or more employees. 
b) Employees only. 
c) Including smaller enteprises and the self-employed. 

Sources: Data pruvided by national statistical offices, except for Poland where the detailed industry data were taken from the Statistical Yearbook 1991, GUS, 1991 and 
the Monthly Statistical Bulletin, GUS, January 1992. 

relatively weak (Section B.4). Within industry, employ- 
ment has fallen substantially in heavy and energy-inten- 
sive sectors such as metal and chemical industries 
(Table 6.3). However, in most countries, and particularly 
in Hungary and Poland, employment has also been fall- 
ing rapidly in light industry and food-processing. These 
two sectors had been considered as possible sources of 
job creation in Central and Eastern Europe. 

Several factors may explain the pattern of job losses in 
industry. First, trade liberalisation is likely to have 
diverted demand away from domestic production to 
higher-quality imported consumption goods, thereby 
preventing better performance in those sectors where 
demand appeared to be rationed prior to the start of 
reforms6. Secondly, all Central and Eastern European 
countries had to quickly adapt the structure of their 
exports to keep pace with substantial changes in the 
composition of external demand brought about by the 
collapse of trade with the former Soviet Republics, the 
effects on trade of German unification and the recession 
in neighbouring countries. Changes in the geographical 
composition of trade have involved quite dramatic modi- 
fications in the sectoral composition of exports [OECD 
(1992~  and 1992b)l. These have generally been favour- 
able to the production of raw materials and intermediate 
goods. In contrast, falls in export shares were exper- 
ienced not only in machinery but also in light industry 
products such as textiles and food, as access to markets 
in EC and other OECD countries has been subject to 
various import restrictions. Finally, while some changes 
in the structure of production may have occurred, they 

-54.2 

-3.3 

-16.6 
-9.6 

may not yet be fitlly reflected in changes in the structure 
of employment since labour-hoarding continues to be 
prevalent, especially in large state-owned enterprises in 
heavy industry. Indeed, there is evidence of particularly 
large falls in labour productivity in transport equipment, 
metals, iron and steel and other heavy industry sectors 
[OECD (1992b)l. 

Overall, it would appear that the recession in Central 
and Eastern Europe has also dampened growth in the 
service sector and that there could be a considerable 
delay before expansion in this sector will be sufficient to 
offset jobs lost in industry and agriculture. It would also 
appear that changes in the structure of employment since 
1989 have only been partly consistent with a priori 
expectations. The nature of changes in the composition 
of industrial employment suggests that job losses have 
been mainly associated with the effects of the recession 
and of adverse external shocks; thus, major declines in 
employment in heavy and energy-intensive industries 
have yet to occur. 

4. A new dynamism in the private sector 

Over the last two years, employment in the private 
sector has grown rapidly despite a severe recession and 
there has been an explosion of new business starts. Sub- 
stantial progress has occurred in the transfer of small 
state enterprises to the private sector, especially restau- 
rants and shops, but the privatisation of large state enter- 
prises is only beginning to get underway. There have, 
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however, been moves to break up monolithic state enter- 
prises into smaller units, and the proportion of small and 
medium enterprises has been increasing. 

Growth in the private sector will come from both the 
privatisation of state enterprises and, perhaps more 
importantly, the creation of entirely new businesses, par- 
ticularly in areas of the formerly neglected service sector, 
for example, banking and finance. Moreover, as the study 
by Hughes and Hare (1991) suggests, many state firms 
may not at all be financially viable once prices for both 
inputs and outputs move towards world market prices 
following the removal of subsidies and the establishment 
of competitive markets. Productivity in industry is also 
much lower than in OECD countries, partly as a result of 
substantial overemployment but also because of old and 
obsolete equipment B y  (1991)l. This implies that many 
state enterprises may never be privatised but may instead 
have to be liquidated7. In their place, new enterprises will 
need to be set up from scratch which, together with 
restructuring and privatisation of state enterprises, will 
require mobilisation of domestic savings supplemented 
by inflows of foreign capital. 

The lack of reliable official statistics makes it difficult 
to assess the progress made so far in developing the 
private sector, particularly with respect to the growth of 
new jobs and the extent to which there has been a migra- 
tion of jobs fiom the state to the private sector. In most 
Central and Eastern European countries, estimates of the 
total number of employed in both the state and private 
sectors are made for the end of each year. Moreover, this 
information is still mainly based on administrative 
records and is likely to underestimate the size of the 
private sector, as not all private sector activity is regis- 
tered. Quarterly or monthly data on employment usually 
only covers firms with more than a certain number of 
employees (for example 100 in the case of Czechoslova- 
kia, 50 for Hungary, 5 for Poland) or is restricted to the 
state and co-operative sector (Bulgaria and Romania). 
More reliable estimates of the size of the entire 
workforce will be available once currently planned 
labour force surveys have been in'soduced in all coun- 
tries [Nel;porovl (1992)18. However, there could be a 
considerable delay before it will be possible to analyse 
trends in the growth of employment using these survey 
results. 

Nevertheless, while bearing in mind these limitations, 
a tentative assessment can be made of the extent of 
growth in private activity. Prior to the beginning of tran- 
sition, the size of the officially recognised private sector 
in Central and Eastern Europe was small; in 1989 it 
accounted for less than 5 per cent of total employment in 
Bulgaria and Czechoslovakia, around 10 per cent in Hun- 
gary, and around 30 per cent in Poland (9 per cent in the 
non-agricultural se~tor)~. Since then, there has been very 
rapid growth in the number of private sector jobs, partic- 
ularly in Czechoslovakia, Hungary and Poland. Never- 
theless, this expansion was insufficient to offset fully the 
shake-out of jobs in the state and co-operative sectors. In 

1990, around one-and-a-half to three times as many state 
sector jobs were lost, respectively, in Hungary and 
Poland as were created in the private sector. The biggest 
rise in the number of private sector jobs in proportion to 
the size of the overall workforce was recorded in 
Czechoslovakia. 

So far, growth in the number of private sector jobs in 
all countries has mainly been driven by the privatisation 
of small commercial operations. In Hungary, employ- 
ment in the wholesale, retail and catering trades 
accounted for just over one-third of the overall rise in 
private sector jobs. Employment in this sector rose by 
almost 70 000 in the private sector over the course of 
1990, while it fell by around 30 000 in the state sector. 
Similarly, employment in private shops and restaurants 
in Poland rose by almost 430 000, just offsetting the 
number of job losses in the state sector. In 1991, employ- 
ment in individual businesses (that is, unincorporated 
enterprises) in Poland rose by over 675 000 during 1991, 
with over half the rise occuning in the trade sector, 
although almost one-fifth of new jobs were in industry 
(Table 6.4)'O. Unfortunately, while growth of employ- 

Table 6.4. Indicators of the growth in the number 
of private firms 

Dec DeC Dec 
1989 1990 1991 BULGARIA 

Joint ventures and foreign subsidies 

Private h s  
of which: 
Agriculture 
Industry 
Construction 
Transport and communications 
Trade 
Other services 

czEcHosLovAI(IA 

51 

9 583 

169 
2 683 

536 
3 936 
1 252 
1007 

204 

18 300 

670 
4 930 
1 270 
6 190 
3 020 
2 210 

Dec 
1989 

Dffi Dec 
1990 1991 

Foreign companies 0 3 225 

Joint ventures 229 4 984 

Registered entreprenem (OOOs) 87 488 1338 
of which: 
Agriculture 
Industry 
Construction 
Transpart and communications 
Trade 
Other services 

8 44 
136 332 
133 28 1 
14 47 
62 288 

135 347 

DeC Dffi 
1990 1991 

Private businesses (000s) 97.5 154.5 
of which: 
Independent persons 50.4 101.5 
Small enterprises and family 

associations 47.0 53.0 

ROMANIA 
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ment in the private sector has been considerable, it is not 
possible to determine the contribution of entirely new 
private businesses to this growth as opposed to the trans- 
fer of jobs to the private sector as a result of the 
privatisation of state enterprises. 

Some idea of the expansion of the private sector can 
also be obtained from data on business registrations, 
which is assembled in Table 6.4. This information is not 

comparable across countries and needs to be interpreted 
with care as the number of private enterprises could be 
considerably overestimated if firms continue to remain 
on business registers well after becoming bankrupt. 
Nevertheless, it would appear that there has been an 
explosion in the number of joint ventures and private 
enterprises over the course of 1990 and 1991 in Central 
and Eastern Europe, particularly in Czechoslovakia, 

Table 6.4. Indicators of the growth in the number of private firms (cont’d) 

HUNGARY Dec 
1990 

Dec Dec DeC 
1989 1990 1991 

Limited liability and joint stock companies 

Total 
of which: 
Agiculture 
Industry 
construction 
Transport and communications 
Trade 
Other services 

Incorporateds 

4 792 18 963 

107 463 
1 420 4 887 

68 1 2 658 
143 595 

1450 6 694 
990 3 666 

All economic organisations according to size of workforce (% of total) 
Number of employees: 
under 21 
21 to 50 
50 to 300 
over 300 

37.6 59.5 
17.6 14.9 
25.5 16.2 
19.3 9.4 

42 278 

1339 
9 543 
5 562 
1 276 

16 663 
7 895 

72.5 
12.2 
10.6 
4.7 

POLAND Dec Dec DeC 
1989 1990 1991 

Unincorporated* 

364 681 458 850 

12 571 13 557 
96 255 116 419 
54 312 61 208 
45 810 56 747 

102 643 138 930 
53 090 71 989 

Commercial law partnerships (number of firms): 

Joint ventures 

Private firms 
ofwhich: 
Industry 
Construction 
Trade 
Other services 

Individual business establishments: 

Number of h n s  (000s) 
of which: 
Industry 
construction 
Trade 
Other services 

Number of employed persons (000s) 
of which: 
Industry 
Construction 
Trade 
Other 

429 

11 693 

2 769 
2 640 
1759 
4 525 

813.5 

1 475.5 

1 645 

29 650 

6 416 
5 171 
8 326 
9 737 

1 135.5 

334.6 
165.5 
346.3 
289.1 

1 915.5 

716.1 
349.2 
485.4 
364.8 

4 796 

45 077 

8 676 
8 749 

15 942 
11 710 

1 420.0 

348.9 
171.7 
550.3 
349.1 

2 591.1 

835.2 
399.0 
871.5 
485.4 

a) Enterprises with “legal entity” (including state enterprises). 
b) Enterprises without “legal entity”. 

Sources: Bulgaria, Statistical Reference Book of Republic of Bulgaria, Central Statistical Office, 1991; 
Czechoslovakia, Bulletin, FSU, Number 1, 1992; 
Hungq,  Statisztikai Havi Klizlemdnyek, KSH (various issues); 
Poland, Monthly Statistical Bulletin, GUS (various issues); and 
Romania, Buletin de Infirmare Publica, CNS (various issues). 
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Hungary and Poland, although part of the rise has proba- 
bly been to take advantage of tax concessions which have 
been granted to small businesses and joint ventures in 
these countries". In these countries privatisation has 
probably advanced the furthest in terms of introducing 
legislation to privatise state enterprises and facilitate the 
setting-up of private enterprises [Grosfeld and Hare 
(199 1 )I. 

