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PREFACE

The Thessaloniki EU–Western Balkan
summit of 2002 gave a new perspective to
the countries and territories of the Western
Balkans as it declared the willingness of the
EU to incorporate these states into
EU structures. Since then Croatia has
started negotiations for accession, the
former Yugoslav Republic of Macedonia has
been given the status of candidate country,
while the other countries and territories in
the region are already considered to be
potential future Member States by the new
EU Instrument for Pre-Accession Assistance
(IPA). The prospect of accession to the EU
is both an opportunity and a challenge for
the Western Balkans. The Communication
from the European Commission on ‘The
Western Balkans on the road to the EU:
consolidating stability and raising prosperity’
(2006d) highlights the fact that the Lisbon
objectives, without constituting
supplementary criteria for accession, are
now becoming relevant for the countries and
territories of the region; and that the
economic and social agendas are now
coming to the forefront, in particular when
low levels of employment and high levels of
unemployment persist.

In 2006 the ETF undertook a transnational
analysis of the labour markets of the
Western Balkans with the aim of gaining a
better understanding of their nature,
functioning and dynamics, and identifying
challenges in respect of their future
accession to the EU and policy areas for
further work. Given that the countries and
territories of the Western Balkans are very
diverse in terms of economic development
and performance, the aim of the analysis is
not to compare them with one another but
rather to give an overview of the region. The
scope of the analysis was inspired by the
European Employment Strategy (EES) and
covers both demand and supply side of the

labour market, as well as employment
policies and labour market regulation.

The analysis is based on desk research
using the ETF labour market reviews for the
Western Balkan countries and territories
undertaken in 2004 and 2005 and other ETF
work on education and training in the region.
However, it is also based on studies and
reports prepared by international
organisations (such as the International
Labour Organisation (ILO), the Organisation
for Economic Cooperation and
Development (OECD) and the World Bank)
and on national research. For the purposes
of the analysis, updated information on
labour markets and education was collected
from the Statistical Offices, Ministries of
Education, Ministries of Labour and Public
Employment Offices of the countries and
territories of the region through specific data
collection and ad hoc requests. For
economic data, data on specific areas (such
as foreign direct investment (FDI) and small
and medium-sized enterprises (SMEs)) and
long time series, databases on the websites
of other international organisations were
used, as were the published results of
specialised surveys. However, data
limitations in the countries and territories
concerned explain the absence of fully
completed tables covering all countries and
territories, while cross-country comparability
is occasionally limited.

Preliminary findings of the analysis were
discussed with an ad hoc expert group set
up by the ETF for the purposes of the
study. The expert group consisted of
national experts and representatives of the
European Commission and international
organisations (ILO, OECD and the
European Stability Initiative (ESI)); it met
twice, once in June 2006 and once in
November 2006.
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The analysis was conducted by a team of
ETF staff (Jean-Raymond Masson, Henrik
Huitfeldt, Meri Lorencic, Carmela Doriana
Monteleone and Ekaterina Selezneva) and
external experts (William Bartlett and Ray
Phillips) under the leadership of Anastasia
Fetsi.

This report presents the outcomes of the
analysis. It is a collection of papers that
focus on different aspects of the labour
markets in the countries and territories of
the region. Chapter 1 explores the
economic restructuring process since the
beginning of the 2000s and its impact on
job creation, job reallocation and the
demand for skills. It also looks at the
possible future economic development
prospects and the potential role of skills.
Chapter 2 examines recent trends in the
main labour market indicators and presents
a more in-depth analysis of the nature of
the labour markets in selected countries of
the region, highlighting the main challenges
for the future. Chapter 3 explores human
capital issues, with special focus on the
preparation of young people through the
education system. It also assesses
progress in education policies and
suggests areas for future work in the field
of education and training. Chapter 4
assesses employment policies in the
Western Balkans using as an analytical
framework the European Employment
Strategy, and identifies policy areas for
future work. Finally, Chapter 5 provides an
overview of the institutional arrangements

for the effective implementation of
employment policies and identifies gaps,
taking into account EU trends and lessons
learned in the new EU Member States.

The ETF wishes to thank the members of
the expert group set up to discuss the
preliminary results of this study for their
valuable comments and ideas: Lindita
Xhillari and Suzana Pani (Albania), Suad
Muhibic (Bosnia and Herzegovina), Vedran
Sosic and Sanja Crnkovic-Pozaic (Croatia),
Budimir Raickovic and Ivan Mitrovic
(Montenegro), Radmila Bukumiric-Katic
(Serbia), Besnik Beslimi (Kosovo),
Frederique Rychener (European
Commission, Directorate-General for
Employment), Gregor Gradev (European
Trade Union Confederation (ETUC)),
Sandrine Cazes (ILO), Verena Knaus (ESI)
and Anders Reuterswald (OECD).

We also wish to thank the Ministries of
Education of Albania, Serbia and
Montenegro; the Statistical Offices of
Croatia, the former Yugoslav Republic of
Macedonia, Kosovo, Montenegro and
Serbia; the Ministry of Labour and Social
Affairs in Serbia; the State Agency for
Employment in Bosnia and Herzegovina;
the Employers’ Association in Montenegro;
and the Institute of Economics in Croatia
for the provision of all available information
requested.

The ETF retains responsibility for any
mistakes that have been made.
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EXECUTIVE SUMMARY

The transitions of the Western Balkans
(WBA) towards functioning market
economies are characterised by specific
features that differentiate them from the
countries of Central and Eastern Europe, at
least in their initial phases. Wars and ethnic
conflicts during the 1990s destroyed much
of the economic infrastructure as well as
jobs and work places in the countries and
territories of the region, while state-building
processes following the break-up of
Yugoslavia delayed the progress of the
restructuring. In that sense the economic
and social impact of transition has been
exacerbated. Nevertheless, political
stability since the beginning of the 2000s
has assisted some countries and territories
of the region, primarily Croatia and to a
lesser extent the former Yugoslav Republic
of Macedonia, to move closer to the path of
transition followed by Central European
countries, while Montenegro and Serbia
appear to be making progress in that
respect. The complex political situation in
Bosnia and Herzegovina and the
uncertainty regarding the political future of
Kosovo (under UNSCR 1244) make their
transition processes particularly difficult. In
Albania, the collapse of the obsolete
economic infrastructure has transformed
the country into a predominantly agrarian
economy.

Despite the successful macroeconomic
stabilisation policies and the recovery
growth experienced during the second half
of the 1990s and the first half of the 2000s,
most countries and territories have still not
recovered their 1989 levels of economic
activity, while gross domestic product
(GDP) per capita in purchasing power
parity (PPP) remains among the lowest in
Europe, ranging between USD 5,405 in
Albania and USD 12,325 in Croatia.
Moreover, the economic growth has not led

to a significant positive increase in formal
employment, as demonstrated by
stagnating employment levels during the
first half of the 2000s. In particular, in the
former Yugoslav Republic of Macedonia a
substantial increase in GDP growth will be
necessary in order to trigger a growth in
employment.

At the same time the informal economy
(including petty trade, other subsistence
and door-to-door activities, and
unregistered work) in the region is quite
pronounced. Estimates reported by the
World Bank’s ‘Doing Business’ database
suggest that the informal economy may
account for between 25% and 35% of GDP
in the Western Balkans. Although much of
the informal economy has developed as a
necessity for income generation in
response to the lack of formal jobs (in
particular during the 1990s in Serbia and
Montenegro because of UN sanctions, and
in Bosnia and Herzegovina because of the
civil war) but also in response to labour
market rigidities, its persistence today
presents barriers for the economies and
labour markets of the countries and
territories in the region. It constitutes unfair
competition for the formal economy, and
deprives governments of tax revenues and
workers of social protection, health and
safety and upskilling opportunities.

STRUCTURAL CHANGE, JOB
CREATION AND
REALLOCATION, AND
IMPACT ON SKILLS

Structural change associated with
transition has significant implications for job
creation and the changing demand for
skills. Despite differences in the economic
infrastructure and the pace of transition
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between Western Balkan countries and
territories, there have been two main
trends in relation to structural change since
the beginning of the 2000s which are in line
with the experiences of other transition
countries.

The first trend concerns a clear shift to
services and a deindustrialisation. This is
reflected in an increasing share of services
(including business services, health
services, education services, trade and
other services such as community, social
and personal services) in terms of both
GDP and employment in the vast majority
of countries and territories in the region. On
the other hand, the share of manufacturing
in GDP is decreasing in all countries and
territories of the region (with the exception
of Serbia), and this is accompanied by falls
of various degrees in employment in the
sector (with the exception of Albania and
the former Yugoslav Republic of
Macedonia). Agriculture’s share of GDP is
also falling, but its share of employment in
some states remains significant (for
example Albania and the former Yugoslav
Republic of Macedonia), as agriculture acts
as a buffer for people who cannot find
employment elsewhere. This evidence
suggests that the service sector has
emerged as the field in which most new job
creation is taking place, and based on
international experience, the further
development of services in the countries
and territories of the region is expected to
continue with GDP growth. This implies a
higher demand for white-collar workers
with medium- and higher-level skills. On
the other hand, evidence from states for
which information is available already
indicates an oversupply of people with
medium-level vocational secondary and
technical skills, reflecting the trend towards
deindustrialisation.

A second trend concerns the increasing
share of the private sector in both GDP and
employment as an outcome of the
privatisation and the emergence of new
private firms. Albania has the largest
private sector (around 76% of total
employment), mainly as a result of the
collapse of state-owned enterprises and
the distribution of agricultural land to
small-scale farmers. In Croatia the private

sector’s share of GDP remained at 60%
between 2000 and 2005 as a result of
delays in the privatisation process, while
the former Yugoslav Republic of
Macedonia has made greater progress with
privatisation and the creation of small firms
during the same period, and hence the
private sector’s share of GDP has
increased to around 70%. Finally, in
Serbia, Montenegro and Bosnia and
Herzegovina the private sector’s share of
GDP is catching up rapidly, having stood at
less than 40% in 2000. Despite the overall
positive trends in the contribution of the
private sector to GDP and employment,
countries and territories of the Western
Balkans (with the exception of Albania) still
lag behind the new Member States of
Bulgaria and Romania. This implies
potential for further development of the
private sector.

