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,QWURGXFWLRQ

The EU co-ordination on employment is laid down in the Employment Title of the
Amsterdam Treaty and it is an important part of the Community DFTXLV.

The Commission initiated in 1999 a co-operation process on employment with
candidate countries. The objective of the Commission was to ensure that candidate
countries define employment policies that prepare them for membership of the Union
and progressively adjust institutions and policies to allow the full implementation of
the Employment Title of the Treaty.

The first step of the co-operation process was a joint analysis by the Commission and
each candidate country of the key challenges for employment policies in "Joint
Assessments Papers" ("JAP") signed by the Commissioner for Employment and
Social Affairs and by the Minister of Labour. The candidate countries and the
Commission agreed to jointly monitor the implementation of the JAP commitments.

The experiences and policy lessons learned in this co-operation process are
summarised in the Commission Communication "Progress on the implementation of
the Joint Assessment Papers on employment policies in candidate countries". The
present document is designed to provide country specific information to support the
Communication.

It presents for each country the main policy priorities identified in the JAP, a brief
description of current labour market performance1, a general assessment of
employment policies for each area identified in the JAP as well as key issues for the
future. It covers all the candidate countries having signed or agreed a JAP.

It reflects the Commission services’ analysis and assessment of the Joint Assessment
Papers (JAPs) and of the progress reports on the implementation of the JAPs priorities
delivered by candidate countries in Spring 2002. It also takes into account the
conclusions of the technical seminars held by the Commission and the candidate
countries in September/October 2002.

                                                
1 The data related to employment performances are those published in "Employment in Europe 2002"
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%XOJDULD

7KH� -$3� ZDV� VLJQHG� RQ� ��� 2FWREHU� ������ 7KH� NH\� SULRULWLHV� DUH� WR� HQVXUH� WKDW� ZDJH
GHYHORSPHQWV�DQG�WKH�ZDJH�VHWWLQJ�V\VWHP�VXSSRUW� ODERXU�PDUNHW�WUDQVIRUPDWLRQ�� WR�UHYLHZ
WD[�DQG�EHQHILW�V\VWHP�WR�SURPRWH�MRE�FUHDWLRQ�� WR�FRPSOHWH�WKH�UHIRUP�RI� WKH� HGXFDWLRQ�DQG
WUDLQLQJ�V\VWHP�ZKLOH�PDNLQJ�LW�PRUH�DGDSWDEOH�WR�ODERXU�PDUNHW�QHHGV��WR�SURPRWH�WUDLQLQJ
IRU�WKH�HPSOR\HG�DQG�XQHPSOR\HG��WR�GHYHORS�DQ�HIILFLHQW�DFWLYDWLRQ�DSSURDFK�DQG�WKH�3(6�DV
ZHOO�DV�DQ�LQWHJUDWLRQ�VWUDWHJ\�IRU�WKH�HWKQLF�PLQRULWLHV��WR�DGGUHVV�JHQGHU�JDSV��WR�HQFRXUDJH
EL�SDUWLWH�VRFLDO�GLDORJXH�DQG�HQVXUH�DSSURSULDWH�FDSDFLW\�EXLOGLQJ�LQFOXGLQJ�SUHSDUDWLRQ�IRU
(6)�LPSOHPHQWDWLRQ�

&XUUHQW�SHUIRUPDQFH

The economy is recovering from the severe crisis in 1996-97. Bulgaria has now
achieved macroeconomic stability allowing sustained growth. After a sharp decline of
GDP in 1997, economic growth has been close to an average of 4% since 1998.

In 2001, the budget deficit was kept at 0.4% of GDP, below anticipations. The
restructuring of the economy accelerated in recent years but is far from being
completed and will continue to strongly impact on the labour market. The strong
decline in industrial employment was not fully compensated by job creation in
services, while employment in agriculture remained at a high level. Therefore despite
of the economic recovery employment declined by 4.4% in 2001. The new private
sector has not reached a size sufficient to generate sustainable growth of employment.
Labour reserve exists in agriculture and there is a large informal sector.

After years of continuous decline, participation rose somewhat in 2001 but remains
low at 63.3%. The labour force is ageing. The employment rate is on a downward
trend as low as 50.7%, for men at 53.6% for women 47.9 and for the low skilled.
Unemployment reached nearly 20% in 2001, highest among the young and the lowest
educated. Long-term unemployment amounted to 13% in 2001.

The average educational level of the labour force is low and the qualifications held by
many workers do not meet the requirements of the new jobs. Skills mismatches are
emerging in some regions.

*HQHUDO�DVVHVVPHQW�RI�WKH�HPSOR\PHQW�SROLFLHV

Strengthening job creation while completing the restructuring of its economy is a
crucial challenge for Bulgaria. Employment policies need to be forward-looking and
integrate the challenges resulting from economic restructuring. Wage setting needs to
be reshaped while reforms of taxation and education and training should be speed up.

:DJH� GHYHORSPHQWV�� The government is aware that bi-partite bargaining needs to
develop to progressively replace tri-partite wage setting. Wages provide little signals
for skill acquisition and for occupational and regional mobility. Efforts to improve
collective bargaining should bring wage setting more in line labour market needs.

5HIRUPLQJ�WD[�DQG�EHQHILW�V\VWHPV. Since the end of the 1990s, social contributions are
being gradually cut, which should also help addressing the important problem of non-
payment of taxes. The tax burden on labour and the tax-wedge remain high given the
overall level of economic development and represent important barriers to job
creation and take-up in the formal sector.

Benefit systems fail to cover major groups of the unemployed and the most
disadvantaged in particular. The recent reform of the unemployment benefit system
(Employment Promotion Act 2002) aims at better controlling eligibility and should
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help targeting those in need. The revision of the social assistance system should pay
attention to disincentive effects. The link between benefit administration and the PES
needs to be strengthened to promote active job search and training of the recipients.

,QYHVWLQJ�LQ�KXPDQ�UHVRXUFHV�DQG�DGGUHVVLQJ�VNLOOV�JDSV��The high level of drop-outs
from basic and secondary education, non enrolment in compulsory schooling and
irregular attendance as well as inadequacies in the provision of general education over
the territory need to be addressed. The reform of VET curricula aims at establishing
broader vocational standards. The restructuring of the VET school network started in
2002 should be completed by 2003/2004. The decentralisation of responsibilities to
the municipalities should allow to better respond to local labour market needs. A
strategy for higher education has been adopted but uncertainty remains on the stage of
implementation.

The development of a strategy for continuing vocational training is considered. It is an
urgent task in the context of swift restructuring. Training occupies a marginal place
among programmes offered to the unemployed. The removal of the "job guarantee" as
a condition to access training measures (Employment Promotion Act) is an important
step but strong inequalities in access need to be tackled.

'HYHORSLQJ� DFWLYH� ODERXU�PDUNHW� SROLFLHV� DQG� WKH�3(6. Following the Employment
Promotion Act ALMP are entirely financed by the state budget which should ensure a
more sustainable funding basis. As the overall budgetary context leaves little room to
substantially increase ALMP resources the slow down of the shift from passive to
active expenditures is of major concern. Expenditures for active programmes are
planned to increase by 5.6% in 2002 but at 0.35% of GDP will remain modest. ALMP
provision is heavily concentrated on temporary public-work schemes and employment
subsidies. An effort is made to re-balance resources from temporary work schemes
towards support to employment in the open labour market.

The Employment Promotion Act and the reform of the social insurance system change
the functioning of the PES and represent a first step towards establishing modern
employment services. While the new framework should help to focus the PES on the
activation of the unemployed, conditions for the implementation in terms of resources,
staffing and capacity are not yet there, in particular in the local offices.

,QWHJUDWLQJ� HWKQLF� PLQRULWLHV�� Effort are being made to improve the education of
children from ethnic minority groups and to bring them into mainstream education.
The implementation of the integration strategy targeted at the Roma minority remains
piecemeal and appear to be hampered by lack of appropriate allocation of resources.

$GGUHVVLQJ�JHQGHU�JDSV. Gender gaps persist including in wages and occupational and
sectoral distribution. The development of institutional mechanisms and of concrete
programmes promoting gender equality was hampered by the rejection of the draft
equal opportunities act in 2001. Action in this domain should be re-launched on the
basis of the anti-discrimination legislation under preparation. Women are strongly
under-represented among in active measures.

6RFLDO� SDUWQHUVKLS��New tripartite structures set-up for the management of the PES
and vocational training�system should enhance social partner’s involvement in policy
design and should strengthen the effectiveness of employment policies. The weakness
of bi-partite dialogue for wage bargaining and enterprise restructuring is recognised.

3UHSDULQJ� IRU� (6) VXSSRUW� Measures are ongoing to establish the institutional
framework and ensure capacity building, including the training of the administrative
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staff and of relevant stakeholders at central and local levels. The Ministry of Labour
and Social Protection was appointed as the implementing agency for HRD.

.H\�LVVXHV�IRU�WKH�IXWXUH

Strengthening job creation while completing the restructuring of the economy is the
overriding priority for Bulgaria. Faster progress in establishing a functioning labour
market is necessary to support the economic transformation. Measures to make the
labour market more adaptable are also crucial to shift employment from the informal
to the formal sector. Social partners have the key role for developing a market
oriented wage setting system - through both tripartite and bipartite dialogue. They
should also start bargaining on issues of the adaptability of enterprises and workers.

Measures to improve the business environment and support enterprise creation in the
formal sector are crucial, including a more decisive reduction of the tax burden on
labour in particular at lower wage level. Incentives to take-up jobs need to be
enhanced. The tax wedge needs to be reduced more decisively while ensuring that the
reform of social assistance strengthens motivation for job search.

Improving the skills of the working age population is a major issue to support the re-
allocation of labour from declining sectors and to respond to on-going restructuring.
Completion of on-going reforms in the education and training system and addressing
the pressing problems of drop-outs, non enrolment and irregular attendance are urgent
as the establishment of a clear framework and incentives for continuing training.

A stronger shift of ALMP towards upgrading of skills and promoting employability is
needed to support structural change in the labour market. This should go together with
strengthening the PES capacity and resources so that it can play an effective role.

Obstacles to the implementation of existing strategies for the integration of ethnic
minorities on a wider scope should be addressed.

The financial support provided by the EU could make an important contribution in
filling budgetary gaps and supporting the important shift of resources towards
investment in human capital and more active employment policies. Efforts to
strengthen capacity building and develop the institutional framework for ESF support
need to be pursued.
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&\SUXV

7KH�-$3�ZDV�VLJQHG�RQ���'HFHPEHU�������7KH�NH\�SULRULWLHV�FRQFHUQ�WKH�IXOO�LPSOHPHQWDWLRQ
RI�WKH�UHIRUPV�LQ�XSSHU�VHFRQGDU\�HGXFDWLRQ�DQG�9(7��GHYHORSLQJ�D�FRKHUHQW�V\VWHP�IRU�OLIH�
ORQJ�OHDUQLQJ�DQG�D�PRUH�DFWLYH�UROH�IRU�WKH�3(6�DV�SDUW�RI�D�SUHYHQWLYH�VWUDWHJ\��GHVLJQLQJ�DQ
DOO� LQFOXVLYH� VWUDWHJ\� IRU� IRUHLJQ� ZRUNHUV�� VSHHGLQJ� XS� WKH� LPSOHPHQWDWLRQ� RI� WKH� SODQQHG
JHQGHU� HTXDOLW\� PHDVXUHV�� PDLQWDLQLQJ� D� EURDGO\� �HPSOR\PHQW� IULHQGO\�� WD[� DQG� EHQHILW
V\VWHP� DQG� FRQWLQXLQJ� WKH� HVWDEOLVKPHQW� RI� WKH� LQVWLWXWLRQDO� VWUXFWXUHV� QHFHVVDU\� IRU� (6)
SUHSDUDWLRQ�

&XUUHQW�3HUIRUPDQFH

Despite the global slowdown and the negative post - 11 September impact on tourism,
in 2001 Cyprus continued to enjoy strong economic growth with a 4% increase of real
GDP in 2001.