The most dramatic increase in the creation of new 
enterprises has occurred in Hungary. Between 1989 and 
1991, around 37 000 limited liability and joint stock 
companies were created, of which just over 40 per cent 
were in the trade sector (shops, hotels and restaurants). 
The overwhelming majority of new enterprises have been 
small, with less than 20 employees. There was also a 
noticeable acceleration in the number of companies 
which were formed in 1991 compared to 1990. While 
privatisation of state enterprises partly contributed to the 
rise in the number of companies, the formation of 
entirely new firms accounted for around 90 per cent of 
the total increase in the number of economic 
organisations12. However, some of these new firms were 
already operating in the informal sector prior to seeking 
legal registration of their activities. There has also been a 
considerable increase in the number of firms with no 
legal entity (i.e. unincorporated companies) - almost 
100 000 were created during 1990. 

Poland has experienced a similar rise in the number of 
private enterprises. In the two years to end-1991, there 
was a fourfold increase (over 35 000) in the number of 
commercial law partnerships involving private and joint 
ventures. However, some slackening in the growth of 
new ventures occurred during 1991, with an acceleration 
in the number of new shops and restaurants being offset 
by a less rapid rise in the number of new firms in indus- 
try and construction. The number of individual busi- 
nesses also increased rapidly, with the trade sector 
accounting for the majority of the overall rise. 

In Czechoslovakia, the number of registered entrepre- 
neurs has risen by over one million from the end of 1989 
to the end of 1991, with the bulk of the rise occurring in 
activities related to industry (mainly repair and mainte- 
nance), construction and trade. However, many of these 
entrepreneurs are either inactive or working in this 
capacity on a part-time basis, while continuing to be 
employed in the state sector. On the basis of a one-per- 
cent sample survey of registered private entrepreneurs, it 
has been estimated that of the 1.1 million entrepreneurs 
registered at the end of 1991 (and operating for more 
than one month): 35 per cent were carrying out this 
activity on a full-time basis; 30 per cent as a second job; 
and the remainder had effectively ceased all private 
activity. In their provisional figures for total employment 
at the end of 1991, the Czechoslovakian statistical 
authorities have included an estimate of around half-a- 
million for private entrepreneurs operating on a full-time 
basis and an equal number for their employees (amount- 
ing to around 15 per cent of the workforce, including 
employment in foreign-owned firms). 

While legislation exists in Romania covering both 
privatisation of state enterprises and the formation of 
private firms, little progress has been made in its imple- 
mentation. As of the end of 1991, there were only around 
155 000 single owner/employee firms, up from 100 000 a 
year before. In Bulgaria, the national parliament was still 
debating a bill to privatise state enterprises as of the end 
of February 1992, and although legislation authorising 
the establishment of individual and small private enter- 
prises and associations had been passed more than two 
years before, the number of joint ventures and private 
firms remains small13. 

Privatisation and the phasing out of most industrial 
subsidies has also involved a shift away from large state- 
run enterprises to small and medium-size enterprises, 
both through the creation of smaller private firms and 
through the break-up of large state conglomerates prior 

Table 6.5. Changes in the size of industrial enterprises 
Percentage shares 

Employment 

Number of employees: 0-49 50-99 100499 5ooc 

Czechoslovakia 1989 0.0 3.4 96.5 
1990 0.5 8.0 91.6 

Hu%vv 1989 
1990 

Poland 1989 
1990 

2.0 2.5 16.3 79.3 
4.4 4.1 19.5 72.0 
0.3 1.1 18.2 80.4 
0.5 1.6 19.9 78.0 

Romania" 1989 0.5 3.6 96.0 
1990 0.7 4.4 95.0 

France 1988 13.7 9.6 24.1 52.1 
Swedenb 1991 20.0 8.0 22.8 49.3 

Enterprises 

0-99 100499 5oot 

44.3 28.6 27.2 
58.2 23.6 18.2 
56.9 26.8 16.4 
76.5 15.3 8.2 
9.6 48.9 31.0 

12.6 48.4 27.6 
7.2 20.2 72.6 
7.5 20.3 72.1 

79.5 16.8 3.7 
99.4 0.4 0.2 

a) The employment sizes are 0-200,201-500 and 501+. 
b) The breakdown of enterprises by employment size refers to 1990. 

Sources: National statistical yearbooks. 
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to privati~ationl~. However, while this has been occurring 
rapidly in the trade sector, it has not been the case in 
industry where, as pointed out in the 1991 Employment 
Outlook, employment prior to the transition was concen- 
trated in very large enterprises and small firms were 
virtually non-existent. As Table 6.5 shows, large state 
enterprises with over 500 workers continue to account 
for a much higher proportion of total employment in 
industry than in Western countries, although there has 
been some decline in their importance. This is notably 
the case in Hungary, where employment in the material 
sector (that is, excluding some services) fell by over 
450 000 in 1991 in large enterprises with over 300 
employees but was stable in firms with between 50 and 
300  employee^'^. 

Business surveys in Poland and Hungary also suggest 
that smaller firms have fared much better than larger ones 
over the course of 1990 and 1991 in terms of either 
generating new jobs or experiencing smaller declines in 
output and employment. There is also evidence that small 
and medium-sized firms have been more successful than 
large enterprises in terms of indications of profitability 
[Dabrowski, Federowicz and Levitas (1991)l. However, 
in all countries, restructuring of large state enterprises 
and their eventual privatisation is only just beginning, 
and will severely test the capacity of the growing private 
sector to absorb a rapidly increasing number of displaced 
workers. 

C. T€E PROFILE AND DYNAMICS OF 
UNEMPLOYMENT 

1. The rise of unem~loyment 

Given the misallocation of labour and the low produc- 
tivity levels inherited from the centrally planned system, 
a rapid rise in unemployment was generally considered 
as a necessary by-product of market-oriented reforms. 
More than that, some authors have gone so far as to 
depict the growth of unemployment in Central and East- 
em Europe as a sort of Schumpeterian “creative destmc- 
tion” process [Mejstrik (1991); Gomulka (1991)l; others 
have suggested that the level of unemployment can be 
considered as an “indicator of the extent to which the 
restructuring process has got under way” [McAuley 
(1991, p. 95)]. Although the appearance and rise of 
unemployment was foreseen, the speed of this rise has 
often been underestimated. Public authorities, for 
instance, have been forced in most cases to tighten unem- 
ployment benefit systems, since the regulations intro- 
duced at the start of reforms had become no longer fis- 
cally sustainable following the explosion in the number 
of job-seekers. 

Over a two-year period there has been a forty-fold 
increase in unemployment in Central and Eastern 

Europe: by March 1992 there were already over 4 million 
registered unemployed, up from less than 100 thousand 
at the beginning of 1990 (Table 6.6). The rise in the 
number of job-seekers has been particularly rapid in Bul- 
garia in 1991, and in Poland in the third quarters of 1990 
and 1991, in connection with mass registration of people 
leaving schools after graduation. Both countries had 
already reached double-digit unemployment rates in 
October 1991 (Chart 6.2A). In Hungary and Czechoslo- 
vakia the rise in unemployment was initially more mod- 
erate but it accelerated strongly in the course of 1991. In 
Romania, on the other hand, registered unemployment is 
still relatively low by Westem standards but there has 
been an acceleration in its rise in early 1992. 

Table 6.6. Open unemployment in Central and Eastern 
Europe 

Registered unemployed 
(thOusands) 

January June January June January March 
1990 1990 1991 1991 1992 1992 

Bulgaria n.a. 22 74 248 426 453 
Czechoslovakia n.a. 13 119 301 523 503 
Hutwry 23 42 101 186 442 478 
Poland 56 568 1 196 1574 2 230 2 238 
Romania n.a. n.a. n.a. 104 386 461 

Total 79 645 1490 2413 3 893 4 133 

Sources: Data pmvided directly by national statistical offices. 

In all countries, the available information on unem- 
ployment is based on administrative records of registered 
job-seekers at labour offices. Therefore, estimates of 
unemployment are likely to be affected by changes in the 
laws regulating unemployment benefits as well as by the 
regional spread and effectiveness of the network of 
labour offices. For instance, the decline in unemployment 
experienced by Czechoslavakia in the first quarter of 
1992 partly reflects deregistrations of those who lost their 
right to unemployment compensation as a result of 
changes to the labour law at the end of 1991 which 
shortened the maximum duration of benefits (see Sec- 
tion D. 1). In Poland unemployment was initially boosted 
by a large hilow of school-leavers since, for most of 
1990, no minimum employment record was required in 
order to receive unemployment benefits [Kwiatowski 
(1992)]16. In the case of Bulgaria, eligibility criteria for 
unemployment benefits have been quite restrictive from 
the outset [Jones (1 99 l)] and this may partly explain why 
in 1990 the rise in unemployment was much less impor- 
tant than the fall in employment. 

Furthermore, unemployment measures based on 
administrative sources may differ significantly from esti- 
mates based on internationally agreed definitions of 
unemployment. The latter can be approximated only on 
the basis of information collected via household surveys 
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Chart 6.2 

A. Registered unemployed 
As a per cent of the labour force 
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B. Displaced workers and the growth of unemployment 
As a per cent of the labour force 
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Sources: Monthly data on the number of registered unemployed were 
provided by national statistical offices. Unemployment rates were 
calculated using Secretariat estimates of the monthly labour force. 



insofar as they cover active job-seekers who are not 
registered as unemployed because they cannot receive 
benefits or have exhausted their rights and do not believe 
that registration would increase their chances of finding 
work. Estimates of unemployment based on household 
surveys will also be less subject to arbitrary fluctuations 
because of changes to administrative procedures and reg- 
ulations. In some countries it is possible to assess the bias 
from using administrative sources, rather than survey 
instruments, in the measurement of unemployment. In 
Hungary, for instance, results from the January 1990 
population census - in which questions were included on 
the opinions of those interviewed concerning their labour 
market status17 - give an unemployment figure much 
larger than that published by administrative sources 
(about 110 000 compared to 24 000). However, prelimi- 
nary results from an experimental survey of the labour 
force also carried out in Hungary in early 1991 point to a 
remarkable consistency between administrative data and 
measures of unemployment according to ILO-OECD 
definitions. In Poland, the estimate of the unemployment 
rate based on a household survey carried out in August 
1991 in six districts was about two percentage points 
higher than the rate estimated on the basis of the number 
of registered unemployed. However, preliminary results 
from this survey also show that in the districts with the 
highest unemployment rates, the number of registered 
unemployed was higher than the survey estimate, proba- 
bly because some registered unemployed were discour- 
aged from active job search or employed in occupations 
generating low earnings or were making illegal claims1*. 

