LABOUR MARKETS IN
THE WESTERN BALKANS

Performance, Causes and Policy Options

This project is funded
by the European Union

<> Regional Council o

zzzzzzzzzzzzzzzzzz




Good.
Better.

Regional.

Title:

Publisher:

Authors:

Editor:

Consulting
editor:

Design:

Labour Markets in the Western Balkans:
Performance, Causes and Policy Options

Regional Cooperation Council

Trg Bosne i Hercegovine 1/V, 71000 Sarajevo
Bosnia and Herzegovina

Tel: +387 33 561 700; Fax: +387 33 561 701
E-mail: rcc@rcc.int

Website: www.rcc.int

Nermin Oruc and Will Bartlett

Nand Shani, RCC

Vanja Ivosevic, RCC

Sejla Dizdarevi¢

©RCC2017 All rights reserved. The content of this publication may be used
for non-commercial purposes, with the appropriate credit attributed to the
RCC and acknowledgement of the authors.

Labour Markets in the Western Balkans: Performance, Causes and Policy Options

Labour Markets
in the Western Balkans:

Performance, Causes and Policy Options

Authors: Nermin Oru¢ and Will Bartlett

Sarajevo, 2018




RegionalCooperationCouncil

Acknowledgements

The report was prepared under the overall guidance of the Regional Cooperation Council in the framework of
the Employment and Social Affairs Platform regional project, funded by the EU. The report has benefited from
comments from DG Employment, Social Affairs and Inclusion.

The authors are grateful for permission to reproduce the section on active labour market measures from a paper
prepared for the Regional Cooperation Council by Mihail Arandarenko of the Foundation for the Advancement of
Economics.

Labour Markets in the Western Balkans: Performance, Causes and Policy Options

Table of Contents

EXECULIVE SUMMIATY ...ttt ittt ettt et e et eeateeaeeaneeanteanaeeaneeanseenneeanseennesaneesnnesnnesaneenn 8
LYo (U Tt T ) o N 10
2 Labour Market PeIfOMMANCE ...ttt ettt ettt et ee ettt et eeeeeaeetaneeenaeenneeaneesneesnnesoneennens 11
2.1 Labour market participation and aCtiVity rates ....cooeiiiiiiiiiiiiiiiiiiiiiiiiieeieeeeiireeeeineeeaanneeenns 11
P 41510 )Y 4 =] o | P PPt 11
2.2.1 Informal EMPlOYmMENt . ...ttt it ettt e tteeeeaeeeeaanaaeeeanaseeennseeesnnnesesnnesennn 13

2.2.2 Public sector employment and Wage PremilmS . ... et ee e eereeeenteeneeeneeeeneeensereneeeneeenreeeneens 14

e B U T=T 10101 (o)1 =] o | N 16
2.4 SUIMIMIAIY « et ttttnteeeenneeeeenaeesennaeesennnesesnnnesesnnessssnnessennsesssnnsesensnssssnnnesessneesesnnsesssnnesses 17

3 INSLItULIONAL FrAMEWOTK ...ttt ettt e et ettt et e et e et e eeeeaaeeanaeaneeanesaneeennesannannnns 18
3.1 Employment protection legislation ... ....eeiiieiiiiiii i e e e 21
32 SUMIMIAIY « ettt ettt et ettt ettt e ettt e e e et eateaeaeentsateaaeeneenesnaeaeeneentsnsennesnesnesnes 22

I o To U Y0 )oY PP 24
4.1 DemMOGraphiC trENAS. ....u ettt ittt ettt ettt et e ettt et et e et et eaa e eneeeaaaes 24
o It T = - o P 25

4.2 The supply of skilled LlabOUr .......uiii e e e e et e et e eeaaeeeeeanaeannaas 26
0 A0 Tl X [8 o= o] o = LR ) =] 11 L PP 27

4.2.2 The quality Of edUCATION SYStEMIS. ..\ttt ii ittt et et eraeeeeeeneeeaneeaneeanaeennens 28

I T 011 011 T Y PPN 30

o I o o TU ] e 5113 T- T T PPN 31
5.1 The business cycle and the demand for laboUr.......coiiiiiiiiiiiiiiiii it i i e i e i e nas 31

5.2 Investment and ProdUCTIVITY . ....oi it e e e e e e e e e e e e 33

5.3 Cost of labour and wage bargaining iNSTITULIONS ......oiiiiiiiiiiiiiiiiii i i e e eas 36
5.4 Sectoral change and the demand for labour .......c.oiiuiiiiiiii e 36

0 T U 0 4= N 39




(\ ' RegionalCooperationCouncil

6 Labour Market POLICIES . uueiteiit ittt et ettt et ettt e e e e e e eaetaneeaaeeaaeeaneeanaeeaneeanaeeneeennens 40
7 Conclusions and reCOMMENAALIONS ....uuuirnttiteeetet ettt teteeeeeaneraneeaneeeaaeeaneeanneraneseneesnneennens 42
S =] =T Lol =1 PPN 45
8 Annex. Sectoral analysis of employment elasticity and productivity by country.........ccccovveeiiiiiiiiinnnnnnne.. 47
Y I\ (o | - PP 47
A2. BOSNia @NA HEIZEGOVING «.uuvinittettieteetteenteeteeaneeeteeneeaneeeaeeaneeaneeenaeeaneesneesnnessneesnneennens 48
3G TR (o 70 oS N 49
A4. The Former Yugoslav Republic of Macedonia .......c.evuiiiiiiiiiiiiiiiiiiiiiii e 51
o TR 1T =] =T o PPN 52
Y= o) - T PN 54

List of Tables

TABLE 1: PUBLIC SECTOR SHARES OF EMPLOYMENT AND WAGES ..ot 15
TABLE 2: PROGRESS IN EU ACCESSION ...ttt et 19
TABLE 3: SELECTED RANKINGS OF WB6 ECONOMIES .....oiviniiniiiiiiiiii e 20
TABLE 4: EFFICIENCY AND EFFECTIVENESS OF WB6 GOVERNMENTS, 2016 ...ccuvvviniiiiiiiniiiiiiiiniiiiiniienns 20
TABLE 5: OECD INDICATORS ON EMPLOYMENT PROTECTION LEGISLATION ....cciiiiiiiiiiiiiiiiiiiiiiiiiians 22
TABLE 6: SELECTED DEMOGRAPHIC FEATURES, OF THE WB6 ECONOMIES, 2015.....ccuiviiiiiiiiiniiiiiiiiniininans 24
TABLE 7: SELECTED EDUCATION QUALITY INDICATORS, 2014 AND 2015 ....iuiiiiiiiiiiiiiiiiiincnceeans 27
TABLE 8: GROSS FIXED CAPITAL FORMATION (% OF GDP)...cuviuiiniiiniiiiiiiiiiiiiiiiii e 33
TABLE 9: LABOUR PRODUCTIVITY .ttt ettt et et e s aeaeas 35
TABLE 10: CONTRIBUTION OF SECTORS TO EMPLOYMENT GROWTH (%) +ouvivviniiiniiiiiiiiiiiiiiiiinenns 37

“This designation throughout this document is without prejudice to positions on status, and is in line with UNSCR 1244/1999 and the ICJ
Opinion on the Kosovo declaration of independence

Labour Markets in the Western Balkans: Performance, Causes and Policy Options

List of Figures

FIGURE 1: NET JOB CREATION BETWEEN 1993 AND 2015 ...ouviniiiiiiiiiiiiiiiiiinn e 12
FIGURE 2: EMPLOYMENT RATES IN THE WB6 ECONOMIES, 15-64 YEARS OF AGE........cccvviiiiiiiiiiiiiiiiiiininnn. 13
FIGURE 3: INFORMAL EMPLOYMENT AND VULNERABLE EMPLOYMENT RATES......c.oviiiiiiiiiiiiiiiiiininenes 13
FIGURE 4: RELATIVE AVERAGE NET WAGE IN PUBLIC ADMINISTRATION, 2008-2015 ....cvuvviiiiiiniiniiniiininnennne. 16
FIGURE 5: STOCK OF MIGRANTS FROM WB6 ECONOMIES, 2015 ...uouviniiniiiiiiiiiiiiiiiiiiiiincieeaeeae 25
FIGURE 6: CHANGE IN THE STOCK OF EMIGRANTS, 1990-2015...c.ciiiiiiiiiiiiiiiiiiinnn e 25
FIGURE 7: MAIN DESTINATION ECONOMIES OF EMIGRANTS FROM WB6 REGION, 2015.....cccvviiiniininiiininnininnes 26
FIGURE 8: GRADUATE SKILL GAPS - CURRENT AND FUTURE (%) +.uvuinuiniiniiiiininiiiiiiiiicnceniee e 30
FIGURE 9: FACTORS EXPLAINING ECONOMIC GROWTH CHANGE ......ooiiiiiiiiiiiiiiiiiiiiiiin e 32
FIGURE 10: HIGH-TECH EXPORTS AS % TOTAL EXPORTS (AVERAGE 2010-2015) ..cuviniiniiiiniiiiiiiiiniiineenen 34
FIGURE 11: LABOUR-EMPLOYER RELATIONS .....uutiniitiiiiii e 36
FIGURE 12: ALMP SPENDING AS A SHARE OF GDP, TOTAL AND BY CATEGORY .....cciviiiiiiiiiiiiiiiininiennes 40




@ RegionalCooperationCouncil

Labour Markets in the Western Balkans: Performance, Causes and Policy Options

Executive summary

Improving the effectiveness of the labour market is one
of the greatest challenges for economic and social de-
velopment in the Western Balkan region. Despite re-
cent improvements in the labour market situation and
a steady increase in the number of jobs that have been
created in the region in the last five years, employment
and activity rates remain relatively low, and unemploy-
ment rates relatively high, in comparison with the situ-
ation in most EU economies. Youth unemployment and
inactivity, women’s inactivity and the share of the long-
term unemployed in total unemployment are especially
high. Besides employment levels and trends, the quality
of jobs is also a challenge, given the widespread infor-
mal economy in the region. Labour Force Surveys show
that in Montenegro, Serbia, and The Former Yugoslav
Republic of Macedonia, one in five employed people
works in the informal economy, and in Albania one in
three of those employed in the non-agricultural sector
does so. These people are mainly recruited from poorer
social strata, have limited access to social insurance
and social protection, often earn less than others and
do not contribute to social funds that provide access to
social entitlements.

Institutions of the labour market play an important role
in determining labour market outcomes. Fortunately,
reforms that have taken place during the transition pe-
riod in most of the six Western Balkan (WB6)' econo-
mies have reduced redundancy costs and increased the
flexibility of wage negotiation systems. The WB6 econo-
mies have made progress in increasing the flexibility of
labour markets and reducing the restrictiveness of em-
ployment protection legislation, although differences
between the economies remain. Most economies in the
WB6 region have implemented reforms to improve the

business environment and ease the entry of new firms,
and most have progressed in the ease of doing business.
However, firms’ survival and growth is weak and hence
job creation is low. The WB6 economies should do more
to unlock the development potential of competitive
companies and to support companies to improve their
business sophistication.

Labour supply conditions are unfavourable throughout
the region. The region mainly faces low fertility rates
and negative natural growth, emigration and ageing.
The natural growth rate of the population is negative
in Bosnia and Herzegovina and Serbia, while in Albania
and Kosovo*, natural population growth has been offset
by migration. The migration rate is high in all econo-
mies, and over the past two decades almost one quar-
ter of the population has left the region. As a result,
the population of the region is shrinking and ageing.

In the context of a low supply of labour the quality of
labour supply is especially important. However, the
supply of skilled labour is inadequate. The poor qual-
ity of education is a major cause of the high youth un-
employment rate. Many young people, especially those
from poor families, stay out of education or drop out
of education too early. This suggests that the improve-
ment of skills through life-long learning programmes is
an important policy issue. Specific problems face the
education systems at both secondary and tertiary lev-
els. Vocational school graduates are disproportionately
represented among the unemployed and generally find
it difficult to get a job. The poor quality of education
is largely a consequence of the lack of formal relations
between secondary schools and companies. At the same
time, the quality and effectiveness of higher education

1 The tem WB6 refers to the six economies of the Western Balkans:
and The Former Yugoslav Republic of Macedonia

Albania, Bosnia and Herzegovina, Kosovo*, Montenegro, Serbia

systems in the WB6 region is low. Students in higher
education do not accumulate sufficient human capital,
leading to large skill gaps especially in the field of in-
teractive skills. In the absence of an adequate policy
response, such skill gaps are expected to increase in
the future. It is therefore crucially important that the
supply of skilled labour should be increased through im-
provements to education systems, both at secondary
school and at higher education levels. This should be
based on curriculum reform, improvements in teaching
quality based upon incentives and training programmes
to stimulate educators’ productivity, and on a closer in-
terrelationship between education institutions and the
business sector. In this respect, the importance of work-
based learning for secondary school students along the
lines of the Serbian programme for cooperative edu-
cation based on the German dual education approach
is a best practice example that should be diffused
throughout the region. Correspondingly, at tertiary lev-
el, measures to encourage university-business cooper-
ation should be introduced or scaled up to ensure that
university students and graduates have opportunities
for periods of internship or project work within com-
panies. At the same time, the business sector should
be included in decision-making processes in university
management systems in order to modernise curricula
and to improve the relevance of teaching methods to
the needs of the business sector.

Alongside the inadequate supply of labour, the demand
for labour is also problematic and the labour markets
have failed to generate a sufficient number of jobs or
resolve structural problems such as frictional and struc-
tural unemployment. The main determinants of the
demand for labour are the business cycle, investment,
the cost of labour, and structural change in the econ-
omy. Political instability in the entire WB6 region, and
the inability of political decision makers to define and
implement integrated medium-term reform strategies,
has hindered job creation and economic development.
It has reduced domestic investment and FDI inflows
leading to a low demand for labour, although FDI in-
flows appear to have raised productivity before the on-

set of the economic crisis. Labour costs in the region
are relatively low and provide an attraction factor for
FDI, which has been on an increasing trend in recent
years. Wage bargaining institutions are becoming more
cooperative and less confrontational than in the past,
which supports the growth of labour demand. Finally,
structural change has had a major impact on the nature
of the demand for labour. With the transition to a ser-
vice economy, the main challenge now is to move the
economies towards more high-skill knowledge-intensive
sectors of production and services than in the past.