However, the further development of the
private sector and the economy in general,
the jobs it will be able to create and the
skills it will require depend on a number of
factors. First, the privatisation process is
expected to continue (except in Albania
and the former Yugoslav Republic of
Macedonia, where it is practically
complete), though it must also ensure
improved market-oriented behaviour of
enterprises. The Western Balkans still have
some way to go in terms of strategic
enterprise restructuring and corporate
governance. For the moment, only Croatia
seems to be moving towards a strategic
approach to enterprise restructuring under
the pressure of competition from imported
goods and the impact of increased foreign
investment. In Serbia, where there is much
less reliance than in other countries and
territories on insider privatisation, adoption
of strategic restructuring is likely to be
more immediate. On the other hand there
are no clear signs that strategic enterprise
restructuring is taking off in Bosnia and
Herzegovina or the former Yugoslav
Republic of Macedonia. The low level of
economic restructuring within enterprises
may be the reason that, compared with
Central European countries, a relatively
small number of firms in the Western
Balkans reported (in the EBRD Business
Environment and Enterprise Performance
Survey (BEEPS) 2005) that the skills and
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education of available workers are a major
obstacle to business operation and growth.
However, evidence from other transition
countries suggests that further economic
restructuring of privatised firms and those
which are being privatised (introducing new
technologies and work organisation) will
certainly make skill gaps apparent while
shifting upwards the skill requirements for
blue-collar workers.

Second, the further development of the
private sector and the economy will depend
on the development of the SME sector.
Efforts by WBA countries and territories to
support the development of this sector
have resulted in varying success rates.
Although in some states, such as Albania
and the former Yugoslav Republic of
Macedonia, the percentage of employment
in SMEs has reached levels that are
comparable to those of neighbouring
countries, the density of SMEs in all
countries and territories of the region is
lower than the EU average. Moreover, up
to now SMEs have generally been
concentrated in low-value-added, low-skill
activities, in particular in the trade sector.
The further development of SMEs as job
creators will depend on the improvement of
the business environment and their
opportunities for growth. Some of them will
develop into higher-skill sectors, while
others will remain at the lower end of
added value and skills. In any case the
SMEs need a flexible labour force with
transferable skills, and a more intensive
entrepreneurial attitude will be necessary
for the further development of the sector.

Third, development of the private sector will
depend on the capacity of the countries
and territories to attract FDI and facilitate
technological progress. During recent
decades the region has regressed in
technological terms, a situation that must
be overcome through a greater FDI and
appropriate policies. FDI inflows in the
region have increased since 2000 following
the political changes and greater stability,
though they remain far below those in East
Central Europe, Bulgaria and Romania.
Moreover, FDI inflows are concentrated in
a relatively narrow range of sectors
(telecommunications, financial
intermediaries and the banking sector, and

oil refining) and have been distributed
unevenly over time. The vast majority of
the FDI inflows have been strongly linked
to the privatisation of existing assets rather
than greenfield investment. FDI is more
likely to increase with an improvement in
the political and business environment, and
in countries and territories in which the EU
integration process continues. However, as
evidence from international research
suggests, the ability to attract FDI in
higher-skill sectors will also depend on the
quality of the skills available in the labour
force.

Fourth, it will depend on the trade patterns
of countries and territories. Exports from
the region are currently concentrated in
low-skill sectors such as textiles, footwear
and base metals, with limited exports of
machinery and equipment, especially in
Croatia. These sectors are expected to
lose ground to more highly skilled sectors
over time, at least in some states, as EU
integration progresses.

Fifth, countries and territories must develop
the capacity to ensure balanced growth
across geographical regions. Regional
disparities in the Western Balkans currently
appear to be increasing as capital cities
become more dynamic while rural areas
become impoverished.

In conclusion, future job creation and the
actual demand for skills will depend on the
transition path that countries and territories
follow and the availability of existing skills.
Some states in the region appear to be
following a path of transition based upon
innovation and improved labour force skills
and a shift towards a greater demand for a
more highly educated labour force. Croatia
and possibly Serbia may follow this path if
they continue to pursue reforms that lead
to improvements in the investment climate
and if they succeed in attracting additional
FDI inflows. In these countries,
technological change is generating an
increased demand for workers with
secondary and university level education.
Technological change is lagging behind in
Albania, Bosnia and Herzegovina, Kosovo
and the former Yugoslav Republic of
Macedonia, which appear to be following
an alternative path of low-skill
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specialisation; this is not necessarily an
inferior path per se if it attracts FDI and
keeps the economy going (as is the case in
Albania). Eventually, however, a shift to a
more high-skill path of development could
follow if the education system is improved
in anticipation of this change. The present
impediment in Bosnia and Herzegovina,
the former Yugoslav Republic of
Macedonia and Kosovo is that the low-skill
path appears to be associated with
low-level equilibrium of low growth, high
unemployment, and informal working. The
route to EU membership in these countries
and territories is likely to require a
significant upgrading of the skill levels of
the labour force and a reorientation
towards the skill path of transition through
innovation-led growth.

LABOUR MARKETS AND
LABOUR MARKET
ATTACHMENT

The main labour market indicators show
weak performance of labour markets in the
countries and territories of the Western
Balkans as compared to those in the EU.
Overall employment levels in all Western
Balkan countries and territories are well
below the EU average (63.8% for EU-25),
ranging from 60% in Albania to 40.9% in
Bosnia and Herzegovina. Employment
rates for the young population aged 15–24
years are very low, in particular in Bosnia
and Herzegovina and Montenegro, and
there are gaps of 15–25 percentage points
between the rates for men and women,
with the rates for men being higher. Activity
rates are lower than in the EU (71% for
EU-25), ranging from 63% in Serbia to 45%
in the former Yugoslav Republic of
Macedonia. Finally, unemployment rates
(with the exception of Albania) are well
above EU averages (8.7% for EU-25),
ranging from 31.8% in Bosnia and
Herzegovina and 37.3% in the former
Yugoslav Republic of Macedonia, to 15%
in Croatia.

However, standard labour market
indicators do not seem to be sufficiently
informative in describing the functioning
and performance of labour markets in
Western Balkan countries and territories,

particularly when measured using
standardised instruments such as the
labour force surveys (LFSs), which refer to
the labour market status of an individual in
the week before the survey. There are two
main reasons for this.

First, the concept of employment hides a
number of different situations with respect
to the quality of the jobs in terms of income,
access to social protection, rights and
working conditions, and degree of
precarity. The recent debates in the EU
and ILO on decent work, and the World
Bank’s concept of ‘good jobs and bad jobs’,
highlight exactly these aspects of different
employment situations. For example, the
relatively high level of employment in
Albania (in comparison with other WBA
countries and territories) hides a large
percentage of employment in subsistence
agriculture, informal wage employment and
self-employment. In general the extent of
regular employment (in the form of good
and decent jobs) seems to be much lower
in the Western Balkans (although its share
of total employment differs among
countries and territories). An in-depth
analysis of employment status in selected
Western Balkan states using data from the
Living Standards Measurement Study
surveys (LSMS) demonstrates that formal
employment rates range from 14% in
Albania to 24% in Bosnia and Herzegovina
and 37% in Serbia.

Second, the labour market is characterised
by instability and a high degree of precarity.
Many people have developed lifestyles
(and/or survival strategies) with multiple
employment statuses, and readily switch
between employment, unemployment and
inactivity and between formal and informal
activities as opportunities become
available. As a result, the times spent in
different labour market statuses are often
short, making it difficult to assess the
functioning of the labour market using
standard labour market indicators based on
cross-sectional LFSs. An in-depth analysis
of transitions between an extended set of
labour market statuses of individuals in
Albania, Bosnia and Herzegovina and
Serbia, using panel data from the LSMS
surveys in the respective countries,
indicates a relatively high mobility in the
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labour market. In Albania, 33% of the
working-age population changed labour
market status between 2003 and 2004; in
Bosnia and Herzegovina 43% changed
status between 2001 and 2002; and in
Serbia 37% changed between 2002 and
2003. The flows between formal and
informal employment (of approximately
equal size) are fairly large in Serbia and
Bosnia and Herzegovina (more than 25%
of all those in informal employment have a
formal job a year later, and vice versa), but
less so in Albania, where the formal
non-agricultural sector is small. There are
three particularly unstable labour market
statuses: informal non-agricultural
employment, unemployment, and ‘others’,
which primarily consists of discouraged
workers (individuals not working, who do
not fulfil the criteria for classification as
unemployed, who do not study, who take
care of the household or are retired).
These three groups represent around 40%
of the working-age population in Bosnia
and Herzegovina, 25% in Albania and 20%
in Serbia. Thus, the high labour mobility is
not an indication of a functioning labour
market. Rather, the main reason for the
high labour market mobility is likely to be
the scale and pervasiveness of precarious
labour markets.

Given the above observations, the concept
of labour market attachment – which
covers the degree of integration into the
regular labour market, i.e. how often an
individual has a regular job and what the
quality of the job is – has been introduced
to improve the way individual labour market
performance is accounted for. In Albania
and Bosnia and Herzegovina (the two
countries for which data were available)
only 20% and 26% respectively of the
working-age population had strong labour
market attachment, being regularly
employed in a good-quality job. Women
predominate in the group who have no
attachment, while men are in the majority in
the group who have strong attachment.

The focus of the analysis on the education
levels of the working-age population
demonstrates that education matters in the
current labour market context of the
Western Balkans. In all three countries
people educated to higher levels are

typically more involved in formal
non-agricultural employment, while
agriculture and the various inactivity
statuses are more prevalent among those
with lower levels of education. Moreover,
the majority of people with higher levels of
education show strong labour market
attachment, compared with only a small
percentage of those with lower levels of
education. On the other hand, one cannot
assume that education is a guarantee of
good employment, as the proportion of
informal employment does not differ much
among the different educational levels (low,
medium and high).