However, differences in the path of unemployment 
across Central and Eastern European countries cannot 
just be explained by administrative differences in the 
treatment of the unemployed nor by differences in the 
pace of restructuring. Higher or lower unemployment 
rates are also associated with the role played by factors 
such as the absorption capacity of the private sector in 
various countries, the relative importance of labour sup- 
ply pressures, and the stance of labour market policy (in 
addition to the way unemployment insurance schemes 
are designed) - for example, with respect to the scope of 
early retirement schemes and measures to delay major 
redundancies. The growth of the informal sector, notably 
the unregistered self-employed, probably explains a large 
part of the gap between employment declines and unem- 
ployment growth in Czechoslovakia. As an example of 
labour supply pressures, the growth of unemployment in 
Poland, unlike that in Hungary, has been fed not only by 
displaced workers, but also by large inflows of new 
entrants - i.e. school-leavers - into the labour force 
(Chart 6.2B) (although, as already pointed out, these 
inflows of school-leavers were also partly affected by 
changes in eligibility for unemployment benefits). 
Finally, an extensive use of short-time working arrange- 
ments, early retirement schemes and measures to post- 
pone lay-offs in state enterprises have also contributed to 
the relatively low unemployment rate in Romania at the 
beginning of 1992. 

Despite differences between countries in the rise of 
unemployment, there has clearly been a dramatic 
increase everywhere since the start of wide-ranging mar- 
ket reforms in 198911990. These high unemployment 
levels would be less worrying if they were just a short 
term phenomenon in response to the initial phase of 
restucturing and there was a high tumover in the pool of 
unemployed. The purpose of the following sections is to 
provide additional information that may be useful in 
assessing the risks of persistence of high unemployment 
in these countries. In particular, the characteristics, dura- 
tion and regional distribution of unemployment will be 
analysed. 

2. Characteristics of the unemployed 

Employment losses have been the main source of the 
rise in unemployment in all countries of Central and 
Eastern Europe. Moreover, there has been an increasing 
association between variations in the number of regis- 
tered job-seekers and job losses. This is reflected by a 
large and growing share in total unemployment of dis- 
placed workers (Chart 6.2B). Apart from Romania, Hun- 
gary was the only country where the share of displaced 
workers in total unemployment decreased during 1991 
after initially accounting for almost all of the unem- 
ployed. The rise in the number of unemployed school- 
leavers in Hungary followed a broadening of eligibility 
criteria in March 1991 which allowed them to receive 
unemployment compensation. Mass lay-offs also appear 
to be accounting for a growing share of the unemployed. 
In Poland, for instance, almost one-fourth of the total 
unemployed in December 199 1 were persons dismissed 
via group lay-offs, up from from about 2 per cent in 
January 1990. 

Further insights on the sources and nature of the rise of 
unemployment in Central and Eastern Europe can be 
obtained by analysing the distribution of the jobless by 
age, sex, educational attainment and skills. An analysis 
of the characteristics of the unemployed in transition 
countries is also useful in determining appropriate labour 
market policies for target groups, such as the measures 
discussed in Section D. In Chart 6.3, the distribution of 
the registered unemployed by gender and by broad age 
and educational groups is shown both in Central and 
Eastern European countries and, for comparison, in 
selected OECD countries. Corresponding unemployment 
rates are also plotted with a solid line in order to provide 
information on the incidence of unemployment among 
different groups in the labour force. In general, as 
Chart 6.3 shows, more women are out of work than men, 
the bulk of the unemployed fall into the prime age cate- 
gory and a large component has only a basic or voca- 
tional level of education. Taking into account the compo- 
sition of the labour force, it would also appear that 
women, young people and persons with a basic or voca- 
tional level of education face the highest risk of 
unemployment. 
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Chart 6.3 

Characteristics of the unemployed 
End 1991/early 1992 

(Unemployment shares: left-hand scale. Unemployment rates: right-hand scale) 

% By gendera % 

I 

Bulgaria Czecho- Hungary Poland Romania France Spain Sweden 
slovakia 

% By ageb % 

slovakia 

% By educational attainmentC % 
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slovakia 

a) 4th quarter 1991 for OECD countries, April 1992 for Romania and 
February 1992 for all other countries. 

b) 1990 for OECD countries, February 1992 for Bulgaria and 
Hungary, March 1992 for Czechoslovakia, December 1991 for 
Poland and April 1992 for Romania. Age categories are as 
follows: Bulgaria: less than 30, 30 to 49, 50+; Czechoslovakia: 
less than 25,25 to 49, 50+; Hungary: less than 26,26 to 55,56+; 
Poland: less than 25,25 to 54, 55+; Romania: less than 25, 25 to 
49, 50+; OECD countries: less than 25, 25 to 49, 50+. 

c) 1990 for OECD countries, December 1991 for Bulgaria and 
Poland, March 1992 for Czechoslovakia, February 1992 for 

Hungary and April 1992 for Romania. For Poland, secondary 
includes secondary vocational and for Bulgaria, vocational 
includes college education. 

Sources: For Central and Eastern Europe, Labour Ministries and 
national statistical offices for the level of unemployment by 
characteristic. Unemployment rates are Secretariat calculations 
based on extrapolated estimates of the total labour force broken 
down by characteristic according to the latest year for which this 
information is available. For OECD countries, Labour Force 
Sfaf;sfics (annual and quarterly). 



Insofar as displaced workers represent the vast major- 
ity of the unemployed, the predominance of women in 
the stock of unemployed is likely to reflect to a large 
extent the structure of job losses by gender. As discussed 
in Section B.3, substantial job losses have also occurred 
in most service and light industry sectors (for example, 
textiles and apparel industries), where women account 
for a large majority of the employed. Furthermore, the 
occupational composition of job losses may have played 
a role in inducing large flows of women into unemploy- 
ment. Indeed, there is evidence that in industry, adminis- 
trative jobs (including those related to enterprise training) 
- filled mainly by women - have been reduced first, 
rather than male-dominated posts on production lines. 
Discrimination against women in hiring decisions, as a 
way to avoid extra labour costs associated with the provi- 
sion of maternity leave, may also be a factor reducing 
women’s chances of finding a job. However, while the 
share of unemployed women is large in most Central and 
Eastern European countries, female unemployment rates 
still remain lower than in some Western European coun- 
tries, such as France and Spain. 

“Voluntary” choices - for example decisions to leave 
full-time posts in the state sector in the light of income 
opportunities offered by the parallel economy or as a 
result of the rising cost of nurseries, and the possibility of 
receiving unemployment compensation while looking for 
more flexible working-time arrangements in the emerg- 
ing private sector - have probably not been that impor- 
tant in inflating the numbers of unemployed women, at 
least judging from the decline in the number of voluntary 
quits occurring after the start of the transition process. 
Furthermore, in Bulgaria, where the incidence of unem- 
ployment for women is particularly high, persons who 
voluntarily leave their job are not entitled to unemploy- 
ment benefits even after a waiting period, and in coun- 
tries such as Poland and Hungary women registering as 
unemployed lose their right to receive child-care benefits. 
An additional factor that seems to indicate that high 
unemployment among women is not being driven by 
voluntary quits is that women may find it more difficult 
than men to reintegrate into work after having exper- 
ienced spells of unemployment. The number of vacancies 
per unemployed person is generally much lower for 
women than for men, and evidence from unemployment 
outflows suggests that unemployed women are much less 
likely to find a new job than men (see Section C.3). 

Unemployment rates tend to be significantly higher for 
young people than for the other age groups. In most 
countries, persons without previous working experience 
are not entitled to unemployment compensation. This is 
likely to have discouraged mass registration on the part 
of young school-leavers and other new entrants in the 
labour force, and hence administrative data may seri- 
ously underestimate the number of unemployed among 
young people. Nevertheless, youth unemployment rates 
in Central and Eastern Europe are already high by West- 
ern standards and, especially in Poland and Bulgaria, 
rather close to those prevailing in Southern Mediterra- 
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nean countries such as Spain, with chronic and acute 
problems of youth unemployment. 

Labour hoarding by firms in the midst of a deep reces- 
sion may have been a factor in the spread of unemploy- 
ment among youth. Especially in a context where work- 
ers continue to exert strong control over hiring and firing 
policies of firms, there is a tendency to retain those who 
are already in employment, and reduce the workforce by 
inducing people to retire and by freezing new hires. This 
suggests that age inequalities in labour market treatment 
are likely to increase and people at the two extremes, the 
young and the old, may have to bear most of the costs of 
the adjusbnent. 

In OECD countries, unemployment tends to be more 
acute among those with the lowest levels of education 
[OECD (1989, chapter 2)]. However, in Central and 
Eastern Europe - with the exception of Bulgaria and 
Romania - unemployment rates are higher among people 
with vocational training than among those with only a 
basic or secondary education. The rather narrow base and 
rigidity of educational training in Central and Eastern 
Europe in a context where the skill profile of labour 
demand is rapidly changing may be a factor behind this 
high incidence of unemployment among people with 
only vocational qualifications [Boeri and Keese (1992)l. 

Some information is also available on the distribution 
and incidence of unemployment by skill level within the 
group of jobless with only primary or vocational training 
levels of education. In Hungary, for instance, skilled 
workers in December 1991 accounted for 40 per cent of 
all unemployed manual workers, the semi-skilled for 
29 per cent and the unskilled for 31 per cent. However, 
taking into account their respective representation in the 
workforce, unemployment rates are much higher for 
unskilled (31 per cent) than for skilled and semi-skilled 
workers (9 per cent)19. 

Whatever explanation can be provided for these char- 
acteristics of the stock of unemployed in Central and 
Eastern Europe, they are likely to play an important role 
in determining the speed with which the current high 
unemployment levels can be reabsorbed. Evidence from 
OECD countries suggests that factors such as the age, 
sex, educational attainments and skills of the unem- 
ployed significantly affect the possibility of finding a 
new job. For instance, women tend to face a higher risk 
than men of becoming long-term unemployed or of leav- 
ing the labour force altogether following the loss of a job 
[OECD ( 1 9 9 0 ~  Chapter 2)]. Experience also suggests 
that high youth unemployment rates are often associated 
with a greater vulnerability of young people to long 
spells of joblessness. Given the high incidence of unem- 
ployment already among youth and women in Central 
and Eastern Europe, their prospects for re-employment 
would not appear to be very encouraging based on West- 
ern experience. 

Other characteristics of job-seekers in transition coun- 
tries would, in the light of OECD experience, appear to 
be more conducive to a rapid reabsorption of unemploy- 



ment. This is the case, in particular, of the relatively large 
proportion of skilled workers in the stock of unemploy- 
ment in countries such as Hungary. In the West, skilled 
workers have typically been more successful than the 
unskilled in finding new employment following job loss 
as a result of economic restructuring in the 1980s [OECD 
(1990u, Chapter 2)]. However, much depends on the 
opportunities offered to the unemployed for retraining. 
There are signs that the traditional enterprise-based train- 
ing system in Eastern Europe is collapsing [Boeri and 
Sziracki (1992)l and skills learned on the job may 
become rapidly obsolete in a context where radical 
changes are occurring in the sectoral and occupational 
structure of labour demand. 