The satisfactory overall growth of the economy is reflected in favourable labour
market conditions. Employment�and�labour productivity�increased by 1,9% and 2,1%
respectively in 2001. The employment rate continued to increase reaching 68% in
2001. The employment rate of older workers increased to 49,8%.

Unemployment remains low and further declined to 4,0% in 2001. Female
unemployment dropped considerably, from 7.4% in 2000 to 5.8% in 2001. An
improvement was observed in long-term unemployment decreasing to 23,4% of the
unemployed from 30% in 2000.

Participation further increased to�70,8% in 2001. Women accounted for most of the
labour force growth with an activity rate of 60%. While the gender gap in
employment significantly narrowed in 2001 it remained substantial at more than 23
percentage points.

Labour market adjustment continues to rely on foreign labour employed on a
temporary basis (10% of total employment), which increased by roughly 20% in
2001. Foreign labour is concentrated in a few sectors and occupations in particular
home helpers in private households and hotels and restaurants.

With a heavily declining agricultural sector the economy is increasingly service-
oriented. The share of employment in this sector amounted to 71.1% in 2001. The
service sector is expected to continue to be the driving force behind rapid growth but the
composition will need to become more diversified. The favourable medium-term growth
outlook should lead to an increase in additional employment opportunities.

*HQHUDO�$VVHVVPHQW�RI�WKH�(PSOR\PHQW�3ROLFLHV

Key challenges for Cyprus are to ensure that activity is growing sufficiently and that
the labour force has appropriate adaptability and flexibility to cope with further
restructuring of the economy towards and within the service sector and to the growing
mismatches between supply and demand in a number of occupations and sectors.

7D[�DQG�EHQHILWV�V\VWHPV��The general tax reform adopted in July 2002 is supposed to
increase the non taxable income and bring substantial reduction of the highest
marginal tax rates, thereby creating additional work incentives�� Further to planned
increases in levels of various income support allowances, the amendments of the
existing public assistance law should include and strengthen incentives to take-up
work.
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,QYHVWLQJ�LQ�KXPDQ�UHVRXUFHV��The reform of upper secondary education to provide a
skill basis in line with the shift towards a more flexible labour market  in the context
of the knowledge based economy is entering its final stage. Consultations are still
ongoing on a major reform of the apprenticeship scheme aiming at transforming it
into a real alternative vocational path. Several initiatives are underway to strengthen
Cyprus’ capacity for tertiary education.

The national body in charge of human resource development is progressively
expanding training offers to small enterprises and the self-employed. Further efforts
are needed to broaden participation in CVT to all staff categories and to women in
particular. The establishment of a national system of vocational qualifications is still
at an early stage. To accelerate it would be an important contribution to the
development of life long learning.

3URPRWLQJ�DFWLYH�ODERXU�PDUNHW�SROLFLHV�DQG�3(6: Active labour market programmes
are closely linked with human resource development but training offer for the
unemployed and the self-employed is limited. Programmes addressing specific groups
exist, but do not always respond to the needs of the LM. Ways to redirect ALMP
towards enhancing the employability of job seekers are underway and schemes for
supporting women’s integration are being considered.

The development of an individualised activation approach is at a very early stage.
Currently, the PES is both understaffed and not appropriately trained. The ongoing
development of a computerised job search system will reduce the workload of the
PES staff. This should help shifting resources towards a more active engagement with
the unemployed.

*HQGHU� HTXDOLW\: Emphasis was put on aligning the legislative and institutional
framework with the DFTXLV. New legislation was introduced in May 2002, covering
amongst others part-time work and parental leave, and an action plan to narrow the
pay gap has been envisaged. A new scheme was introduced to support women’s
entrepreneurship but no major developments are reported regarding the development
of care facilities.

)RUHLJQ� ZRUNHUV. A study examining the economic and social impact of foreign
labour has been completed and should provide basis for developing a comprehensive
strategic policy. Such a strategy should reflect on both foreign workers’ contribution
to labour market flexibility and rights and opportunities for migrant workers.

3UHSDULQJ� IRU� (6)� VXSSRUW. The government’s work focused on establishing the
structures to host the intermediary bodies which will carry out the tasks assigned to
them by the managing authorities. Furthermore, an attempt has been made to define
the priority axis of the objective 3 SPD, taking into account the JAP priorities and the
need for concentration on the most relevant activities.

.H\�LVVXHV�IRU�WKH�IXWXUH

The key priorities for Cyprus with its ambition to progress towards the knowledge-
based economy are to take decisive action to increase the participation of women, to
achieve a more efficient use of Cyprus human capital endowment and to address
quantitative and qualitative imbalances in the labour market.

Efforts to promote women’s participation include broadening education and training
and promoting care services and other family-friendly employment patterns and
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practices. Social partners have a key contribution to make through negotiations on
enterprise and other levels of the social dialogue.

Maintaining employment-friendly wage developments and tax-benefit systems will
continue to be an important contribution to a well functioning labour market.

Cyprus needs to develop a policy frame which creates conditions for a more balanced
contribution of foreign labour to the economy and to employment.

The establishment of lifelong learning capacities and a stronger focus on human
resource development for the jobless and the inactive are key elements. The PES
needs to intensify its prevention efforts.
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&]HFK�5HSXEOLF

7KH�-$3�ZDV�VLJQHG�RQ����0D\�������7KH�NH\�SULRULWLHV�LGHQWLILHG�ZHUH�SURPRWLQJ�WD[�EHQHILW
V\VWHPV�SURYLGLQJ�VWURQJHU�LQFHQWLYHV�WR�FUHDWH�DQG�DFFHSW�HPSOR\PHQW��WKH�PRGHUQLVDWLRQ�RI
WKH�HGXFDWLRQ�DQG�WUDLQLQJ�V\VWHP�DV�ZHOO�DV�WKH�SURPRWLRQ�RI�JHRJUDSKLFDO�DQG�RFFXSDWLRQDO
PRELOLW\� DQG� WKH� VWUHQJWKHQLQJ� RI� WKH� 3XEOLF� (PSOR\PHQW� 6HUYLFH� DQG� RI� WKH� VWUXFWXUHV
QHFHVVDU\�IRU�(6)�SUHSDUDWLRQ�

&XUUHQW�SHUIRUPDQFH

Following a recession in the years 1997/1998 the Czech economy has returned to
solid growth rates. Substantial progress in structural reform has paved the way for a
growth-supportive environment and the economy is more and more attractive for
foreign investors. While in 1999, real GDP growth still amounted to a low 0.5%, it
reached 3.3% in both years 2000 and 2001. Productivity in 2000 rose by 4% but grew
at a slightly slower pace of 2.9% in 2001. The immediate outlook is more uncertain
given the current global economic slowdown and the impact of the devastating flood
which hit the country in August. The general government deficit reached 5.2% of
GDP and is expected to deteriorate further.

The ongoing restructuring of the economy was accompanied by a continuing decline
in employment until 2000 and a modest increase in 2001. In 2001 the employment
rate stabilised. Unemployment doubled between 1997 and 2000 but declined to 8.1%
in 2001. At the same time the long-term unemployment rate rose to 4.1%. Those
facing major problems are the unskilled, school leavers, workers with small children,
the disabled and the Roma minority.

Economic restructuring has accelerated - after a period of delays - but a number of
large enterprises still have to catch-up. The potential of SMEs for economic and
employment growth still needs to be fully tapped. The impact on the Czech labour
market is becoming more visible with restructuring becoming the principal source of
new unemployment, which tends to become long-term in regions in decline and for
workers not easily adaptable. Changes in the sectoral structure of the economy and of
employment have been marginal. Considering that the employment share of industry
currently stands at 40% , the highest in the EU25, it is very likely that this process has
a long way to go. The restructuring process also leads to major regional labour market
imbalances. In Prague unemployment is as low as 2.5% but in some of the border
regions such as Most and Ostrava, where there is still a lot of smokestack industry, it
may reach as much as 20%.

The demographic composition of the Czech labour force is uneven. On the one hand
there is large generation of over 50-year olds with outdated work experience and on
the other hand there is a new large generation of recent graduates without work
experience. In 20 years time the Czech workforce is expected to decline dramatically
as a result of the current very low birth rates

*HQHUDO�DVVHVVPHQW�RI�WKH�HPSOR\PHQW�SROLFLHV

The most important (medium term) policy challenge for Czech Republic is to reform
the functioning of the product and labour markets in such a way that more jobs are
created. Without creating more jobs in future oriented economic activities  industrial
restructuring will continue to drive up unemployment and youth unemployment will
become more structural. News jobs are also the only credible reply to the future
ageing problem. Jobs are primarily created in the private sector and for this to happen
the necessary financial incentives will have to be in put in place.
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:DJH�GHYHORSPHQWV follow broadly productivity increases but could - given the strong
decline in employment in the past - leave more room for job creation and the
absorption of the unemployed.

5HIRUPLQJ�WD[�DQG�EHQHILW�V\VWHPV. On the supply side some benefit recipients lack the
incentives to accept a job offer. The authorities have recognised the existence of a
poverty trap problem and reacted with a number of successive increases in the
minimum wage. The average gap between the current minimum wage and the general
subsistence level is now 20%. For large families who receive child support this may
not be enough. On the demand side private employers create mainly high productivity
jobs for skilled workers. Due to high non-wage-cost the average wedge is more than
55% and this seems to inhibit the creation of jobs for low skilled workers.

The Czech Government has recently put emphasis on SURPRWLQJ�IOH[LELOLW\�LQ�WKH�DUHD
RI�FRQWUDFWXDO�DJUHHPHQWV. More flexibility here is blocked by fears that fixed-term
contracts and part-time jobs will be abused by some employers. Although the Labour
Code allows for fixed-term contracts and part-time jobs, as it does for manpower
agencies, in practice little use is made of them. Employers often solve temporary staff
shortages through costly overtime and/or undeclared work.

3URPRWLQJ� DFWLYH� ODERXU� PDUNHW� SROLFLHV� The Czech Republic has begun to shift
resources from passive to more active labour market policies. The government has
made the early retirement scheme financially less attractive. Due to the precariousness
of public finances the available budget for active policies is rather limited - shifts in
budget priorities are called for. The government has embarked upon a comprehensive
approach to all short term unemployed and intends to use the expected funding from
the ESF to support implementation across the whole country. For this new task the
Public Employment Service is currently being modernised.

,QYHVWLQJ�LQ�KXPDQ�UHVRXUFHV. The preventive approach was introduced in the area of
education but this initiative may be hampered by a lack of funding. Another problem
is the lack of capacity in tertiary education. The new government has decided to
increase spending on education from now 4.5% to 6% of GDP. Education is made
more inclusive by promoting access of target groups. The management of secondary
education has been assigned to the regional Kraj authorities. Many changes are being
implemented in a short time span. Their success depends on the quality of the regional
partnerships including the social partners.

$GGUHVVLQJ�WKH�VNLOOV�JDS� The modernisation of the vocational education and training
is underway. Curricula should focus more on transferable skills in line with the needs
of regional labour market. Accelerating restructuring and the shift to service jobs
require an adaptable Lifelong Learning System - a priority for the authorities which
will use ESF funding to develop a national infra-structure for Lifelong Learning. The
Social Partners fully participate in the modernisation of the vocational training and
education system.

3UHSDULQJ�IRU�(6)�VXSSRUW. On the basis of a experiences gained through a pilot Phare
project the implementation structure is now being prepared for the future ESF. This
pilot has also allowed for the development of a number of prototype ESF projects that
can be mainstreamed.

.H\�LVVXHV�IRU�WKH�IXWXUH

The Czech Republic should continue to raise incentives, both on the demand and the
supply side of the labour market, to boost its capacity to create new jobs. Legislation
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to prevent abuse may render the existing possibilities in the Labour Code for more
flexible contract agreements more attractive.

The old policy reflex to reduce labour supply in response to unemployment is not only
very expensive but also ineffective. Instead the policy effort should focus on the
employability of recent graduates and on those workers whose jobs may become
redundant as a result of restructuring.