The encouragement of investment by the business sec-
tor is of crucial important in raising the demand for
labour and improving productivity. Investment that is
linked to manufacturing and to integration of the re-
gion into global value chains can be especially impor-
tant in this respect. This would require the economies
of the region to adopt effective measures to attract
FDI. In order to make a success of such a policy, it is
critically important to ensure that the there is a posi-
tive spillover from FDI activities into the local economy
in the form of job creation, skill development and tech-
nology transfer. Therefore, governments should ensure
that they have policies in place to develop the local
supply base. Such policies should be designed to ensure
that the inputs into the production processes of foreign
multinationals are supplied by local companies, which
could have an important multiplier effect on local econ-
omies in generating new demand for highly skilled jobs.

Employment policy has traditionally been passive rath-
er than active throughout the region, although recent
policy reforms have promoted the idea of active labour
market policies. However, the expenditure on these
policies remains relatively low in comparison with EU
averages and this is an area that should be developed
much more in the future to support both the supply
and demand sides of the labour market, supporting the
creation of a job-friendly growth model, the continuing
reduction of unemployment, and improvements in the
quality of jobs in the region.
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1 Introduction

The main aim of this report is to present an analysis of
trends in the WB6 labour markets since 2010 and pro-
vide recommendations for improving labour markets
conditions. The report focuses on conditions for job
creation and factors leading to the employment prob-
lems of the region. The approach rests on the assump-
tion that conditions for labour supply and demand af-
fect the labour market and job creation. For example,
an unfavourable business environment or a poorly de-
veloped private sector might constrain the demand for
labour. On the supply side, low employability of part of
the labour force may lead to structural unemployment
coexisting with job vacancies. Deficits in the education
system may hinder the matching of labour supply and
demand. The report is based on economic theory and
empirical evidence of special relevance to labour mar-
kets. This is a joint endeavour+ of researchers from the
region and is the first comparative analysis of this kind
covering recent years and made available to the region-
al and international audience in the English language.

The report is structured as follows. Section 2 presents a
brief review of the main indicators, trends and charac-
teristics of the labour markets in the WB6 economies.
Particular attention is given to the analysis of specific
target groups, such as youth, women, informally em-
ployed, and low-skilled individuals. Secondly, it anal-
yses in more detail the sector specific conditions for
labour demand and the key sectors for employment
generation, including the role of the public sector and
public-private wage differentials. Section 3 discusses
the role of the institutional framework and the regu-
latory environment in supporting labour markets in the
WB6 region.

Sections 4 and 5 cover the supply and demand for la-
bour in the WB6 economies. Section 4 focuses on labour
supply, addressing demographic trends and migration.
It also analyses the educational system in the WB6

economies, the qualifications of the labour force and
the extent of skill mismatches that affect employment
and labour market developments. It addresses the ma-
jor challenges that prevent the education systems from
providing an adequate supply of skilled labour. Section
5 focuses on the demand for labour. It first presents the
key factors determining employment generation, focus-
ing on the business cycle, labour costs, tax and benefit
systems, wage setting process, and the role of structur-
al change in shifting the demand for labour over time.
The analysis is mainly based on a review of government
reports and previously published studies. Section 6 re-
views labour market policies, particularly related to ac-
tive labour market policies (ALMPs). Section 7 provides
conclusions and some policy recommendations.

Labour Markets in the Western Balkans: Performance, Causes and Policy Options

2 Labour market performance

This section presents the current situation on the la-
bour market by analysing key labour market indicators
for the WB6 region. They show similar characteristics
and trends for each economy including persistently low
activity and employment rates.

2.1 Labour market participation
and activity rates

Labour force participation rates (activity rates) have
been relatively low over the period from 2010-2016,
due to the low activity rates of women, young people
and less well-educated people.? In some economies,
female activity is only half the male inactivity rate.
The lowest participation in the labour market is among
young people (15-24 years). Female labour force par-
ticipation rates are extremely low, indicating gender
inequalities in the labour market and a potentially high
level of gender discrimination. The overall inactivity
rate in the WB6 was 40% in 2015 and thus considerably
higher than in the EU (World Bank & WIIW, 2017). The
share of people outside the labour market was highest
in Kosovo* (61.8%) and Bosnia and Herzegovina (45.4%)
and lowest in Albania and The Former Yugoslav Republic
of Macedonia, where it was close to 36% in each econ-
omy. Inactivity among young people is even higher for
those with low education. There are several explana-
tions for this including subdued economic growth and
high migration.

2.2 Employment

Over the entire sixteen year period from 2000 to 2016,
total employment fell by -1.7%, from 6,608,000 to

6,496,000.3 The absence of overall employment growth
despite the general improvement in economic condi-
tions (with the exception of the crisis period) is a re-
markable phenomenon that requires some discussion.
Figure 1 presents data on the change in the total num-
ber of jobs in the WB6 economies since 2010 (with the
exception of Kosovo* for which data are not available
for the entire period). Over the whole period from 2000
to 2016, two economies experienced an overall expan-
sion in the number of jobs (Montenegro at 28.1% and
The Former Yugoslav Republic of Macedonia at 18.2%),
while two experienced an overall decline in the number
of jobs (Bosnia and Herzegovina at -4.1% and Serbia at
-9.5%). Albania experienced a modest increase in jobs
of 8.9% over the whole period.

The economic growth that took place over the period
of economic boom from 2000 to 2008 was effectively
“jobless growth”. In the WB6 region, although average
growth rates of real GDP were around 5% per annum, to-
tal employment in the WB6 region as a whole fell from
6.6 million to 6.5 million. During the period of great-
est impact of the economic crisis from 2008 to 2011,
employment levels in the WB6 region fell by 588,000,
equivalent to a fall of -8.8% in the total employment.
The situation recovered over the subsequent five years
and by 2016 total employment had again reached 6.5
million, representing an increase of 8.9% over the peri-
od 2012-2016. A significant proportion of this increase
took place among older workers aged 55-64, as this age
group has experienced considerable population growth.
Employment also increased among the highly educated,
suggesting that higher education is a pathway into sta-
ble employment. In the years of rapid economic growth

2 The labour force participation rate, also known as the activity rate, is the ratio between the active labour force and the total

working age population

3 These data are taken from the ILO online database, but do not include Kosovo* for which longitudinal data on employment is not

available.
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from 2000 to 2008, employment growth was relatively
high in Montenegro and The Former Yugoslav Repub-
lic of Macedonia. Elsewhere, employment growth was
more modest and there was a net reduction in the num-
ber of jobs in Serbia connected to the delayed process
of privatisation that began after 2000.

During the period of economic crisis from 2008-2012
the number of jobs continued to fall dramatically in
Serbia and also fell in Bosnia and Herzegovina and Mon-
tenegro. In contrast, Albania and The Former Yugoslav
Republic of Macedonia managed to weather the crisis,
maintaining job growth at 5% overall. Since 2012 the
economies have begun to recover from the crisis and
job growth has taken off in Serbia and continued at a
respectable rate in The Former Yugoslav Republic of
Macedonia. However, even in this recovery period em-
ployment growth stagnated in Albania, Bosnia and Her-
zegovina and Montenegro.

Figure 1: Net job creation between 1993 and 2015

205 AL BA MK ME RS

- Change s Change s Change
2000-2008 2008-2012 2012-2016

Source: ILO online data. Note: Data refer to total job change in-
cluding employment and self-employment. Data for Kosovo* are
not available for the whole period and from that data source.

How can these diverse patterns of job growth be ex-
plained? Firstly, the period of rapid economic growth

after 2000 had a positive effect on job growth in most
economies except Serbia where privatisation was de-
layed and only began to take off after 2000, leading
to widespread layoffs. Second, the economies most
affected by the economic crisis experienced the most
adverse impact on jobs, while those least affected saw
jobs continuing to increase in number between 2008
and 2012 (Albania and The Former Yugoslav Republic of
Macedonia). Thirdly, in the recovery phase, since 2012,
job growth has been surprisingly muted except in Ser-
bia, which may reflect the stultifying effect of austerity
policies on public sector job growth. It is notable that
Serbia only began to apply genuine austerity policies
following the Stand-by Agreement with the IMF in 2015,
and so we may expect that rapid job growth that Serbia
has experienced since 2012 may slow down as these
policies begin to take effect.

Changes in the number of jobs created are reflected
in the employment rate. As can be seen from Figure 2,
the employment rate fell in several economies (Bosnia
and Herzegovina, Montenegro and Serbia) in the period
after the onset of the economic crisis, but has recov-
ered somewhat since 2012. The overall ranking of the
economies has stayed the same, with the highest em-
ployment rate in Albania and the lowest in Kosovo*. The
average employment rate of 15-64 year olds in the WB6
region was just 44.8% in 2015, and around 52% in the
top three performing economies (Albania, Montenegro
and Serbia). Even in the latter economies the employ-
ment rate is far below the average employment rate of
15-64 year olds in the EU, which was 65.6% in the same
year. The female employment rate is particularly low in
Kosovo* (11.9%) and in Bosnia and Herzegovina (29.5%).
In Kosovo*, it is lowest for young women (15-24 years),
at 3.8%, and highest for women aged 25-54 years, at
16%. Women with low education have the lowest em-
ployment rate at 3.8%, compared to 43.2% for highly
educated women. Similar patterns of female employ-
ment rates are observed in Bosnia and Herzegovina.

Figure 2: Employment rates in the WB6 economies, 15-64 years of age

60 —

507./.\'\1-'\
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@ Albania
Serbia
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@ The Former Yugoslav Republic of Macedonia

@ Bosnia nad Herzegovina

'\./'\0—0\‘/'\0\, oo

2007 2008 2009 2010 2011 2012 2013
Source: Eurostat online data variable code [cpc_siemp]

The problem of low employment rates is a critical prob-
lem for the Western Balkans economies as it implies a
large untapped pool of human resources that could be
brought into effect to boost economic growth and pros-
perity, and is a sign of allocative inefficiency in these
economies. The positive aspect of this is that measures
can be taken to reduce structural unemployment and
raise employment rates using active labour market pol-
icies, and these can be relatively easy to introduced
given the requisite political will.

2.2.1 Informal Employment

The WB6 economies have relatively high shares of in-
formal employment in total employment (see Figure 3).
Informal employment is high among the most vulnera-
ble groups, such as young people, women and the older
age groups. Informal workers are subject to exclusion
and vulnerability, and informal employment has a per-
sistent, forced and occasionally desperate character.
Unpaid family employment accounts for a significant
share of informal employment in most WB6 economies.

Labour force surveys do not always contain appropri-
ate questions to clearly identify informal employment
based on the ILO definition (Krsti¢ and Gashi, 2016).
Consequently, vulnerable employment, comprising un-

2014 2015

paid family members and self-employed without em-
ployees, are used as a proxy for informal employment
in Albania and Kosovo*. Furthermore, informal employ-
ment in Kosovo* is underestimated compared to other
economies since Kosovo* does not report on the labour
force over 64 years of age, for whom informal employ-
ment rates are relatively high.

Figure 3: Informal employment and vulnerable em-
ployment rates

60 —
50
40
30

20
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@ Informal employment rate @ Vulnerable employment rate

Source: Adapted from Krsti¢ and Gashi, 2016. Data on informal
employment: 2014 LFS for Bosnia and Herzegovina; 2015 LFS for
Kosovo*, the Former Yugoslav Republic of Macedonia, Serbia and
Albania. Data on vulnerable employment relate to 2014, KILM
9th Edition, ILO.
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More men than women are informally employed (55% vs.
45%) in Serbia, but women are more likely to be in in-
formal employment. In Bosnia and Herzegovina and The
Former Yugoslav Republic of Macedonia, men account
for nearly two thirds of informally employed persons,
and compared to women and they are also more likely
to be informally employed due to the higher share of
men engaged in agriculture. In Kosovo* and Montenegro
men are also more likely to hold informal jobs, while in
Albania there is no gender difference.

The oldest and youngest workers are most likely to be
informally employed in Bosnia and Herzegovina, Mon-
tenegro, Serbia and The Former Yugoslav Republic of
Macedonia (Krsti¢ and Gashi, 2016). Among the working
age population (15-64 years old), young people (15-24
years old) are most likely to be informally employed.
Youth informality rate ranges from 38.6% in The Former
Yugoslav Republic of Macedonia to 30.8% in Serbia. The
next age group more exposed to informal employment
are workers between 55-64 years old. All this suggests
that those most likely to engage in informal employ-
ment are at the margin of the labour market, namely
the youngest, who have just entered it, and the oldest,
who are about to leave it.

The rate of informal employment varies inversely with
the level of education. The highest rate of informality
among low-educated workers is in Bosnia and Herzego-
vina, where around 86% of workers with no education
and 62% of those with only primary education work in-
formally. Serbia has the lowest informality rate among
workers with tertiary education and Montenegro has
the highest. Workers with primary or lower education
and those employed in agriculture are more exposed
to informal employment in Albania, Bosnia and Herze-
govina, Montenegro and Serbia. In all economies, infor-
mal employment is most prevalent in agriculture, since
unpaid family workers, who are by definition informal,
are mostly concentrated in this sector. In Albania and
Serbia, informal workers account for about two thirds
of all workers in agriculture.

2.2.2 Public sector employment and wage
premiums

Given the scarcity of well-paid formal jobs in the pri-
vate sector, public sector employment has traditional-
ly been considered a privilege in the WB6 economies
(Arandarenko, 2016). Public sector jobs pay higher
wages (at least at entry level), provide better working
conditions including the protection of workers’ rights,
and require less effort and overtime work compared
with private sector employment.