3. Increasing duration of Unemployment 

Little is known about the duration of unemployment in 
Central and Eastern Europe. Data on the distribution of 
the unemployed by length of (completed and incomplete) 
spells of joblessness are produced only in a few coun- 
tries, based on administrative sources, and concern only 
persons drawing unemployment benefits rather than all 
those registered at labour offices. Inter a h ,  this means 
that it is not possible to disentangle those who ceased to 
draw benefits because they actually found a new job from 
those who were no longer receiving compensation 
(because they did not accept a suitable job offer or 
because they had reached the maximum duration of ben- 
efits established by law) but were still registered as 
unemployed. Unfortunately, the direction of the bias in 
these measures of unemployment duration is unclear. 
While it is true that the actual length of the unemploy- 
ment spell may be underestimated for those who had 
been drawing benefits at least once (because the mea- 
sured end of a spell does not necessarily correspond to a 
cancellation from the unemployment register), those who 
have never received unemployment benefits may have a 
lower duration of unemployment on average than benefit 
recipients. In all countries except Bulgaria, however, 
unemployment benefit recipients represent the over- 
whelming majority of the registered unemployed. Hence, 
it is quite likely that the actual duration of unemployment 
is underestimated by official statistics. 

Bearing these caveats in mind, changes in the compo- 
sition of the pool of unemployed by duration are dis- 
played in Chart 6.4. In Czechoslovakia the share of the 
unemployed with spells longer than six months has 
increased from 12 per cent in the first quarter of 1991 to 
almost 30 per cent in the last quarter. In Hungary, the 
proportion of long-term unemployed was already quite 
high at 31 per cent in July 1991 and has since risen to 
37 per cent in December 1991. Information on the dura- 
tion of unemployment in Bulgaria is only available for 
January 1992, and suggests that around 30 per cent of the 
unemployed had been receiving benefits for more than 
six months. 

In the case of Poland, no official data on the duration 
of unemployment are provided by public authorities. 
However, a technical assistance project carried out by the 
OECD to develop a statistical system to monitor the 
dynamics of unemployment for the Polish Labour Minis- 
try has made it possible to analyse its distribution by 
duration in a number of districts. Preliminary results of 
this analysis point to a dramatic increase in the duration 
of unemployment [Riese (1992)l. For instance, in the 
case of the Warsaw district - that is, one of the Polish 
districts with the lowest unemployment rates - the per- 
centage of those having unemployment spells longer than 
six months has increased from about 8 to more than 
55 per cent over the year from September 1990 to Sep- 
tember 1991. 

Despite the relatively short history of open unemploy- 
ment in these countries, the proportion of registered 
unemployed with spells longer than six months is today 
already comparable to that of several OECD countries 
for which comparable data on duration - that is, based on 
administrative sources rather than on labour force 
surveys - are available. To give a few examples, in 1990 
about 25 per cent of the registered unemployed in Austria 
had spells longer than six months, compared to 17 per 
cent in Finland, and 49 per cent in the United Kingdom. 

The increasing duration of unemployment may be a 
source of persistence in high unemployment levels even 
after an economic upswing has begun. The experience of 
the United Kingdom in the 1980s is indicative of the 
risks of persistent unemployment associated with the 
spread of long-term unemployed. During the 1981/82 
recession, the unemployment rate rose from about 5 to 
more than 10 per cent of the labour force, and the share 
of the unemployed with spells longer than six months 
grew from 34 to almost 55 per cent. In the following five 
years, unemployment did not fall below double-digit 
figures despite a strong economic recovery, and the pro- 
portion of unemployed with spells longer than six 
months actually increased to more than 60 per cent. 

The number of outflows to employment (i.e. excluding 
people dropping out of the labour force altogether) in 
proportion to the number of registered job-seekers 
appears to have been very low throughout 1991. For 
instance, in Czechoslovakia, both in January 1991 and 
one year later, there were about 7 persons leaving the 
register per 100 unemployed because they had found a 
new job, although outflows have since increased. In 
Poland, these numbers are even smaller: in the course of 
1991 there were, on average, only about 3 persons find- 
ing a new job per 100 unemployed every month. Further- 
more, women have lower exit (to employment) probabili- 
ties than men (2 per cent against 3 per cent) and the 
likelihood of finding a new job appears to increase with 
the educational attainment of the registered unemployed, 
which is consistent with trends observed in OECD coun- 
tries [OECD (1989, Chapter 2)]. 

The low number of outflows, specifically to employ- 
ment, seems to point to the limited capacity of transition 
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economies so far in absorbing labour displaced during 
the process of restructuring. Furthermore, new job oppor- 
tunities appear not to be equally distributed across differ- 
ent groups of unemployed and this may create further 
obstacles to the absorption process. In particular, the 
predominance of women in the stock of the unemployed, 
together with the fact that women have fewer chances of 
finding new jobs, suggests that there may be considerable 
delays before transition economies absorb mass unem- 
ployment. Unless there is a boost in service sector 
employment, it is difficult to see how job prospects for 
women could significantly improve. The expansion of 
self-employment alone is not likely to reduce the gap of 
re-employment opportunities between men and women. 
Many business starters in the East typically run their own 
firms as a second or third job in addition to being 
employed in the state sector, and it has been suggested 
that this could be a substantial constraint on women in 
taking up opportunities for self-employment [Hubner, 
Maier and Rudolph (1991)l. 

4. Unemployment as a regional problem 

An additional obstacle to rapid absorption of unem- 
ployment in Central and Eastern Europe is the strong 
geographical concentration of those industries that are 
bound to experience the most severe job losses in the 
course of the transition process. A typical feature of the 
regional allocation of labour in centrally planned econo- 
mies was the creation of vertically integrated industrial 
complexes located in specific industrial sites. This 
resulted in a low degree of product diversification, hence 
higher vulnerability to exogenous shocks and divergent 
patterns of demand as soon as industrial subsidies were 
phased out. Inevitably, with the start of the transition 
process, sizeable regional differences in the distribution 
of unemployment and vacancies have emerged. 

With the closure of many loss-making units and the 
deepening of structural change, major relocation of 
labour from declining to expanding regions will be 
required. However, as a result of severe rent controls 
imposed under central planning, all economies in transi- 
tion today face major housing shortages, especially in 
urban areas where most vacancies are concentrated20. It 
follows that the degree of regional dispersion of unem- 
ployment and vacancy rates provides some clues not only 
to the extent of geographical labour mobility - in the 
absence of adequate regional development policies - that 
will be required to accommodate structural changes in 
employment, but also to the risks of persistently high 
unemployment, given the typically low levels of internal 
migration observed in both East and West European 
countries. 

Some basic indicators of regional unemployment dis- 
parities are displayed in Table 6.7. Data on unemploy- 
ment and vacancies are only available for administrative 

regions which do not necessarily correspond to separate 
labour markets. Nevertheless, these administrative 
regions are in most cases representative of different types 
of labour markets - for example, rural labour markets, 
markets dominated by heavy industry or with a large 
degree of product diversificationz1, etc. 

From Table 6.7 it would appear that the degree of 
regional dispersion of unemployment rates has increased 
somewhat since the start of the transition process. As 
shown in the third column of the table, the standard 
deviation of regional unemployment rates has sharply 
increased in Bulgaria, Czechoslovakia, Hungary and 
Poland in the course of 1991, while it has been stable in 
Romania. Analogously, the gap between the top and bot- 
tom percentiles of the regional distribution of unemploy- 
ment rates has widened in most countries. Yet, this ten- 
dency of increasing regional differentials in 
unemployment rates is to a large extent simply a by- 
product of the rise in unemployment. In fact, the coeffi- 
cient of variation of regional unemployment rates (the 
standard deviation divided by the average unemployment 
rate in each country) and the ratio between highest and 
lowest unemployment rates do not display a similar 
upward trend. 

Cross-country comparisons of regional unemployment 
disparities are problematic insofar as the measures of 
dispersion are dependent on the number of regions used 
in each country and on their delimitation. However, 
Table 6.7 indicates that, broadly speaking, the degree of 
regional dispersion of unemployment rates in Central and 
Eastern Europe is large by Western standards. All transi- 
tion economies indeed display coefficients of variations 
of regional unemployment rates (fourth column) which 
are significantly larger than those observed in countries 
such as France, Spain and Sweden. 

Regional mobility of workers in response to structural 
change will depend not only on the regional dispersion of 
unemployment, but also on the regional distribution of 
vacancies - the more vacancies are concentrated away 
from the regions with highest unemployment, the more 
likely internal migration will be required to accommo- 
date structural change. The data on regional vacancies for 
Central and Eastern European countries are drawn from 
administrative sources, which may underestimate signifi- 
cantly the actual number of job openings. For example, 

i in Poland22 and Hungary, employers are not legally com- 
pelled to report vacancies to the public employment ser- 
vice. In the other transition countries, while the notifica- 
tion of vacancies to public authorities is compulsory, 
private placement agencies are also tolerated, and often 
,used by firms in the private sector. Furthermore, the 
8 degree of under-reporting of vacancies is not likely to be 
luniform across all regions as, for example, it may be 
IWeqer in those areas (typically urban areas) where the 
private sector is more concentrated. If, in addition, those 
regions with a larger private sector also have lower than 
average unemployment rates, then the under-reporting of 
vacancies is likely to lead to an underestimate of the 
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Table 6.7. Indicators of regional unemployment differentials in 1991 

standard Coefficient of Unemployment rateb Ratio Index of 
deviation- variation0 mp quarter bottom tophottom mismatch“ 

Average 

rate 
Number of unemployment 

~ g i O U 5  

Bulgaria 
1st quarter 
2nd quarter 
December 

Czechoslovakia 
Jmuary 
June 
December 

H w ? w  
January 
June 
December 

Poland 
Jaouary 
June 
December 

1st quarter 
2nd quarter 

Romania 

France 

Spaind 

Swedend 

9 
2.6 
5.3 

12.5 

0.7 
1 .o 
2.1 

4.0 
7.0 

14.8 

0.24 
0.17 
0.19 

2.2 
4.7 
9.7 

1.8 
1.5 
1.5 

0.27 
0.43 
0.48 

12 
1.5 
3.8 
6.6 

0.7 
3.0 
4.0 

0.47 
0.79 
0.60 

2.6 
6.8 

12.6 

0.9 
1.9 
2.7 

2.9 
3.6 
4.6 

0.31 
1.55 
2.82 

20 
2.1 
3.9 
8.5 

2.4 
2.3 
6.2 

1.14 
0.59 
0.73 

2.9 
5.2 

13.9 

0.3 
1 .o 
2.9 

9.7 
5.3 
4.8 

0.36 
0.57 
0.98 

49 
6.5 
8.4 

11.4 

2.5 
3.2 
4.0 

0.38 
0.38 
0.35 

9.7 
12.5 
16.6 

3.3 
4.2 
5.9 

3.0 
3 .o 
2.8 

0.84 
1.07 
1.33 

9 
0.7 
1.5 

10.5 

20.1 

1.9 

0.7 
0.8 

1.7 

5.0 

0.6 

0.73 
0.44 

0.16 

0.24 

0.30 

2.0 
3.1 

12.9 

27.7 

2.6 

0.3 
1 .o 
8.6 

14.7 

1.1 

6.7 
3.0 

1.5 

1.9 

2.4 

11 

11 

5 

a) Weighted by the labour force. 
b) Unemployment rates for the bottom quarter of the labour force by region were calculated by ordering regions in terms of ascending unemployment rates, taking 

regions until the emulative labour force passed one quarter of the total and including the last region in the calculation with an appropriate fmctional weight; and 
similarly for the top quarter. 

c) Computed as follows: 1 = 1/2 Z s@JrV,) - (U-V)] where “r” denotes the number of regions, “s” is the labour force share of region “r”, U, and V, are, 
respectively, regional unemployment and vacancy rates, and U and V are the countries’ average unemployment and vacancy rates. 

d) 1987. 
Sources: Data on Czechoslovakia, Hungary and Poland provided by national statistical offices. 