In conclusion, the gradual – but increasing
in pace – destruction of jobs in the old
industrialised economy and the slow pace
of creation of new stable jobs in the formal
sector, together with the large scale of the
informal economy and the absorption of a
substantial proportion of the population into
agriculture for income-generation activities,
have made the labour markets in the
Western Balkans more precarious and
have had an important impact on the
labour market attachment of individuals.
Many workers with a weaker attachment to
the labour market are involved in different
forms of short-term employment activities
to make ends meet while waiting for better
employment opportunities. Although it
seems that cross-country differences do
exist depending on the rate of creation of
regular jobs, further research is necessary
in order to improve the way these
precarious labour market statuses are
captured, and to develop policies which
facilitate transitions into better employment.

HUMAN CAPITAL AND
EDUCATION POLICIES

Human capital development is one of the
major challenges in the overall process of
socioeconomic development in the
Western Balkans. Although in the past the
labour force of the former Yugoslavia was
considered to be of good quality and well
able to support the economy, the adverse
political situation during the 1990s, wars
and ethnic conflicts did not allow the
countries and territories of the region to
develop their human capital to the extent

11

EXECUTIVE SUMMARY



that other European countries did.
Moreover, skills depletion of the labour
force has proved to be a major impediment
to successful transition, to entering an
innovation-led economic growth path and
to becoming part of the knowledge-based
economy, together with EU Member
States.

Although all countries and territories in the
region (except Albania) have managed to
decrease the percentage of people with
low levels of education in the younger age
groups, this remains disproportionately
high, in particular when compared to the
corresponding percentage in the new
Member States, thus depriving an
important section of the population of the
chance to support the economic
development process. The lack of
opportunities for knowledge and skill
enhancement in the field of adult learning,
and the frequent involvement of this section
of the population in low-value-added,
low-productivity economic activities (in
subsistence agriculture or the informal
economy), present a challenge for the
further development of socially inclusive
economies.

At the same time obsolete formal
vocational education and training (VET)
systems – designed to address the needs
of a centrally planned economy, and
preparing individuals for lifelong wage
employment in industry or services – and
limited adult training opportunities have not
allowed sufficient enhancement of the
adaptability of the labour force to the new
socioeconomic challenges of a market
economy. In the short to medium term this
may delay successful labour reallocation
during the economic restructuring process,
and in the long term it may cause skill
bottlenecks for economic development.

Finally, in the countries and territories of
the region there is an insufficient
percentage of highly educated people
capable of generating and supporting
innovation-led growth by absorbing and
generating new technologies. In fact some
states in the region (for example Serbia
and the former Yugoslav Republic of
Macedonia) have even experienced a
reduction in the percentage of highly

educated people among the younger
prime-age workers. Emigration and
subsequent brain drain may be an
explanation for this, but issues relating to
the quality of the higher education system
are also relevant. Although there is a trend
towards higher levels of participation of
young people in higher education, this
does not seem to be as rapid as in the new
Member States or other EU countries.
Moreover, the higher education system
seems to be progressing slowly in terms of
the diversification of education
programmes and the shift from
academic/elitist higher education towards
more professionally oriented studies.

The distribution of knowledge and skills is
uneven across different population groups.
People from ethnic minorities, in particular
Roma people, are disproportionately
represented in the section of the population
with low educational attainment levels,
while rural areas represent a concentration
of low skill levels. These situations create
challenges for the social cohesion of the
countries and territories of the region.

Behind this general picture the differences
between countries and territories are
significant. At one extreme, Albania and
Kosovo have a huge challenge to face in
terms of human capital accumulation by
substantially increasing participation in
education across the board, and in
particular at primary and secondary levels
and in adult learning. At the other extreme,
Croatia, Montenegro and Serbia – being
best placed in terms of human capital in
the region and the more advanced in terms
of economic restructuring – need to work
more on issues of adaptability of the labour
force and enhanced capacities for the
absorption of new technologies. This,
however, should not undermine efforts to
encourage greater participation in
education and training among people from
ethnic minorities and other disadvantaged
population groups. Bosnia and
Herzegovina and the former Yugoslav
Republic of Macedonia – being
somewhere in between – face a double
challenge in terms of both reducing the
percentage of people with low levels of
education and addressing issues of
adaptability.
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Progress in education reforms to address
the issues described above has up to now
been modest. Issues relating to human
capital and education and training have not
yet been given sufficient priority. A broad
consensus on the future shape of the
education system has not yet been
reached, as delays in the implementation
of education reforms, as well as changes of
direction, have occurred as a result of
government changes. New governance
schemes that are less centralised and
more adapted to the needs of a market
economy have not yet been put in place
effectively. Newly created professional
institutions that are able to promote
innovation in education and facilitate the
modernisation process are not yet strong.
Pilot activities on the modernisation of
curricula have not yet had a large-scale
impact on the improvement of the overall
education provision as they are not
mainstreamed, and this creates a situation
in which there exist good schools and bad
schools. The debate on education reforms
has mainly focused on the initial education
system, while adult learning has been long
neglected. Issues of excellence are given
higher priority than those of equity and
social inclusion.

The future challenge for the countries and
territories in the WBA is to raise the
importance of human capital
enhancement in the overall policy agenda
for socioeconomic development and
ensure a well-functioning and well-steered
education system that caters for the needs
of both the young and the adult
population. Broad consensus on the
direction of education policies,
government commitment to their
implementation and the availability of
sufficient resources through the
mobilisation and better use of public and
private funds are necessary. Education
reforms must address deficiencies of the
education and training system across the
whole system, including:

1. improving the quality of basic education
in order to enhance access and ensure
better learning outcomes for all children,
but in particular for children from
disadvantaged socioeconomic
backgrounds;

2. modernising the VET system by
ensuring a better balance between
general and vocational education at
secondary level, introducing curricula
that develop the competences required
by the current socioeconomic system
and leaving educational options open;

3. diversifying higher education with the
introduction or enhancement of
post-secondary vocational education
and professionally oriented university
programmes and ensuring better links
between universities and enterprises;

4. ensuring an enabling environment for
the development of adult learning that
provides opportunities and incentives
for adults to enhance their skills and
hence their adaptability and
employability.

EMPLOYMENT POLICIES

During recent years employment has
become a central issue in the policy
agenda of the governments of the Western
Balkans, since there is a growing
understanding that economic growth alone
will not necessarily generate employment
for all without a set of policies aimed at
achieving this end. All Western Balkan
countries and territories have developed
(or are developing) employment policies
and employment action plans, and there is
a gradual shift from a total preoccupation
with job protection, retention and
stimulation towards more varied
responses, including supply-side measures
and institutional performance.
Nevertheless, Western Balkan countries
and territories have some way to go in
terms of both policy development and
policy implementation so as to create
‘flexicure’ and inclusive labour markets.

All countries and territories in the region
have modernised their regulatory
frameworks (their employment and labour
codes) to approximate those of EU states,
moving away from the characteristic
overregulation of ex-socialist regimes
towards more relaxed regulation. However,
this relaxed regulatory framework will not
necessarily lead to labour market flexibility
(in the formal non-agricultural economy) if it
does not result in a change in the
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behaviour of employers as regards their
core workforce, and become linked to
measures for supply-side flexibility. It
appears that in the Western Balkans
neither of these is happening. On the one
hand, employers appear to be using
modernised regulations in a selective way,
favouring their core labour force and
avoiding social conflict while ensuring
numerical flexibility through the use of
informal workers. On the other hand,
measures to improve skills, in particular
among those who have experienced a
depletion of their human capital, have been
extremely modest. Human capital issues,
lifelong learning and life-cycle approaches
to employment have yet to be adequately
pushed forward. Moreover, inflexibilities in
the labour market are being introduced
through arrangements in other spheres,
namely economic restructuring
programmes (through high-cost
redundancy payments or obligations to
keep existing staff in work for a number of
years) and collective agreements that still
focus on the protection of those who have
a formal job at the expense of those who
have lost their job, or have not yet had one.
Furthermore, labour market flexibility is not
facilitated by the high wage increases of
recent years (which are not necessarily
linked to productivity growth), nor by high
labour taxes. Labour taxes appear high in
the Western Balkans, in common with
much of Central Europe. However, it can
be assumed that the actual tax wage is not
as high as it is declared by legislation as
long as there is underrecording of salaries
and wages. Even so, the current situation
gives rise to the burden of labour taxes
being unevenly and inequitably shared,
and increases the attractiveness of the
informal employment to both employers
and employees.

Countries and territories in the region have
also some way to go in terms of achieving
a better balance between those who have
a formal job and those who do not, and in
facilitating the transition of people into
formal employment through sound
activation policies. Those in formal
employment have considerable protection
through labour laws and collective
agreements, but social welfare
arrangements for those who are out of

work are limited in their coverage and level,
and are often uncertain.

On the one hand, social protection through
unemployment benefit reaches relatively
few people (usually around 1 in 15 of those
registered as unemployed), and although
its coverage may increase with industrial
restructuring, its funding in the long term
may be endangered by the relatively small
contributions base. Social assistance levels
are high in Albania and Croatia but patchy
elsewhere. However, the availability of
social assistance is (and will remain for the
foreseeable future) relevant to far more
jobless people than the current
arrangements for unemployment benefit.
The modification of social assistance for
unemployed people of working age in the
region holds out a greater prospect of
providing an affordable safety net than
adjustments to the unemployment benefit
regime. But the link with unemployed status
needs to be far more explicit and
transparent, and the behavioural conditions
(active job search) enforced with the same
rigor as should be the case for
unemployment benefit.

On the other hand, active labour market
measures are volatile, underfunded (in
particular in comparison with generously
funded economic restructuring
programmes in some countries and
territories), heavily concentrated on
employment subventions and poorly
evaluated. Although there has been a shift
in some countries and territories towards
active labour market measures which
improve the employability of unemployed
people and support their activation (for
example in Croatia, Serbia, Republika
Srpska in Bosnia and Herzegovina and
more recently the former Yugoslav
Republic of Macedonia), these are still of
limited scale in relation to current needs.
Moreover, policies and measures intended
to reduce informal employment are still
underdeveloped, thus exposing a section
of the labour force to precarious working
conditions.