Labour Markets in the Western Balkans: Performance, Causes and Policy Options

Table 1: Public sector shares of employment and wages

Share of public sector

employment 2

Share of public sector
wage bill in total govern-
ment expenditure °

Share of public sector
wage bill in GDP ¢©

Albania 16.6% 24.2% 6.9%
Bosnia and Herzegovina 30.2% 27.5% 10.6%
Kosovo* 32.6% 28.0% 8.0%
Montenegro 30.4% 26.9% 9.3%
Serbia 28.4% 24.7% 9.8%
Republic of Macedonia 22.4% 18.6% 5.9%
OECD Average 22.0% 14.7% 5.4%

Sources: (a) Vladisavljevi¢ et al. (2016) and for Montenegro LFS
2015 and Tax Administration data; (b) Albania and Kosovo* (She-
haj et al, 2015), Bosnia and Herzegovina (Djuki¢, 2009), Montene-
gro, Serbia and The Former Yugoslav Republic of Macedonia (Av-
lijas et al, 2013); (c) World Bank data except for Kosovo* (based
on Ministry of Finance data) and Montenegro (based on Ministry
of Finance data).

The most striking indicators of public sector privileges
are the size of public sector employment and the pub-
lic sector wage bill in comparison with the average for
OECD countries (see Table 1). The Former Yugoslav Re-
public of Macedonia is the only country with similar size
of public sector employment and a comparable public
sector wage bill to the OECD economies. In contrast,
Bosnia and Herzegovina, Kosovo* and Montenegro have
relatively large public sectors.* Of course, having a rela-
tively large public sector sizes not imply any judgement
about relative efficiency of the public sector. The more
wealthy countries of the OECD are likely to have lower
share of public sector employment simply because wag-
es are higher relative to capital, and it is more costly
to employ public employees rather than replacing their

jobs with computers and other labour-saving machin-
ery. In contrast, in the WB6 economies where labour
costs are relatively lower, it may make good sense to
employ relatively more people in the public sector than
is the case in the OECD.

The public sector wage premium in the WB6 region is
higher than the EU average (Vladisavljevic et al., 2016).
Moreover, the difference between public and private
sector wages is greater for lower wage earners in each
economy. Unlike private sector wages, which are main-
ly determined by market forces, wages in the public
sector are set by political decisions. Governments often
set wages for low-skilled workers in the public sector
above the wages in the private sector in order to gain
political support (Giordano et al., 2011).

The relative average net wage in public administration
is especially high in Bosnia and Herzegovina, where it
averaged around 1.4 over the period from 2010-2015
(see Figure 4). It has been the lowest in Montenegro
where the relative wages in the public sector have been

4 The reasons for this differ. In the case of Bosnia and Herzegovina is partly due to the complex territorial organization and

institutional setting.
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more or less on a par with the private sector, though
having a tendency to increase over time. In both Al-

bania and Serbia the relative average net wage in the
public sector bean to fall in 2014.

Figure 4: Relative average net wage in public administration, 2008-2015

1.5 —

@ Albania
Serbia

@ Montenegro

0.9 1 1 1 1

@ The Former Yugoslav Republic of Macedonia

@ Bosnia nad Herzegovina

2010 2011 2012 2013 2014

Source: Adapted from Vladisavljevi¢ et al, 2016, based on data
from national statistical offices of WB6. Note: data for Kosovo*
are not available. The Figure compares the average levels of the
public sector wages in the economies, expressed as the ratio of
the public sector wages to the average wage.

The differences in wages between the public and pri-
vate sectors have policy implications, since inequality
of wages in the two sectors causes distortions on the
labour market (European Commission, 2014). Higher
wages in the public sector, together with better work-
ing conditions, may result in a “brain drain” of talented
and innovative persons to the public sector, which could
result in distorting incentives for skill acquisition and
thus potentially impede the pace of economic growth
and structural transformation of the economy. Moreo-
ver, it may complicate the transition of young people to
the labour market by extending the duration of unem-
ployment, since they may delay searching for a job in
the private sector in the hope of getting a public sector
job.

2015

2.3 Unemployment

Unemployment in the WB6 region has declined by
200,000 people from an estimated 1.7 million in 2010
to 1.5 million in 2016, although it is not clear how many
these people made the transition from unemployment
to employment rather than to inactivity (World Bank
and WIIW, 2017). As a result, the average unweighted
unemployment rate decreased from 23% in 2010 to 21%
in 2016. The unemployment rate in 2016 was highest at
25.4% in Bosnia and Herzegovina and lowest at 17.1%
in Serbia. Gender differences in unemployment rates
are less evident because women are more likely to be
outside the labour force. The decline in unemployment
rates was especially high for low and medium skilled
persons, with differences between economies. Long-
term unemployment accounted for about two-thirds of
unemployment over the period 2010-2016, being at the
level of 85% in Bosnia and Herzegovina in 2015. It was
also high in Montenegro (78%) and The Former Yugoslav
Republic of Macedonia (84%). between 2010 and 2016,
long-term unemployment only fell in Albania and Ser-
bia, although it still accounted for about two-thirds of
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total unemployment. When we look at the gender dif-
ferences, we can see that the figures for women were
very close to that of men in Bosnia and Herzegovina,
Montenegro and Serbia, whereas they were higher in
Albania, Kosovo* and The Former Yugoslav Republic of
Macedonia.

Youth unemployment is particularly high in the WB6
region compared to the EU. A recent report on youth
employment in the Western Balkans (World Bank 2016)
finds that many young people are in the NEET (not in
Education, Employment, or Training) category, and that
young women in particular have a weak attachment
to the labour market. Moreover, young people experi-
ence very long transitions from school to work. Avail-
able data show that, on average, it takes 21 months
for a young person in Montenegro to find their first
job (Djuri¢, 2016), 24 months in Serbia (Marjanovic,
2016) and 25 months in the Former Yugoslav Republic
of Macedonia (Mojsoska-Blazevski, 2016). The labour
market outcomes of young people are closely linked to
the business cycle, leading to higher job losses during
downturns, but job gains during period of economic
upswing. This can be explained by the fact that youth
employment represents a more flexible segment of the
labour market, with a higher share of temporary con-
tracts and informal employment. Reforming labour reg-
ulations could have a positive impact on youth employ-
ment, but there are also other important constraints,
like skills mismatches, low levels of entrepreneurship
skills and access to productive inputs such as finance
for self/employment, as well as social norms and atti-
tudes particularly regarding child care responsibilities
for women.

2.4 Summary

The evidence presented above suggests that some pos-
itive trends can be observed in the labour market situ-
ation in the WB6 region, as unemployment rates have
recently begun to decline (with the exception of Alba-
nia), while employment has begun to increase. The de-

cline in unemployment rates has been greater for low
and medium skilled workers. However, despite these
positive trends, a number of issues remain the subject
of concern. The labour market participation of women,
young people and people with lower levels of educa-
tion is inadequate. Women generally have lower rates
of activity than men, while the activity rate of young
people is also low, especially for those with lower levels
of education. At the same time, youth unemployment
is unacceptably high. Labour market outcomes of young
people are closely linked to the business cycle, lead-
ing to higher job losses during downturns, and high job
gains during upswings. About two-thirds of total unem-
ployment is accounted for by long-term unemployment,
with young people being over-represented in this cat-
egory. Gender differences in unemployment rates are
less evident because women are more likely to be out-
side the labour force. Informal employment is predom-
inant among the most vulnerable groups, such as young
people, women and the older age group, with the ex-
ception of The Former Yugoslav Republic of Macedonia
where men are more affected by informal employment
than women. The public sector employs a large share
of the available labour force in most WB6 economies.
By offering higher wages, at least for entry level jobs,
better working conditions including protection of work-
ers’ rights, and requiring less effort and overtime work
compared with the private sector, it attracts “the best
and brightest”, creates queues for jobs in the public
sector, and consequently delays young people’s transi-
tion to the labour market.
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3 Institutional framework

The legal environment and institutional framework are
important for labour market performance. Most econ-
omies in the WB6 region have implemented reforms to
improve the business environment and ease the entry
of new firms. Although there has been some progress
in terms of easing the market entry of firms, there
has been less progress in improving firms’ survival and
growth, which are important for job creation (Mojsos-
ka-Blazevski, 2016). Kovtun et al. (2014) identify three
groups of factors to explain low levels of job creation
in the WB6 region since 2000 including i) labour mar-
ket institutions which affect the matching process and
the adjustment capacity of firms, ii) cost factors that
prevent wages to adjust downwards to reflect the over-
supply of labour, and iii) structural factors which ac-
company the transition of the WB6 economies and their
association to the EU, including industrial and SMEs
policies. We extend the analyses to additional factors
affecting labour demand.

In this section we present a set of available indicators
related to the progress of WB6 economies towards EU
integration, indicators about the quality of governance,
and ranking of countries in global indices on governance
and competitiveness. One of the indicators of improve-
ment in the legal and institutional environment is the
degree of progress towards EU integration, based on
criteria for the establishment of functioning market
economies. Since 2015, EU progress reports examine
the state of play and progress of the economies. Table
2 shows large variations between the economies and
within economies in the three areas in which the as-
sessment was made: public sector reform, rule of law
and economic criteria. The Former Yugoslav Republic of
Macedonia and Montenegro are the most advanced in
their reforms, whereas Kosovo* is the least advanced.

Labour Markets in the Western Balkans: Performance, Causes and Policy Options

Table 2: Progress in EU accession

The Former
. Bosnia and . : Yugoslav
Albania Herzegovina Kosovo Montenegro Serbia Republic of
Macedonia
Public sector reform 3 2 3 3
Legal system 1 2 1 2 2
Rule of | F1ght against 2 2 1 2 2 2
law corruption
Fight against 2 2 1 2 2 2
organised crime
Functioning mar- 3 1 1 3 4 3
ket economy
Eco- —
nomic | Ability to cope
crite- | With competitive
ria pressure and 2 1 1 3 3 3
market forces
within the Union

Source: Mojsojska-Blazevski (2016), based on the 2015 Progress
Report for each EU Candidate country. Note: Early stage - Some
level of preparation - Moderately prepared - Good level of prepa-
ration - Well advanced

As the above table shows, none of the WB6 economies
have yet managed to establish a functioning market
economy even 25 years since the start of transition pro-
cess.

A further set of indicators is taken from rankings of
WB6 countries in relevant worldwide indices (see Table
3). As can be seen, the economies of the WB6 perform
relatively poorly on the Global Competitiveness Index,
showing bottlenecks in some important aspects of the
competitiveness. They have further to go to unlock
their development potential and to support companies
in improving their business sophistication. Further-
more, the raking of all WB6 countries are rather low in
the Transparency International’s Corruption Perception
(CPI) Index, the Heritage Foundation’s Index of Eco-

nomic Freedom. On the other hand, in the case of the
World Bank Ease of Doing Business Ranking, The former
Yugoslav Republic of Macedonia is among the best per-
forming economies in the world.
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Table 3: Selected rankings of WB6 economies

Global  Competitiveness
Report 2016 (out of 138
economies)

Albania

80

Bosnia and

Herzegovina

107

Kosovo*

Montenegro

82

Serbia

90

The Former
Yugoslav
Republic of
Macedonia

68

Transparency Internation-
al Corruption Perception
(CPI) Index 2016 (out of
176 economies)

83

83

95

64

72

90

The Heritage Foundation
Index of Economic Free-
dom (out of 186)

59

108

84

65

77

47

World Bank Ease of Doing
Business Ranking (out of
190 economies)

58

81

60

51

47

10

Sources: https://www.weforum.org/reports/ the-global-competitiveness-report-2017-2018; https://www.transparency.org/research/cpi/
overview; http://www.heritage.org/index/; http://www.doingbusiness.org/rankings

Table 4: Efficiency and effectiveness of WB6 governments, 2016

Government effective-

Albania

Bosnia and
Herzegovina

Kosovo*

Montenegro

Serbia

The Former
Yugoslav
Republic of
Macedonia

s 0.00 -0.43 -0.44 0.10 0.09 0.09
ness
Government efficiency 3.9 3.1 - 3.9 3.4 3.7¢
Labour market efficiency 4.0 3.5 - 4.2 4.0 4.1*

Sources: “Government effectiveness” indicator from the World Bank database: http://info.worldbank.org/governance/wgi/index.
aspx#home; “Government efficiency” and “Labour market efficiency” indicators from the World Economic Forum database:

http://reports.weforum.org/global-competitiveness-index/downloads.

Note: * Data for 2015, since data for 2016 are not available. ** The estimated value of the indicator is presented in units of a stand-

ard normal distribution, i.e. ranging from approximately -2.5 to 2.5.
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Another set of indicators measures the quality of gov-
ernance using different indicators, including govern-
ment effectiveness (see Table 4). The indicator “per-
ception of government effectiveness” is especially low
in Bosnia and Herzegovina and Kosovo*. The govern-
ment effectiveness indicator includes quality of public
services, quality of the civil service and the degree of
its independence from political pressures, the quali-
ty of policy formulation and implementation and the
credibility of the government’s commitment to such
policies. The perceptions of government efficiency are
calculated on a scale 1 to 7, where 1 corresponds to the
worst possible outcomes and 7 corresponds to the worst
possible outcomes.® The scores for the WB6 economies
are less favourable than in most EU economies. By this
indicator, three of the WB6 economies are around the
middle of the list of economies, with average ratings
of 3.6 and 3.7. The other three economies are near the
bottom of the list. The scores of the perceptions of la-
bour market efficiency follow a similar pattern. All WB6
economies appear to rank relatively low on the index of
labour market efficiency, with Montenegro ranked best
at 74th place.®

3.1 Employment protection
legislation

Employment protection legislation (EPL) can affect
both labour supply and labour demand. Strict EPL re-
stricts hiring and firing workers, and hinders firms’ ad-
justment to shocks through changing the level of em-
ployment. On the supply side, strict EPL may inhibit
workers from switching jobs and can cause long-term
unemployment, although few studies find evidence for
such an effect. Although it has been argued that EPL

in the WB6 economies was very strict at the beginning
of the transition and may have slowed the reallocation
of labour, following recent labour market reforms most
WB6 economies have reduced redundancy costs and in-
creased the flexibility of wage negotiation systems. In
the most recent rankings of the Global Competitiveness
Index (GCl), Serbia ranks 17th and Bosnia and Herzego-
vina at 28th place in the world out of 138 economies,
while Albania has made less progress with reforming
EPL and is ranked at 95th place (Global Competitive-
ness Report 2015). The GCl index of labour market flex-
ibility ranks The Former Yugoslav Republic of Macedonia
at 33rd place and Montenegro 48th, while Bosnia and
Herzegovina is on the 101st place and Albania and Ser-
bia close to 90th place. These data show that there has
been some progress in terms of increasing the flexibility
of the labour markets and making EPL less restrictive,
although there are differences between the economies
in the region. However, there is no clear evidence that
less strict EPL brings higher job creation.