Bulgarian and Romanian data provided by Employment Observatory: Central and Eastern Europe, EC, 1992, except December for Bulgaria which was 
provided by the Bulgarian Ministry of Labour. Data on OECD countries from OECD Employment Outlook, 1989. 

structural mismatch between unemployment and vacan- 
cies across regions. 

Bearing in mind these caveats, the last column on the 
right-hand side of Table 6.7 displays a summary measure 
of the mismatch between the regional distribution of 
unemployment and that of vacancies. An advantage of 
this index with respect to other measures of mismatch is 
that it is not affected by cyclical variations in countxy- 
wide unemployment and vacancy ratesz3. In fact, devia- 
tions of unemployment from vacancy rates in each region 
are counted only insofar as they exceed (or fall short of) 
those prevailing nation-wide. Interestingly enough, it 
would appear that the mismatch between the regional 
distribution of vacancy and unemployment has increased 
in all Eastern countries since the start of the transition 
process. In particular, the index has increased dramati- 
cally in Czechoslovakia because of growing differentials 
in unemployment and vacancy rates between the districts 
of the Czech (low unemployment and high vacancy 
rates) and of the Slovak (high unemployment and low 
vacancy rates) Republics. The index also rose signifi- 
cantly in Bulgaria, Poland and Hungary. 

Some patterns of regional dispersion in unemployment 
and vacancy rates appear to be shared by all countries. In 
particular, central areas where the capital cities are 
located generally display the lowest unemployment and 
the highest vacancy rates. Conversely, regions furthest 
away from the centre have relatively low vacancies and 
high unemployment. The highest unemployment rates are 
generally experienced by rural areas that have been hit 
hard by dramatic employment losses in agriculture (Sec- 
tion B.3), following the dismantling of most agricultural 
subsidies. In addition, outfiows to employment in these 
areas have been negligiblg4. For instance, in Poland the 
highest unemployment rates have been registered in agri- 
cultural regions such as Polocno Wschodni, located at the 
Russian border in the north-west of the country. The 
crisis of rural regions produces geographical patterns of 
unemployment prevailing even across national bounda- 
ries: typical cases are the north-east of Hungary and the 
south-east of Slovakia, where unemployment rates much 
higher than the respective national averages are regis- 
tered. Finally, the areas with the highest unemployment 
levels are generally those with a strong specialisation in 
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mining or heavy industries. Typical examples are the 
districts of Katowice (coal mines and iron and steel 
industry) and Kielce (metal-working and military indus- 
tries) in Poland, the metal-working and coal mine dis- 
tricts of northern Moravia in Czechoslovakia, and the 
region of Plovdviv located in the south of Bulgaria. 

experience and prior payment of social security contribu- 
tions are not always necessary conditions for receiving 
unemployment compensation. Benefits are in some cases 
also provided to school-leavers, for example in Hungary 
and Poland, although only after an initial waiting period 
and within a certain time limit (generally one year). 

Overall, the available evidence on the geographical 
distribution of unemployment in Central and Eastern 
Europe indicates that, in the absence of regional develop- 
ment policies, substantial labour mobility will be 
required to absorb unemployment. The growing mis- 
match between the regional distribution of vacancies and 
unemployment in particular shows that, in addition to 
changing or upgrading skills learned in the course of 
their previous work experience, displaced workers may 
be required to change residence in order to find new 
employment opportunities. This has important implica- 
tions for the design of labour market policies and their 
relation with mobility incentives - an issue which is 
taken up in the following section. 

I). T€E POLICY RESPONSE 

The rise in unemployment, especially when combined 
with declining real wages, is a source of increasing eco- 
nomic hardship. In this context, mounting pressures on 
governments to reduce the social costs of the transition 
process may be accompanied by a gradual erosion of the 
consensus reached regarding the objectives of reforms. 
Increasing regional disparities in unemployment rates are 
also fostering forms of social disintegration, rekindling 
ethnic conflicts and generating centrifugal regional pres- 
sures. It follows that dealing with mass unemployment is 
today a matter of high priority for all governments in 
Central and Eastern Europe. 

The purpose of this final part of the chapter is to 
provide an overview of the labour market policy mea- 
sures introduced in Central and Eastern European coun- 
tries to cope with the rise in unemployment. An assess- 
ment of their feasibility in the face of financial and 
administrative constraints is also made in an attempt to 
highlight those areas where the effectiveness of policies 
is at stake and the need for international co-operation and 
assistance is most urgent. 

1. Unemployment benefit systems 

Unemployment benefit schemes were introduced at 
comparatively early stages in the transition process in all 
countries of Central and Eastern Europe. These schemes 
are broadly based on (social) insurance principles, inso- 
far as benefits are related to previous earnings, to a large 
extent financed via payroll taxes, and their provision is 
not subject to means-testing. However, previous work 

Table 6.8 provides some basic information on eligibil- 
ity criteria, duration and coverage of unemployment ben- 
efit systems in Central and Eastern European countries as 
of January 1992. It should be stressed that these systems 
have been frequently revised - i.e. tightened - in order to 
remedy undesirable disincentive effects related to the 
design of benefits and to improve their fiscal sus- 
tainability given the rapid rise in unemployment. Other 
changes have to be expected as countries such as Bulga- 
ria are currently in the process of drafting a new employ- 
ment law revising replacement rates and qualifylng con- 
ditions for unemployment benefits. 

As Table 6.8 shows, a variety of solutions have been 
adopted by different countries in regulating access to 
unemployment compensation. Except in the cases of 
Hungary and Poland, where (token) benefits can also be 
provided to school-leavers, a minimum employment 
record is required for benefit eligibility. Qualifying con- 
ditions appear rather tight in Bulgaria, especially since 
persons who voluntarily quit their job cannot receive 
benefits even after a long initial waiting period. Else- 
where, they appear broadly in line with those enforced in 
OECD countries. In December 1991 about 50 per cent of 
those registered at labour offices received unemployment 
compensation in Bulgaria, compared to around 
80 per cent in Czechoslovakia, Hungary, Poland and 
Romania. 

The maximum duration of benefits is generally one 
year or less, except for workers close to retirement age or 
with long employment records, as in Hungary and 
Poland. However, the original benefit system introduced 
in Poland in December 1989 was open-ended; limits to 
the duration of benefits were only introduced in Decem- 
ber 1991 and recipients will be gradually phased off 
unemployment compensation rollsz5. In Czechoslovakia, 
the maximum duration of benefits was reduced from one 
year to six months as of January 1992. Owing to these 
recent policy changes, the norms regulating the duration 
of benefits are not altogether different from those applied 
in many OECD countries, where there exists a more 
developed system of last-resort social protection. Having 
exhausted the maximum period established by law, the 
unemployed may have access to schemes of social assis- 
tance, but will only requalify for unemployment benefits 
following a new spell of employment with a duration 
corresponding to the qualifying conditions established by 
law. 

The level of benefits is generally established as a pro- 
portion of previous earnings, and the unemployment 
allowance decreases over time in order to stimulate the 
search for a job. In most countries upper and lower limits 
to the level of benefits are also established, and these 
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Table 6.8. Unemployment benefit systems in Central and Eastern European countries 

W W g  
conditions 

Reference Required 
period* minimum 

Maximum duration Gross replacement ratio 
of benefits PW 

(years) employment record 

Central and Eastern Enrope (January 1992) 

Bulgaria 
A. 
B. 

1 8 months 
15 years 

Czechoslovakia 3 12 months 

Hungary 
A. 4 360 daysf 

B. following graduation 

Poland 
A. 1 180 days 

B. following graduation 

Romania 1 6 months 

OECD countries (1989) 

France 
A. 
B. 
C. 

Spain 

1 3 months 
1 6 months 
2 12 months 

4 6 months 

6 monthsc 

12 monthsc 

6 months 

135 to 540 daysg 

180 days 

12 months’ 

9 months 

6 months 

d 

60 first 3 months‘ 
50 next 3 months 

70 first half of term* 
SO second half of term 
70 (of minimum wage) 

70 first 3 months) 
50 next 6 months 
40 last 3 months 
11  (of average wage) 

50-60’ 

3 months in 2 years - 
15 months - 
30 months - 

3-24 months’ 80 k s t  6 months 
70 next 6 months 
60 following period 

Sweden 1 5 months 60 weeks 90 

a) Cases A, B and C are mutually exclusive alternatives (not successive benefits). 
b) In order to sualify for b e f i t s  the claimant must have completed the required minimum employment period within this time. 
c) Depending on age and past employment record. 
d)  The new drift law c m t i y  under discussion does not establish the level of benefits. According to the previous decree on employment, the level of benefits is given by 

e) Benefits cannot exceed 1.5 times the ainimum wage. There is no minimum benefit under the new regulations introduced in December 1991. 
fi Period in which the worker has paid contributions to the “Solidarity Fund”. 
gl Each additional year of service over the minimum required period allows for a further 135 days of unemployment compensation up to a maximum of 540 days. 
h) Not exceeding an upper limit of twice the minimum wage nor a lower limit equal to the minimum wage. 
i )  Except for women with more than 25 and men with more than 30 years of work experience and for specific categories of women close to retirement age, where the 

maximum duration of benefits is 18 months. 
j) 75 per cent for workers dismissed via group lay-offs. Benefits cannot exceed 100 per cent of the average wage and be lower than 33 per cent of the average wage. 
R) Depending on the number of years of service. 

the minimum wage plus 20 per cent of the difference between the previous wage and the minimum wage. 

limits are usually defined as a fixed proportion of the 
average wage or of the minimum wage. The level of 
benefits may appear to be somewhat generous, especially 
in the light of budgetary constraints and the weaknesses 
of the tax collection administrations in receiving contri- 
butions from enterprises, an issue which is discussed 
further in Section D.3. However, owing to rapid inflation 
and the adoption of only partial indexation mechanisms, 
in actual practice the benefits are far less generous than 
they seem. To give a few examples, in Hungary at the 
end of 1991 more than 60 per cent of the benefit recipi- 

ents were receiving less than the minimum wage; in 
Bulgaria the average unemployment benefit was at about 
the same level as the minimum wage. 

2. Active labour market policies 

Besides legally defining the concept of unemployed 
and laying down duties and rights of registered job-seek- 
ers at labour offices, the employment laws approved so 
far have also introduced several instruments to promote 
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work reintegration. In particular, training and retraining 
measures, subsidised employment schemes, job-creation 
and public-work programmes and loans to encourage the 
unemployed to start up their own business activities were 
introduced, together with income support measures for 
the unemployed. Only Hungary had already defined a 
legal basis for such kinds of active labour market policies 
in the mid-1980s, although the Employment Law was 
revised in March 1991 to remedy major shortcomings of 
measures implemented in the previous years26. 