The modernisation of the education and training system and the progressive
establishment of life-long learning capacities are key tasks in supporting structural
change in the labour market.

A more pro-active policy stance needs to be underpinned by a shift in resources
towards investment in human capital implying a review of the incentives for people
and enterprises and of the structure of public finances.

The financial support provided by the EU should be used in line with the priorities for
a more active employment policy. The implementation structure needed for the ESF
must be ready in time so that no time is lost after accession.
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(VWRQLD

7KH�-$3�ZDV�VLJQHG�RQ����0DUFK�������7KH�NH\�SULRULWLHV�LGHQWLILHG�ZHUH�SURPRWLQJ�WD[�DQG
EHQHILWV� V\VWHPV� WKDW� SURYLGH� DGHTXDWH� LQFHQWLYHV� WR� FUHDWH� DQG� DFFHSW� HPSOR\PHQW�� IXOO
LPSOHPHQWDWLRQ�RI� WKH�UHIRUP�RI� WKH� HGXFDWLRQ�DQG� WUDLQLQJ� V\VWHP�DQG� VHWWLQJ�D� V\VWHP�RI
FRQWLQXLQJ�WUDLQLQJ��VWUHQJWKHQLQJ�DFWLYH�ODERXU�PDUNHW�SROLFLHV�DQG�GHYHORSLQJ�D�PRUH�SUR�
DFWLYH�3XEOLF�(PSOR\PHQW�6HUYLFH��HQFRXUDJLQJ�D�PRUH�IRUZDUG��ORRNLQJ�FRQWULEXWLRQ�RI�WKH
VRFLDO�SDUWQHUV�DQG�HVWDEOLVKLQJ�WKH�VWUXFWXUHV�QHFHVVDU\�IRU�(6)�SUHSDUDWLRQ�

&XUUHQW�SHUIRUPDQFH

Estonia’s economy recovered from a sharp slowdown in 1999 caused by the Russian
crisis. Growth is driven by strong investment mainly from FDI and has been holding
well in 2001, real GDP growth amounting to 5.4% after a 6.9% in 2000. Structural
reforms continue at a strong pace but progress is uneven.

Employment also recovered and increased for the first time in 2001. The employment
rate rose also modestly from 60.6% in 2000 to 61.1% in 2001. The female
employment rate remained at around 57% and the male rate somewhat increased to
65.6%. Participation is on a declining trend but Estonia has managed to sustain a
comparatively high level of activity of older people.

Together with participation unemployment has also declined from 13.2% in 2000 to
12.4% in 2001 remaining at a high level. There are strong structural elements such as
high youth unemployment and a long-term unemployment rate of almost 6%.

The development of unemployment reflects ongoing industrial restructuring, which
lead also to major regional imbalances. Services have gradually gained ground but at
58.7% of total employment there is scope for further development. Employment in
agriculture has declined – but there may be still some overemployment in this sector.
There seems to be still labour reserves in some parts of traditional industries. The
coexistence of shortages of skilled labour and of high unemployment points to
structural problems in the labour market.

There is evidence that belonging to an ethnic minority and lack of national language
skills is among the risk factors for unemployment. A review of the relationship
between ethnic origin, language skills, regional disparities and sectoral concentration
and labour market outcomes is needed to develop appropriate policy measures.

*HQHUDO�DVVHVVPHQW�RI�WKH�HPSOR\PHQW�SROLFLHV

The main challenges for Estonia are to reduce the unemployment rate and to increase
the overall employment rate in a context where further job-losses may be expected
due to ongoing restructuring in agriculture, industrial and services sectors. On a more
structural level social partners should review how wage developments could be more
responsive to labour market needs.

5HIRUPLQJ� WD[� DQG� EHQHILW� V\VWHPV� The new "Unemployment Insurance Act" of
January 2002 aims at better social protection for the insured persons and at improving
the linkage between unemployment compensation and the labour market. It will be
important to ensure that a more pro-active PES encourages active job-search of
benefit recipients.

The overall tax wedge is high in particular for persons on low wages. The government
has increased the basic threshold of income tax which should have a positive effect
especially for the low income earners. A more comprehensive approach to addressing
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the high tax wedge and labour taxes to reduce labour costs at the lower end of the
wage scale where it would be most urgent.

,QYHVWLQJ� LQ� KXPDQ� UHVRXUFHV� DQG� DGGUHVVLQJ� VNLOOV� JDS��Addressing skills gap and
structural unemployment are top priorities on the policy agenda. Improving the skills
of the labour force to better match the needs of the labour market is an immediate task
for the initial and continuing training system. To this end two documents "Learning-
Estonia" with emphasis on general and higher education and "Vocational Education
System for 2001-2004" were approved in 2001. The preparation of a life-long
learning strategy has also started in 2001.

3URPRWLQJ� DFWLYH� ODERXU� PDUNHW� SROLFLHV� DQG� 3(6��Active labour market measures
seem to be concentrated on the risk groups. Insufficient attention is paid to the bulk of
the unemployed and training is hardly an option offered to them. At 0.08% of GDP,
the expenditures on active labour market policies remain at a very low level. Given
the need for wider access to re-training and the limited financial resources, the impact
of the measures should be closely monitored and the resources should be concentrated
on measures allowing the unemployed to move into viable jobs.

Efforts to render the PES more client oriented are welcome and in line with the JAP
commitments. Improving the administrative capacity�and a better focus of the limited
resources available should help the PES to concentrate on direct contacts with the job
seekers and the employers and to develop a preventive approach geared to the needs
of the individual. This is a necessary complement to the reform of the benefit system.

(VWDEOLVKLQJ� DQ� DSSURSULDWH� LQVWLWXWLRQDO� IUDPHZRUN��There have been encouraging
signs of wider involvement of the social partners in the fields of education and labour
market policies . Social partners seem to be less aware of their responsibility to
modernise labour market structures and strengthen the adaptability of enterprises and
workers through bi-partite collective bargaining.

*HQGHU� HTXDOLW\�� The gender wage-gap, and the male-female differences in the
occupational distribution of employment suggest the persistence of barriers to
women’s full participation in the labour market. While a draft proposal aiming at
including gender equality principles in all policies has been prepared, uncertainty
remains regarding further steps towards adoption.

3UHSDULQJ�IRU�(6)�VXSSRUW��The SPD is under preparation and some tasks pertaining
to the ESF have been delegated to the Ministry of Social Affairs. The preparation of
administrative structures for implementation of the ESF began in 2001 and should
continue with a view to be ready in time for accession including the creation of a
pipeline of potential ESF projects in line with the JAP priorities.

.H\�LVVXHV�IRU�WKH�IXWXUH

Estonia needs to improve the ability of its economy to create jobs through action on
both the supply and the demand side. Employment creation as the overall priority
should be facilitated by employment friendly wage developments and coherent
initiatives in order to improve the functioning of the labour market.

More comprehensive efforts are needed to reform the tax benefit system and lead to
reduction of the tax wedge in particular on lower earnings thus increasing the
incentives to accept and create jobs. The reform of the unemployment benefit systems
needs to strengthen the incentives for people to search new employment.
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The modernisation of education and training policies has to be continued with rigour
and the establishment of a system of LLL to be put firmly on the agenda.

Estonia needs to intensify efforts to develop a PES which actively assist job seekers in
their job search and enhancing their employability to help people to find new
opportunities in an environment of rapid structural change.

Social partners should contribute to improving the functioning of the labour market
through bi-partite action to modernise work organisation and working arrangements
combining flexibility for enterprises and security for workers. Government and social
partners should continue to develop the appropriate framework through legal action
and collective negotiations.

In the context of focussing resources in line with agreed priorities a more pro-active
policy stance should lead to shift in public resources towards investment in human
capital and a review of the incentives for people and enterprises to invest in training.

The financial support provided by the EU should be used in line with the priorities for
a more active employment policy. The implementation structure needed for the ESF
must be ready in time so that no time is lost after accession.
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+XQJDU\

7KH�-$3�ZDV�VLJQHG�RQ����1RYHPEHU�������7KH�NH\�SULRULWLHV�ZHUH�ERRVWLQJ�WKH�MRE�FUHDWLRQ
FDSDFLW\� LQ� SDUWLFXODU� LQ� VHUYLFHV�� LQFUHDVLQJ� WKH� HPSOR\PHQW� UDWH�� UHYLHZLQJ� WKH� WD[� DQG
EHQHILW�V\VWHPV�WR�VWUHQJWKHQ�WKH�LQFHQWLYHV�WR�FUHDWH�DQG�WDNH�XS�MREV��DGDSWLQJ�WKH�HGXFDWLRQ
DQG� WUDLQLQJ�V\VWHP�WR� ODERXU�PDUNHW�QHHGV�� WDFNOLQJ�WKH�GURS�RXW�SUREOHP�� � HQKDQFLQJ� WKH
HIIHFWLYHQHVV�RI�DGXOW
� WUDLQLQJ��DGGUHVVLQJ�JHQGHU�JDSV�DQG�WKH�VWUHQJWKHQLQJ�RI� WKH�3XEOLF
(PSOR\PHQW�6HUYLFH�DQG�RI�WKH�VWUXFWXUHV�QHFHVVDU\�IRU�(6)�SUHSDUDWLRQ�

&XUUHQW�SHUIRUPDQFH

On the basis of far reaching institutional and administrative reforms, Hungary
achieved rapid economic growth and strong macroeconomic stability. In 2001, the
9.1% growth in the export of goods and services highlighted the capacity of the
economy to adapt to changes in the world market. Strong domestic demand helped
maintain economic growth at almost 4% in 2001while inflation as well as the growth
in gross earnings were higher than anticipated.

Hungary has completed an important phase of the restructuring of the economy. The
share of agricultural employment is comparable to that of the EU. Job creation in the
service sector - representing nearly 60% of employment in 2001 - now matches job
losses in industry.

Following the substantial pace over the 1998-2000 period, employment growth
slowed in 2001. The employment rate has been rising since 1998 but at 56.3% in 2001
remains low. It is low for both men (63.3%) and women (49.6%) and particularly for
the unskilled. Unemployment remains low and has been further decreasing to 5.7% in
the course of 2001. A further improvement is not expected in 2002 as the effect of the
global downturn is already being felt. A significant number of the unemployed are
young people or young adults.

The working age population counts nearly 2.75 million inactive, in particular in the
middle-aged or older groups. Despite the upward trend observed over the last years, a
participation rate of 59.7% is very low and insufficient to support the increasing
labour demand confronting Hungary with growing labour shortages.

An important share of the young labour force has only basic education. The
substantial share of the working age population out of the labour market has
educational and vocational skills which do not meet present labour market needs.
Despite the favourable labour market, unskilled jobless face important problems in
accessing the labour market while skills mismatches appear in some regions.

The restructuring of the economy led to major labour market imbalances between the
central and western regions with low unemployment and the rest of the country.
Reported skills shortages and bottlenecks point to structural problems in the
functioning of the labour market.

*HQHUDO�DVVHVVPHQW�RI�WKH�HPSOR\PHQW�SROLFLHV

Promoting an employment-friendly environment and improving the overall flexibility
of the labour market remain the cornerstone of Government policy to stimulate a
substantial increase of the employment rate. Given the substantial number of inactive
people of working age, there is growing recognition that policy must develop more
effective instrumentation to strengthen labour market access and employability.
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5HIRUPLQJ� WD[� DQG� EHQHILW� V\VWHPV��The tax wedge is among the highest of OECD
countries, a feature likely to contribute to undeclared work and to discourage
participation. Employers’ social contributions were reduced in 2002. Measures
envisaged in the next future include a widening of the existing ’tax bands’ in 2004, a
reduction of the ’flat rate’ health contribution as well as further tax simplification for
SMEs and micro enterprises in particular.

Proposed amendments to the Employment Act are likely to boost the number of
people in part-time employment and in teleworking. It is hoped that these measures,
including financial support for teleworkers, will help transforming undeclared work
into standard employment.