5 More details about calculation of these indicators are available at http://reports.weforum.org/global-competitiveness-
index-2017-2018/appendix-a-methodology-and-computation-of-the-global-competitiveness-index-2017-2018/.

6 Using a regression analyses based on 32 European economies (including the WB6 economies), Mojsoska-Blazevski and Kurtisi (2012)
found that an increase of 1 unit in labour market efficiency would bring about an increase of employment rate by 7.8 percentage

points
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Table 5: OECD indicators on employment protection legislation

Protection of permanent workers against individual and collec-

tive dismissals

Albania 2015 2.49
Bosnia and Herzegovina 2015 2.58
Kosovo* 2014 2.08
'CIJ'P(:A Eggrc?:r:i:ugoslav Republic 2015 2.29
Montenegro 2013 2.88
Serbia 2015 2.23
OECD 2013* 2.27

Source: OECD/IAB Employment Protection Database, 2013 up-
date: www.oecd.org/employment/protection. Note: For all econ-
omies: scale from O (least restrictions) to 6 (most restrictions),
most recent year available. ** 2014 for Slovenia and United
Kingdom, no data for Germany and Portugal.

Table 5 compares the employment protection in the
WB6 region, according to OECD Employment Protec-
tion Legislation indicator. The indicator is based on 21
items classified in three main areas: (i) protection of
regular workers against individual dismissal, (ii) reg-
ulation of temporary forms of employment and (iii)
additional, specific requirements for collective dis-
missals. Each item is assessed on a scale 1-7, where 1
means less and 7 more employment protection, using
review of national legislation. According to these data,
the easiest dismissals of private sector workers are in
Kosovo*, where the level of protection is significantly
lower than the OECD average. For Serbia and The For-
mer Yugoslav Republic of Macedonia, the employment
protection is at the average OECD level, while in Alba-
nia, Bosnia and Herzegovina and especially Montene-
gro, private sector employers face more difficulties to
dismiss their workers.

3.2 Summary

The legal environment and institutional framework are
important for labour market performance. One of the
indicators of improvement in the legal and institution-
al environment is the degree of progress towards EU
integration, based on criteria for the establishment
of functioning market economies. However, in official
EU reports, none of the economies are yet classified
as functioning market economies. The WB6 economies
also experience bottlenecks in important aspects of
the competitiveness and have further to go to unlock
their job creation potential. Moreover, government ef-
fectiveness appears to be relatively weak in the WBé6e
economies, which may explain to some extent the ina-
bility of governments in the region to introduce effec-
tive job creation measures. Perceptions of government
efficiency and labour market efficiency are below the
perception scores in most EU economies.

However, substantial progress with institutional reforms
for the labour market has been made in recent years.
It has often been claimed that employment protection
legislation in the WB6 economies was quite protective
of workers at the beginning of the transition, which
may have slowed down the reallocation of labour. How-
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ever, under recent reforms, most of the WB6 economies
have reduced redundancy costs and increased the flexi-
bility of wage negotiation systems. The WB6 economies
have increased the flexibility of their labour markets

and made EPL less restrictive, although there are dif-
ferences among the economies. Moreover, there is no
clear evidence that less strict EPL causes higher rates
of job creation.
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4 Labour supply

This section analyses the supply of labour and its qual-
ity in the WB6 economies. First, the demographic fea-
tures of the economies are discussed, emphasising the
role of labour force ageing and migration. Secondly, the
section considers the supply of skilled labour from the
education systems in the region.”

4.1 Demographic trends

Demographic trends in the WB6 region are driven by a
natural decrease in population, which is consequence
of an adverse age structure, and migration. Some key
demographic indicators are presented in Table 6.

Table 6: Selected demographic features, of the WB6 economies, 2015

The Former
Albania SO apd Kosovo* Yugos_lav Montenegro Serbia
Herzegovina Republic of
Macedonia
Estimated population size 2.89 3.82 1.77 2.07 0.62 7 11
(million) : : . . . .
Natural growth rate (%) 3.7 -1.5** 12.4 1.3 1.7 -5.4
Net migration plus adjust- i s i i i
ment (per 1.000) 5.9 0.0 31.1 0.2 1.5 0.0
Total fertility rate 1.67 1.24 2,21 1.50 1.74 1.46
Sj\are of the elderly (65+) 12.4 15 8 6.8 12.7 13.7 18.5
%) . , , . . .

Sources: Eurostat online database and Agencija za statistiku
Bosne i Hercegovine, 2016; Note: ** 2014

According to UN projections, population will decrease
in the WB6 economies until 2050, with the greatest de-
clines occurring in Bosnia and Herzegovina and Serbia.
The share of the population aged over 80 will increase
from its current level of over 2% to between 9% and
10%, even in Albania and The Former Yugoslav Republic
of Macedonia (UNFPA, 2015: 27-30). These demographic
processes may cause the labour force to decline and
increase the old age dependency ratio, affecting eco-

nomic performance and reducing social security fund-
ing, which relies on revenues from taxes on labour. The
pressure on pension funds and health funds are increas-
ing due to population ageing. In the longer term, labour
force ageing may require higher financial allocations for
retraining and for unemployment and disability bene-
fits, as the length of working lives increases. The ageing
population will most likely also require the WB6 econo-
mies to focus more on activating the population.

7 The main sources of information for this section come from Bartlett et al. (2013) for analysis of secondary education, and from

Bartlett et al. (2017) for analysis of higher education in WB6.

4.1.1 Migration

The WB6 region has traditionally been source of labour
migration with the exception of Albania, which was
closed during the period of communist rule from 1945
to 1990, while former Yugoslavia exported unskilled la-
bour to Germany and other Western European econo-
mies since 1960s. Migration peaked in the 1990s as a
result of opening borders in Albania and the conflicts
in the Yugoslav successor states. In 1990s Albania lost
more than a third of its population through migration.
The wars in the Yugoslav successor states created new
waves of migrants, including refugees and internally
displaced persons. The total number of emigrants from
the WB6 region doubled from 2.2 million in 1990 to 4.4
million in 2015, equivalent to 24% of the region’s popu-
lation in 2015 (Mara and Orué, 2016). The data include
first-generation emigrants, i.e. the ones who were born
in a country of WB6 and then moved abroad. Emigra-
tion continued after 2010, but unfortunately accurate
emigration figures are not available, since administra-
tive data cover only a small portion of actual migration
flows.

Emigration from the WB6 region is no longer related
to war, conflict and human rights abuses, but is caused
by the deterioration in economic conditions and a lack
of appropriate jobs, especially for medium-skilled and
highly skilled workers. Over the last decade, most econ-
omies experienced a gradual transition from unstable
large-scale outflows to lower and more stable migration
rates (International Organization for Migration, 2009).
As a consequence of these different patterns of migra-
tion, the structure of migrants from former Yugoslavia
is more mature than of migrants from Albania. This has
implications for return as well as for harnessing devel-
opment potential of diaspora, which usually needs a
certain number of years for its “maturity” and ability
to contribute to its home country’s development.

Figure 5: Stock of migrants from WB6 economies, 2015
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Source: Adapted from Mara and Oruc (2016) based on elabora-

tion of UN Statistics (2015). Data for Kosovo* from IOM Migration
Profile (2014). The stock of migrants includes intra-regional
migration in the WB6.

The stock of emigrants varies from 43% of the resident
population in Bosnia and Herzegovina to 14% in Serbia,
with all other economies having more than 20% of pop-
ulation outside their borders (see Figure 5). The largest
increases in the stocks of emigrants since 1990 have
taken place in Albania and Bosnia and Herzegovina.

Figure 6: Change in the stock of emigrants, 1990-

2015
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Figure 7: Main destination economies of emigrants
from WB6 region, 2015
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@ Other 9.10% | 13.21%| 13.91%| 18.34% 3.41% | 12.37%| 12.41%
@ Turkey 0.33% 0.15% 0.00% | 28.03% 0.00% 0.30% 3.22%

Switzerland ~ 0.18% 3.49% | 22.94%| 11.40% 2.02%| 17.48% 7.91%
@ EU-15 83.86% | 28.87%| 61.37%| 25.69%| 26.75%| 51.96%| 48.66%

@ WB6 region 6.34% | 47.48% 0.00% | 12.30%| 65.48%| 10.03%| 23.16%

Source: Own elaboration using UN Statistics (2015)

Overall, 23% of emigration has occurred within the re-
gion (see Figure 7). About half of emigrants from Bosnia
and Herzegovina and two thirds of emigrants from Mon-
tenegro have moved to another country within the re-
gion. However, almost half of emigrants from the WB6
region have moved outside the region, mainly to the
EU15, which has been the main destination for 84% of
Albanian emigrants (mainly to Greece and ltaly), 51%
of Serbian emigrants (mainly to Austria and Germany),
61% of Kosovo* emigrants (mainly to Germany). Swit-
zerland has hosted many emigrants from the WB6 re-
gion, including 17% of Serbian emigrants, 22% of Koso-
vo* emigrants and 11% of emigrants from The Former
Yugoslav Republic of Macedonia. More distant destina-
tions such as the USA, Canada and Australia have been
the preferred destination for 11% of emigrants from
the region. The USA has attracted 7% of emigrants from
Albania and Bosnia and Herzegovina, and Australia has
attracted 4% of emigrants from Serbia and 10% of em-
igrants from The Former Yugoslav Republic of Macedo-
nia. Turkey has attracted 28% of the emigrants from The

Former Yugoslav Republic of Macedonia.

Emigration contributes to population ageing in the
WB6 economies, since most emigrants are young and
of working age. It undermines traditional multigener-
ational households, increases the proportion of elderly
households and creates an increased demand for care
services, which were previously provided within the
extended family. On the other hand, the increased in-
flow of remittance payments from emigrants to their
family members at home has a positive effect on liv-
ing standards in the WB6 region, reducing poverty and
the need for state support. For example, in 2013 in
Kosovo* remittances increased the income of recipient
households by almost 40% (Kosovo Agency of Statistics,
2013). Remittances form a relatively high share of GDP
in the WB6 region, being 16.7% of GDP in Kosovo* and
between 9% and 11% in Albania, Bosnia and Herzegovi-
na, Montenegro, and Serbia. Remittances, also poten-
tially contribute to labour market rigidities by increas-
ing reservation wages (Kovtun, et al., 2014). In most
WB6 economies, emigration creates a brain drain which
should be dealt with by better prioritising investments
within the education system (such as emphasising in-
vestment in early childhood development rather than
higher education, attracting returnees members of the
highly-educated diaspora (Gedeshi and Jorgoni, 2012;
Zeneli, et al., 2013).

4.2 The supply of skilled labour

The supply of skilled labour depends upon the formal
education system and its effectiveness. While in most
advanced economies, the supply of skilled labour also
depends upon the extent of training carried out by
companies and the arrangements in place for life-long
learning, these systems are relatively underdeveloped
in the WB6 region. For example, the proportion of 35-
44 year olds that had engaged in education or training
in over a four week period in 2015 in the EU was 10.8%,
whereas in The Former Yugoslav Republic of Macedo-
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nia it was just 1.3%.% Therefore, the formal education
systems have a particularly important influence on the
supply of skilled labour in the WB6 region.

4.2.1 Educational systems

Education systems in the WB6 economies share many
similar features, mainly due to a shared inheritance of
the former Yugoslav educational system with exception
of Albania. Secondary education is provided in high
schools (gymnasia), vocational schools and art schools.
Access to the different types of secondary education
depends on the results of the entrance exams. General
education and specialised high schools (science-mathe-
matics and languages) offer four-year programmes. Sec-
ondary vocational schools offer general and vocational
(theoretical and practical) education programmes last-

Albania Bosnia and

Early school leavers (2015)

) 21.3 26.3
(%)

Herzegovina

ing two, three (without direct access to higher educa-
tion) or four years, and prepare students for work or
further education. Vocational school programmes cover
fields such as construction, mechanical engineering,
agriculture, forestry, health, economy, catering, and
trade. Higher education is provided by colleges of ap-
plied sciences or academic studies and public or private
universities (faculties and art academies). Colleges of
applied sciences offer three-year programmes leading
to a professional diploma or bachelor degree, and one
additional year leads to the award of a specialist diplo-
ma. Doctoral degree programmes take at least three
years to complete. The academic year is usually divided
into two semesters each comprising 15 weeks or three
ten-week terms.

Table 7: Selected education quality indicators, 2014
and 2015

The Former
Yugoslav
Republic of
Macedonia

Kosovo* Montenegro Serbia

- 11.3 5.7 7.5

% of age group 30-34 with
tertiary education attain- 16.82 18.9
ment (2014)

- 24.9 28.3 27.2

Share of students with low
achievements (below level
2) in all three test areas
(2015) (in %)

31.1 -

60.4 52.2 33 28,52

Sources: Share of students with low achievements - PISA (OECD, 2016); % of age group 30-34 with tertiary education attainment and
early school leaving - Eurostat database, Tables Candidate economies and potential candidates: education.