Although regulations concerning training and retrain- 
ing for the unemployed differ across countries, a general 
policy principle is that the organisation and costs of these 
courses should be borne by the labour market authorities. 
In some cases - for example Poland - provision is also 
made for ex post evaluations of the effectiveness of train- 
ing based on analyses of the labour market outcomes of 
those who have attended the courses. The costs of train- 
ing consist mainly of training benefits, generally set at a 
higher level than unemployment benefits for incentive 
purposes. As pointed out by Tomeg (1991), in countries 
such as Czechoslovakia the gap between the income sup- 
port provided during retraining (70 per cent of the previ- 
ous wage) and unemployment benefits (from 65 to 
60 per cent of previous earnings) has in the past been so 
narrow as to actually discourage attendancez7. 

Owing to financial and administrative constraints dis- 
cussed in the next section and to low numbers of suitable 
vacancies, implementation of the training and retraining 
programmes has been rather limited. In 1990 and 1991, 
less than 1 per cent of the total number of registered job- 
seekers participated in training courses in nearly all the 
countries of Central and Eastern Europe. The one excep- 
tion is Hungary, which has had longer experience in the 
implementation of these schemes; even there, however, 
the proportion of unemployed attending training courses 
is declining (from 8.7 per cent in December 1990 to 
about 6 per cent in December 1991). 

Subsidised short-time working, extended paid leave 
and other measures to postpone lay-offs have been used 
rather extensively in some countries at early stages of the 
reform process and especially before the actual imple- 
mentation of unemployment benefit systems. A typical 
case is that of Romania, where short-time working 
arrangements involved about 2.5 per cent of the labour 
force at the end of 1990. Given the high costs of such 
schemes and the limited resources available for labour 
market policies, coverage of these programmes has been 
drastically reduced following the establishment of 
income support systems for the unemployed. 

Czechoslovakia, Hungary and Poland have all intro- 
duced public-work programmes for the unemployed. 
Under these programmes, temporary employment oppor- 
tunities are offered preferentially to those unemployed 
who have exhausted their right to unemployment bene- 
fits, and involve relatively unskilled jobs (for example 
small maintenance jobs in public places and buildings) 
with low pay. A combination of work experience and 

training is generally not envisaged; such a combination 
could improve the chances of finding a stable job at the 
end of the work experience. So far, these programmes 
have been relatively modest in application. However, the 
number of participants has been increasing over time in 
Hungary, where public-work programmes were intro- 
duced as early as 1987 to reach about 11 500 participants 
in 1991 (about 2.5 per cent of the unemployed at the end 
of the year). 

In Poland, a special programme to encourage employ- 
ment in community services was put in place in 1990 and 
subsequently revised in order to reduce the labour costs 
borne by the public authorities. Under this scheme, 
labour offices partly cover wage costs and social security 
contributions sustained by the employers and provide 
them with small grants (up to one month of pay) in cases 
where they offer a contract of unlimited duration. 

Job-creation schemes involving preferential loans and 
grants to enterprises undertaking job-creating invest- 
ments were extensively used in Hungary prior to 1991; 
they were then dropped because of their high costs and 
limited effectiveness. However, subsidised employment 
schemes targeting the long-term unemployed were intro- 
duced in 1991. Special credits for enterprises hiring per- 
sons registered as unemployed are provided in Poland. 
Under this scheme, about 28 000 loans were provided to 
enterprises during 1990 and 6 500 in 1991. Subsidies to 
firms hiring school-leavers were also put in place in 
Czechoslovakia in 1991 in order to ease the absorption of 
expected large numbers of young graduates from schools 
and universities. 

Finally, loans to the unemployed who start up their 
own enterprises have been introduced in Czechoslovakia, 
Hungary and Poland. In Czechoslovakia, for instance, 
unemployed people who wish to become entrepreneurs 
can receive financial support up to the amount of their 
yearly unemployment allowance, or more if additional 
posts are created at the start of the new business activity. 
Similar schemes have also been implemented in Poland 
(32 400 participants in 1990 and 13 500 in 1991) and 
Hungary (30 000 in 1990, but only about 1 000 in 1991), 
where the programme has been reshaped recently in 
order to reduce financial assistance and expand its train- 
ing and counselling components. 

3. Financial and administrative constraints 

In all countries except Romania, labour market poli- 
cies are financed through extra-budgetary funds, which 
raise their revenues via payroll taxes levied on 
enterprisesz8. In Hungary and Czechoslovakia, employees 
are also subject to compulsory contributions established 
as a fixed proportion (generally 1 per cent) of their wage 
incomes. With dramatic falls in employment occurring in 
these countries and declining real wages, the revenue 
base for payroll taxes has drastically narrowed. An addi- 
tional factor that has negatively affected the revenues of 
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extra-budgetary funds has been the reallocation of labour 
from the state to non-regular forms of employment and to 
the small private sector, where various forms of tax con- 
cessions have been granted and where avoidance of 
social security and unemployment contributions is wide- 
spread. The most striking example in this context is that 
of Bulgaria, where the number of employees for which 
unemployment contributions are paid by enterprises fell 
by more than one-fourth (from 4.1 to 3 million) since the 
start of the transition process. 

Against this background, the rise in the number of 
unemployment benefit recipients has resulted not only in 
an increase of total expenditure for labour market pro- 
grammes, but also in dramatic changes in its composition 
at the expense of active policies such as those described 
in the previous section. As shown in Table 6.9, total 
expenditure for labour market programmes is projected 
to increase in all countries from about 0.5 per cent of 
GDP in 1990 to between 1 and 2 per cent in 1992, a 
proportion which is roughly in line with the size of the 
labour market budget in most OECD countries (see 
Chapter 2). Meanwhile, the share of unemployment com- 
pensation in the budget has already increased over the 
period from 1990 to 1991 from 58 to 82 per cent in 
Poland, while it has doubled (from 34 to 70 per cent) in 
Hungary and Bulgaria (from 32 to 66 per cent). 

This combination of rising expenditure for income 
support measures and binding constraints on the budget 
of labour market authorities is likely to result in a fixther 
narrowing of the “active” component of the labour mar- 
ket budgets in the years to come, as indicated by provi- 
sional 1992 budget figures and the actual expenditure 

Bulgaria 

figures for the first quarter of 199229. It is difficult to see 
how a further increase in the size of the labour market 
budget could be accommodated, as this would be at odds 
with the budgetary stringency required to stabilize the 
economies. Higher payroll taxes on enterprises to 
increase the self-financing capacity of extra-budgetary 
funds would probably reduce the international competi- 
tiveness of enterprises and increase their failure rates 
- given that social security and unemployment contribu- 
tions on the top of the wage bill are already very high by 
Western standards - and may also lead to major tax 
evasion. 

In this context, governments have already been 
obliged to renege on previous commitments by reducing 
the duration, coverage and generosity of unemployment 
benefits in order to improve their fiscal sustainability. In 
Czechoslovakia, for instance, the duration of benefits was 
halved by decree in December 199 1 (from one year to six 
months), and their level reduced, a measure which has 
met strong opposition from the trade unions. Similarly in 
Hungary, amendments to the Employment Law passed 
by the Parliament in December 1991 reduced the maxi- 
mum duration of benefits from 2 years to 18 months, and 
increased contribution rates of both employers and 
employees. Finally, in Poland the Parliament has recently 
modified provisions introduced in December 199 1 and 
phased out the earning-related benefits by introducing a 
flat rate system of unemployment allowance (36 per cent 
of the average wage in the last 

In addition to these financing problems, various forms 
of administrative constraints are preventing or delaying 
the implementation of policy, especially the more active 

Czechoslovakia Hungary Poland 

Table 6.9. Composition of public espenditure on labour market programmesa 

As a percentage of total expenditure 

‘ 51.1 

48.9 

Unemployment benefits 31.7 66.1 83.2 

Total active measures 68.3 33.9 16.8 
of which: 
Training 8.5 0.6 14.8 
start-up loans 
Subsidised employment 

schemes 
Public works 
Youth measures 0.0 9.5 1.4 
Other 59.8 9.5 1.4 

Total 100.0 100.0 100.0 

Total expenditure as a 
percentage of GDP* 0.2 0.8 0.9 

74.6 70.0 

23.4 30.0 

1.5 
0.0 

14.1 
3.2 
1 .o 
5.6 

100.0 100.0 

0.6 

34.4 

65.6 

11.1 
25.4 

13.9 
5.1 
0.0 

10.1 

100.0 

0.6 

70.5 76.0 

29.5 24.0 

3.7 
9.8 

0.6 
2.0 

3.6 

100.0 100.0 

1.6 

0.4 
26.0 

5.7 

13.6 
3.2 

100.0 

0.7 

82.1 82.5 

17.9 17.5 

0.7 1.7 
3.0 0.9 

3.4 3.1 
2.1 

8.9 8.1 
2.0 0.4 

100.0 100.0 

1.4 

a) Budget estimates for 1992. 
6) 1991 figures are provisional estimates. 

Sources: Labour Ministry of each country. 
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labour market programmes. A network of employment 
offices was created in all these countries from the very 
beginning of the transition process. In addition to the 
administration of unemployment benefits, important 
functions were attributed to these offices in the delivery 
of a range of labour market policies and in the provision 
of basic placement-related services. However, employ- 
ment offices remain understaffed and their activities are 
often confined to the provision of income support to the 
unemployed. Table 6.10 shows the staff of the employ- 
ment service in proportion to the working-age population 
and to the number of unemployed. This shows that only 
in Czechoslovakia - where, however, the Slovak Repub- 
lic typically has a ratio of 150 unemployed per staff 
member, compared to 57 in the Czech Republic - is the 
staffing of the employment service roughly comparable 
to that in the OECD countries. In other Central and 
Eastern European countries an officer serves between 
5 000 and 25 000 people of working age, compared to 
between about 1 000 and 1 500 in countries such as 
Sweden and France. Despite the relatively recent history 
of unemployment in Central and Eastern Europe - hence 
the fact that the stock of unemployed is still in the pro- 
cess of building up - there is already a wide gap between 
the East and the West in the staffing of employment 
offices per number of unemployed. Figures here range 
from 150 to 350 unemployed per staff member in Central 
and Eastern European countries, compared to between 9 
and 80 in OECD countries. 

The above international comparisons should also take 
into account that in Central and Eastern European coun- 
tries the personnel of employment offices lack experi- 
ence - given the short history of open unemployment - 
and often also basic skills to deal with the unemployed, 
not to mention the qualifications required in activities 
such as the organisation and management of training 
activities, the selection of candidates for start-up loans, 
etc. The lack of modem information systems and espe- 
cially of country-wide computerised networks on the 
registration and deregistration of job-seekers is another 
constraint facing job placement services especially, and 
the use of information on the quality of the demand and 

Table 6.10. Working-age population and unemployed 
per staff member in employment services 

Working-age 
population Unemployed 
(thousands) 

Bulgaria February 1992 4.0 290 
Czechoslovakia December 199 1 1.7 90 
H w w Y  January 1992 2.2 160 
Poland December 1991 3.2 320 

France 1988 0.9 78 
Sweden 1991 0.7 28 

Sources: Labour Ministry of each Central and Eastern European country; 
Lobour Mar& Policiesfor the 1990s, OECD, Paris, 1990 for France; 
and National Labour Market Board for Sweden. 

supply of labour in the preparation of training and 
retraining courses. It follows that major efforts have still 
to be made in order to accelerate the training of staff and 
to introduce country-wide computerised vacancy and 
job-seekers registers. 