Significant increases in the minimum wage in 2001 and 2002 brought it to almost
45% of average earnings in gross terms and to 54% in net terms. In addition, the
minimum wage will not be subject to personal income tax. The authorities will
consider changes to the minimum wage provision, if appropriate, only after the
completion of an ongoing evaluation of the recent increases.

,QYHVWLQJ� LQ� KXPDQ� UHVRXUFHV� DQG� DGGUHVVLQJ� VNLOOV� JDSV� The revision of curricula
and the reduction of vocational specialisations are continuing in relation with the
adoption of the new Register of Qualification in 2001. Catch-up training to address
drop-outs was put in place in general education and financial provision is planned to
extend it to vocational education. Recent developments following the Adult Education
Act in 2001 include the setting-up of institutions to support adult training. Tax breaks
for employees undergoing training are also being introduced.

Notwithstanding these important developments, improving the skills base of the
labour force must assume growing policy focus, in relation both to initial training and
CVT systems, if Hungary is to increase participation rates and reduce skills shortages.
As highlighted in the OECD’s Pisa Survey, poor standards of literacy and numeracy
among young people call for a stronger focus on the quality of education and training.

3URPRWLQJ�DFWLYH�ODERXU�PDUNHW�SROLFLHV��With increasing shortages of skilled labour
across sectors and regions, there is a growing recognition of the need to address the
problems of structural unemployment and low participation. New proposals to amend
the Employment Act will include more effective labour-market-oriented training for
the most disadvantaged. Participation in active labour market measures remains
concentrated on younger-age ’risk’ groups while gaps in provision remain concerning
middle-age and older age categories and the Roma population.

On-going developments to render the Public Employment Service (PES) more client
oriented continued in line with the commitments contained in the JAP. Nevertheless,
the link between the provision of active support and the management of registration of
those claiming unemployment benefit or assistance needs to be strengthened to ensure
an effective PES .

(VWDEOLVKLQJ� DQ� DSSURSULDWH� LQVWLWXWLRQDO� IUDPHZRUN� Substantial progress has been
made in the transposition of European labour law directives but implementation
remains relatively weak. This calls for strengthening human resources of the Labour
Inspectorate as well as the expertise to monitor compliance with the Directives
concerned.

6RFLDO�SDUWQHUVKLS. The new Government’s commitment to strengthening co-operation
with the Social Partners has been well received with growing recognition that a period
of ’real consultation’ is about to be embarked upon. In addition to the re-establishment
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of the National Council for Reconciliation, a National Collective Bargaining Council
has been created under which  LM related and proposed legislative changes will be
discussed. While tripartism has been strongly developed, autonomous bi-partite social
dialogue remains weak.

3UHSDULQJ�IRU�(6)�VXSSRUW��The draft NDP is currently under preparation. In parallel
with the NDP process, the Ministry for Employment and Labour is currently in the
process of preparing a draft HRD OP. Progress is needed in the effective
empowerment of the Managing Authority for the HRD OP and in strengthening its
role and decision-making capacity.

3URPRWLQJ�HTXDO�RSSRUWXQLWLHV��Hungary is well advanced regarding transposition of
relevant EU Directives. Within the Ministry for Employment and Labour, a
directorate for equal opportunities has been established to address issues relating to
equal opportunities and gender equality, mainstreaming of Roma-related issues as
well as the rehabilitation/integration of disabled persons into employment. On the
implementation side, considerable weaknesses remain requiring close monitoring.

.H\�LVVXHV�IRU�WKH�IXWXUH

Boosting participation and employment rates as well as human capital investment are
overriding priorities for Hungary in order to avoid serious risks of bottlenecks in the
short-term and to increase the long-term growth potential including the objective of
catching up of income with the EU.

Social partners need to contribute by ensuring employment friendly wage
developments and by improving the adaptability of enterprises and workers through
bi-partite negotiations at enterprise as well as all other levels of collective bargaining.

As skills shortages and mismatches are an obstacle to economic growth, urgent
measures are needed to promote regional and sectoral mobility. As a catalyst for
growth, education, HRD and adult training must continue to assume a high policy
focus, including measures to render the systems more responsive to LM requirements.

While the employment impact arising from ’poverty trap’ and related ’tax wedge’
provisions are of concern to the authorities, it will be important to review future trends
closely including considering measures to further reduce the tax wedge at lower wage
levels while ensuring alignment with the relevant EU acquis and effective compliance
of enterprises with tax payment.

If Hungary is to lessen the potential of a growing ’split’ in terms of economic
development and social cohesion, policy development addressing the persistence of
regional disparities remains of paramount importance.

The financial support provided by the EU should be used in line with the priorities for
a more active employment policy. The management and implementation structure
needed for the ESF must be in place as early as possible so that no time is ’lost’ after
accession.
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 /DWYLD

 7KH� -$3� LV� OLNHO\� WR� EH� VLJQHG� LQ� WKH� QHDU� IXWXUH�� 7KH� NH\� SULRULWLHV� DUH� PDLQWDLQLQJ
HPSOR\PHQW� IULHQGO\� ZDJH� GHYHORSPHQWV�� UHGXFLQJ� WKH� WD[� ZHGJH� LQ� SDUWLFXODU� RQ� ORZ
HDUQLQJV�� UHIRUPLQJ� VRFLDO� DVVLVWDQFH� WR� FRPELQH� LPSURYLQJ� SURWHFWLRQ� IRU� WKH� XQHPSOR\HG
ZLWK� SURPRWLQJ� DFWLYH� MRE� VHDUFK�� LPSOHPHQWLQJ� DQ� DFWLYDWLRQ� VWUDWHJ\� DQG� D� PRUH� DFWLYH
HQJDJHPHQW�RI�WKH�3(6�LQFOXGLQJ�HIIRUWV�WR�LQFUHDVH�UHJLVWUDWLRQ��H[SDQGLQJ�$/03�PHDVXUHV
DQG� VKLIWLQJ� SURYLVLRQ� WRZDUGV� WUDLQLQJ� PHDVXUHV�� VXVWDLQLQJ� HIIRUWV� IRU� D� EHWWHU
XQGHUVWDQGLQJ�RI�VWUXFWXUDO�GLVSDULWLHV�LQ�WKH�ODERXU�PDUNHW��FRPSOHWLQJ�DQG�UHLQIRUFLQJ�(6)
SUHSDUDWLRQV�

 &XUUHQW�SHUIRUPDQFH

 Macroeconomic development has been favourable in most respects. Structural
reforms have strengthened the performance of the economy even if implementation in
some areas including the privatisation and restructuring of major enterprises remains a
major challenge. Growth recovered well from the Russian crisis to reach around 7%
in 2000 and 2001. Strong productivity growth has ensured external competitiveness.

The process of economic transition has been accompanied by major changes in the
labour market. Employment fell during most of the 1990s stabilising in 2000 and
2001. The employment rate was 58.9% in 2001. Further job-losses may be expected,
as Latvia progresses in the restructuring of its economy, particularly in agriculture,
which still represents 15% of total employment and in industry. Services have
gradually increased, representing nearly 60% of employment.

 The unemployment rate has fallen from its peak of over 20% in 1996, but at 13.1%,
was still high in 2001. Unemployment displays clear structural features as shown by
the rising long-term unemployment (7.7% in 2001), high youth unemployment and
wide regional variations.

 The low skilled are to a large extent excluded from standard employment; at 35 %
their employment rate is less than half of that of the high skilled.

 There is evidence that belonging to an ethnic minority and lack of national language
skills is among the risk factors for unemployment. A review of the relationship
between ethnic origin, language skills, regional disparities and sectoral concentration
and labour market outcome is needed to develop appropriate policy measures.

 *HQHUDO�DVVHVVPHQW�RI�HPSOR\PHQW�SROLFLHV

 The key challenge is to increase employment and participation and to promote
reallocation of labour from declining industries to the growing services. Employment
policies should be supportive of the restructuring of the economy and help to
maximise the employment content of economic growth.

:DJH��WD[�DQG�EHQHILW�V\VWHP� Wage developments in recent years have been broadly
in line with productivity growth but given the low job creation capacity ensuring
employment-friendly wage developments remains an important issue. The minimum
wage was increased in July 2001 reaching about 35% of the average wage. While this
should help attracting low skilled labour supply there is a need to monitor the
employment impact.

Overall, the tax and social contributions burden on labour is high, particularly at
moderate earnings levels. The "tax-wedge" for a single person on average earnings
was 43.1% in 2000 and is only slightly smaller at lower wages, encouraging
employment in the informal sector. The authorities intend to reduce social security
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contributions in 2003. The increase in the minimum taxable income will also benefit
those on low earnings.

The system of income support for the unemployed is uneven. While the average
replacement rate is low it appears to be high during the first months of unemployment.
For those who have exhausted their unemployment benefit entitlements access to
social assistance is very limited.� The introduction of a nation-wide guaranteed
minimum income (GMI) will address this problem. It is intended to combine the GMI
with a strengthening of incentives for the unemployed to seek and accept work.

([SDQGLQJ� DFWLYH� ODERXU� PDUNHW� PHDVXUHV� Measures aimed at increasing the
effectiveness of the State Employment Service (SES) have already been taken, such as
increasing the number of regional Job Information Centres giving a wider range of
services. An expansion of active measures is included in the National Employment
Plan 2001 and should be targeted�at young and long-term unemployed.

An important share of the unemployed do not register with the SES. This is
particularly marked for Non-Latvians partly because they pursue traditional ways of
job search. The authorities recognise that a flexible and adaptable labour market
requires the SES to develop a modern labour market placement and information
system. The SES is asked to increase the level of registration and to guarantee
openness, transparency and accessibility of the services.

,QYHVWLQJ�LQ�KXPDQ�UHVRXUFHV��Although average education levels in the labour force
appear relatively high, the qualifications held by many workers are not appropriate for
the current and future requirements of the labour market. Recent legislative change,
together with ongoing work on a lifelong learning strategy, could provide the basis for
the development of a coherent system of adult education establishing links to initial
education and to a national system of certifications of qualifications. The high level of
drop-outs from initial education remains a matter of serious concern.

6RFLDO�SDUWQHUVKLS��Tripartite social dialogue is developed at the national level, mainly
through the National Tripartite Co-operation Council. While slowly gaining weight
bi-partite dialogue and collective bargaining are less developed, partly because
employers’ organisations and trade unions cover only a relatively small share of
employers and employees.

3URPRWLQJ� HTXDO� RSSRUWXQLWLHV� As one step in developing more effective equal
opportunities policies, a comprehensive analysis, from a gender perspective, of all
legislation and governmental policies in the social sector has been completed. Based
on this study the Government approved the "Concept Paper of Gender Equality" in
October 2001.

5HJLRQDO� DVSHFWV� Labour market outcomes vary markedly between in Latvia.
Following the 1997 law providing for the identification of "specially supported
regions" most of the Latgale region, which is one of the most severely hit by
unemployment was approved for special status. The main instrument is the Regional
Fund whose task is to promote entrepreneurship.

3UHSDULQJ� IRU�(6)� VXSSRUW� While important legal and institutional steps have been
taken the system for ESF administration is not yet fully developed. In February 2002
the Ministry of Finance was designated as the Managing Authority for the Structural
Funds, and the Ministry of Welfare was as the main partner for ESF. Training to
improve the administrative capacity in ESF matters is supported by PHARE.
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 .H\�LVVXHV�IRU�WKH�IXWXUH

 They key challenge is to strengthen the job creation capacity of the economy and to
ensure efficient labour reallocation from declining sectors to services through  a better
functioning labour market. Improving the general business environment needs to
support a more diversified private sector, thus creating much-needed new jobs.

 Maintaining employment friendly wage developments will continue to be important,
and the impact of the minimum wage increase should be monitored. Efforts to reduce
the tax burden on labour should be focussed at lower earnings to remove one serious
barrier to the creation of jobs for the low skilled. The introduction of the new GMI
needs to be complemented by strengthening incentives to seek and accept work.