Early school leaving is a problem in Albania and Bosnia
and Herzegovina, as over 20% of young people (18-24)
who have finished lower secondary education do not
participate in further education or training. There is

clear positive correlation between low achievement
and dropouts, with exception of Albania, which should
be investigated further. In addition, the share of indi-
viduals aged 30-34 who have attained tertiary educa-

8 Eurostat online data variable code [trng_lIfse_01]
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tion is low in all economies, especially Albania and Bos-
nia and Herzegovina (see Table 7). The enrolment rates
for children from poor households whose parents have
low levels of education are much lower than average,
places them at a continuing high risk of poverty (ETF,
2013).

The Programme for International Student Assessment
(PISA) survey results can be used to assess the quali-
ty and efficiency of education. The share of students
having simultaneously low achievements in scientific,
reading and mathematical literacy is high in all WB6
economies when compared to the EU. In The Former
Yugoslav Republic of Macedonia and Kosovo*, the share
of students with low achievements in all three areas
exceeds 50% (OECD, 2016).

4.2.2 The quality of education systems

The quality of the education system is very important
for youth employment. Despite recent progress in pro-
viding education in line with labour market require-
ments in several economies, the profiles taught in vo-
cational schools are often based on outdated curricula
and teaching methods. The lack of effective vocational
education and the poor alignment of educational out-
comes with the requirements of the economy result in
skills mismatches and bottlenecks on the labour market
and a low employability of the labour force, which un-
derpins high unemployment and inactivity rates. In this
context, policies for increasing the competitiveness of
the economy and attracting foreign direct investment
(FDI) are difficult to achieve.

The poor quality of education is also a consequence of
the lack of formal relations between schools and com-
panies. Although legislation provides a basis and a re-
quirement for schools to communicate and coordinate
design of their curricula with businesses and parents
through tripartite councils or similar arrangements, in
practice this does not happen to a sufficient extent. It is
difficult to ensure high-quality practical classes for stu-
dents, which is sometimes achieved informally through

the good will of teaching staff and company managers.
On the other hand, employers are not often interest-
ed in cooperating with schools, which may be due to
the low demand for workers, which is often satisfied
through informal channels such as connections with
friends and relatives rather than through a rigorous se-
lection process. Hence, few schools receive feedback
on the labour market results of the education they pro-
vide and therefore are unable to introduce new school
curricula based on the needs of the labour market. At
the same time, employers are rarely willing to bear the
cost of initial on-the-job training of new staff. Only stu-
dents who have received practical training in compa-
nies have much chance of being employed without ad-
ditional training. Recently, governments have stepped
into this process by providing internship schemes for
secondary and tertiary school graduates through active
labour market policies (ALMPs).

VET graduates are disproportionately represented in
the unemployed and they generally find it difficult to
find a job. Analysis of VET policies and practices in the
WB6 (ETF, 2013) has shown that pupils in vocational sec-
ondary schools are in general given insufficient support
in making their decision to either continue further the
education (and the choice of track), or for entering the
labour market. There should be greater effort to im-
prove life-skills of the pupils, equip them with the skills
necessary for successful labour market experience, and
knowledge for continuing education. The low quality of
education is partly a consequence of the lack of formal
relationships between secondary schools and compa-
nies. A best practice example has been adopted in Ser-
bia through the project “Reform of Vocational Educa-
tion and Training in Serbia”, managed by GIZ, which has
introduced elements of the German dual education sys-
tem. Rather than adopting a company-based approach
as in traditional dual education, this is a school-based
approach adapted to the Serbian legal and economic
environment. The project has engaged secondary vo-
cational schools in partnership with companies and has
modernised several 3-year vocational profiles with the

assistance of participating companies.’ Under this work-
based learning approach secondary vocational students
are given day release to participating companies where
they receive work-based learning supervised by trained
mentors. The project has been successful in meeting its
aims of improving the employability of secondary vo-
cational school graduates. The participating companies
employed the entire first batch of graduated secondary
vocational students that participated in the project.

Similar problems affect the transition from higher edu-
cation (HE) to work. Relatively few HE graduates make
use of support from formal institutions such as career
centres of higher education institutions or the Public
Employment Services (PES). A major barrier facing HE
students in their transition from higher education to the
labour market is their lack of work experience, which is
highly valued by employers in graduate recruitment de-
cisions. Graduates with some prior work experience are
more likely to find employment than others. In order to
ease graduate entry to the labour market, cooperation
between higher education institutions (HEls) and busi-
nesses should be increased, graduate career guidance
services should be better developed, and more oppor-
tunities should be provided for students to gain work
experience before entering the labour market after
graduation.

The quality and effectiveness of HE in the WB6 region
is also rather low. While only 53% of students complete
their study programme; of those that do complete their
course only 52% find a job; and of these, only 48% find
a job that is well matched to their level of education
(Bartlett et al., 2016). Of every hundred new students
entering the HE systems in any one year, it can be ex-
pected that only 13 will eventually graduate and find a
well-matched job. This indicates the low level of effi-
ciency of the HE systems in the WB6 in providing stu-
dents with the skills needed to find a well matched and

stable job, and the ineffectiveness of labour markets
in providing a sufficient number of appropriate jobs
for the graduates supplied by the HE systems. In order
for the HE systems to make a better contribution to
building human capital and to the competitiveness and
growth of the economy, significant reforms of the HE
systems and the graduate labour markets are needed,
and better cooperation between employers and HEls
should be encouraged.

Figure 8 presents the results of a survey of employers
that employ HE graduates conducted as part of a pro-
ject on HE systems and the graduate labour markets
in the WB6 (Bartlett et al. (2016). The survey asked
employers to assess the actual skills of their graduate
employees along a range of skill dimensions and the
level of skills they consider necessary to carry out the
job. The difference between these two measures is the
estimated gap in each skill dimension.

9 Secondary vocational schools in Serbia offer both 3-year or 4-year study programmes. The latter offer a route to higher education
and tend to be more theoretical than practical in content. The former offer a direct entry to the labour market and tend to have a

higher practical content.




@ RegionalCooperationCouncil

Labour Markets in the Western

Balkans: Performance, Causes and Policy Options

Figure 8: Graduate skill gaps - current and future (%)
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Graduate students’ skill gaps in the WB6 region, both
the current and expected in the future, are found in
all dimensions of skills (see Figure 8). The blue line
shows that there are relatively high current skill gaps
in analytical and problem-solving skills, adaptability
and decision-making skills. All types of skill gaps are
expected to increase in the future. The red line show
that relatively high skill gaps are expected in the fu-
ture in interactive skills such as planning and organ-
isational skills, decision-making skills, analytical and
problem-solving skills and adaptability. All this points
to deficiencies in the quality of HE systems, especially
in relation to teaching “interactive” skills.™

4.3 Summary

Poor quality of education, which fails to meet the de-
mands of the labour markets, is one of the major caus-
es of the high youth unemployment rate in the WB6.

The analysis suggests that education systems in WB6
economies are not efficient in that many young peo-
ple especially those from poor families stay out of the
education, or drop out too early. In addition, few of
those that stay in education accumulate sufficient hu-
man capital i.e. education does not produce sufficient
knowledge and skills for the labour market. This sug-
gests that the improvement of skills through life-long
learning programmes is an important policy issue.

Vocational school graduates are disproportionately rep-
resented among the unemployed and generally find it
difficult to get a job. The low quality of education is
partly a consequence of the lack of formal relationships
between secondary schools and companies. The quality
and effectiveness of HE in the WB6 region is also rather
low. The data presented in this chapter suggest that
the education systems are not efficient in that many
young people especially those from poor families stay
out of higher education, or drop out too early. In order
for the HE systems to make a better contribution to
building human capital and to the competitiveness and
growth of the economy, significant reforms are need-
ed, and better cooperation between employers and HE
institutions should be encouraged. In support of this
policy approach is it also crucially important that the
supply of skilled labour should be increased through the
education systems, both at secondary school of higher
education levels. This should be based on curriculum
reform, improvements in teaching quality based upon
incentive and training programmes to stimulate edu-
cators’ productivity, and on and on a much closer in-
terrelationship between education institutions and the
business sector.

10 Cognitive skills include the following: numeracy, literacy, foreign language skills, computer skills, and sector-specific skills (e.g.
engineering skills). Interactive skills include communication skills, analytical and problem solving skills, ability to adapt to and act in
new situations, decision-making skills, team working skills, and planning and organisational skills.

5 Labour demand

Available studies suggest that job destruction and job
creation was low in the WB6 economies in the 1990s
(Mojsoska-Blazevski, 2016). In this environment, the
WB6 economies failed to reallocate resources towards
more productive sectors, which meant that job de-
struction from the state-owned enterprises and the pri-
vatised companies was not accompanied by increasing
job creation in the new private sector. The political and
economic difficulties faced by the WB6 economies at
the onset of transition hindered the process of struc-
tural change. In particular, capital flows into the WB6
economies were smaller than expected given the geo-
graphic proximity of these economies to the EU (Bart-
lett, 2009; Kovtun et al., 2014).

The demand for labour is a function of the demand for
goods and services, given the technology in use. There-
fore, the demand for labour is expected to be greater
in a growing economy than during periods of recession.
One of the key determinants of economic growth is the
level of investment in an economy, which in turn is af-
fected by the expectations of future growth and the
general business environment. Investment may create
jobs, but when investment introduces new labour sav-
ing technologies, investment may also destroy jobs.
This latter aspect underlies current concerns about the
introduction of robots to replace human labour in many
advanced economies. Given the demand for labour gen-
erated by the level and growth of aggregate demand,
the price of labour may also influence the demand for
labour in the case where wages are sticky and do not
respond rapidly to the changes in the labour market.
In conditions of large-scale unemployment, it is often
thought that high labour costs may price workers out of
jobs. On the other hand, it should also be recalled that
the aggregate wages paid in an economy contribute to
aggregate demand and hence to economic growth and
in turn generate labour demand. Consequently, simplis-

tic arguments that relate the conditions on the labour
market to the level of wages should be treated with
caution. Furthermore, structural change can affect the
demand for labour since economic growth often involves
structural change between sectors, each of which have
different demands for labour. Finally, structural change
can be driven by technological progress, which in turn
can have an impact on the demand for labour in either
direction depending on whether the new technologies
are labour saving or labour using. New technologies may
favour demand for skilled labour compared to unskilled
labour, through skill-biased technical change. This type
of change places large pressures on education systems
to adapt to the newly emerging labour market demands
in growing economies.

5.1 The business cycle and the
demand for labour

The linkages between economic growth, employment
and unemployment trends provide a useful way to un-
derstand labour market demand. Economic growth can
usually be expected to create an increased demand
for labour, depending on the rate of change of labour
productivity. Hence, the rate of economic growth
and growth in labour productivity set the limits with-
in which growth in employment can take place. Prior
to the global financial crisis the WB6 region experi-
enced relatively high rates of GDP growth. However,
the onset of the economic crisis in 2009 revealed the
weaknesses of the economic development model pur-
sued in the boom period, which relied on external re-
source inflows and failed to transform the economies
into knowledge-based economies. Moreover, the rapid
growth of the post-2000 period did not bring significant
employment gains. In Bosnia and Herzegovina, the elas-
ticity of unemployment with respect to GDP over 2000-
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2010 was negative at -0.2 (World Bank, 2012), while
the employment elasticity to GDP growth in the WB6
and Turkey over the period 1995-2010 ranged between
0.1 and 0.25 (Richter and Witkowski, 2014). Such low
responsiveness of employment and unemployment to
growth may reflect structural weaknesses in the WB6
economies’ labour markets, such as the poor quality of
education and training systems, technical inefficiency
of rent-seeking business sectors and allocative ineffi-
ciency of quasi-monopolised markets that limit compe-

Figure 9: Factors explaining economic growth change

tition, all contributing to a failure to generate sufficient
demand for labour. Consequently, tackling employment
problems involves both improving the quality of labour
supply and boosting the demand for labour.

In order to understand how economic growth is asso-
ciated with increased employment, per capita GDP
growth can be decomposed into three components: (i)
productivity changes; (ii) employment rate changes;
and (iii) demographic change measured as a ratio of the
active population to the total population.™

Albania Bosnia nad Herzegovina

@ Output per worker Y/E
@ Emplyment rate E/A
@ Demographic change A/N

18735.4

-50725.9

88404.8

Contribution to Growth in Value Added per capita,
in 1000000's of ALL

@ Output per worker Y/E
@ Emplyment rate E/A
@ Demographic change A/N

Contribution to Growth in Value Added per capita, in BAM

Kosovo*

@ Output per worker Y/E
@ Emplyment rate E/A
@ Demographic change A/N

126.0

Contribution to Growth in Value Added per capita,
in 1000's of EUR

Montenegro

@ Output per worker Y/E
@ Emplyment rate E/A
@ Demographic change A/N

-25.1
427.0

494.5

Contribution to Growth in Value Added per capita,
in 1000's of EUR

The Former Yugoslav Republic of Macedonia

@ Output per worker Y/E
@ Emplyment rate E/A
@ Demographic change A/N

2052.5

22786.5

16420.4

Contribution to Growth in Value Added per capita,
in 1000000's of MKD

Serbia
@ Output per worker Y/E
@ Emplyment rate E/A
@ Demographic change A/N
-6015.6

7702.1

117554.1

Contribution to Growth in Value Added per capita,
in 1000000's of RSD

Source: Own calculations using JoGGs Decomposition tool and data from annual report of national statistical offices

11 The portion of observed growth that can be attributed to changes in output per worker is obtained by calculating the growth in
output per capita between two points in time under the hypothetical scenario in which one component has changed as observed,

while the other two components are held constant. The calculations were made using World Bank’s JoGGs decomposition tool, which

uses Shapley’s formula for the decomposition.
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In Figure 9 above, Bosnia and Herzegovina, Montene-
gro and Serbia are in one group on the right-hand side,
while Albania, Kosovo* and The Former Yugoslav Repub-
lic of Macedonia are in another group on the left hand
side. In the former group, demographic decline led to
stagnation in the ratio of active population to the to-
tal population, while in the latter group the increased
ratio of active population to total population contrib-
uted to the increase in output per capita. Demographic
change had a positive effect on the growth of output
per capita in economies of the second group. The de-
mographic gain was equal to the contributions of other
factors in Kosovo*, while in the other economies it was
lower. Kosovo* achieved around 30% of growth due to
the contribution of the demographic changes, as an in-
crease in the activity rate increased per capita output.