Employment services have an important
role to play in the design and
implementation of activation agendas,
though there is scope for improvement of
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their performance. There are a number of
areas in which their efficiency could be
improved and the quality of their services
increased. Counsellors’ workloads need to
be reassessed and their tasks shifted from
the registration of large numbers of
unemployed people to actual assistance to
those who are unemployed. The
decoupling of health insurance from
registration in the unemployment register
will assist the reduction of workload, as the
experience of Croatia demonstrates.
Employment services also have an
important role to play in the reduction of
informal employment, especially if they
work closely with labour inspectorates.

In practice, labour markets in the Western
Balkans are not inclusive, despite
legislation on equal opportunity in
employment. Young people face a group
disadvantage in the labour market, not
because they are less skilled but because
few formal jobs become available. Women
have low participation and employment
rates, often because of attitudes and
culture (at least among certain ethnic
groups), but also because of labour market
inflexibility. Joblessness among certain
ethnic groups is widespread, partly
because of lower educational attainment
levels but also as a result of the
discriminatory practices of employers.
Finally, older workers, although they often
have the advantage of already having a
formal job, are gradually leaving the labour
market either through early retirement
schemes or by entering long-term
unemployment. Policy responses to date
have been patchy, with some targeted
recruitment in active labour market
measures and the development of some
programmes dedicated to particular
groups. However, public employment
services (PESs) are not yet able to provide
integrated activation and preventative
measures for those groups as long as
active ageing policies are not a priority for
the countries of the region.

Overall, the policies in the WBA countries
and territories fall well short of a
well-balanced approach to ‘flexicurity’.
While labour market regulation has been
lightened, most of the other elements of
flexicurity are either absent or

underdeveloped, especially in relation to
social welfare arrangements, supply-side
policies, the development of human capital
and diversity of working patterns. Too often
the protection of jobs is seen as the same
as social protection for people, and
flexibility regarded as intrinsically harmful to
security. At the same time better security in
terms of social welfare and more effective
institutional support for people who are out
of work will help with labour reallocation
and flexibility.

THE INSTITUTIONAL SETTING
FOR THE IMPLEMENTATION
OF EMPLOYMENT POLICIES

The successful implementation of
employment policies depends on the
institutional arrangements for their
development, implementation, monitoring
and evaluation. The complex nature of
employment policies requires mechanisms
that bring together key stakeholders at
different levels with specific tasks and
responsibilities and clear communication
lines, while the long-term impact of
employment policies requires strong
government commitment and appropriate
administrative capacities.

Given that employment policies cover a
number of different policy areas (such as
economic development, social policy, and
education and training policies), a first
requirement for their successful
development and implementation is to
achieve strong interministerial cooperation
in planning, implementing, monitoring and
evaluating. During the development of the
Employment Strategies or Action Plans for
Employment (usually funded through the
EU CARDS programmes), countries and
territories in the Western Balkans have
realised the importance of interministerial
cooperation, and through those processes
some cooperation has been achieved – at
least in the objective-setting and planning
phases – through the establishment of
working groups or other types of
consultation processes. However, at
implementation level interministerial
cooperation (in terms of pooling resources
and sharing responsibilities) is still limited,
while no clear arrangements exist with
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respect to the monitoring and evaluation of
the policies and measures implemented.

The role of social partners in directly or
indirectly shaping employment policies is
still in its infancy. This is a result of the
weak capacities of both trade unions and
employers’ associations, but also because
governments do not yet see social partners
as equal partners and are reluctant to
include them in meaningful social dialogue.
Trade unions need to refocus their
attention from wage bargaining and job
protection towards more structural issues
of economic development and the skills
upgrading of the labour force. Employers’
associations need to become more
involved in strategic discussions on the
socioeconomic development of countries
and territories, and to take a more
proactive role in the increasing adaptability
of workers and enterprises by increasing
investment in human capital. Both trade
unions and employers’ associations need
to enhance their capabilities and become
more proactive in social dialogue, while the
government, as the main initiator of
employment policies, must become more
proactive in ensuring a functioning social
partnership.

With the exception of Bosnia and
Herzegovina, all Western Balkan countries
and territories have highly centralised
institutional settings in terms of both policy
development and policy implementation.
Given the important regional disparities in
all states of the region and the link between
employment and cohesion policies, the
countries and territories of the Western
Balkans are becoming more and more
aware of the need to promote balanced
regional socioeconomic development. This
implies a better adjustment of labour
market policies to regional and local needs,
and this remains one of the greatest
challenges for all countries and territories
in the region. Local partnerships that
mobilise local actors and respond to
local-level needs and particularities have
been supported by a number of EU-funded
(and other donor-funded) projects.
However, these activities have not yet
become part of a policy-development/
policy-delivery mechanism. There is scope
for all Western Balkan countries and

territories to promote more inclusive and
participatory policy-making/policy-delivery
mechanisms.

Finally the administrative capacities of
labour ministries and other implementing
bodies remain weak, despite the progress
already made, as the staff allocated to
them are either insufficient in number or
ill-prepared to undertake its tasks. The
EU-funded CARDS programmes in the
field of employment implemented to date
have raised the understanding of public
administration of the breadth, scope and
aspects of employment policy, but more
needs to be done in order to empower the
staff in the different institutions to actually
implement and monitor the employment
policies. This issue is important not only for
national employment policies and the use
of national funds but also when it comes to
the absorption capacity of structural funds
in respect of countries’ eventual accession
to the EU. The experience of the new
Member States demonstrates that the
development of good administrative
capacities takes time, and is a precondition
for the absorption and sound use of funds.
Hence, states must also work towards the
enhancement of their administration with
the assistance of the new EU Instrument
for Pre-Accession Assistance (IPA), which
sets administrative capacity as one of its
main pillars for both future and potential
future Member States.

CONCLUSIONS AND AREAS
FOR FURTHER WORK

The countries and territories of the Western
Balkans differ in terms of their current
economic basis, the pace of the transition
process and the quality of their human
capital. However, all of them face a
common challenge: to increase (formal)
employment, reduce unemployment and
ensure inclusive, secure and flexible labour
markets. This is important for their own
social and economic development, but also
for their approximation to the EU, given that
the European Employment Strategy (as
part of the Lisbon agenda) has set full
employment and social cohesion as
primary objectives for the EU, while labour
market flexicurity is an underlying principle.
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Addressing this challenge will require
concerted action aimed at:

� creating more and better jobs by
supporting further the development of the
private sector, enhancing the capacity of
economies to innovate and grow, and
reducing the informal economy;

� improving human capital through a
well-steered modernisation of education
and training systems – including adult
learning – thus ensuring an adaptable
labour force that is able to absorb and
create technological innovation;

� increasing labour market flexicurity
through the further modernisation of
labour market regulation and
enforcement;

� broadening access to employment
policies (including both social protection
and employability measures), thus
reducing labour market precarity and
facilitating the transition into formal
employment;

� improving the institutional
arrangements for the development,
implementation and monitoring of
employment policies.
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1. ECONOMIC
RESTRUCTURING, JOB
CREATION AND THE
CHANGING DEMAND FOR
SKILLS IN THE WESTERN
BALKANS

William Bartlett

1.1 INTRODUCTION

Relatively few studies have been carried
out on the evolution of skills in the
transition economies (Commander and
Kollo, 2004; Peter, 2003), and none on the
changing pattern of demand for skills in the
Western Balkans. This paper aims to
contribute to filling this gap by identifying
the nature of structural change and job
reallocation and exploring the likely
consequences for change in the demand
for skills. It focuses on the impact of
privatisation, the entry and growth of new
small firms, FDI, technology transfer and
innovation, the pattern of foreign trade and
regional development. The paper takes
stock of economic changes during recent
years, and also takes a forward look to give
an impression of the potential medium-term
drivers of economic development and the
demand for skills.

Structural change associated with
transition has significant implications for job
creation and the changing demand for
skills in the Western Balkans. Firstly, the
transition process involves a reallocation of
resources between sectors, as less
productive sectors decline and more
productive sectors expand. This process
has required the exit of old firms and the
entry of new small businesses created by
private entrepreneurs. High barriers to
entry and growth of SMEs have led to weak
capacity to absorb workers laid off from
declining sectors, leading to rising
unemployment. Secondly, the transition
process involves restructuring within
enterprises, either before, during or after
the privatisation process. The literature has
drawn a distinction between ‘defensive’
and ‘strategic’ restructuring. The former is
focused on cutting costs and investment
expenditures. The latter involves
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investment in new technologies with an
associated change in the demand for skills
within the enterprise. Thirdly, structural
change is associated with changes in
technology and the adoption of new
production techniques. One of the main
drivers of new technology is FDI, which not
only transfers new technology and
management skills to the companies
benefiting from the investment, but also
has the potential to create spillovers into
the rest of the domestic economy. Such
spillovers affect domestic companies that
trade with the foreign company as
suppliers of inputs, or as purchasers of
final products, and also directly affect the
labour market by providing employment
and training to domestic workers. Fourthly,
the opening up of economies to foreign
trade is a further important driver of
structural change, as new sources of
demand stimulate the reallocation of labour
and resources both within firms and
between sectors. Finally, restructuring has
an important regional dimension which
arises from the different pace of
restructuring in different locations. Typically
capital cities and their environs have been
more advanced in the restructuring process
than the peripheral areas, where
unemployment blackspots have emerged,
and where there is often poor provision of
educational and training opportunities to
assist unemployed workers to find new
jobs.

Based on this analytical framework, the
paper presents a comparative overview of
structural changes in the Western Balkans
and analyses the implications for the
demand for skills. The next section outlines
the main features of economic growth and
labour market development in the region.
Section 1.3 discusses the drivers of
structural change, covering privatisation,
the entry and growth of SMEs, FDI, and
patterns of foreign trade. Section 1.4
outlines the main features of structural
change in the region and the implications
for the skill mix, covering changes in
employment by occupational categories
and educational attainment, the local-end
regional dimensions of change, and the
impact of technological change and
innovation on the demand for skills. The
implications of the analysis for the future

direction of demand for skills are presented
in the final section.