Strengthening of bi-partite social dialogue is important so that social partners can
promote labour market adaptability and enterprise restructuring.

Education reform should be continued, reducing drop-outs in basic and initial
education and on aligning vocational education with the needs of the labour market.
Continuing education and re-training should be expanded in the context of a clear
strategy and legislative framework for lifelong learning.

An active strategy of supporting and encouraging employability should be carried out
through systematic engagement of the Employment Service with the unemployed. The
SES needs to double efforts to modernise the labour market placement and
information system. This includes increasing the level of registration and ensuring
openness, transparency and accessibility of labour market services and programmes.
Expansion of active labour market programmes should give preference to training and
human resources measures over those providing temporary public works.

Attention should be paid to capacity building and to completing and strengthening the
institutions which will implement the European Social Fund, so that ESF assistance
can be brought into play as soon as possible after accession.



22

/LWKXDQLD

7KH� -$3� ZDV� VLJQHG� RQ� ��� )HEUXDU\� ������ 7KH� NH\� SULRULWLHV� LGHQWLILHG� ZHUH�� SURPRWLQJ
HPSOR\PHQW�IULHQGO\� ZDJH� GHYHORSPHQWV�� UHIRUPLQJ� WKH� WD[�EHQHILW� V\VWHPV�� LPSOHPHQWLQJ
WKH� HGXFDWLRQ� UHIRUPV�� UHIRUPLQJ� WKH� SXEOLF� HPSOR\PHQW� VHUYLFH�� SDUWLFXODUO\� DW� ORFDO� DQG
UHJLRQDO� OHYHO�� H[SDQGLQJ� DFWLYH� ODERXU� PDUNHW� PHDVXUHV�� DQG� VWUHQJWKHQLQJ� VWUXFWXUHV� LQ
YLHZ�RI�IXWXUH�(6)�IXQGLQJ�

&XUUHQW�SHUIRUPDQFH

The economy was severely hit by the Russian crisis in 1999 but recovered since.
Progress in macroeconomic stability and on structural reforms have established a
favourable environment for economic growth. After a sharp fall in 1999 GDP grew by
3.8% in 2000 and 5.9% in 2001.

The economic recovery has not yet translated into employment growth although the
decrease in employment seems to be slowing down. The overall employment rate
continues to fall and was down to 58.6% in 2001 mainly due to the sharp drop in the
male employment rate to 59.8%. At 39.1% in 2001, the employment rate for those
aged 55-64 is just above the EU average.

The sectoral shift in the economy has been slowing down since the end 1990s
Although declining, employment in agriculture still represents 16.5% of total
employment. Low productivity in this sector will probably lead to further employment
reductions in the years to come. Restructuring is not yet completed in several
industries including transport, sectors of heavy industry and energy. Employment in
services is rising, but not enough to absorb job losses in other sectors. Economic
restructuring is accelerating and will continue to impact on the labour market.

While labour force participation continued to decline the unemployment rate has been
rising and reached 16.5% in 2001. Long-term unemployment has also been rising up
to 9.3% in 2001. The youth unemployment rate is as high as 30.2%. Registered
unemployment has started to decline in 2002 but in the short-term the improvement is
likely to remain marginal as a consequence of ongoing restructuring and of remaining
structural deficiencies in the labour market.

There is evidence that belonging to an ethnic minority and lack of national language
skills is among the risk factors for unemployment. A review of the relationship
between ethnic origin, language skills, regional disparities and sectoral concentration
and labour market outcomes is needed to develop appropriate policy measures.

*HQHUDO�DVVHVVPHQW�RI�HPSOR\PHQW�SROLFLHV

The key challenge for Lithuania is to continue to develop an environment supportive
of job creation and take-up in new sectors, so as to reduce unemployment and offer
opportunities to those still in declining sectors including agriculture. The social
partners should be encouraged to take an active part in this work, not only at national
level, but in setting up the relevant bipartite structures at regional and local level.

:DJH� GHYHORSPHQWV��The new Labour Code will clear the way for more collective
bargaining at a local level. This should make wage developments more responsive to
structural change. The introduction of a differentiated minimum wage is being
examined and should ease labour market access for young entrants.

5HIRUPLQJ�WD[�DQG�EHQHILW�V\VWHPV. The high tax wedge resulting from the combined
rates of social contributions and income tax is a serious barrier to job creation and
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take-up of jobs at relatively low wages. Moreover, high marginal rates of tax and
social contributions are factors contributing to undeclared work. The amendments to
the personal income tax in 2002 and the increase of the threshold of non-taxable
earnings are first steps to address this issue.

Some steps were taken to encourage a more active attitude of benefit recipients.
Recent changes in unemployment benefits rules should increase the motivation of the
young unemployed to find a job. The draft reform of social assistance provides for a
new unified system of cash assistance and a strengthening of recipients’ activation.

The combined systems of unemployment benefit and social assistance do not provide
adequate income maintenance coverage for the unemployed. Only about 14% of the
unemployed receive benefits – others may receive the much lower social assistance
support. The extent to which the reforms of benefits systems will address this issue
remains unclear.

3URPRWLQJ� DFWLYH� ODERXU� PDUNHW� PHDVXUHV� DQG� 3(6�� A movement to more active
labour market measures is visible. Amendments to the law on the Support of the
Unemployed expand the provision of active support to young first job-seekers and the
very long-term unemployed. Also the reform of the Social Assistance system offers
more activation and integration measures. The quota system of legal guarantees of
employment has been changed and is devoted to labour market integration of the most
disabled. Reorganisation of the training centres under the National Labour Market
Training Service has started while the announced reform of the PES is still in the
planning stage. Expenditure on active measures in 2001 was 0.12% of GDP
expenditure on passive measures 0.15%.

,QYHVWLQJ�LQ�KXPDQ�UHVRXUFHV��Although the general standard of education is high in
Lithuania, it still bears signs of the narrow specialisation of Soviet times. A new Law
on Education is being drafted to define the structure, objectives and principles of the
education system, together with the roles and responsibilities of the social partners. It
will also cover informal education. Work has begun with municipalities to address the
pressing problem of high drop-outs from basic education. Sustained commitment will
be required for successful implementation. The lifelong learning strategy should set
the basis for a clear system of funding and of incentives for employees' training.

Public spending in education measured by the share in GDP is above EU average but
the scale of the reforms, combined with the continuing resource constraints requires
that clear priorities are being set between the various measures being undertaken.

6RFLDO�SDUWQHUVKLS��An appropriate structure for the involvement of the social partners
in decision-making at national tri-partite level is already in place and works well.
Now that the Labour Code has been agreed, the potential exists for developing
bipartite work on practical matters affecting the work force at a more local level.

5HJLRQDO�DVSHFWV� Black spots in employment and unemployment rates are beginning
to appear at local level, though disparities between regions are not as great. Lithuania
is tackling the most urgent priorities for capacity building and efficiency at regional
and local level. Using experience gained from 16 local employment initiatives, the
procedure for the implementation of such initiatives has been improved and a Strategy
for 2002-2004 has been agreed.

3UHSDULQJ� IRU�(6)� VXSSRUW��PHARE projects are helping to prepare for future ESF
funding, through the drawing up of concepts on ESF administration, and the use of
grant schemes to be implemented through a management structure foreshadowing that
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for future programmes. The Ministries of Labour and of Education are fully involved
in drawing up the draft Single Programming Document.

.H\�LVVXHV�IRU�WKH�IXWXUH

Lithuania needs to develop the capacity of the economy to create jobs and to
modernise its labour market to accelerate the reallocation of labour from the declining
sectors, including agriculture. This will require decisive action to reduce the tax
wedge while ensuring that the reform of social assistance benefit systems  provide
motivation for seeking jobs.

Social partners should contribute to improving the functioning of the labour market
through bi-partite action to modernise work organisation and working arrangements
combining flexibility for enterprises and security for workers.

Modernising the education and training and progressively establishing life long
learning capacities are key in supporting structural change and labour reallocation.

A shift to more active labour market policy focusing on training and skills up-grading
should promote structural change in the labour market. This should go together with
accelerating efforts to enable the PES to provide modern labour market information
and placement services.

This will require an important shift of resources towards these activities. The financial
support provided by the EU will be particularly useful in this regard. The efforts
already being put into the preparation of the programming documents need to be
continued, so that no time is lost after accession.
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0DOWD

7KH�-$3�ZDV�VLJQHG�RQ����2FWREHU�������7KH�SULRULWLHV�ZHUH�WKH�DFWLYH�SURPRWLRQ�RI�IHPDOH
SDUWLFLSDWLRQ� LQ� WKH� ODERXU� PDUNHW�� WR� LQFUHDVH� WKH� RYHUDOO� HPSOR\PHQW� UDWH�� WR� UHYLHZ� WKH
LQWHUDFWLRQ� EHWZHHQ� WKH� WD[� DQG� VRFLDO� EHQHILW� V\VWHPV�� WR� WUDQVIRUP� XQGHFODUHG� ZRUN� LQWR
VWDQGDUG�HPSOR\PHQW��WR�DGGUHVV�LOOLWHUDF\�DQG�PRGHUQLVH�YRFDWLRQDO�HGXFDWLRQ�DQG�WUDLQLQJ�
WR�GHYHORS�DFWLYH�HPSOR\PHQW�PHDVXUHV�DQG�WKH�LQVWLWXWLRQDO�VWUXFWXUH�DQG�FDSDFLWLHV�QHHGHG
WR�LPSOHPHQW�WKH�(6)�

&XUUHQW�SHUIRUPDQFH

After a period of remarkable expansion since the mid-1990s, real GDP contracted by
0.8% in 2001 reflecting Malta’s strong external exposure in general and the slowdown
in demand for electronics products and the post-11 September effects on the tourism
industry in particular. Labour productivity also declined by 1.9%.

Both overall activity and employment rates remained at their low levels in 2001 - 58%
and 54.2% respectively - while the already substantial gender gaps increased as
women’s activity and employment rates declined further. At the end of 2001 the male
employment rate was 76.4% and that of women 31.6%. Male participation further
increased to 81.3% while that of women decreased to 34.2%.

Enterprise restructuring is on-going and is more advanced in the private sector which
has been very dynamic in terms of job creation. The sectoral structure of employment
has remained fairly stable in the last years and is dominated by services. In 2001 the
share of industrial employment declined to 31.8% while that of services increased
marginally to 66%.

So far the unemployment rate remained relatively low at 6.5% in 2001 but female
unemployment continued to increase, reaching 7.8%.

The educational level has substantially increased in the young generation. Strength in
terms of language and ICT skills coexist with an overall low educational level of the
Maltese workforce. Around 60% of the labour force do not have any formal
qualification and the illiteracy rate among the working age population amounts to 9%.

*HQHUDO�DVVHVVPHQW�RI�WKH�HPSOR\PHQW�SROLFLHV

The main challenges remain to increase the overall employment rate, in particular of
women, to increase incentives for the inactive and the unemployed to actively look for
work and to address the emerging skill mismatches and shortages.

5HIRUPLQJ� WKH� VRFLDO� VHFXULW\� V\VWHP. The gap between the minimum wage and the
benefit level remains small and provides insufficient incentives to take-up work. A
reform of the Social Security System is under preparation but it is unlikely that any
proposal will be even debated before general elections are held in early 2003. The
PES has been charged with preparing a study on the interaction between tax and
benefit systems and on the impact on the motivation to work of various groups.

3URPRWLQJ�ZRPHQ�SDUWLFLSDWLRQ�DQG�HPSOR\PHQW. A White Paper to promote gender
equality was issued in March 2002. It incorporates the requirements of several EU
Directives and should be enacted by Parliament together with the Gender Equality Act
by the end of 2002. An Action Plan for Gender Equality in the Labour Market drawn
by the PES is about to be implemented. Most measures are at a very early stage and
need to be rapidly finalised and implemented. Further policy initiatives are needed to
increase female labour market participation and employment in the formal sector.
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7UDQVIRUPLQJ�XQGHFODUHG�ZRUN�LQWR�VWDQGDUG�HPSOR\PHQW� Recognising the existence
of a substantial informal economy the Maltese Government is trying to reduce benefit
fraud and undeclared employment through the launch of a one-time tax amnesty and
of a programme to certify persons employed in the tourism industry. These measures
are at an early stage of implementation and need to be complemented.