As can be seen from Figure 9, the growth of the employ-
ment rate has been a major determinant of increased
output per capita in most WB6 economies. Thus, eco-
nomic growth has not been entirely “jobless”, except
in Albania and Serbia. The contribution of employment
has been the most important factor determining growth
of output per capita in The Former Yugoslav Republic of

Table 8: Gross fixed capital formation (% of GDP)

Macedonia, where increased employment has generat-
ed around 60% of growth of output per capita. The con-
tribution of increased productivity (output per worker)
was the most important factor of growth in output per
capita in all economies except in The Former Yugoslav
Republic of Macedonia. Without increased output per
worker, growth in output per capita would not have
been observed in Albania and Serbia at all, while in oth-
er economies it would have been only a half or less of
the observed growth.

5.2 Investment and productivity

Investment is an important factor determining labour
market demand and job creation. The ratio of invest-
ment to GDP in the WB6 economies has declined or at
best stagnated during the period from 2010 to 2016 (see
Table 8). The relatively low level of investment, both
public and private, especially in Bosnia and Herzegovi-
na, Montenegro and Serbia may be a factor explaining
the low growth of firms and the weak demand for la-
bour in those economies.

2010 2011 2012 2013 2014 2015 2016
Albania 28.4 29.4 26.5 26.1 24.2 24.6
Bosnia and Herzegovina 16.6 17.9 17.5 16.8 : : :
Kosovo* 29.6 30.7 26.0 24.8 23.2 25.8 26.0
Montenegro 21.6 19.5 19.8 20.2 19.0 20.3 :
Serbia 18.6 18.4 21.2 17.2 16.7 17.7 17.7
The Former Yugoslav Republic 23.1 23.5 23.4 23.7 23.4 23.8 24.0
of Macedonia

Source: Eurostat online data, variable code [cpc_ecnagdp]

During the 1990s, the WB6 economies attracted rela-
tively little FDI due to the political and economic in-
stability and competition from more prosperous tran-

sition economies in Central and Eastern Europe (CEE)
and instability in the WB6 region (Brada et al., 2006).
WB6 economies, with exception of Montenegro and Ser-
bia, attracted less FDI than the economies of CEE. In
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late 1990s and the 2000s, FDI was mainly related to the
privatisation process in non-tradable sectors such as fi-
nancial services and telecommunications. The effect of
such FDI inflows on employment was weak and had a
negligible effect on WB6 economies’ exports (Sanfey et
al., 2016). Although FDI contributed to structural chang-
es in some transition economies, it had a lesser effect
in the WB6 economies, because most FDI went into the
services sector rather than manufacturing. This type of
FDI also led to little integration of the WB6 economies
into global value chains (Handjiski et al. 2010). This sit-
uation may now be changing as substantial FDI to spe-
cial economic zones in Serbia and The Former Yugoslav
Republic of Macedonia in recent years have begun to
develop manufacturing activities in global value chains
linked especially to the motor car components indus-
tries (Bartlett et al., 2017).

Estrin and Uvali¢ (2014) argued that there are two main
groups of factors affecting FDI in the WB6 economies:
factors related to the size of the domestic economy and
distance that are commonly analysed through “gravity”
models, and factors related to institutional quality such
as privatisation, investor freedom and property rights.
They concluded that there is a persistent negative ten-
dency for the WB6 to receive less FDI, which can be
mainly explained by political and economic instability.
They also found that FDI made a substantial contribu-
tion to investment in the WB6 economies after 2003.

Delayed reforms and low capital inflows negatively af-
fected the diversification of the economies of these
economies from traditional to modern sectors and to
services. Indeed, the traditional, low-productivity sec-
tors still dominate in WB6 exports, with a relatively
small share of exports of high technology products (see
Figure 10). In the CEE region, Hungary is a leading ex-
porter of high-tech products in the CEE region, mainly
due to its large FDI inflow, which has mainly been at-
tracted to capital-intensive sectors. The share of high
tech exports from Hungary is above the EU average,
and about seven times that for the Western Balkans for

which data is available. Croatia, a regional neighbour
has almost three times as much high technology exports
as the WB6 economies.

Figure 10: High-tech exports as % total exports (av-
erage 2010-2015)

20—

Hungary EU-28 Croatia  The Former Montenegro Serbia
Yugoslav
Republic of
Macedonia

Source: Eurostat online data: Exports of high technology
products as a share of total exports (from 2007, SITC Rev. 4)
[htec_si_exp4]

In addition the encouragement of investment by the
business sector is of crucial importance in raising the
demand for labour and improving productivity. Invest-
ment that is linked to manufacturing and to integration
of the region into global value chains can be especially
important in this respect. This would require the econ-
omies of the region to adopt effective measures to at-
tract foreign direct investment. The examples of the
special economic zones in Serbia and The Former Yugo-
slavia Republic of Macedonia are good examples of this
type of policy (OECD, 2017). In recent years these have
begun to attract FDI into high technology manufactur-
ing sectors, especially in the automobile components
industry (Shimbov, et al., 2016). In order to make a
success of such a policy, it is critically important to en-
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sure the spillover from FDI activities to the local econ-
omy in the form of job creation, skill development and
technology transfer. Therefore, governments should
ensure that they have a policy in place to develop the
local supply base to ensure that the inputs in to the
production processes of foreign multinationals are sup-
plied by local companies and not simply imported from
abroad. In the latter case, FDI will have little impact on

Table 9: Labour productivity

the local labour market. However, if the supply capac-
ity is developed though active government policies to
support local SMEs that can supply foreign companies
based in the WB6 region that are linked into global val-
ue chains then this could have an important multiplier
effect on local economies in generating new demand
for highly skilled jobs.

2000 2015
Productivity % of regional Productivity % of regional Productivity
average average (2000=100)

Albania 28.4 29.4 26.5 26.1 24.2
Bosnia and Herzegovina 16.6 17.9 17.5 16.8 :
Montenegro 29.6 30.7 26.0 24.8 23.2
Serbia 21.6 19.5 19.8 20.2 19.0
The Former Yugoslav Republic of 18.6 18.4 21.2 17.2 16.7
Macedonia
WB6 Average 23.1 23.5 23.4 23.7 23.4

Source: KILM database of ILO. Note: Productivity is defined as
output per worker (GDP constant 2011 international $ in PPP).

Higher levels of investment could be expected to gen-
erate improvements in productivity. Productivity in the
WB6 economies has also increased due to structural
changes in the economies that have shifted resources
from agriculture and manufacturing to service. In the
period prior to the onset of the economic crisis, most
productivity growth was based on total factor produc-
tivity growth, rather than increases in investment and
employment (World Bank, 2008)."2 This may partly ex-
plain why the employment impact of growth was so
weak during that period. However, Kovtun et al. (2014)
argue that the relatively large capital flows prior to the
financial crisis were not accompanied by productivi-

ty gains, which seems inconsistent with the idea that
growth in this period was due to total factor produc-
tivity gains. The data reported in Table 9 suggests that
productivity growth has been achieved in the WB6 re-
gion over the entire transition period, with real GDP per
worker increasing from $22,621 in 2000 to $35,499.8
in 2015. However, there are large differences among
the economies, both in initial productivity and in pro-
ductivity growth during these years. Albania has made
most significant progress in the productivity since 2010
(see final column of Table 9), whereas Montenegro has
progressed the least.

12 Total factor productivity (TFP) is the residual of the Cobb/Douglas production function and represents the portion of output not
explained by traditionally measured inputs of labour and capital used in production.
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5.3 Cost of labour and wage
bargaining institutions

Another factor that may affect the labour demand is
the cost of the labour. Wage levels (or generally, labour
costs) in the WB6 economies are important given that
these economies mainly produce and export low-value
added products and have small profit margins (Kathuria,
2008). Hence, high wage or labour costs can be an im-
portant constraint to investment and growth. However,
Sanfey et al. (2016) argue that low unit labour costs
relative to the EU are one of the major competitive ad-
vantages of the region and potential for future growth.
In some economies of the region the large number of
unemployed persons does not put a downward pressure
on the wages (for more discussion, see Kovtun et al.,
2014). This may be related to labour market institu-
tions rigidities including strict employment protection
legislation that gives bargaining power of incumbent
workers, although as argued above this has diminished
over time.

Figure 11: Labour-employer relations

6 —
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Source: Global Competiveness Index database. Note: (1=general-
ly confrontational, 7=generally cooperative).

High levels of long-term unemployment also give rise
to downward wage rigidities, as the long-term unem-
ployed are not effective competition for the scarce
jobs available in the economy. Wage costs among the
low skilled in the WB6 region are lower than in the CEE
region (Kathuria, 2008), but relatively high labour tax-
es for low-wage earners offset this advantage to some
extent, creating incentives for informality among low-
skilled workers (Koettl and Weber, 2012) as well as hin-
dering job creation (Arandarenko and Vukojevi¢, 2008).

Relations between employees and employers are an in-
stitutional factor that affects the demand for labour. In
the past, the WB6 region was characterised by rather
confrontational relations between employees and em-
ployers, unlike the social partnership model in Western
European Economies. Recent data suggests that this
confrontational aspect has diminished (see Figure 11).
The Global Competitiveness Report provides scores for
labour-employer relations. The values of this indica-
tor are lower for economies with more confrontational
relations and higher for those with more cooperative
relations. Comparison of the 2010 and 2016 data on la-
bour-employer relations shows that Albania, Serbia and
The Former Yugoslav Republic of Macedonia recorded
reduced levels of confrontation and more cooperative
levels of employer-labour cooperation during this pe-
riod.

5.4 Sectoral change and the
demand for labour

The impact of economic growth on job creation de-
pends on a range of factors, such as the sector com-
position of growth and the capital/labour ratio within
the individual sectors. The World Bank & WIIW (2017)
argues that the unemployment in the WB6 economies
is primarily of a structural nature (see also Bartlett,
2013). Hence, economic growth alone will not be suffi-
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cient to reduce high unemployment, particularly among
the most disadvantaged citizens. Their estimates of the
effect of growth on employment show that it is rather
small. Consequently, creating more jobs requires ad-
dressing structural issues.

The set out analysis is performed using the World Bank’s
“Job Generation and Growth Decomposition tool”." It
is an Excel-based macro-spreadsheet that allows users
to easily decompose growth in GDP per capita in two
consecutive periods, in its employment, productivity
and demographic components, both at the aggregate
and sectoral level. The analysis was based on data col-
lected from national statistics offices of the WB6 econ-
omies.

Table 10 shows that the main contributors to change in
employment between 2010 and 2016 in the WB6 econ-
omies are Manufacturing, Construction, Education,
Professional and Scientific activities and Public Admin-
istration. The exception is Albania, where agriculture
is the main contributor to employment growth in the
analysed period. Moreover, employment is dominated

by non-tradable sectors, which suggests that the region
is facing low competitiveness and should improve its
market orientation, as well as building and strengthen-
ing existing value chains.

The relationship between growth and employment can
be analysed focusing on the following indicators per
sector: labour productivity," employment elasticity of
growth and changes in productivity.’ The relevant Ta-
bles can be found in the Annex. The results show that
the most productive sectors in Albania are mining,
electricity and water supply, as well as construction.
In Bosnia and Herzegovina, the most productive sectors
are the information technology (IT) sector and financial
services, while in Kosovo* the most productive sectors
are real estate activities, mining, electricity and water
supply and financial services. The most productive sec-
tors in The Former Yugoslav Republic of Macedonia are
real estate activities, financial services and IT. In Mon-
tenegro and in Serbia they are real estate, electricity
and water supply. Kosovo* and Serbia have many sectors
with an employment elasticity above 1, suggesting that
employment growth is related to a fall of productivity

in these sectors. In other economies, most sectors have an elasticity between 0 and 1.

Table 10: Contribution of sectors to employment growth (%)

Bosnia and

Indicator Albania H )
erzegovina

The Former
Yugoslav
Republic of
Macedonia

Kosovo

Montenegro Serbia

Agriculture, forestry and ) i i

fishing 60.6 2.6 1.6 2.8 0.2 18.0
Mining and quarrying -3.5 -0.9 -2.7 -0.8
Manufacturing 26.1 -5.7 19.91¢ -20.7 -38.2

13 More details about the tool can be found at: http://econ.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EXTRESEARCH/EXTPROGRAMS/
EXTTRADERESEARCH/0,,contentMDK:22042518~pagePK: 148956~piPK:216618~theSitePK:544849,00.html
14 Measured as a share of sector in total GDP over share of sector in total employment,

15 Measured as a change of sector’s GDP over sector’s employment

16 Data include also Mining and quarrying; Electricity, gas, steam and air conditioning supply; Water supply; sewerage, waste

management and remediation activities.
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The Former

Indicator Albania B I apd Kosovo Yugos! v Montenegro Serbia
Herzegovina Republic of

Macedonia
Electricity, gas, steamand | 4 7 1.6 10.6 1.1 3.1
air conditioning supply
Water supply; sewerage,
waste management and 1.7 17.6 2.4 14.6
remediation activities
Construction 17.2 -22.6 50.1 5.2 13.7 -31.3
Wholesale and retail
trade; repair of motor 7.5 -10.7 41.9 34.3" -7.7 4.4
vehicles
Transportation and storage 4.4 -2.5 8.2 0.8
Accommodation and food 4.7 38.2 15.0 0.8
service activities
'C';ft‘]?gr‘]‘atm” and communi- 5.5 0.7 4.6 2.3 24.4
gl:mﬂi and insurance 0.4 3.4 0.9 1.5 -10.5
Real estate activities -1.3 -2.5 1.1 2.5 2.1
Professional, scientific and 12.1 4.6 17.50 10.5 20.3
technical activities
Administrative and sup- 10.3 23.7 34.4 36.0
port service activities
Public administration
and defence; compulsory 9.171 15.2 53.4 12.62 13.1 23.2
social security
Education 21.3 -16.5 10.3 43.2

17 Data include also Mining and quarrying.
18 Data include also Transportation and storage; Accommodation and food service activities; Administrative and support service

activities.