1.2 ECONOMIC TRANSITION IN
THE WESTERN BALKANS

Transition in the WBA has specific features
that differentiate it from countries
elsewhere in Eastern Central Europe
(Sanfey et al., 2004; CEB, 2005; UNECE,
2005; European Commission, 2003;
2004b; 2004a; 2005f). The violence of wars
and civil conflicts literally destroyed jobs
and work places, exacerbating ‘normal’
restructuring. Even the standard features of
transition appear to have been more
extreme. Privatisation has been relatively
late and slow in some countries and
territories. Where it has been undertaken, it
has often led to inefficient management
and ‘crony capitalism’, which have delayed
the transition process. More recently, the
region has been drawn into the EU
integration process, which has had an
overlapping and more positive impact on
economies and labour markets.

1.2.1 ECONOMIC
PERFORMANCE AND
GROWTH

During the 1990s there was a deep
transitional recession which was
exacerbated by wars and civil conflicts, and
by the break-up of the former Yugoslavia.
As a result of political uncertainty, inflows
of FDI were low. The development of the
SME sector as an engine of growth and a
source of new job creation was held back
by impediments to entry and barriers to
growth (OECD and EBRD, 2003b; Bartlett,
2003). Consequently, despite the recovery
in economic growth since 2000, most of the
countries and territories have still not
recovered their 1989 level of economic
activity.

Economic performance in the Western
Balkans since 2000 has been relatively
strong compared to that in the previous
decade, with an average GDP growth of
4.3% per annum between 2000 and 2005
(see Table 1.1). Albania has returned the
highest growth rate, averaging 5.8% per
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annum, though from a low starting level.
Growth in other countries and territories has
been below the average for transition
economies, and slightly below the
performance in neighbouring Bulgaria and
Romania. The former Yugoslav Republic of
Macedonia has been the worst performing
country as a result of the effects of the civil
conflict of 2001, when GDP fell by 4.5%, but
has recently shown signs of improvement.
Serbia and Montenegro recorded a high
growth rate of 8.8% in 2004, but this fell
back in 2005 to 6.0%. Bosnia and
Herzegovina has consistently
underperformed with growth averaging
5.3%, while Croatia experienced a dip in
growth in 2004 following monetary
tightening to correct growing external
indebtedness. Projections for 2006 and
2007 indicate a potential for sustained
growth in all the WBA states, and for
significant improvements in some countries
and territories such as the former Yugoslav
Republic of Macedonia, which is expected
to achieve growth of 4.3% and 4.7%
respectively.

The Western Balkans include some of the
poorest countries and territories in Europe.
According to World Bank data, Bosnia and
Herzegovina had a gross national income
(GNI) per capita in 2006 of just USD 2,440.
Per capita incomes in Albania, the former

Yugoslav Republic of Macedonia and
Serbia were only marginally higher. In
contrast, average per capita income in
Croatia was USD 8,060, more than three
times the level achieved in Bosnia and
Herzegovina, and higher than in some of
the new Member States such as Slovakia,
Poland, Lithuania and Latvia. However,
income per head in Croatia is significantly
lower than in the more established EU
Member States. Per capita incomes in
Austria, for example, are four and a half
times greater than in Croatia, and fifteen
times greater than in Bosnia and
Herzegovina.

As Table 1.2 shows, GDP per capita in
Bosnia and Herzegovina was just
USD 2,384 in 2005. Albania, with GDP per
capita of USD 2,673, has caught up with its
neighbours as a result of the high growth
rates achieved in recent years. The
average per capita GDP in most WBA
states is not far behind the EU accession
states, Bulgaria and Romania. Croatia, at
USD 8,675, has a higher per capita GDP,
at about the same level as Slovakia,
although the war-affected areas are still
economically depressed. Levels of per
capita GDP in Hungary and the Czech
Republic are 25% and 40% higher than
Croatia respectively, while Slovenia’s is
almost twice that of Croatia. Current
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Table 1.1: GDP growth rate (%)

2000 2001 2002 2003 2004 2005
Average

2000–05

Forecast*

2006 2007

Albania 7.3 7.2 2.9 5.7 5.9 5.5 5.8 5.0 6.0

Bosnia and Herzegovina 5.5 4.3 5.3 4.4 6.2 5.3 5.2 - -

Croatia 2.9 4.4 5.2 4.3 3.8 4.3 4.2 4.4 4.5

fYR Macedonia 4.5 -4.5 0.9 2.8 4.1 4.0 2.0 4.3 4.7

Serbia and Montenegro 5.0 5.5 4.3 2.4 8.8 6.0 5.3 5.0 5.5

Kosovo - 16.1 -2.9 -1.4 3.7 - 3.9 - -

WBA** 5.0 3.4 3.7 4.0 5.1 4.6 4.3 - -

Bulgaria 5.4 4.1 4.9 4.5 5.7 5.5 5.0 5.4 5.7

Romania 2.1 5.7 5.1 5.2 8.4 4.1 5.1 5.5 5.1

Slovenia 4.1 2.7 3.5 2.7 4.2 3.9 3.5 4.3 4.1

All transition countries 6.0 4.3 3.9 5.7 6.6 5.3 5.3 - -

Source: Albania, Bosnia and Herzegovina, Serbia and Montenegro: World Bank Online Database; Croatia,

fYR Macedonia, Bulgaria, Romania, Slovenia: European Commission (2006), European Economy No 2;

Kosovo: DGECFIN 2005.

Notes: * forecasts for Albania, and Serbia and Montenegro from Bank Austria CEE Report 2-2006; ** unweighted

average.



estimates of per capita GDP for Kosovo
are even lower, at around half the level of
Bosnia and Herzegovina.

With the exception of Serbia and
Montenegro, the WBA countries and
territories have been following economic
stabilisation policies with considerable
success, at least since the late 1990s. The
main pillar of the anti-inflation policies in
most states has been the priority given to
exchange rate stability. Bosnia and
Herzegovina has established a currency
board which fixes the exchange rate
against the euro, while Kosovo and
Montenegro have gone even further and
adopted the euro as their official currency.
Consequently inflation in these countries is
subdued. In contrast, Serbia has had
persistent difficulties in controlling inflation.
It has chosen not to adopt exchange rate
targeting and has allowed its currency to
depreciate over time. High inflation in
Serbia reduces the purchasing power of
GDP, so that in PPP terms Serbia has a
lower standard of living than Albania, while
Bosnia and Herzegovina is more
prosperous than Albania on this measure.
Croatia, owing to its relatively high price
levels, falls significantly behind Slovakia.

A persistent feature of the WBA economies
is the chronic deficit in the balance of trade,
which averages 26% of GDP, ranging from
deficits of 45% in Kosovo and 35% in

Bosnia and Herzegovina to 17% in the
former Yugoslav Republic of Macedonia.
Despite surpluses on invisibles arising from
tourism and emigrant remittances, the
current accounts are also all in deficit,
leading to large external debt. The highest
levels of external debt to GDP are in
Croatia (around 80%) and Serbia and
Montenegro (around 60%). While this ratio
has diminished in Serbia and Montenegro,
it has increased in recent years in Croatia,
which also has a high debt–service ratio
and low international reserves, making the
country especially vulnerable to external
shocks (Vlahinic-Dizdarevic et al., 2006).
High international indebtedness implies
reliance on inflows of capital from abroad in
the form of international assistance or
foreign private investments. However, FDI,
which also has the potential to act as a
driver of economic growth, has been low in
most WBA countries and territories, with
the exception of Croatia. On average, FDI
inflows reached 2.9% of GDP in the WBA
in 2004, far below the levels needed to
cover balance of payments deficits. The
ratio of FDI to current account deficits was
66.5% on average between 1997 and 2003
(European Commission, 2004b). Only
Croatia covered its deficit with FDI inflows.
These economies are therefore vulnerable
to constant pressures to reduce
government budget deficits, and there is
little room to increase government
expenditure on much-needed education
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Table 1.2: GNI and GDP per capita, 2005 (USD)

GNI per

capita*

GDP per

capita

GDP per

capita at

PPP**

Bosnia and Herzegovina 2,440 2,384 6,035

Albania 2,580 2,673 5,405

Former Yugoslav Republic of Macedonia 2,830 2,810 7,748

Serbia and Montenegro 3,280 2,880 5,348

Bulgaria 3,450 3,459 9,223

Romania 3,830 4,539 8,785

Croatia 8,060 8,675 12,325

Slovakia 7,590 8,775 16,041

Hungary 10,030 10,814 16,823

Czech Republic 10,710 12,152 18,341

Slovenia 17,350 16,986 21,808

Source: IMF online database. * Atlas method; ** Purchasing Power Parity



and training programmes to improve the
skills and productivity of the labour force.

The informal economy

Data on levels of economic activity should
be considered in the context of a
widespread ‘grey’ economy. This was given
a strong boost in Serbia and Montenegro by
UN sanctions in the early 1990s, which
created a market for smuggled goods. The
civil war in Bosnia and Herzegovina had
similar effects. Estimates reported by the
World Bank’s ‘Doing Business’ database
suggest that the informal economy may
account for between 25% and 35% of GDP
in the WBA. This is larger than the norm in
EU Member States such as Austria,
although not much greater than in Italy, and
less than in Bulgaria and Romania. The
informal economy is especially evident in
Bosnia and Herzegovina, where it is
estimated to account for 37% of GDP in the
Federation of Bosnia and Herzegovina and
21% in Republika Srpska (ETF, 2006b). In
Albania a recent report estimates
non-agricultural informal economic activity at
around one quarter of GDP (OECD, 2004).
In Serbia it is estimated that almost 30% of
GDP is produced in the informal sector
(ETF, 2006c). These data should be treated
cautiously however, since estimating the
extent of the informal economy is
notoriously difficult and especially so in
transition economies where the bases of the
estimates are essentially unreliable
(Hanousek and Palda, 2006). In Croatia,
research carried out by the Institute of
Public Finance indicates a significantly
lower level of informal economy (less than
10% of GDP in 2000) than suggested by the
World Bank data (Ott, 2003). Whatever its
actual size, the informal economy imposes
costs on an economy. It places a burden of
unfair competition upon firms which operate
legitimately, reducing their profitability and
demand for labour. It deprives the
government of tax revenue which could be
used for social expenditure including
education and training. It imposes costs on
workers who are deprived of social
protection and health and safety protection.
Finally, workers in the informal sector may
have less access to government training
programmes than employees in the formal
sector of the economy. Education services

have been particularly badly affected by the
reduced capacity of government budgets to
finance the public sector. Deficiencies in
public service provision have been
especially severe in Albania, which has the
lowest level of expenditure on education as
a proportion of GDP in the region.