0DWFKLQJ�ODERXU�GHPDQG�DQG�VXSSO\. Against the background of a forecasted shortage
of skilled workers in the next future the modernisation of the vocational education and
training is underway. The establishment of the Malta College for Arts, Science and
Technology in 2000 was a positive step, although concern has been expressed by the
social partners over the low level of funding that was made available for VET. The
illiteracy rate of the working age population is recognised as a serious concern. An
agency aimed at this specific goal is about to be set up.

'HYHORSLQJ� D� PRUH� DFWLYH� DSSURDFK. The reform of the public employment and
training services kept momentum� Improving the profiling of unemployed is the next
step envisaged to enable the development of a more individualised and preventive
approach. Appropriate active schemes need to be developed to support the re-
allocation of labour from sectors under restructuring.

6RFLDO� SDUWQHUVKLS. Social dialogue is well developed. Tripartite dialogue was
reinforced by the newly established Malta Council for Economic and Social
Development entrusted with the task of advising the Government on issues relating to
economic and social development. Social partners should be more involved in the
policy dialogue on VET and lifelong learning developments.

3UHSDUDWLRQV�IRU�(6) are quite advanced. The managerial structure is already in place
and a draft Single Programming Document has been substantially drawn. Awareness-
raising seminars on the ESF planned in 2003 should prepare to the management of the
fund.

.H\�LVVXHV�IRU�WKH�IXWXUH

The overriding priority is to substantially increase women’s participation and
employment requiring more decisive action for addressing the high gender gaps in the
labour market.

A reform of the tax and benefits systems to provide stronger incentives for the
unemployed or inactive people to seek and take up work in the formal sector is an
urgent task.

Skilled labour needs to become an important asset for Malta’s development. Recent
improvements of the VET provision are welcome but more substantial efforts are
urgently needed to substantially up-grade the skills of the labour force and to address
the persistent level of illiteracy.

Further strengthening of tripartite as well as autonomous social dialogue is welcome
and should form the basis for a more systematic contribution of the social partners to
modernising the labour market and addressing gender gaps.

Substantial progress has been made in changing Malta’s public employment service’s
philosophy from a reactive towards a more proactive approach. Efforts should now
focus on speeding-up the preparation for a more individualised approach.

Malta’s preparations for the implementation of the ESF are well advanced. Actions
planned in 2003 will be a critical step to ensure a proper management of the fund.
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3RODQG

7KH�-$3�ZDV�VLJQHG�RQ����-DQXDU\�������7KH�NH\�SULRULWLHV�LGHQWLILHG�ZHUH�SURPRWLQJ�WD[�DQG
EHQHILW�V\VWHPV��SURYLGLQJ�VWURQJHU�LQFHQWLYHV�WR�FUHDWH�DQG�DFFHSW�HPSOR\PHQW��PDLQWDLQLQJ
DSSURSULDWH�ZDJH�GHYHORSPHQWV��SURPRWLQJ�DQ�DFWLYH�UROH� IRU�VRFLDO�SDUWQHUV�LQ�HPSOR\PHQW
SROLF\�� FRPSOHWLQJ� WKH� HGXFDWLRQ� UHIRUP� DQG� H[SDQVLRQ� RI� FRQWLQXLQJ� WUDLQLQJ�� DGGUHVVLQJ
JHQGHU� JDSV�� UHYLHZLQJ� WKH� VWUXFWXUH� RI� WKH� 3(6� DQG� VWUHQJWKHQLQJ� LWV� QDWLRQDO� GHOLYHU\
IXQFWLRQ�DV�ZHOO�DV�WKH�DGPLQLVWUDWLYH�FDSDFLWLHV�QHFHVVDU\�IRU�(6)�SUHSDUDWLRQ�

&XUUHQW�SHUIRUPDQFH

Following a period of high economic growth in the second half of the 1990s growth
slowed down strongly to 1.1 % in 2001 and is expected to reach 1.4% in 2002. The
slowdown has been primarily driven by a significant drop in domestic demand, in
particular in private investment.

The situation on the labour market has deteriorated during the last three years. At
18.4% in 2001, the unemployment rate was at its highest level since the start of the
economic transformation and the highest in the OECD. The employment rate is at
53.8% in 2001 down from 58.8% in 1997 and expected to decrease further in 2002.
Unemployment is particularly high for young people and persons with low levels of
qualifications. Long-term unemployment amounted to 9.2%.

The number of persons in working age threatened by social exclusion is rising.
Gender gaps in employment, unemployment and wages are significant. There are also
persistent regional disparities in the level of unemployment, reaching rates of almost
30% in some agricultural regions.

Further job losses are expected in agriculture which still accounts for 19% of all
employed and in the coal, steel and railways sectors as a result of restructuring of
state-owned enterprises.

*HQHUDO�DVVHVVPHQW�RI�WKH�HPSOR\PHQW�SROLFLHV
Reversing the decline in employment and reducing swiftly unemployment is a top
priority for the Polish authorities. The most important challenge is to reform the
functioning of the product and labour markets to promote growth and employment. To
this end the Government has prepared the "Entrepreneurship-Development-
Employment" programme as a comprehensive medium-term policy document. A first
set of measures aimed at making the labour market more adaptable and flexible have
been submitted to Parliament.

5HIRUPLQJ�WD[�DQG�EHQHILW�V\VWHPV. Poland has a high tax burden on labour leading to
a substantial tax wedge in particular on low earnings. Measures to reduce labour taxes
for employers hiring graduates and for SMEs creating new employment are proposed
as part of a package to reduce business taxation. Social contributions are also reduced
for graduates and other persons starting their own businesses.� The July 2002
amendments to the Labour Code aim at reducing labour costs through a change in the
rules on sick leave provision. The administrative burden is eased for employers with
less than 20 employees. Changes to the personal income tax are also envisaged,
mainly in relation to revenue generated from business activity. While promoting job
creation in particular for the young, these measures do not address the high payroll
taxes particularly for low salaries in a systematic way.

In the 1990s substantial use was made of pre-retirement allowances. Legislation has
been adopted to gradually phase them out. The amount of pre-retirement benefits and
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the criteria for their granting have been made more restrictive. While unemployment
benefit is received only by a minority of the unemployed social assistance may create
some disincentive effects. From January 2002 more stringent criteria have been
adopted for social assistance allowance to promote active job search rather than
passive collection of allowances.

:DJH�GHYHORSPHQWV� The impact of minimum wages on labour supply and demand has
been a controversial issue for several years. New legislation foresees that it should be
determined by negotiations within the Tripartite Committee for Social and Economic
Affairs. The bill allows until 2005 for a lower minimum wage for new labour market
entrants. The government promotes autonomous wage determination in the private
sector by the social partners. Indeed, the number of multi-company collective
agreements signed increased considerably from 2000 to 2001.

6RFLDO�SDUWQHUVKLS. Social partners are involved in employment policy development
and implementation, in particular through Employment Councils at the local, regional
and national levels. In 2002 a Task Force for Economic and Labour Market Policies
was established within the regional Tripartite Committee as well as 16 regional
committees for social dialogue. Their actual role and impact will need to be
monitored. Autonomous social dialogue in sectors is being promoted with the
assistance of Phare 2000. Further strengthening of social dialogue will be based on the
"Principles for Social Dialogue" adopted in 2002.

,QYHVWLQJ� LQ�KXPDQ�UHVRXUFHV� The education reform started in 1999 should provide
the new generation with the higher basic skills necessary for adapting to rapid
structural change in the economy. The first stage of the reform includes a revision of
the compulsory strand and of its duration, a new general education curriculum and
"external" examinations at the end of compulsory schooling based on national
standards. A system of vocational counsellors is being gradually introduced. Schools’
access to computers is improving and  in 2002 74% of all schools had computers.

All evidence points to the urgent need to expand and modernise lifelong learning
capacities to promote the adaptability of workers and enterprises. A strengthening of
the legal basis for continuous education and the introduction of a system of
accreditation of non-school training establishments is envisaged. The government
intends to allocate more resources to it. Work on the continuous education system is
being undertaken under a Phare 2000 project involving also the social partners.

/DERXU�0DUNHW�3ROLFLHV�DQG�3(6. It is widely perceived that the present PES structure
does not necessarily ensure guidance and co-ordination of policies and an appropriate
distribution of resources in line with national priorities and labour market needs. A
new model for the management of labour market information, placement and policies
is being developed and will redefine the division of responsibilities between the
national, regional and local levels. It is envisaged to introduce a "one-stop/single
entry" into all support systems at the municipal level. By the end 2002 national
standards will be established for labour office staff including standards of services and
training. In 2002, the distribution of resources from the Labour Fund was revised to
strengthen the allocations to the most effective labour market programmes. The
Government has announced a substantial increase in the budget allocations for active
measures from 2003 and onwards, although no figures are yet available.

3URPRWLQJ�JHQGHU�HTXDOLW\. A new body, the Government Plenipotentiary for Equal
Treatment of Men and Women, was set up in October 2001 within the Prime
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Minister’s Office. The Plenipotentiary will be involved in the National Action
Program for Women 2002-2005 currently under finalisation and including the
promotion of economic activity of women and their rights on the labour market.

3UHSDULQJ� IRU� (6)� VXSSRUW� The process to strengthen the capacity for ESF
implementation, through staff reinforcements and training continues with the support
of Phare projects. In 2002, the Government adopted an action plan for administrative
capacity building in view of Structural Funds implementation. The preparations for
ESF programming, including the ex-ante evaluation, financial management and
control are advancing. A module for monitoring ESF interventions, to be linked to the
overall Structural Funds IT System, is under preparation.

.H\�LVVXHV�IRU�WKH�IXWXUH

The "Entrepreneurship-Development-Employment" programme is an important step
towards the urgently needed acceleration of the reform of product and labour markets.
Recent measures to promote entrepreneurship and self-employment should strengthen
SME development and local job creation.

Measures to reduce labour costs for the low skilled and the young are steps in the
right direction in an economy which has great difficulties to create jobs for these
groups. Care should be taken that piecemeal tax concessions do not create adverse
incentives. An in-depth review of the tax-benefit system should address the high tax
wedge in a comprehensive manner, particularly at the lower end of the wage scale. It
is important that the reform of the social assistance continues to promote active job
search rather than passive collection of allowances.

Social partners have a key role in the restructuring process not only through sustaining
employment-friendly wage developments but also through actively promoting
structural change at the enterprise level.

The continuation of education and training reform will help to provide the new labour
market entrants with the skills needed in a labour market characterised by structural
change. More focussed efforts are needed to develop a coherent framework for
lifelong learning. Adequate resources and incentives for workers and employers to
invest in training as well as a clear definition of all stakeholders’ roles will be crucial.

Poland should accelerate the establishment of the new public employment services as
a key instrument for the implementation of national employment policies. The
reformed PES will need to be sufficiently resourced – in terms of funding, staff
numbers and training and equipment. The organisational and financial initiatives
envisaged to shift to pro-active labour market measures are welcome.