4. Dealing with the implementation problem 

Within less than two years, Central and Eastern Euro- 
pean countries appear to have already established a legal 
basis for a wide-ranging set of labour market policy 
instruments to cope with the rise in unemployment. This 
is an important achievement, as similar developments 
have occurred in OECD countries over decades, and 
seems to testify that policy-makers in the East are aware 
of the fact that a diversified set of policy instruments is 
required to combat unemployment. However, the scope 
of these regulations may be over-ambitious given budget- 
ary and administrative constraints and the possibility of 
further rises in unemployment - and hence in the number 
of potential unemployed beneficiaries. There is now a 
need to shift the focus of policy-makers in the East and 
of international co-operation in the labour market area 
fiom the design of new policies to the refinement and 
actual implementation of those schemes that have already 
been put in place. 

Refinements are especially urgent in three domains. 
The first area is that of unemployment benefit schemes. 
So far, the West - in its efforts to assist transition econo- 
mies - has also focused on reducing disincentive effects 
associated with unemployment compensation. "his focus 
is justified given the risks of discouraging active job 
search in an environment where workers have tradition- 
ally developed a passive stance towards their labour mar- 
ket status, due to the job security granted under the previ- 
ous regime [Blanchard and Layard (1 990); Blanchard et 
al. (199 1); Newbery (199 l)] . However, that concern 
should not lead to developing unemployment benefit 
schemes that are difficult to administer - or, more impor- 
tantly, whose costs are very difficult to predict and hence 
to keep under control, given that they depend on the 
previous earnings of the unemployed. 

Perhaps, in future refinements of these schemes, con- 
siderations related to the Simplification of procedures and 
control over public expenditure should take the lead. 
Evidence from OECD countries suggests that a system of 
benefits that is well designed (in terms of job-search 
incentives) is likely to reduce the incidence of unemploy- 
ment only in those countries where - for reasons that are 
independent of the design of unemployment benefit sys- 
tems - long-term unemployment is relatively low 
[OECD (1991b, Chapter 7); Atkinson and Micklewright 
(1991)]. Simplification means that in some countries, 
there may be a strong case for adopting flat rate benefit 
schemes, which considerably reduce the administrative 
burden and are relatively simple to set up and operate 
[Holzmann (1991)l. The search for simplifications should 
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also inspire choices for eligibility criteria. For instance, 
there may be a case for phasing out token income support 
schemes for school-leavers such as those currently 
applied in Poland, which do not provide subsistence, and 
draw away resources that may be more efficiently used 
for labour market policies that target the young. In any 
event, it is important to make clear and realistic decisions 
concerning the eligibility for benefits of persons without 
previous work experience, in order to establish: which 
groups will be most in need of other kinds of social 
assistance; which special programmes should be envis- 
aged to improve the chances of finding a job for those 
who do not receive unemployment compensation; and, 
last but not least, to avoid going back on previous com- 
mitments once their fiscal sustainability is at stake. 

Refinements of existing labour market policies may 
also be required in the area of policies to promote geo- 
graphical labour mobility and to reduce the regional mis- 
match between labour supply and demand. Here, there 
may be a case for introducing measures such as mobility 
loans, although they have not always proved to be very 
effective in OECD countries [OECD (19906)l- possibly 
while pushing ahead with housing reforms. More impor- 
tantly, a regional decentralisation of labour market poli- 
cies is warranted, which would allow for the develop- 
ment of local labour market adjustment strategies; these 
would amount to a co-ordinated package of labour mar- 
ket, social and industrial development policies. Finally, 
considerations related to the regional dimension of the 
unemployment problem should also guide improvements 
in the administration of benefit schemes, if not in their 
design. It is debatable whether income support measures 
should be diversified according to the incidence of unem- 
ployment in different regions. Provisions reducing the 
duration and levels of benefits in those regions that have 
the lowest unemployment rates have, for instance, been 
recently introduced in Poland, and may lead to some 
savings of public resources and improve the targeting of 
labour market policies - although they may have a 
reverse impact on regional labour mobility by inducing 
relocation from low to high jobless areas. In Czechoslo- 
vakia the tendency has instead been towards making 
unemployment benefit regulations more uniform across 
the board, despite growing differentials in unemployment 
rates between the Czech and the Slovak Republics. 

A third area for refinement of existing regulations is 
that of targeted programmes for the long-term unem- 
ployed, disadvantaged youth and ethnic minorities. Such 
programmes are in the process of being introduced or 
have already been experimentally introduced in some 
countries. For instance, in Hungary and Poland, special 
training programmes for the long-term unemployed, 
young jobless people and unemployed refugees have 
been established. In Romania, a programme has been 
envisaged to promote the reintegration into work of gyp- 
sies. There is much scope for extending the implementa- 
tion of these programmes based on a careful assessment 
of the effectiveness of pilot projects and on the involve- 
ment of non-governmental organisations. Particular 

emphasis should be placed on the training component of 
programmes for youth and their orientation towards 
broadly-based and transferable skills. The presence 
among the unemployed of a large number of people 
having received vocational training seems to support the 
view that the existing school-based vocational training 
system is excessively rigid and specialised. Particular 
efforts in the training of youth seem to be required given 
the reduced possibilities for on-the-job training implied 
by the dismantling of enterprise-based training facilities 
and by the fact that the emerging small business sector 
often has neither the resources nor the incentives to 
develop such facilities. Particular attention should also be 
given to ensuring that equal opportunities for women are 
guaranteed. 

Focusing on implementation issues means coping with 
the financial and administrative constraints discussed in 
the previous section. There is first of all much scope for 
improvement in the collection of social security contribu- 
tions from enterprises. Unless contributions are obtained 
from all those engaged in labour market activities, 
whatever their legal status, and compulsory contributions 
are actually enforced, unemployment benefit schemes are 
bound to become fiscally unsustainable. Similarly, with- 
out expanding the employment service and improving its 
human capital and level of computerisation, existing pro- 
grammes may well result in the gross wastage of 
resources. Preventing (or reducing) the drift into long- 
term unemployment requires frequent contact between 
the unemployed and placement and benefit officers. 
There is also a need regularly to monitor and evaluate 
existing programmes in order to improve their 
effectiveness. 

The cost-effectiveness of labour market programmes 
can also be enhanced by improving their co-ordination 
with other schemes, notably in the social policy area, and 
thereby avoiding the mutual inconsistencies that often 
chmcterise labour market and social policy regulations 
in OECD countries. The achievement of greater consis- 
tency in policy-making also involves a consideration of 
the relationship between labour market and 
macroeconomic policies. Labour market policies alone 
cannot remedy a situation of labour-slack. They can, at 
best, help workers to search and qualify for the available 
jobs, and work best in expansionary periods. The task of 
promoting the job-generation process relies mainly on 
the stance of macroeconomic policies. A more careful 
assessment of the labour market implications of stabilisa- 
tion packages is therefore warranted. 

E. SUMMARY AND CONCLUSIONS 

Since late 1989, a series of radical reforms have been 
introduced throughout Central and Eastern Europe to fos- 
ter the development of Western-style market economies. 
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The transition process has begun with most countries in 
the midst of a deep recession and has been marked by 
large employment declines and the emergence and rapid 
growth of unemployment. 

Large falls in productivity indicate that the problem of 
substantial overemployment remains and that a M e r  
wave of job-shedding can be expected. Job losses have 
mainly been concentrated in heavy industry, agriculture 
and construction but have also occurred in “undersized” 
(by OECD standards) sectors of light industry and ser- 
vices which have the most potential for soaking up job 
losses elsewhere. Moreover, employment growth in the 
private sector has not been sufficient to offset job losses 
in the state sector, which remains the principal source of 
employment. 

Consequently, in early 1992, there were over 4 million 
registered unemployed in Central and Eastern Europe. 
The rate of unemployment has risen to over 10 per cent 
in Bulgaria and Poland and has increased rapidly else- 
where. Women and youth appear to be most at risk of 
losing their jobs, along with workers having only a voca- 
tional level of training. Despite the relatively recent 
appearance of open unemployment, the incidence of 
long-term unemployment is already high and is being 
driven by large inflows of displaced workers and only 
small outflows from unemployment. The regional distri- 
bution of unemployment is also very uneven, with some 
rural or mono-industrial areas recording unemployment 

rates of 20 per cent or more, and there has been a wors- 
ening of the regional mismatch between job offers and 
job-seekers. 

Unemployment social insurance schemes have been 
introduced in all countries of Central and Eastern 
Europe; however, with rapid growth in recipients threat- 
ening their fiscal sustainability, these schemes have 
already been revised several times to tighten eligibility 
and to reduce the duration of benefits. More active labour 
market policies have been formulated, but the scale of 
their implementation has been severely limited by budg- 
etary and administrative constraints. Both the training 
and number of staff in employment offices remains low 
by OECD standards. 

A legal framework for coping with rising Unemploy- 
ment is now in place and policy-makers in Central and 
Eastern Europe will need to focus more on implementa- 
tion and refinement of existing policies. There is scope to 
simplify existing rules concerning unemployment bene- 
fits and to tighten up on the avoidance of social security 
contributions. A more decentralised approach to labour 
market policies is needed and better targeting is also 
required of those groups in the labour market most at risk 
of long-term unemployment, for example youth and eth- 
nic minorities such as gypsies. Finally, the expansion and 
improvement of employment services is warranted, and 
should go hand-in-hand with greater co-ordination of 
economic, social and labour market policies. 
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LABOUR MARKETS IN EASTERN GERMANY 

The east German experience of transition to a market economy is in many ways unique. Economic, social and 
political union with westem Germany has meant that a whole panoply of labour market programmes could be imple- 
mented to soften the blow of substantial job losses arising from restructuring and privatisation. At the same time, the 
currency union of July 1990 deprived eastern Germany of a separate monetary policy and pegged its exchange rate at a 
level that rendered the majority of its goods non-competitive at home and abroad'. These factors have contributed to an 
acceleration of the process of transition relative to the other countries analysed in this chapter, but at the cost of higher 
output losses and unemployment. 

In the year following unification, output sharply declined, a trend that continued, though more slowly, through 1991. 
After a drop of nearly two-thirds in 1990, industrial production levelled off during 1991. A slight increase at the end of 
1991 and the beginning of 1992 indicates that the worst is most likely over. Trade and transportation followed a similar 
pattern while agriculture, construction and services have remained relatively unscathed [DIW (1992)], unlike in other 
Central and Eastern European countries. With the initial steep decline in industrial output it is not surprising that labour 
productivity also dropped substantially. In each of the first two quarters of 1991 it had fallen by nearly 40 per cent relative 
to the same period of 1990. Despite some recovery in the fourth quarter of 1991, the level of productivity remains well 
below its 1989 levels. 

Since 1989, total employment has dropped by over three million. Hardest hit have been agriculture and industry with 
falls in employment of 60 and 40 percent respectively. Large employment losses have also been registered in services, 
notably in distribution and transportation activities. So far, job losses appear to have arisen mainly from the contraction of 
large business units rather than from plant closures [Bellmann and Buttler (1992)l. 