1.2.2 EMPLOYMENT

While economic activity declined sharply in
the early part of the 1990s, employment did
not fall as sharply as output, since many
jobs were protected through subsidies and
other forms of state intervention. Workers
were also protected by employment
contracts and employment rights
established under the communist regimes.
Reductions in employment were achieved
by encouraging early retirement, and by
the natural attrition of the workforce. In
some cases managers and skilled workers
left collapsing state firms to set up their
own businesses. In Serbia and
Montenegro, layoffs in socially owned
industries were prohibited following the
imposition of sanctions. This led to the
growth of ‘hidden’ unemployment in social
sector enterprises. Many supposedly
employed workers were put on ‘paid
vacation’ as there was no work to be
carried out in their factories.

Despite a recent improvement in economic
growth, employment levels have continued
to stagnate. Figure 1.1 presents the index
of employment relative to the level
achieved in each country in 1989. Bosnia
and Herzegovina was the exception to the
gradual trend of employment decline.
There, the level of employment fell
dramatically in the first half of the 1990s as
a result of the physical destruction of
factories and offices, and mass migrations
following ethnic cleansing. By 1994,
employment had fallen to just 17% of its
initial level, but by 1997 had recovered to
59% as refugees began to return home.
Other countries were in only a marginally
better position. In Croatia employment
levels reached 83%, and in Serbia and
Montenegro 72%, of the initial level. By
2002 the former Yugoslav Republic of
Macedonia was in the worst situation with
an employment index of just 54%.
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The relationship between employment
growth and GDP growth is demonstrated
by a regression analysis performed on
pooled cross-section time-series data from
the UNECE database for the period
1990–2004. The results presented in
Table 1.3 indicate that there is a positive
relationship between the growth of GDP
and the growth of employment in Albania,
Croatia and the former Yugoslav Republic

of Macedonia for which a one percentage
point increase in GDP growth gives rise to
a 0.4 percentage point increase in
employment growth. In the case of Serbia
(taken as the baseline) there is no
relationship between GDP growth and
employment growth, reflecting the delayed
transition to a functioning market economy.
Considering the intercepts, all pass through
the origin except for the former Yugoslav
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Source: UNECE Economic Survey of Europe, various years
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compilation of data to take account of police and armed forces

Table 1.3: The relationship between GDP growth and employment growth

Coefficients t Sig.

(Constant) -0.486 -0.448 .656

GDP growth (t-1) -0.111 -0.853 .398

Country intercepts

� Albania -1.735 -1.222 .227

� Croatia -0.908 -0.669 .506

� Former Yugoslav Republic of Macedonia -3.465 -2.449 .018**

Country slopes

� Albania 0.406 3.261 .002***

� Croatia 0.371 2.503 .016**

� Former Yugoslav Republic of Macedonia 0.437 1.928 .060*

GDP growth (t-1)2 -0.009 -1.700 .095*

Adjusted R Square 0.373 Durbin-Watson 1.914

Source: Data taken from the UNECE Economic Survey of Europe, various years

Note: dependent variable is employment growth (% p.a.); statistical significance at *** 1%, ** 5%, * 10%



Republic of Macedonia which has a
significant negative intercept, indicating
that a substantial increase in GDP growth
is needed to trigger a growth in
employment. The regression results
suggest a point estimate of 8% in lagged
GDP growth before employment growth
would be triggered in the case of this
particular country, reflecting the continuing
collapse of the formal economy.

As employment in the formal sector has
decreased, the lack of job creation has
pushed people into informal activities, while
employers have embraced informality in
order to avoid restrictive regulations in the
formal sector. Informal employment is
widespread in Albania. A World Bank study
estimated that almost half of informal
sector workers in Bosnia and Herzegovina
were in agriculture and 17% in construction
in 2001. In the former Yugoslav Republic of
Macedonia the informal sector accounts for
60% of employment (World Bank,
2003a: 55), thus 37% of total employment.
In Serbia informal employment increased
to 35% in 2003 (World Bank, 2004a), and
moonlighting is common among blue-collar
workers (Reilly and Krstic, 2003). The
informal labour market is highly flexible:
less than two-thirds of employees in the
informal sector retain their job after one
year, compared to over four-fifths in the
formal sector. The share of undeclared
work is estimated at 30% in Montenegro
(World Bank, 2005d). In Croatia the
informal sector accounts for a lower share
of employees, but the labour markets are
still segmented into a protected formal
sector and a far more flexible unprotected
informal sector (Racic et al., 2004). Lack of
trust in formal institutions may have played
an important role in pushing people into the
informal economy. A recent survey
compared levels of institutional and
interpersonal trust among entrepreneurs in
Bosnia and Herzegovina, and Slovenia
(Rus and Iglic, 2005). The survey found
that both forms of trust were more
prevalent in Slovenia, but that when
Bosnian entrepreneurs based their
business dealings on trust it was more
often on the basis of the ‘strong ties’ of
interpersonal trust, which are more

prevalent in the informal economy, than the
‘weak ties’ of institutional trust more
prevalent in the formal economy.

Net changes in employment can disguise
larger changes in gross job flows that result
from the turnover of jobs and workers. Jobs
may be created and destroyed
simultaneously in different sectors of an
economy, or even within the same sector
by different firms. This structural change is
an important factor in determining the skill
needs of an economy. Studies of the
transition countries of East Central Europe
have concluded that the state sector and
the privatised sector are mainly responsible
for high rates of job destruction, whereas
the de novo small private firms are mainly
responsible for job creation (Bilsen and
Konings, 1998). In Slovenia, De Loecker
and Konings (2003) found that job creation
took place mainly in the private sector, that
exporting firms had more stable
employment than non-exporting firms, and
that gross job flows were greater in smaller
firms, and varied across sectors. Another
study carried out in Slovenia for 1997–99
found that the rate of gross job reallocation
(at 20%) was comparable to western
economies, that job flows were higher for
younger and smaller businesses and
differed across sectors, and that worker
turnover was higher for younger and less
educated workers (Haltiwanger et al.,
2003). Relatively few studies of gross job
flows have been carried out in the WBA.
One such study carried out for Croatia
between 1993 and 2001 (Sosic, 2004b)
found that labour reallocation was greater
in the de novo and SME sector than in the
state-owned and privatised sector, in which
employment protection legislation hindered
labour market mobility. Sosic also found
that job reallocation in Croatia was greater
within sectors than between sectors. So far
there has been relatively little attempt to
correlate gross job flows with levels of
educational attainment of workers or with
skill levels. One exception is a study by
Haltiwanger and Vodopivec, who had
access to high-quality data from several
interrelated databases of both firm and
worker characteristics (Haltiwanger and
Vodopivec, 2003).
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1.3 DRIVERS OF CHANGE:
PRIVATISATION, SME ENTRY
AND FDI

Privatisation has been a central policy
dimension of the transition process. The
change of ownership from state or ‘social’
ownership to private ownership was
intended to trigger a process of restructuring
within enterprises which would improve
efficiency, productivity and competitiveness.
Whether, and how, it has done so has been
a matter of intense debate. One recent
survey of the field that summarised the
results from more than 100 empirical studies
(Djankov and Murrell, 2002) found that
privatisation is indeed associated with
enterprise restructuring, and typically
improves enterprise growth rates.
Privatisation to outsiders is associated with
50% more restructuring than privatisation to
insiders (managers and workers). It has a
greater impact on productivity in more
competitive markets than in monopolised
markets. Turnover of managers – replacing
poor managers – improves performance of
the enterprise. Surprisingly, the studies have
little to say about employee skills in relation
to privatisation.

Changes to economic structure in transition
economies are also strongly influenced by
the entry of new private firms, which by
definition tend initially to be small
enterprises, and which have been
responsible for most job creation in
transition economies. In contrast,
state-owned and privatised firms have
accounted for most job destruction (Boeri,
2000). The entry of new firms is therefore a
fundamental mechanism of employment
growth and reallocation in transition
economies. New firms have entered gaps
in the market in previously neglected
sectors such as trade and services
(Rutkowski and Scarpetta, 2005). Typically
only a small proportion of such firms are
responsible for the bulk of job creation.
These high-growth ‘gazelles’ form the
dynamic core of the market economy.
However, in many transition countries
SMEs face barriers to growth which inhibit
their contribution to job creation. The
removal of these barriers to growth is an
important element of a successful policy of
economic transition.

The upgrading of technology through new
investment, technology transfer and
innovation is an essential means to
improve economic performance in the
countries and territories of the Western
Balkans and to facilitate their catch-up to
the levels of the EU economies. This
required technological upgrade depends to
a large extent on inflows of FDI and the
associated technology transfer. However,
FDI has been relatively low in the WBA as
a result of conflicts and political instability
(Brada et al., 2006).