Given the high unemployment figures, establishing a functioning PES and testing the
operational structures in place are urgent tasks for the smooth start-up of ESF
implementation.
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5RPDQLD

7KH�-$3�ZDV�VLJQHG�RQ����2FWREHU�������7KH�NH\�SULRULWLHV�LGHQWLILHG�DUH�WR�GHYHORS�D�ZDJH
VHWWLQJ�V\VWHP�ZKLFK�VXSSRUWV�HFRQRPLF�DQG�ODERXU�PDUNHW�WUDQVIRUPDWLRQ��WR�UHYLHZ�WD[�DQG
EHQHILW� V\VWHPV� WR�SURPRWH� MRE� FUHDWLRQ� DQG� WDNH�XS�� WR� EURDGHQ�DFFHVV� WR� HGXFDWLRQ� DQG� WR
FRPSOHWH� WKH� UHIRUP�RI� WKH�9(7� V\VWHP�ZKLOH� HQVXULQJ� WKDW� LW� LV� DGDSWHG� WR� ODERXU�PDUNHW
QHHGV�� WR� SURPRWH� WUDLQLQJ� IRU� WKH� HPSOR\HG� DQG� XQHPSOR\HG�� WR� GHYHORS� DQ� DFWLYDWLRQ
DSSURDFK�DQG�D�3(6�DEOH�WR�PHHW�IXWXUH�FKDOOHQJHV��WR�LPSOHPHQW�LQWHJUDWLRQ�VWUDWHJLHV�IRU�WKH
HWKQLF�PLQRULWLHV�� WR� HQVXUH� WKDW� VRFLDO� SDUWQHUV� FDQ� HIIHFWLYHO\� FRQWULEXWH� WR� ODERXU�PDUNHW
UHIRUP�DQG�WR�VWUHQJWKHQ�FDSDFLW\�EXLOGLQJ�LQFOXGLQJ�SUHSDUDWLRQ�IRU�(6)�LPSOHPHQWDWLRQ�

&XUUHQW�SHUIRUPDQFH

Macroeconomic performance is showing signs of improvement after years of mixed
track records. Following years of decline and a modest rebound in 2000, the economy
expanded faster than expected in 2001 with GDP growing by 5.3%. Macroeconomic
stability is increasing but remains a source of concern. Structural reforms started very
late and Romania is still in the process of transition-related reforms.

The pace of restructuring has been uneven and the economy is still largely a transition
economy. The development of services has been irregular and modest and
concentrated in the capital city and its region. Surplus labour has mainly been
absorbed by agriculture which represented 44.4% of total employment, nearly half of
private employment and 90% of all self-employment in 2001. The rural labour market
concentrates more than half of the labour force with high participation, including in
the younger and older age groups and very low unemployment. This helped keeping
overall unemployment fairly low at around 6%.

In most sectors, privatisation and restructuring are at an early stage or need to be
completed. Economic and institutional weaknesses have severely hampered the
development of the new private sector and of SMEs in particular, which are the main
source of job creation. All this will raise considerable employment challenges in the
short- and medium terms. The employment rate is on a downward trend and in 2001
was back at its 1994 level slightly below 64%. Labour reserve are substantial in
agriculture and in the sizeable informal economy.

The level and structure of the skills of the labour force are a concern in an immediate
and medium-term perspective. While slowly increasing, the average educational level
is relatively low. The qualifications held by many workers will not meet the
requirements of the new jobs; the participation rate of young people in the education
system is low at tertiary level, a certain group does not continue beyond compulsory
education skill.

*HQHUDO�DVVHVVPHQW�RI�WKH�HPSOR\PHQW�SROLFLHV

Ongoing reforms need to be forward-looking and geared at meeting the medium-term
challenges. Reform effort needs to speed-up in a number of areas, taxation on labour
and wage setting system in particular, to support the overall transformation of the
economy and the labour market.

:DJH�VHWWLQJ�PHFKDQLVPV play their role only in a small part of the economy. Overall
economic and labour market reforms should go together with the development of
wage setting mechanisms which adequately reflect productivity, skills and regional
differentials.
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5HIRUPLQJ�WD[�DQG�EHQHILW�V\VWHPV� The tax burden on labour and the tax-wedge are
high in particular at the lower end of the wage scale and represent a major barrier to
job creation and take-up in the formal sector. Overall payroll contributions were only
marginally decreased in recent years through the suppression of temporary ad-hoc
contributions while mandatory contributions were left unchanged. In addition to
reducing income tax for the higher wages and some skilled occupations, the
government intends to review unemployment and health contributions with a view to
further reduce the overall social contribution rate by 5 points in 2003. Both the
unemployment benefit and social assistance systems have just been reformed. The
introduction of a flat unemployment benefit amount (75% of the minimum wage) is
mainly seen as a way to counter biases in the determination of benefit amounts while
the tightening of conditions for recipients and the reduction of benefit duration are
expected to provide higher incentives to work. The core of the reform of social
assistance is to establish more sustainable funding principles. In both cases
implementation needs to address existing weaknesses in the control of eligibility and
in encouragement to an active attitude.

,QYHVWLQJ�LQ�KXPDQ�UHVRXUFHV�DQG�DGGUHVVLQJ�VNLOO�JDSV��the reform of�pre-university
general education is about to be completed. After a pilot phase, the reform of VET is
now being extended to the whole system. Second-chance schools addressing drop-
outs from compulsory education are being gradually extended to all counties but the
problem of drop-outs from other education streams needs to be addressed. Important
weaknesses remain in ensuring access to education to all.

There is virtually no framework to support investment in training by the companies. A
Phare project to be implemented in 2003 should help developing a continuing
vocational system. Only a marginal share of the unemployed is offered training
support.

3URPRWLQJ� DFWLYH� ODERXU� PDUNHW� SROLFLHV� DQG� 3(6. The law on Employment
Promotion� from 2002 establishes a wider framework for active labour market
programmes by opening access to all unemployed and not only to benefit recipients.
Provision and participation are concentrated on employment subsidies, support to
business start-ups and public work schemes. Planned ALMP expenditures for 2002
remain modest at 0.22% of GDP. A better monitoring of impact as well as major
shifts in provision towards training and resources will be needed to meet the
challenges resulting from further restructuring.

The introduction of a management by objectives is an important step towards a
modern PES. The priority for the years to come is to improve the quality and
efficiency of the PES services and will in particular include a shift of functions from
the regional to the local offices. The strengthening of career information and
counselling has started. Staff resources at local level in particular, are currently
considered as adequate but the PES management is aware of the need to ensure that
staff allocation is consistent with increasing needs for active support and job search.

6RFLDO�SDUWQHUVKLS. Tri-partite structures exist that formally ensure the involvement of
social partners in employment policy. Their effective use as well as enhancing bi-
partite dialogue are necessary to enable social partners to play their role in supporting
Romania’s considerable reform agenda.

,QWHJUDWLQJ� HWKQLF� PLQRULWLHV�� Various programmes targeting disadvantaged groups
exist. Further steps were made in recent years with the adoption of a new educational
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programme focusing on the Roma minority to be implemented in 2002 and of a
comprehensive strategy for the integration of the Roma in 2001. The strategy includes
social security and labour market measures but the stage of implementation remains
unclear.

3UHSDULQJ�IRU�(6)�VXSSRUW. First steps were taken in 2002 with the setting-up of the
legal and institutional framework. A project to develop institutional capacity of
appointed authorities including staff training will start in 2003. Broader capacity
building and training support addressing the relevant administration is needed to help
developing the framework for ESF implementation. The objectives of employment
and human resource development policies should be defined as part of an overall
strategy reflecting the next challenges that Romania will have to face.

.H\�LVVXHV�IRU�WKH�IXWXUH

Accelerating the restructuring of its economy is a key priority for Romania. This will
have a heavy impact on the labour market for the years to come. It is crucial that
institutions and all relevant policies can support the necessary reform of the labour
market. Social partners will have an important role to play in promoting labour market
reform and the adaptability of firms and their workers.

Establishing wage setting systems which can ensure employment-friendly wage
developments and reflect productivity skills and regional differentials is an important
part of labour market reform.

Improving the business environment is a fundamental condition to foster the
development of new sectors in the formal economy. There is a pressing need for
reviewing payroll taxes in order to promote enterprise and job creation in these new
sectors and job take-up.

The implementation of benefit systems reforms should focus on enhancing incentives
to work and promote active job search.

Major efforts are required to up-grade and adapt the skills of the present and future
labour force so that human resources can respond to the transformation of the
economy and the labour market. Ongoing reforms of initial education and training
should ensure that they are adapted to future needs. It is urgent to set conditions for
investment in human resources by the companies and to shift ALMP towards training
and measures enhancing employability.

The financial support provided by the EU could make an important contribution in
supporting the shift of resources towards investment in human capital ad more active
employment policies. Efforts to develop capacity building of the administration in
charge of employment policies and of the institutions for ESF support should be
strengthened.
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6ORYDNLD

7KH�-$3�ZDV�VLJQHG�RQ����1RYHPEHU�������7KH�NH\�SULRULWLHV�LGHQWLILHG�ZHUH�UHIRUPLQJ�WKH
WD[�DQG�EHQHILW�V\VWHP�WR�SURYLGH�VWURQJHU�LQFHQWLYHV�WR�FUHDWH�DQG�DFFHSW�HPSOR\PHQW�DQG�WKH
H[SDQVLRQ� RI� $/03� PHDVXUHV� WKDW� LQYHVW� LQ� VNLOOV� XSJUDGLQJ� DQG� HPSOR\DELOLW\� RI� WKH
XQHPSOR\HG�� 7KH� HGXFDWLRQ� DQG� WUDLQLQJ� V\VWHP� VKRXOG� EH� DOLJQHG� ZLWK� WKH� QHHGV� RI� WKH
ODERXU�PDUNHW��HDUO\�VFKRRO�OHDYLQJ�WDFNOHG�DQG�WKH�HGXFDWLRQ�DQG�ODERXU�PDUNHW�SDUWLFLSDWLRQ
RI� WKH� 5RPD� PLQRULW\� VKRXOG� EH� UDLVHG� FRQVLGHUDEO\�� $� PRGHUQ�� DFWLYH� 3(6� VKRXOG� EH
GHYHORSHG�

&XUUHQW�SHUIRUPDQFH

Since the crisis in 1998 Slovakia has restored macro-economic stability although
imbalances have re-emerged. Slovakia has also advanced in improving structural
reform but the process is not yet completed. Economic growth was low in 1999 and
2000 but has picked up in 2001 reaching 3.3%.

In 2001 Slovakia managed for the first time to translate economic growth into
employment growth. Employment grew by 1 %. The overall employment rate
remained at 56.7%. The employment rate of men continued to decrease reaching
61.8% while the female employment rate increased to 51.8%. The employment rate
for low-skilled is only 17%, compared to 86% for the high-skilled. The employment
rate of older people (55-64) has increased in 2001 but at 22.5% is very low.

Unemployment has sharply increased since the end of the 1990s reaching 19.4% in
2001, among the highest in OECD. Long term unemployment also continued to rise
and at 11.3% in 2001 was extremely high. Unemployment among the low skilled is
above 40% - higher than in any EU member state. Groups particularly hit by
unemployment include the Roma minority, school leavers, disabled and people with
small children.

As a consequence of continued economic restructuring and of persistent deficiencies
in the functioning of the labour market, higher economic growth, , is expected to
reduce unemployment only marginally in the coming years.

The differential impact of economic restructuring has led to very substantial regional
disparities between Bratislava and its region and the Eastern part of the country.

The labour market is characterised by a large number of older people with work
experience not adapted to a market economy on the one hand and a large number of
young people without work experience on the other.

*HQHUDO�DVVHVVPHQW�RI�WKH�HPSOR\PHQW�SROLFLHV

The authorities recognise employment creation as the overriding priority for Slovakia
and the work is concentrating on developing a comprehensive policy approach to
accelerating progress in labour market reform.

5HIRUPLQJ� WD[�DQG�EHQHILW� V\VWHPV� The rise in the wedge in 2001 is alarming. Also
the 3.6% difference in tax wedge between the minimum and the average wage is too
small to stimulate employment in low productivity areas. Moreover, it is not clear
whether future policy will target a reduction in the tax burden on the lower incomes.
While budgetary room for manoeuvre is small, reducing the high social contributions
is a matter of priority in order to reduce the tax-wedge.

So far, little progress has been made in tackling work disincentives in the social
benefit systems. Reforms have been elaborated to increase the gap between low net
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earnings and benefit levels, but implementation is lagging. The existing social
assistance system, which does not take account of substantial regional differences in
the costs of living, in particular in housing costs, may contribute to low regional
labour mobility despite of huge employment and unemployment differentials. Social
assistance needs to be reformed to ensure sufficient incentives to search and take up
employment in all parts of the country and to sharpen conditionality on active job
search and training and its practical implementation. The programme of the
government states that labour mobility will be encouraged by "introducing incentives
in the social system, in line with housing and employment policy".