19 Data include also Transportation and storage; Accommodation and food service activities.

20 Data include also Administrative and support service activities

21 Data include also Education; Human health and social work activities; Other service activities
22 Data include also Education; Human health and social work activities

Labour Markets in the Western Balkans: Performance, Causes and Policy Options

The Former

Indicator Albania i apd Kosovo Yugos!av Montenegro Serbia
Herzegovina Republic of

Macedonia
Human health and social 18.6 29.2 7.6 23.3
work activities
Arts, eqtertainment and 7.6 8.1 6.62 6.1 6.7
recreation
Other service activities 6.0 -1.7 4.6 -2.6
TOTAL employment 100.0 100.0 100.0 100.0
growth

Source: Own calculations using JoGGs Decomposition tool and
data from annual report of national statistical offices

5.5 Summary

Economic growth in the WB6 region has failed to pro-
duce sufficient growth in the demand for labour. This
section has argued that the main determinants of the
demand for labour are the business cycle, investment,
the cost of labour, wage bargaining institutions and
structural change in the economy. Political instability
in the entire region of WB6, accompanied by the inabil-
ity of political decision makers to systematically define
and implement integrated medium-term reform strat-
egies pose real hindrances to employment generation.
Moreover, it reduces both domestic investments and FDI
inflows, thus having a negative impact on growth rates
and new job creation. The encouragement of invest-
ment by the business sector is therefore of crucial im-
portant in raising the demand for labour and improving
productivity. Investment that is linked to manufacturing
and to integration of the region into global value chains
can be especially important in this respect. This would
require the countries of the region to adopt effective
measures to attract foreign direct investment, as is al-
ready being done in Serbia and The Former Yugoslav

Republic of Macedonia. Other economies in the region
could learn useful lessons from these experiences. In
order to make a success of such a policy, it is critical-
ly important to ensure the spillover from FDI activities
to the local economy in the form of job creation, skill
development and technology transfer. Therefore, gov-
ernments should ensure that they have a policy in place
to develop the local supply base to ensure that the in-
puts in to the production processes of foreign multina-
tionals are supplied by local companies, which could
have an important multiplier effect on local economies
in generating new demand for highly skilled jobs. La-
bour costs in the region are relatively low and provide
an attraction factor for FDI, which has been increasing
in recent years. Wage bargaining institutions have be-
come more cooperative and less confrontational than
in the past, which has supported the growth of labour
demand to some extent. Finally, structural change has
had a major impact on the nature of the demand for
labour. With the transition to a service economy, the
main challenge now is to move towards more high-skill
knowledge-intensive sectors of production and services
than has been the case in the past.

23 Data include also Other service activities
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6 Labour market policies

Active labour market policies (ALMPs) constitute the
main tools in the hands of Public Employment Offices
with the aim of addressing mismatches in the labour
market. On the whole (see Figure 12 below), expendi-
tures in ALMPs in the WB6 are low, both by comparison
to the EU average and by comparison to other econ-
omies from the wider region which are now member
states of the EU (Bulgaria, Romania, Croatia and Slove-
nia). On average (unweighted) across the Western Bal-
kans, ALMP spending represents around 0.12% of GDP, a
figure which is significantly skewed by the expenditures
in Montenegro, which reached 0.41% of GDP - for the
rest of the region, the figure ranges between 0.03% (in
Albania) and 0.09% (in The Former Yugoslav Republic
of Macedonia). However, due to the fact that labour
market policy statistics are not collected and presented
in line with the Eurostat methodology, the data pre-
sented here most likely somewhat underestimate total

expenditures on ALMP interventions. On the whole, al-
though on the basis of actual expenditures as a share
of GDP, the WB6 economies form a distinct group of
generally low effort with regard to ALMPs, the analysis
of the distribution of expenditures reveals a rather high
degree of diversity.

In Albania ALMPs during the period 2008-2016 have con-
centrated on provision of training (mainly on-the-job)
and subsidised placements for registered unemployed,
with emphasis on some targeted groups, including both
standard vulnerable categories (e.g., females, Roma,
youth) and categories specific to the context of the
Albanian labour market (e.g., university graduates).
Indeed, two specific measures (workplace training and
recruitment incentives for temporary employment)
take up the vast majority of ALMP expenditures, with
around 45% of the total each.

Figure 12: ALMP spending as a share of GDP, total and by category
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Notes: Regional averages calculated for Western Balkans Six, former transition EU states and all remaining EU states (excluding the
UK, for which data is not available). Data for the Western Balkans Six are from own data collection and concern the year 2015. Data
for EU MS are from the Eurostat LMP database and concern the year 2014.

In the Federation of Bosnia and Herzegovina, the main
bulk of expenditures concerns recruitment incentives,
which covered 62% of total spending in 2015- with
measures for temporary employment representing half
of the total in this category at 31% of the grand total.
Start-up incentives represented the other large compo-
nent of expenditures at 29% of the total. Training and
direct job creation attracted a much smaller share of
expenditures (1% and 4%, respectively) while, based on
the available information, labour market services ac-
counted for only 4% of total expenditure. In the case
of Republika Srpska, incentives for start-ups cover the
bulk of the expenditure, while recruitment incentives
cover almost a third of all spending - i.e., half of the
percentage seen in the Federation of Bosnia and Her-
zegovina.

In Kosovo*, the range of measures seems reasonably
diverse, as it includes measures such as start-up incen-
tives, direct job-creation, support for apprenticeships
(including by placements in Germany) and various forms
of training, recruitment incentives and, more recent-
ly (since 2014), job-rotation. However, services seem
to have absorbed a large share of actual expenditures
(ranging from 60% in 2013 to 39% in 2015).

In Montenegro, ALMP expenditures are rather heavily
concentrated in the area of temporary employment.
This category accounted for 59% of annual expendi-
tures in the period 2013-2015. The second biggest
category is direct job creation, accounting for 19%
of total expenditures in the same period. On aver-
age, training measures account for only 5% of the
total annual expenditure, while recruitment incen-
tives (excluding temporary employment) and start-
up incentives make up an even smaller share (about
3%, jointly). Measures on sheltered and supported
employment account for another 5% of expenditure,
while services account for 8%.

In Serbia, overall interventions seem rather diverse,
covering a range of measures from training and employ-
ment incentives to supported employment, direct job

creation and start-up incentives. Rather uncharacter-
istically in comparison to allocations elsewhere in the
WB6 region, in Serbia special support for apprentice-
ships occupies a rather large proportion of expenditures
on labour market measures (16% on the basis of average
annualised values for the period 2013-2015), making it
the economy in the region with the highest share of
expenditures in this field. This is by far the largest ex-
penditure category in the broader area of training, with
institutional and workplace training occupying a mere
2% of total expenditure each. Employment incentives
account for a quarter of total expenditures, of which
40% (10% of total expenditure) cover general recruit-
ment and employment incentives. Amongst the remain-
ing expenditures, for which the associated measures
can be identified as supporting permanent or temporary
jobs, the vast majority goes to recruitment incentives
for permanent employment (14% of total expenditure),
with only a very small proportion going to incentives for
temporary employment (1% of total).

In The Former Yugoslav Republic of Macedonia, ALMP
measures show sizeable diversity, covering not only
various forms of training and employment incentives
but also start-up incentives and schemes for direct job
creation, and for sheltered and supported employment.
The latter seems to cover the largest part of ALMP ex-
penditures, at around 44% of the total. The various
employment incentives represent the second largest
expenditure category (around 30% of the total), while
training occupies less than 10% of total ALMP expendi-
ture in the economy.
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/ Conclusions and recommendations

The report presents a comprehensive overview of
available evidence on the characteristics and underly-
ing factors of the labour market situation in the WB6
economies. It covers labour market indicators, factors
affecting the labour market situation from both sup-
ply and demand side, and the scope for active labour
market policies. The evidence presented above shows
that some positive trends could be observed in the la-
bour market in the WB6 region in the period 2010-2016.
Unemployment rates have begun to decline recently
with the exception of Albania, while employment has
increased. However, despite these positive trends, a
number of issues remain, such as a high share of in-
formal employment, high youth unemployment, a high
share of long-term unemployment and a low rate of fe-
male labour force participation.

There are some positive trends in the WB6 labour
markets as unemployment rates have recently begun
to decline in most economies, while employment has
begun to increase. The decline in unemployment rates
has been greater for low and medium skilled workers.
However, despite these positive trends, a number of
issues remain the subject of concern. The labour mar-
ket participation of women, young people and people
with lower levels of education is inadequate. Women
generally have lower rates of activity than men, while
the activity rate of young people is also low, especially
for those with lower levels of education. At the same
time, youth unemployment is unacceptably high. About
two-thirds of total unemployment is accounted for by
long-term unemployment, with young people being
over-represented in this category. Informal employment
is predominant among the most vulnerable groups, such
as young people, women and the older age group. The
public sector employs a large share of the available la-
bour force. By offering higher wages, and better work-
ing conditions it attracts “the best and brightest”, and

delays young people’s transition to the labour market.

Institutions of the labour market play an important role
in determining labour market outcomes. Fortunately,
reforms that have taken place during the transition pe-
riod in most of the WB6 economies have reduced re-
dundancy costs and increased the flexibility of wage
negotiation systems. The WB6 economies have made
progress in increasing the flexibility of labour markets
and reducing the restrictiveness of employment pro-
tection legislation, although differences between the
economies remain. Most economies in the WB6 region
have implemented reforms to improve the business en-
vironment and ease the entry of new firms, and most
have progressed in the ease of doing business. How-
ever, firms’ survival and growth is weak and hence job
creation is low. The WB6 economies should do more to
unlock the development potential of competitive com-
panies and to support companies to improve their busi-
ness sophistication.

Labour supply conditions are unfavourable throughout
the region. The region mainly faces low fertility rates
and negative natural growth, emigration and ageing.
The natural growth rate of the population is negative
in Bosnia and Herzegovina and Serbia, while in Albania
and Kosovo*, natural population growth has been offset
by migration. The migration rate is high in all econo-
mies, and over the past two decades almost one quar-
ter of the population has left the region. As a result,
the population of the region is shrinking and ageing.

In the context of a low supply of labour the quality of
the labour supply is especially important. However, the
supply of skilled labour is inadequate. Poor quality of
education, which fails to meet the demands of the la-
bour markets, is a major cause of the high youth un-
employment rate. Education systems are not efficient
in that many young people especially those from poor

families stay out of the education, or drop out too ear-
ly. Such a labour force is often equipped with the wrong
skills and needs better qualifications, training and vo-
cational education. Education needs to be more adapt-
ed to labour market needs and to structural changes
in the labour market. Education policies should follow
the requirements of industries that are identified as
having the most employment potential. Such a role of
the education system should be implemented not only
through formal education, but also through more active
participation in non-formal education and skills upgrad-
ing. In particular, there is room for qualitative improve-
ments to the VET system, which should in particular
address the high unemployment among less educated,
youth and women. This suggests that the improvement
of skills through life-long learning programmes is an im-
portant policy issue. Specific problems face the educa-
tion systems at secondary school level and at tertiary
levels. The quality and effectiveness of higher educa-
tion systems in the WB6 region is rather low. Students
in higher education do not accumulate sufficient human
capital leading to high skill gaps especially in the field
of interactive skills; these skill gaps are expected to
increase in the future. Reducing the skill gaps of gradu-
ates would increase their employability.

Alongside the problems with the supply of labour, the
demand for labour is also problematic and economic
growth has often failed to produce a sufficient growth
in the number of jobs. The WB6 economies have not
resolved many of their structural problems such as fric-
tional and structural unemployment. The main deter-
minants of the demand for labour are the business cy-
cle, investment ratios, the cost of labour and structural
change in the economy. Political instability in the en-
tire region of WB6 and the inability of political decision
makers to systematically define and implement inte-
grated medium-term reform strategies hinders employ-
ment generation, investment and FDI inflows that has a
negative impact on new job creation. Low investment
rates have led to a low demand for labour, although
inflows of FDI have raised productivity growth. Labour

costs in the region are relatively low and provide an at-
traction factor for FDI, which has been increasing in re-
cent years. Wage bargaining institutions are becoming
more cooperative and less confrontational than in the
past, which supports the growth of labour demand. Fi-
nally, structural change has had a major impact on the
nature of the demand for labour. With the transition to
a service economy, the main challenge now is to move
towards a more high-skill knowledge intensive sectors
of production and services than in the past.

Addressing the issue of high unemployment in the WB6
region requires a range of policies that should address
the issue from different angles and not only treat symp-
toms but also the different causes discussed in this re-
port. Furthermore, coordination among these policies
needs to be established and assured. This requires more
investments in active labour market policies (ALMPs),
which could be better designed and targeted towards
groups in need, such as young people, women and less
skilled individuals. Moreover, improvements in manage-
ment practices and design of ALMPs, particularly using
the results of impact evaluations, could be highly rec-
ommended to all WB6 economies. ALMPs can encourage
labour-market participation, provide short-term em-
ployment opportunities and spur entrepreneurship, but
they need to be financially sustainable and coordinated
with policies that increase the demand for labour. How-
ever, expenditure on these policies remains relatively
low in comparison with EU averages and this is an area
that should be developed much more in the future to
support both the supply and demand sides of the labour
market, support the creation of a job-friendly growth
model, and enable the continuing reduction of unem-
ployment and the improvement in the quality of jobs in
the region.