Most studies of FDI inflows in transition
economies emphasise the importance of
transfers of technology and knowledge,
and of productivity spillovers to local firms.
FDI can increase the level of competition
within monopolised sectors. It may link to
local supply chains, diffusing new skills and
technologies to local SME suppliers and
employees, and improving management
skills and quality standards (European
Commission, 2004b). Foreign investors
also bring capital resources into a host
economy and to joint ventures with local
companies. Spillover effects from foreign
firms may increase the productivity of
domestic firms in less developed regions
(Peri and Urban, 2006). Foreign investment
can also have a significant impact on the
labour market by creating jobs and
increasing the skills of the local labour
force. The positive influence of FDI on
economic growth seems to increase the
more highly educated the labour force
(Borensztein et al., 1998). Several
empirical studies have found that labour
costs are not significant drivers of FDI, and
that the level of labour skills is often more
significant in attracting FDI (Noorbakhsh et
al., 2001; Barry et al., 2004; Carstensen
and Toubal, 2004). This implies a feedback
effect in so far as FDI generates
improvement in the skills of the labour
force, which may in turn attract further FDI.
However, FDI may also have negative
effects. It may destroy jobs through
company restructuring and by
out-competing incumbent domestic firms
(Mencinger, 2003). It may involve the
creation of a wage gap between foreign
and domestically owned companies.
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Evidence of the positive impact on FDI
inflows of becoming an EU candidate has
been identified by some authors (Bevan
and Estrin, 2004). FDI inflows to Bulgaria
and Romania appear to have increased
strongly in recent years as their EU
accession date approached. A similar
positive impact on FDI can be expected in
the WBA (Kekic, 2005). Countries which
are further advanced along the path of
European integration have the greatest
need to improve the technological level of
the business sector in order to become
competitive on the EU market. According to
the World Bank, ‘as Croatia prepares for
European integration, it has to take actions
that stimulate the gradual shift to
innovation-based growth […which] means
that employers have to restructure work;
workers need different skills; and
education, training and knowledge
production systems have to be restructured
to meet employer and employee needs’
(World Bank, 2003b, p. 147).

1.3.1 PRIVATISATION

Privatisation and restructuring of firms is
likely to have important implications for the
demand for skills, for several reasons.
Firstly, privatised firms are likely to lay off
workers through restructuring programmes
in response to the increased importance of
commercial motives after privatisation. A
similar effect can be expected in cases
where the state has instituted restructuring
prior to privatisation. Secondly, privatised
firms may introduce new technology as
part of a restructuring programme, and this
may reduce the demand for labour for
given levels of output. Thirdly, given the
level of overall demand for labour,
privatised firms are likely to change the skill
mix of their labour force. Investment in new
technology may increase the demand for
skilled workers, and increased commercial
orientation will lead to a greater demand for
employees with marketing and managerial
skills than existed under the old regime.
Fourthly, privatised firms differ in the
strategies they adopt to cope with the
competitive pressures of the market.
Analysts have distinguished between
‘defensive’ and ‘strategic’ restructuring.
The former involves cost-cutting measures,

whereas the latter is focused more on new
investment, a better quality of production,
finding new markets, improving workforce
skills, and achieving greater productivity
through innovation and the introduction of
new technologies. Privatised firms also
differ in the subject of their privatisation,
whether to insiders (employees and
managers), or outsiders (domestic or
foreign investors). The strength of
commercial motives is likely to be greater
following privatisation to outsiders who may
prefer to maintain employment levels, in
comparison to privatisation to insiders.

Privatisation began in the former
Yugoslavia with the so-called ‘Markovic
Law’ on Enterprises of 1988, which
involved the sale of shares in socially
owned enterprises to managers and
employees. Several hundred companies
were privatised in this way up until the
onset of the armed conflicts. After
Yugoslavia broke up the successor states
suspended or replaced the federal
privatisation laws. New privatisation
legislation was introduced in Croatia in
1991 and in the former Yugoslav Republic
of Macedonia in 1993, and in both
countries the predominant method was
insider privatisation that involved transfers
of ownership to politically favoured
individuals. This led to early labour
shedding as a result of asset stripping and
profiteering, and unemployment built up to
high levels. In contrast, privatisation
legislation was not passed in Bosnia and
Herzegovina until 1999, and new
privatisation legislation was not introduced
in Serbia until 2001 following the overthrow
of the Milošević regime. The principal
points of difference between these
successive waves of privatisation were the
important role of insider privatisation to
employees and managers in Croatia, the
former Yugoslav Republic of Macedonia
and Albania, the use of voucher
privatisation in Bosnia and Herzegovina,
and the adoption of direct sales through
auctions and tenders in Serbia.

The EBRD Transition Indicators provide a
summary picture of the outcome of the
privatisation process in the Western
Balkans. They show that the privatisation
process has been most advanced in
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Croatia and the former Yugoslav Republic
of Macedonia, while the effects of the
delayed privatisation process in Bosnia and
Herzegovina, Serbia and Montenegro are
reflected in the relatively low indicators for
large-scale privatisation. Croatia is furthest
advanced in enterprise restructuring, even
in comparison to Bulgaria and Romania,
although restructuring is still not complete
according to the EBRD measure. Albania
and Bosnia and Herzegovina lag behind in
this field.

1.3.2 ENTRY OF NEW PRIVATE
FIRMS

In comparison with the situation in the EU
new Member States, there are relatively
few SMEs in the WBA. The numbers of
SMEs range from 36,000 in Albania to
94,000 in Croatia, compared with 347,000
in Romania and 855,000 in Hungary. The
density of SMEs per thousand population is
noticeably lower in the Western Balkans
than in other comparator countries. Among
WBA countries and territories, the lowest
densities are in Serbia and
Montenegro (9.8) and Albania (11.3), and
the highest in the former Yugoslav
Republic of Macedonia (27.2). Densities
are far higher in neighbouring EU Member
States such as Greece (72.2) and
Italy (77.8). SME densities are thus far
lower in the WBA than in comparable EU

states, and well below the EU average of
around 50 SMEs per thousand population.
The need to increase the density of SMEs
in the WBA has implications for training
and education in business and
entrepreneurial skills.

The share of employment in SMEs varies
among the WBA countries and territories.
The highest share is in the former
Yugoslav Republic of Macedonia, at 80%
of all employment, according to data from
the EC-funded Macedonian SME
Observatory; this is close to the share in
Greece and Italy. It reflects the collapse of
the formerly state-owned large industries in
the former Yugoslav Republic of
Macedonia, and its traditional character as
a ‘bazaar’ or trading country in the Balkans.
The share of employment in SMEs in
Croatia, at 67%, is similar to that in Austria.
Albania and Serbia and Montenegro have
an intermediate position, with SME
employment shares of around 50%. Bosnia
and Herzegovina has the lowest share of
employment in SMEs, reflecting the slow
pace of privatisation and the continued
employment of large numbers of workers in
large socially owned enterprises that have
not yet begun the restructuring process.

SMEs are concentrated in the trade sector
(Sanfey et al., 2004), a mainly low-skill part
of the services sector. In 2005 52% of SMEs
in Albania were in trade, as were 35% of
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SMEs in Croatia, compared with a much
lower range in the new Member States,
where the proportion of SMEs in the trade
sector share ranged from 36% in Poland to
26% in Hungary. This sector was
underdeveloped in the communist era,
especially in Albania; the low capital
requirement has made entry to the sector an
attractive option for providing minimum
subsistence and is an indicator of the
prevalence of ‘necessity’ entrepreneurship
rather than ‘opportunity’ entrepreneurship.
There are relatively few SMEs in other parts
of the services sector. Croatia and Serbia
and Montenegro have very low service
sector shares, at 7% and 5% respectively,
compared with 50% in Hungary and 26% in
Poland. The proportions of SMEs in the
construction and manufacturing sectors in
the former Yugoslav states of Bosnia and
Herzegovina, Croatia and Serbia and
Montenegro are similar to those for the
Czech Republic and Poland, ranging from
24% to 34%.

The craft sector plays an important role in
the former Yugoslav states, and operates
in all sectors of the economy including
manufacturing and services. Craft firms
were highly regulated and were not allowed
to employ more than five workers, a limit
that was raised to ten in the late 1980s.
The cost of establishing a business as a
craft firm is lower than that for a limited
liability company, and the sector has
proved to be more dynamic in terms of
employment and growth. Although they
typically employ just a few workers, craft
firms have a tradition of skilled work. They
are thus potentially important agents for the
preservation and development of skills
among the workforce, as well as an
important source of demand for skilled
labour. In Croatia, for example, while
employment in ‘legal entities’
(predominantly limited liability companies)
hardly changed over the ten-year period
1995–2004, employment in crafts, trades
and freelance occupations increased by
50%, and its share of total employment
increased from 14% to 19%. In Bosnia and
Herzegovina the number of craft firms is
greater than the number of legal entities
(according to the Federation of Bosnia and
Herzegovina statistical office there were
43,000 craft firms compared to 33,000

legal entities), even in the manufacturing
sector, and the number of craft firms
increased more rapidly than the number of
legal entities between 2004 and 2005. The
fastest growth was in agriculture, transport
and financial services.

Most countries and territories in the
Western Balkans still place significant
barriers in the way of business start-up
(Falcetti et al., 2003; OECD and EBRD,
2003a). Typically a relatively large number
of procedures are required to register a
company and the costs of registration are
high (except in Montenegro, where
registration costs have been reduced to
just �11 and the required time to register
has been reduced to just four days).
Following recent reforms to improve the
investment climate, Serbia has become the
leading reformer in the region, with an
improvement in its rank order of ease of
doing business from just under 100 to just
over 60 (according to a large cross-country
World Bank survey of barriers to doing
business). Croatia lags behind in this
index, being ranked lower than Albania.
Bosnia and Herzegovina is far behind in
141st place, despite the ‘Bulldozer
Committee’ process to ease the barriers to
new business start-up. Albania is also in a
low position at 100th place. The main
factors behind this result are the cost and
time taken to start a business.

Skills of available workers are an important
barrier to employment growth in SMEs in
the new Member States, but not in the
Western Balkans (Rutkowski and
Scarpetta, 2005). There, other factors such
as macroeconomic instability, high
taxation, the high cost and difficult access
to finance, and the incidence of corruption
remain the most critical barriers to growth.
An earlier study of barriers to employment
growth in almost 800 SMEs in Bosnia and
Herzegovina, the former Yugoslav
Republic of Macedonia and Slovenia in
2001 came to similar conclusions, finding
that financial barriers and tax-related
barriers were the most serious obstacles to
SME growth (World Bank, 2002; Bartlett
and Bukvic, 2002). Skills of the labour force
were a less important barrier to growth,
although a minority of firms faced
significant problems. When asked whether

29

1. ECONOMIC RESTRUCTURING, JOB CREATION AND THE
CHANGING DEMAND FOR SKILLS IN THE WESTERN BALKANS



‘low skills of the labour force’ were a barrier
to growth, 35% of firms in both Bosnia and
Herzegovina and the former Yugoslav
Republic of Macedonia reported that they
were an important or very important barrier.
‘Lack of training opportunities’ was
identified as an important or very important
barrier to growth by 38% of SMEs in
Bosnia and Herzegovina and by 33% in the
former Yugoslav Republic of Macedonia.