The removal of travel restrictions across Germany had originally aroused fears of heavy East-West migrations. 
Initially, low-cost housing and other support given to migrants stimulated such movement. Once these benefits were 
phased out, it was feared that a significant wage pull and strong unemployment push would continue to encourage this 
flow, Instead, the westward movement of labour has come to a virtual halt with a figure of approximately 600 000 having 
taken permanent residence in the West. Commuters, however, have increased dramatically with roughly half a million 
workers commuting daily to western Germany [DIW (1992)l. 

While unemployment in 1991 in western Germany reached its lowest level in over a decade, eastern Germany has 
been experiencing a steep increase. By January 1992 there were more than 1% million unemployed east Germans 
representing an unemployment rate of 16.5 per cent. In addition, an even greater number of east Germans either were 
working short-time2 (Kunurbeiter) or were participants in state subsidised job-creation schemes, training programmes and 
early retirement schemes. 

Labour market transition in eastern Germany 
Thousands 

Emplo ymenr 
Unemployment 

Unemployment late (%) 
Short-time workers 
In training 
k l y  retirement 
Participants in job creation schemes 
Total of above four plus unemployment 
Vacancies 

1990 
July 

9 130.0 
272.0 

3.1 
656.0 

928.0 
28.0 

January 

8 051.0 
757.1 

8.6 
1 840.6 

34.4 
2 632.1 

23 .O 

1991 
July 

7 284.0 
1 068.6 

12.1 
1 610.8 

313.2 
183.6 
209.9 

3 386.1 
40.3 

1992 
January 

6 708.0 
1 343.4 

16.5 
520.6 
435.2 
443.2 
389.9 

3 132.3 
35.4 

Labour productivity in indusiry in 1991 
% change form same quarter in 1990 

IQ UQ UQ IVQ 

-39.7 -36.9 -4.4 5.2 

a) Second md fourth quarters of I990 and 2991. 
Sources: Employment by quarter provided by the Lkutches Imtitutflr W7rtschajt&omchung. All other data provided by the 

Bundesanstalt #ir Arbeit. 

(continued on next page) 
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(continued) 

Women continue to constitute a large majority of the registered job-seekers - over 60 per cent in January 1992 - and 
the Unemployment rate of women was just under 22 per cent in the same month compared to under 13 per cent for men. 
This difference is strikingly larger than any existing in other Central and Eastern European countries. Blue-collar workers 
also represent a large majority of the unemployed (around 68 per cent). The rise of unemployment has been mainly driven 
by M o w s  from employment. The number of persons leaving the unemployment register has increased over time, but this 
would appear to be mainly as a result of the expansion of labour market programmes for the unemployed, notably of 
training schemes [Bellmann et al. (1992)l. 

The number of short-time workers had increased dramatically since July 1990 reaching figures of about 2 million in 
early 1991. By December the number had been reduced to just over one million, 60 per cent of which were working under 
half of their normal job-hours. As the year came to an end, about half of these contracts were terminated and the number of 
short-time workers dropped to 520 000. This was due in part to a change in legislation reducing the duration of short-time 
work programmes from the end of the year. As a result of this, there was a sharp flow of over 410 000 into unemployment 
in a single month. This represents the largest monthly increase since the transition process began. 

Public job-creation programmes provided employment for almost 400 000 persons in January 1992 while almost 
450 000 persons were enrolled in full-time training and retraining courses funded by unemployment insurance. Further- 
more, the labour force was reduced by half-a-million participants who went into early retirement from the age of 55. This 
number, however, will decline as of this year since most of those eligible for early retirement have already chosen this 
option [Buechtemann and Schupp (1 992)]. 

Total expenditure for labour market policies in Gemany in 1991 was DM 72 billion up from DM 44 billion the 
previous year. This represents a climb to nearly 3 per cent of GDP, compared to about 1 per cent in other economies in 
transition (Section D.3). Of this, a total of DM 30 billion was dedicated to eastern Germany with short-time working 
allowances accounting for 34 per cent and unemployment benefits for 26 per cent. Training and job-creation schemes each 
accounted for an additional 10 per cent of expenditure. 

1. Akerlof et al. (1991) have estimated that the conversion of wages and salaries from Mark to DM at par - stated under the Currency 

2. The Ill-time unemployment equivalent of the 500 000 persons on short-time has been estimated to be around 300 000 [Belhann et al. 
Union Treaty - reduced the share of industrial employment in financially viable enterprises to about 8.2 per cent. 

(1992)l. 
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NOTES 

1. In drafting this chapter, the Secretariat has relied on the 
work carried out, in co-operation with other international 
organisations, in the monitoring of labour market develop- 
ments in Central and Eastern Europe and in the provision 
of technical assistance to these countries in developing new 
statistical systems. A network of correspondents from these 
countries has been of invaluable assistance in providing 
data and in offering additional insights on the adjustment 
of labour markets. The Secretariat is especially grateful to 
Iskra Beleva (Institute of Economics, Bulgarian Academy 
of Sciences), Daniela Bobeva (Ministry of Labour, Bulga- 
ria), Jaroslav Kux (Federal Statistical Office, Czechoslova- 
kia), Zdenek Karpisek (Federal Ministry of Labour, 
Czechoslovakia), Alena Neiporov& (Academy of Science, 
Czechoslovakia), Judit Lakatos (Central Statistical Office, 
Hungary), Gy6rgy L&&r (National Labour Market Centre, 
Hungary), Zsult Hargitai (Labour Ministry of Hungary), 
Janusz Witkowski (Central Statistical Office, Poland), 
Marek Gbra (Warsaw School of Economics, Poland) and 
Niculae Petreanu and Ilie Dumitrescu (National Commis- 
sion for Statistics, Romania). 

2. As for the indicators of total output, the drop in industrial 
production may be overstated, since small and private firms 
are often not fully covered by the official statistics. In 
Czechoslovakia, for example, where there has been ongo- 
ing work by the Central Statistical Ofice to improve the 
coverage of the private sector, production in industrial 
firms with over 100 employees fell by almost 25 per cent in 
1991 compared to a smaller fall of around 21 per cent 
when the production of smaller (mostly private sector) 
firms is taken into account. 

3. Estimates of labour hoarding - that is, labour in excess of 
what is needed to attain current output levels - range 
between 15 and 30 per cent of all working time in countries 
such as Czechoslovakia [Karpisek (1991); Nesporova 
(1991)l and Poland [Gbra et al. (1992)l. 

4. The SOPEMI report (published in June 1992 under the title 
Trends in international Migration, OECD) contains a spe- 
cial section on migration in three Central and Eastern Euro- 
pean countries: Czechoslovakia, Hungary and Poland. 

5. Moreover, Boeri and Keese (1992) have estimated that the 
share of manual workers (production workers, transport 
equipment operators and labourers) in total non-agricul- 
turaf employment was around 50 to 55 per cent in Central 
and Eastern Europe at the end of the 1980s compared to a 
range of around 25 to 40 per cent in OECD countries. 

6. This may especially be the case for light industry (textiles, 
apparel and leather goods) whose import penetration ratio 
was already very high prior to reforms. 

7. This has been the case in eastern Germany, where the 
Treuhandanstalt (the authority responsible for privatisa- 
tion) has already closed a substantial number of enter- 
prises, although the one-to-one currency conversion and 
wage rises were also responsible for the unprofitability of 
many firms [OECD (1991e)l. 

8. In fact, there appear to be considerable delays in even 
carrying out labour force surveys. 

9. No doubt the official figures underestimate the true size of 
the private sector, given the existence of a large parallel or 
shadow economy in all Central and Eastern European 
countries under central planning. 

10. The employment data on individual businesses may not 
represent actual employment but only estimates of firm 
size at the time of applying for legal registration. 

11. In the case of Poland, for example, many of the new joint 
ventures have no foreign participation but represent joint 
ventures between state-owned enterprises and small private 
domestic companies in order to qualify for much lower tax 
rates. 

12. See Stutisztikai Havi KCTzlerninyek, KSH, 1991/12. 

13. See Markov (1 99 1) on the delays of the privatisation pro- 
cess in Bulgaria. 

14. In Hungary this was encouraged by the introduction of a 
tax-based incomes policy which exempted small firms 
from its penalties for large wage rises. 

15. Data provided by the Hungarian Central Statistical Office. 
16. The Act on Employment, enacted in December 1989, 

established that individuals who had never worked and 
registered as unemployed were eligible for benefits, unless 
they had refused suitable work or training. Tighter eligibil- 
ity criteria were introduced in September 1990, but people 
without a previous employment record could still draw 
benefits until November 1990. 

17. This differs from standard practice in labour force surveys, 
where the unemployment status of individuals is ascer- 
tained indirectly rather than based on the opinion of 
respondents. However, it is likely that people describing 
themselves as unemployed actually had no formal employ- 
ment at the time of the interview [Fajth (1992)l. 

18. However, measures of regional unemployment rates based 
on survey instruments may be questionable in the light of 
problems with small-scale representation. 

19. Information provided by the Hungarian National Labour 
Centre. 

20. Obstacles to geographical labour mobility may also arise 
from socio-cultural factors, such as family and social ties. 
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21. See Lehmann et al. (1991) for the definition of a similar 
typology in the case of Poland. 

22. However, according to the employment law approved by 
Poland’s Parliament in December 1991, employers will 
now be compelled to notify vacancies to labour offices. 

23. For a discussion of this index and alternatives measures of 
mismatch, see Jackman and Roper (1987). 

24. In fact, Lehmann et al. (1991) suggest that, for Poland, the 
driving force behind regional differences in unemployment 
has been the highly uneven dispersion of vacancy rates, 
rather than regional diffkrences in inflows to unemploy- 
ment. Another explanation for high unemployment in rural 
areas is that mdti-plant f irms have ofien preferred, for 
political reasons, to concentrate employment reductions in 
their rural plants rather than their urban ones [Dabrowski et 
al. (1991)l. 

25. The time-limit for paying benefits will run only from Janu- 
ary 1992. This means that unemployed persons receiving 
the benefit from, for example, 1 January 1990 will lose 
their right to it only at the end of 1992. 

26. See Lado, Szalai and Sziracki (1991) for an assessment of 
labour market policies in Hungary in the 1980s. 

27. However, the decree in force since January 1992 has 
reduced the level of unemployment benefits to 50-60 per 
cent of previous earnings while leaving training benefits 
unaltered. 

28. In Czechoslovakia, labour market expenditure is still 
financed directly from the budget. However, an Employ- 
ment Fund will be introduced in 1993 funded by contribu- 
tions from employers and employees. In Hungary there are 
two separate extra-budgetary funds, one (the Solidarity 
Fund) financing unemployment compensation and the 
other (the Employment Fund) financing active labour mar- 
ket policies. 

29. For instance, in Poland, only 0.4 per cent of total expendi- 
ture on labour market programmes was devoted to training 
in the first quarter of 1992 compared to the 1992 budget 
provision of almost 2 per cent. 

30. Previously, the average unemployment benefit was about 
40 per cent of the average wage. 
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