In addition, the encouragement of investment by the
business sector is of crucial importance in raising the
demand for labour and improving productivity. Invest-
ment that is linked to manufacturing and to integra-
tion of the region into global value chains can be es-
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pecially important in this respect. This would require
the countries of the region to adopt effective measures
to attract FDI. The examples of the special economic
zones in Serbia and The Former Yugoslavia Republic of
Macedonia are good examples of this type of policy. In
order to make a success of such a policy, it is critically
important to ensure that FDI activities spill over to the
local economy in the form of job creation, skill develop-
ment and technology transfer. Therefore, governments
should ensure that they have policies in place to devel-
op the local supply base to ensure that the inputs into
the production processes of foreign multinationals are
supplied by local companies rather than imported from
abroad. In the latter case, FDI will have little impact
on the local labour market. However, if supply capacity
can be developed though active government policies to
support local SMEs that can supply foreign companies
in the region that are linked into global value chains
then this could have an important multiplier effect and
generate new demand for highly skilled jobs.

In support of this policy approach is it also crucially
important that the supply of skilled labour should be
increased through improvements to the education sys-
tems, both at secondary school and at higher education

levels. This should be based on curriculum reform, im-
provements in teaching quality based upon incentive
and training programmes to stimulate educators’ pro-
ductivity, and on a much closer interrelationship be-
tween education institutions and the business sector. In
this respect, the importance of work based learning for
secondary school students along the lines of the Serbian
programme to develop cooperative education, (based
on the German dual education approach) should be
considered to be a best practice example that should
be diffused throughout the region. Correspondingly,
at the tertiary level, measures to encourage universi-
ty-business cooperation should be introduced or scaled
up in order to ensure that university students and grad-
uates have opportunities for periods of internship or
project work within companies, and that the business
sector can be included in decision making processes in
university management systems. This should contribute
to the modernisation of curricula and the improvement
of the quality of labour supply which is an important
attraction factor for FDI, the increase of which should
increase the demand for skilled labour and facilitate
a structural change towards a higher value added and
more export oriented growth path in the region.
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8 Annex. Sectoral analysis of
employment elasticity and
productivity by country

A1. Albania
GDP per sec- Employment % Change % Change in Employment Change in
Sector tor, million = per sector, in GDP, employment  elasticity, productivity,
ALL, 2015 2015 2015/2011 2015/2011 2015/2011 2015/2011
Agriculture 286,458 465,185 20.84 -14.75 -1.41 41.74
Manufacturing 81,205 103,392 10.27 7.18 1.43 2.89
Construction 128,228 67,563 -22.46 -26.07 0.86 4.88
Mining and quarrying;
electricity gas and 164,765 26,616 107.43 -28.49 -3.77 190.06
water supply
Trade, transportation,
accommodation and 256,279 248,756 18.19 -0.26 -69.93 18.50
food and business and
administrative services
Public administration,
community, social and 110,249 164,814 14.08 -3.48 -4.05 18.19
other services and
activities
TOTAL 1,027,184 1,157,177 18.20 6.49 -1.41 41.74
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A2, Bosnia and Herzegovina

Sector

Agriculture, forestry

GDP per sec-
tor, in 000 of
BAM, 2016

Employment
per sector,
2016

% change
in GDP,
2016/2011

% change in
employment
2016/2011

Employment
elasticity,
2016/2011

Change in
productivity,
2016/2011

ities

- 1,907,344 25,809 7.60 9.40 1.24 0.01
and fishing
Mining and quarrying 567,035 23,765 -1.11 -5.96 5.38 25.49
Manufacturing 3,697,294 192,863 29.12 9.75 0.33 23.58
Electricity, gas, steam
and air conditioning 1,171,239 24,689 14.32 3.00 0.21 7.92
supply
Water supply; sewer-
age, waste manage- 310,966 17,646 9.53 3.82 0.40 9.21
ment
Construction 1,172,668 44,191 10.77 -9.39 -0.87 25.85
Wholesale and retail
trade; repair of motor 4,031,739 172,423 17.89 1.81 0.10 20.91
vehicles
Transportation and 1,078,703 46,505 25.60 3.87 0.15 27.41
storage
Accommodation and 593,009 46,380 8.86 15.58 1.76 -0.79
food service activities
Information and com- 1,306,953 23,280 6.31 5.96 0.94 2.75
munication
Financial and insur- 1,119,416 21,087 12.39 2.8 0.20 21.70
ance activities
Real estate activities 1,472,090 3,344 11.30 12.01 1.06 12.11
Professional, scientific
and technical activi- 860,727 29,171 17.73 19.94 1.12 2.21
ties
Administrative and
support service activ- 251,124 14,843 48.45 37.53 0.77 3.20

Sector

Public administration
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GDP per sec-
tor, in 000 of
BAM, 2016

Employment

per sector,
2016

% change
in GDP,
2016/2011

% change in
employment
2016/2011

Employment
elasticity,
2016/2011

Change in
productivity,
2016/2011

and defense; compul- 2,436,658 96,672 2.13 3.71 1.75 2.12
sory social security

Education 1,317,366 85,862 4.48 6.16 1.38 0.81
Human health and 1,372,858 65,785 13.18 8.91 0.68 7.67
social work activities

Arts, entertainment 404,634 13,329 84.91 33.14 0.39 48.10
and recreation

gg;er service activi- 345,173 16,940 12.04 29.86 2.48 10.25
TOTAL 25,416,997 964,584 14.31 4.65 0.32 13.59
A3. Kosovo*

GDP per Employment % change % change in Employment  Change in
Sector sector, 000  per sector, in GDP, employment  elasticity, productivity,
EUR, 2016  in 000, 2016  2016/2011 2016/2011 2016/2011 2016/2011

Agriculture, forestry 635,044 14.2 2.83 2.16 0.76 0.65
and fishing

Mining and quarrying 126,698 3.6 2.10 0.00 0.00 11.09
Manufacturing 665,852 44.2 34.80 1.84 0.05 19.03
Electricity, gas, steam

and air conditioning 211,821 5.5 71.58 -21.43 -0.30 110.16
supply

Water supply; sewer-

age, waste manage- 44,870 6.7 30.87 86.11 2.79 -34.16
ment

Construction 395,438 38.6 9.27 33.10 3.57 -12.93
Wholesale and retail

trade; repair of motor 746,731 49.5 39.52 21.32 0.54 0.64

vehicles




RegionalCooperationCouncil

Sector

Transportation and

GDP per
sector, 000
EUR, 2016

Employment
per sector,
in 000, 2016

% change
in GDP,
2016/2011

% change in
employment
2016/2011

Employment
elasticity,
2016/2011

Change in
productivity,
2016/2011

Sector

Agriculture, forestry
and fishing

GDP per
sector, mil
MKD, 2015

55,623

A4. The Former Yugoslav Republic of Macedonia

Employment
per sector,
2015

11,133

% change
e
2015/2011

3.58

% change in

employment

2015/2011
-10.17

Employment
elasticity,
2015/2011

-0.36
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Change in

productivity,

2015/2011

42.66

Mining and quarry-
ing; Manufacturing;
Electricity, gas, steam
and air conditioning
supply; Water supply;
sewerage, waste man-
agement

91,263

133,630

8.82

10.32

0.51

8.83

Construction

38,551

29,264

5.46

12.10

0.20

42.02

Wholesale and retail
trade; repair of motor
vehicles and motor-
cycles; Transportation
and storage; Accom-
modation and food

104,276

146,524

8.62

15.92

0.51

13.26

Information and com-
munication

17,817

12,388

11.41

26.11

2.22

-11.38

Financial and insur-
ance activities

16,901

9,150

9.62

7.48

0.15

38.82

Real estate activities

61,757

2,334

3.04

36.17

4.03

-19.96

220,501 10.6 18.18 0.00 0.00 17.48
storage
Accommodation and 71,861 21.3 106.24 48.95 0.46 23.44
food service activities
Information and com- 111,556 7.3 164.90 5.80 0.04 93.98
munication
Financial and insur- 175,836 6.5 1.33 4.41 -3.31 -4.50
ance activities
Real estate activities 483,836 0.3 16.07 -57.14 -3.56 158.23
Professional, scientific
and technical activi- 93,868 6.6 51.19 17.86 0.35 10.46
ties
Administrative and
support service activ- 37,189 11 89.40 -23.61 -0.26 117.13
ities
Public administration
and defense; social 465,893 24.8 -2.32 63.16 -27.18 -42.64
security
Education 242,634 35.4 56.68 -3.54 -0.06 55.27
Human health and 112,584 18.8 67.09 17.54 -0.26 89.62
social work activities
Arts, entertainment 24,955 5.6 62.11 16.42 -0.26 47.35
and recreation
gg;er A 12,871 12.1 71.98 1.68 0.02 16.15
TOTAL 6,070,113 322.6 26.08 9.77 0.37 9.32

Professional, scientific
and technical activ-
ities; Administrative
and support service
activities

17,787

36,746

4.71

35.58

1.50

-8.71

Public administration
and defence; compul-
sory social security;
Education; Human
health and social work
activities

68,367

120,346

4.77

7.58

2.70

-4.43




Sector

Arts, entertainment
and recreation; Other
service activities; Ac-
tivities of households
as employers; undif-
ferentiated goods- and
services-producing ac-
tivities of households
for own use

RegionalCooperationCouncil

GDP per
sector, mil
MKD, 2015

15,355

Employment
per sector,
2015

17,516

% change
in GDP,

2015/2011

6.49

% change in
employment
2015/2011

26.68

Employment
elasticity,
2015/2011

0.80

Change in
productivity,
2015/2011

5.24

Sector

Accommodation and

GDP per sec-
tor, in 000
EUR, 2016

Employment
per sector,
2016

% change
in GDP,
2016/2011

% change in
employment
2016/2011

Employment
elasticity,
2016/2011
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Change in
productivity,
2016/2011

TOTAL

487,697

519,031

6.45

13.11

0.59

7.96

A5. Montenegro

Sector

Agriculture, forestry

GDP per sec-
tor, in 000
EUR, 2016

Employment
per sector,
2016

% change
in GDP,

2016/2011

% change in
employment
2016/2011

Employment
elasticity,
2016/2011

Change in
productivity,
2016/2011

. L 281,124 14,684 74.43 18.14 0.24 47.64
food service activities
Information and com- 154,717 5,050 6.21 7.04 1.13 12.37
munication
Financial and insur- 174,982 4,403 32.72 5.26 0.16 26.09
ance activities
Real estate activities 236,407 1,650 7.52 29.82 3.97 -17.18
Professional, scientific
and technical activi- 96,859 7,943 9.85 24.69 2.51 -11.91
ties
Administrative and
support service activ- 49,826 8,554 86.23 155.57 1.80 -27.13
ities
Public administration
and defense; social 292,307 21,134 14.40 10.10 0.70 3.90
security
Education 168,507 13,759 20.99 12.57 0.60 7.49
Human health and 152,105 11,695 15.53 10.70 0.69 4.37
social work activities
Arts, entertainment 58,060 5,122 45.85 21.63 0.47 19.91
and recreation
gg;er SEIVICE activis 40,291 4,142 105.18 19.85 0.19 71.20
TOTAL 3,954,212 177,908 22.27 9.09 0.41 12.08

storage

N 295,472 2,312 15.09 0.87 0.06 14.10
and fishing ’
Mining and quarrying 42,795 1,562 19.79 -20.91 -1.06 51.46
Manufacturing 149,495 11,197 -8.02 -22.07 2.75 18.03
Electricity, gas, steam
and air conditioning 141,592 2,657 37.27 -5.95 -0.16 45.95
supply
Water supply; sewer-
age, waste manage- 69,777 4,951 3.79 7.70 2.03 -3.63
ment
Construction 222,242 10,112 40.59 25.63 0.63 11.91
Wholesale and retail
trade; repair of motor 484,097 36,576 23.59 -3.29 -0.14 27.80
vehicles
Transportation and 160,334 10,405 6.27 13.25 2.11 6.16




A6. Serbia

Sector

Agriculture, forestry

RegionalCooperationCouncil

GDP per
sector, 000
RSD, 2014

Employment
per sector,
2014

% change
in GDP,
2014/2010

% change in
employment
2014/2010

Employment
elasticity,
2014/2010

Change in
productivity,
2014/2010

Sector

Public administration

GDP per
sector, 000
RSD, 2014

Employment
per sector,

2014

% change
in GDP,
2014/2010

% change in
employment
2014/2010

Employment
elasticity,
2014/2010
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Change in
productivity,
2014/2010

and defense; compul- 148,958.3 72,889 48.75 4.28 0.09 42.65
sory social security

Education 131,111.5 141,487 7.94 3.90 0.49 3.89
Human health and 188,811.1 158,732 25.03 -0.45 -0.02 25.60
social work activities

Arts, entertainment 41,484.2 22,173 7.13 3.84 0.54 3.16
and recreation

gzr;er service activi- 54,560.8 12,225 46.61 9.13 -0.20 61.34
TOTAL 3,257,176.8 1,323,831 19.71 2.27 -0.12 22.50

L 302,226.3 31,288 23.29 -16.32 -0.70 47.35
and fishing
Mining and quarrying 43,385.8 21,812 2.48 -4.98 -2.01 7.84
Manufacturing 613,437.3 279,289 57.31 -7.35 -0.13 69.80
Electricity, gas, steam
and air conditioning 112,643.5 27,476 24.99 -1.36 -0.05 26.71
supply
Water supply; sewer-
age, waste manage- 47,908.4 34,603 42.01 7.33 0.17 32.31
ment and remediation
activities
Construction 167,087.8 63,490 45.91 -14.79 -0.32 71.23
Wholesale and retail
trade; repair of motor 347 40 5 180,123 44.44 3,55 10.08 49.75
vehicles and motorcy-
cles
Transportation and 152,258.5 85,527 14.84 3.91 0.26 19.51
storage
Accommodation and 41,578.5 19,791 51.15 5.14 10.10 59.34
food service activities
infarmation and com= 168,225.6 41,162 35.87 12.76 0.36 20.49
munication
Financial and insur- 119,669.0 35,023 26.23 -10.89 0.42 41.66
ance activities
Real estate activities 350,769.3 3,502 8.87 13.08 1.47 -3.72
Professional, scientific
and technical activi- 124,294.3 54,747 26.93 5.77 0.21 20.00
ties
Administrative and
support service activ- 58,105.1 38,490 35.31 25.65 0.73 7.69

ities
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