The provisions for early retirement and for sick leave seem to contain strong
disincentives to work. The retirement age is set at 53 to 57 years for women and 60
years for men. The Slovak government is currently preparing a major pension reform,
which is expected to address labour market related issues of the retirement system.

,QYHVWLQJ�LQ�KXPDQ�UHVRXUFHV�DQG�DGGUHVVLQJ�VNLOO�JDSV� There has been insufficient
progress in reducing the number of study programmes and in introducing wider
qualification profiles which better match with labour market needs. There are still
over 1000 specialisations in the VET school system. Despite the alarming high youth
unemployment rate, it is unclear how the priority of tackling early school leaving will
be addressed. There is a considerable potential for improving the performance of the
education sector within the given budgetary envelope by redirecting intra-sectoral
expenditures which should have high priority. Nevertheless, the declining trend of
public expenditure on education and training (down to 4% of GDP in 2000) is of
concern and may require a reassessment of inter-sectoral expenditure priorities, while
respecting the overall budgetary constraints.

3URPRWLQJ� DFWLYH� ODERXU� PDUNHW� SROLFLHV� DQG� 3(6� Expenditure on ALMP was
increased by 42.3% in 2001 compared to 2000. In line with the relevant JAP priority,
Slovakia has started to switch its ALMP provision and resources from temporary
work programme to re-training and the upgrading of skills. The trend should be
pursued in 2002. Monitoring ALMP efficiency is crucial in a context of scarce public
resources. A reorientation of the Public Employment Service towards an active role in
improving employability and encouraging job search is a priority recognised by the
authorities.

6RFLDO�SDUWQHUVKLS� While social partners’ involvement is relatively well developed in
employment and labour market policies, it is still at an early stage in the field of
education and training. Progress is slower in developing bi-partite action to modernise
work organisation and to enhance the adaptability of enterprises and workers - an area
of crucial importance given the ongoing economic and labour market restructuring.

,QWHJUDWLQJ�HWKQLF�PLQRULWLHV� Slovakia continues to have difficulties with developing
an integrated, co-ordinated policy approach targeted at improving the labour market
situation of the Roma. Policy initiatives have mainly been of a pilot nature. Co-
operation between all relevant stakeholders is a condition to further progress. More
mainstream actions seem also to be impeded by lack of budget as illustrated by the
non-implementation of the "Concept of Education of Roma Children and Pupils".

3UHSDULQJ� IRU� (6)� VXSSRUW� While a great number of policy initiatives have been
taken, these were sometimes limited to the formulation of principles due to the lack of
budgetary resources. The state of play in administrative preparations for the
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management of the ESF and the present qualifications of the staff are a matter of
concern.

.H\�LVVXHV�IRU�WKH�IXWXUH

Employment creation is the overriding priority for Slovakia. Initiatives in the various
fields must form a coherent set. Social partners need to support labour market reform
and adaptability of both enterprises and workers through bi-partite action.

Given the low employment rate and the substantial discrepancies in the labour market,
the new government’s efforts to revise the new Labour Code "so that it does not harm
the growth of employment and the economy and increases the flexibility of the labour
market" are very important.

Policy implementation needs to improve and speed-up so that agreed policy principles
are actually translated into concrete policy action. Resources should be focused on
priority areas reflecting the most urgent employment policy needs.

Incentives to take up jobs and to create employment need to be firmly established.
More ambitious measures are needed to reduce the tax-wedge on the lower end of the
wage scale. Disincentives in the social benefit schemes need to be tackled urgently by
reforming the schemes.

More determined and transparent efforts are needed to modernise the education
system and to effectively tackle early school leaving.

The shift in ALMP towards upgrading of skills and promoting employability provides
a good basis for expanding measures to support the reallocation of labour from
declining sectors and encourage participation, while always keeping a close eye on the
effectiveness and efficiency of ALMP measures. The PES capacity should be
strengthened so that it can play an active role. This should go together with a
consistent allocation of resources to back policy intentions.

Committed implementation of integrated policies aimed at improving the labour
market position of the Roma minority is a key priority and one of the areas where
social inclusion and employment objectives need to pursued in a co-ordinated manner.

Investing more in human capital and in active employment policies will require an
important shift of resources which should respect the fiscal consolidation path
outlined in the Slovak Pre-Accession Economic Programme. Once priorities are set
the financial support provided by the EU could make an important contribution to
filling the gaps. Preparations for the ESF implementation need to be accelerated so
that no time is lost after accession.
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6ORYHQLD

7KH� -$3�ZDV� VLJQHG� RQ� ��� -XO\� ������ 7KH� NH\� SULRULWLHV� LGHQWLILHG�ZHUH� WR� SURPRWH� DFWLYH
ODERXU�PDUNHW�SROLFLHV��HQKDQFH�WKH�DFWLYLWLHV�RI� WKH�3XEOLF�(PSOR\PHQW�6HUYLFH�� UHIRUP�WKH
V\VWHP� RI� UHJXODWHG� RFFXSDWLRQV�� LPSURYH� WKH� UHVSRQVLYHQHVV� RI� WKH� 9(7� V\VWHP� WR� ODERXU
PDUNHW�QHHGV��PRQLWRU�ZKHWKHU�ZDJH�GHYHORSPHQWV�SURPRWH�HPSOR\PHQW��VWUHQJWKHQ�WKH�MRE
FUHDWLRQ� FDSDFLW\� LQ� SDUWLFXODU� LQ� WKH� VHUYLFH� VHFWRU�� PDNH� WKH� WD[� EHQHILWV� V\VWHPV� PRUH
HPSOR\PHQW�IULHQGO\�� UHGXFH� JHRJUDSKLFDO� LPEDODQFHV� DQG� HQVXUH� ODERXU� PDUNHW� IOH[LELOLW\
DQG�VHFXULW\�

&XUUHQW�SHUIRUPDQFH

Slovenia has achieved relatively robust growth with no major macro-economic
imbalances. Average growth for recent years was above 4%, but weakened to 3.0% in
2001. Labour productivity has clearly increased and external competitiveness has
been preserved.

Since 1999 employment growth has turned positive reaching more than 1% in 1999
and 2000 and 1.8% in 2001. The overall employment rate amounted to 63.6%, the one
of the 55 to 64 age group remains low with 23.4%. The female employment rate was
58.6% in 2001 - 10 percentage points below that of men.

The restructuring of the economy has been slow but accelerated since 1998. Progress
has been uneven and the restructuring of the industry sector is not completed yet.
Slovenia has a great potential in services which represented only 51.4% of
employment in 2001.

The unemployment rate continued to decrease from 6.9% in 2000 to 5.7% in 2001.
The structural component is strong with long-term unemployment amounting to 63%
of the unemployed, high youth unemployment and a concentration of unemployment
on the unskilled which represent almost 50% of the total unemployed. Regional
disparities in employment persist.

*HQHUDO�DVVHVVPHQW�RI�WKH�HPSOR\PHQW�SROLFLHV

The most important policy challenge is to facilitate labour reallocation towards
services. Improving the matching of labour supply and demand, increasing
occupational mobility and making the system of regulated occupations more
transparent and flexible are the key steps.

5HIRUPLQJ� WD[� DQG� EHQHILW� V\VWHPV��The authorities recognise that high taxation on
labour remains a concern. Reforms of the tax system have been introduced or are in
preparation. A more comprehensive reform should be based on an assessment of the
influence of social transfers and taxation on employment.

A twofold strategy to reduce undeclared work has been put in place including regular
inspections of enterprises in the sectors in which undeclared work is most widespread,
and encouraging access to standard jobs.

,QYHVWLQJ�LQ�KXPDQ�UHVRXUFHV�DQG�DGGUHVVLQJ�VNLOO�JDSV��The development of the legal
framework and of policy strategies for reform of the VET and the system of regulated
occupations has progressed well but implementation needs time. The National
Vocational Qualifications Act adopted in 2000 set the ground not only for gradually
replacing the old system of regulated occupations, but for putting in place a flexible
modular training and qualification system including certification. The need for
additional investment in lifelong learning has been recognised.
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The investment of enterprises in human capital and of SMEs in particular is relatively
low. The provision of facilities and incentives for participation in continuing VET
requires increased support.

(QVXULQJ� HTXDO� DFFHVV� WR� DOO� DQG� SURPRWLQJ� VRFLDO� FRKHVLRQ� Slovenia is quite
advanced as far as policy and strategy development is concerned, and pays great
attention to the design of specific measures to integrate disadvantaged and disabled
people in the labour market. It is important to ensure the link with related policies.

3URPRWLQJ�DFWLYH�ODERXU�PDUNHW�SROLFLHV�DQG�3(6� Active labour market policies and
the preventive approach have become a priority within the "National Programme of
Development of the Labour Market till 2006" and its yearly implementation
programme.

Slovenia has an ageing population, and the duration of long-term unemployment is
increasing. Therefore, specific tailor-made measures to reduce long-term
unemployment and to increase the employment of older workers should be envisaged.

The modernisation of the Public Employment Service aiming to make it an active
player in HRD at regional and local levels is underway. Attention is also paid to
improve the performance of staff, to reduce the average client case load per employee
and to implement quality standards of work.

There is a wide variety of policy measures. A better understanding of their impact
would help to improve policy design and to prepare ESF implementation. Reinforcing
the monitoring and evaluation of the current programmes and their impact on
employment is a priority.

5HJLRQDO�HPSOR\PHQW�LPEDODQFHV� Co-operation between the PES and the 13 Regional
Development Agencies in order to link active labour market policy with regional
policy is progressing. The persistent regional imbalances suggest the need for a
broader strategy combining incentives for employers to create jobs in disadvantaged
areas with local training measures and encouraging the mobility of individuals.

(VWDEOLVKLQJ�DQ�HIIHFWLYH�LQVWLWXWLRQDO�IUDPHZRUN The "Labour Relations Act" adopted
in April 2002 will come into force in January 2003. This will facilitate part-time
work, telework, and work in temporary agencies thereby increasing flexibility but
within an appropriate legal framework providing security for workers.

3URPRWLQJ�JHQGHU�HTXDOLW\� Women’s situation on the labour market has not been an
issue so far as female employment is relatively high. Recent figures indicate that this
may change, in particular due to on-going restructuring, e.g. in the textile industries.
This will put the gender dimension of labour market restructuring and policies on the
agenda.

3UHSDULQJ� IRU� (6)� VXSSRUW� Preparation for ESF programming and implementation
has advanced. The complexity of this task requires a co-ordinated and stringent
approach over the coming months. The timely set-up of the IT monitoring and control
system for ESF is of particular concern. Inter-ministerial co-ordination is required for
the design of a consistent HRD Policy Frame of Reference.

.H\�LVVXHV�IRU�WKH�IXWXUH

Slovenia should strengthen incentives to participation and improve conditions to boost
job creation, in particular in services. The potential of recent reforms of the labour
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code and of measures to removing administrative obstacles should be fully explored
to create a more favourable business environment and a more flexible labour market.

Social partners need to contribute to improve the functioning of the labour market
through autonomous bi-partite dialogue, also on the local level. Their joint action
shall promote flexibility for enterprises and security for workers.

A forward-looking review of the relationships between the tax system and social
transfers in relation to job creation needs to be undertaken urgently.

Slovenia should accelerate the timely transformation of the system of standardised
occupations and the re-structuring of the VET system. Continuing training and
lifelong learning need to be enhanced by creating more facilities and providing
adequate incentives for workers and enterprises to invest in training.

The Public Employment Service needs to focus on the new tasks including the
implementation of a preventive approach. To this end it should persevere in the up-
grading of its capacities and staff training. Monitoring and evaluation capacities need
to be enhanced. Training measures to improve the employability are a priority given
the low employment level of the low skilled.

The ESF implementation structure needs to be completed in time so that measures can
start without delay.