The reduction of barriers to entry and
growth of SMEs has been a major focus of
policy to improve competitiveness and
create a more favourable investment
climate. Business simplification task forces
have been established in Croatia and the
former Yugoslav Republic of Macedonia
(OECD, 2004). In Bosnia and Herzegovina
a ‘Bulldozer Commission’ was set up in
2003 to sweep away restrictive legislation,
leading to a reduction in the number of days
needed to register a company. In Serbia
recent reforms have led to a significant fall
in the number of days needed to register a
company. Albania has adopted a detailed
action plan aimed at reducing the
administrative barriers to investment, which
focuses on tax and customs administration
and the provision of licences, and there has
been a decrease in the number of days
needed to register a business. According to
a recent European Commission report,
‘company registration time in the Western
Balkans is, on average, not altogether
worse than what one finds in some Member
States and candidate countries’ (European
Commission, 2004a, p. 11).

The SME sector is increasingly prominent
in EU industrial policy and as a key
element in the EU’s Lisbon agenda. The
EU has adopted a ‘European Charter for
Small Enterprises’, which sets out a
package of policy measures to promote the
development of small businesses. The
charter has been endorsed by the Western
Balkan states. It sets out ten key areas on
which signatories are required to focus and
harmonise their support for small
businesses, including education and
training for entrepreneurship and
availability of skills. However, according to
the European Commission (2004),
education and training for entrepreneurship
is low down on the list of short-term

priorities for all governments except
Albania. The Croatian government has
explained that the reason for its low
prioritisation of education and training
policies is that numerous SME training
programmes already exist, and that there
has already been considerable progress in
changing formal education curricula in
secondary schools and in vocational
training. Nevertheless, the European
Commission has identified
entrepreneurship training for specific target
groups (consultants, vocational craft
training, start-ups) as a priority short-term
goal for Croatia for 2005 (European
Commission, 2005f).

1.3.3 FDI, TECHNOLOGY
TRANSFER AND SKILL GAPS

FDI inflows to the Western Balkans have
increased in recent years following the
political changes in 2000 and the return of
greater political stability to the region, but in
absolute terms they remain far below those
of East Central Europe, Bulgaria and
Romania (Figure 1.3). The latter two
countries have seen a marked expansion
in FDI in recent years. A similar expansion
appeared to be underway in the Western
Balkans in 2003, but the rate of inflow fell
back in the following year, indicating that
an upward trend is not yet firmly
established. The trend is more likely to
persist in those countries in which recent
improvements in the business environment
become established, and in which progress
towards EU integration continues. FDI
inflows to the Western Balkans have been
strongly linked to privatisation, and in
particular to sectors such as
telecommunications, banking and oil
refining. The pattern of inflows over time
has therefore been irregular and ‘lumpy’,
following the vagaries of the privatisation
process.

FDI inflows per capita are shown in
Figure 1.4. It is clear that Croatia has been
the main beneficiary of FDI in the region on
this measure, receiving on average
USD 254 per capita between 1997 and
2003. Other WBA countries have received
less than USD 70 per capita over the same
period. In relation to GDP, the differences
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look less dramatic: Croatia has received
inflows amounting to 5.6% of GDP, while
other countries have received inflows
ranging from 2.6% to 3.6% of GDP. Overall
FDI inflows to the Western Balkans have
been close to those of other transition
economies, reaching 4.1% over the period
1997–2003 compared with 4.9% in the new
Member States (European Commission,
2004b). Since 2000, inflows to Serbia have
begun to catch up with those to Croatia. As
a proportion of GDP the inflow to Serbia
was especially high in 2002, but has fallen
back since then.

FDI has been concentrated in a relatively
narrow range of sectors and unevenly
distributed over time. Comparative data
compiled by the EBRD show a
concentration of FDI in industry in all
countries, in transport and
telecommunications in Croatia and the
former Yugoslav Republic of Macedonia,
and in financial intermediaries in Bosnia
and Herzegovina, Croatia and the former
Yugoslav Republic of Macedonia. In
Albania there has been a concentration of
FDI inflows in the trade sector, reflecting
investment by the Albanian diaspora and
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high flows of remittance incomes. The
extensive FDI in the banking sector is
especially notable. In Croatia, for example,
around 90% of the banking sector is now in
foreign ownership. The widespread
privatisation of the banking sector is a
positive feature that is integrating the
Western Balkans into global finance and
capital markets, reducing interest rates,
increasing the availability of loans, and
providing a strong stimulus to economic
growth. The most important determinants
of FDI are market size and proximity to the
host country. This explains why the largest
investors in the Western Balkans are
based in neighbouring countries, especially
Austria, Greece, Hungary and Italy. The
degree of institutional reform and progress
with EU integration are also significant
determinants of FDI, while openness to
trade, the tax regime and infrastructure
play a less clear-cut role. Greenfield and
non-privatisation FDI has been far below its
potential level in the WBA. Demekas et al.
(2005) demonstrate that actual FDI is 82%
below its potential in Bosnia and
Herzegovina, and at least 50% below in
other countries.

Some insight into the skill gap facing
foreign investors in the Western Balkans is
given by a study carried out by the World
Bank’s Multilateral Investment Guarantee
Agency in early 2005 (MIGA, 2006). This
assessed investment prospects for the
food and beverage processing sector and
the automotive components sector, sectors
with high potential for greenfield FDI, job
creation and exports. The study found
good prospects for foreign investment in
these sectors, especially in Serbia for
automotive components as a result of low
tax rates, low labour costs, and levels of
productivity equal to those in Western
Europe, conditional on the provision of
appropriate training for the workforce.
Bosnia and Herzegovina and Croatia have
also been recipients of automotive
components investment in recent years.
The food and beverages sector is more
fragmented, and has recently been the
focus of around four FDI projects per year
in the WBA. This type of investment is
related to natural resource advantages in
agricultural production (such as berries in
Serbia, and herbs and spices in Albania); it

is more likely to be market-seeking than
FDI in the automotive components industry;
and it is more likely to focus on mergers
and take-overs than on new greenfield
investment. The MIGA survey questioned
68 foreign investors in the two subsectors.
Results from a question on the availability
of skilled labour indicated a relative
difficulty that foreign companies have in
finding sufficiently skilled workers in
Albania and to some extent Croatia, while
the bottlenecks in Bosnia and Herzegovina
and in the former Yugoslav Republic of
Macedonia appear to be less significant.

1.3.4 FOREIGN TRADE

Economic structure is strongly affected by
the degree of trade openness and the
pattern of comparative advantage in
international trade, in addition to the effects
of purely domestic demand influences on
economic structure. Comparative
advantages and factor endowments
determine the composition of trade and the
factor mix of traded goods production for a
given level of openness. Changes in trade
patterns are therefore likely to alter the
structural mix of production in traded goods
sectors (Landesmann, 2000). One of the
key characteristics of the trade
performance of the WBA countries and
territories has been the relatively low ratio
of goods exports to GDP. Albania, Bosnia
and Herzegovina, and Serbia and
Montenegro have merchandise export
ratios below 20% of GDP, while the ratios
of future Member States Croatia and the
former Yugoslav Republic of Macedonia
are above 20%. A similar pattern emerges
for exports of goods and services, which
are relatively low in Albania, Bosnia and
Herzegovina, and Serbia and Montenegro,
and high in Croatia and the former
Yugoslav Republic of Macedonia – above
40% in Croatia’s case because of the high
level of receipts from tourism services.
Between 2000 and 2005 trade in goods
and services increased in Albania, Bosnia
and Herzegovina and Croatia, but
decreased in the former Yugoslav Republic
of Macedonia and in Serbia and
Montenegro. All the Western Balkan states
had lower export ratios than neighbouring
Bulgaria and Slovenia, suggesting
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significant scope for a catch-up to higher
shares of exports in GDP.

The skill content of traded goods differs
between the WBA countries and territories.
As Figure 1.5 shows, Croatia exports a
greater proportion of high-technology
goods than other WBA states, a share
which increased quite rapidly between
2000 and 2004. Albania and the former
Yugoslav Republic of Macedonia on the
other hand exported a very low share of
high-technology goods, and this shows no
signs of increasing.

1.3.5 TRADE WITH THE EU

The EU granted Autonomous Trade
Preferences (ATPs) to the Western Balkan
states in 2000, which provided for a
unilateral dismantling of import tariffs and
duties for almost all their exports. Tariff
ceilings on industrial products originating in
Albania, Bosnia and Herzegovina and
Croatia were removed through the original
regulation in June 2000. Serbia and
Montenegro were included in the measure
after the fall of Milošević. Hence, the WBA
countries and territories have broadly free
access to EU markets.

33

1. ECONOMIC RESTRUCTURING, JOB CREATION AND THE
CHANGING DEMAND FOR SKILLS IN THE WESTERN BALKANS

0

2

4

6

8

10

12

14

2000 2001 2002 2003 2004

Albania fYR Macedonia Croatia

Figure 1.5: High-technology exports (% of manufactured exports)

Source: World Bank Online Database

200 400 600 800 1,000 1,200

Textiles

Base metals

Machinery and electrical equipment

Footwear

Wood products

Foodstuffs; beverages, spirits; tobacco

Figure 1.6: Main commodity exports to EU-25 from WBA, 2003 (� million)

Source: Eurostat Statistics in Focus 1/2005 ‘External trade of the Western Balkan Countries’



Figure 1.6 shows data on the pattern of
exports from the WBA to the EU-25 by the
six major commodity groups. Textiles are
the main export commodity, with a total
value in 2003 of �1,153 million (or 18% of
total exports). Base metals and machinery
and electrical equipment are also important
export products, accounting for 16% and
13% respectively of total exports from the
region.

Exports from Albania are heavily
concentrated in textiles and footwear, which
respectively account for 30% and 33% of the
total, but with a further 11% in base metals.
The former Yugoslav Republic of
Macedonia’s exports are almost exclusively
concentrated in two sectors, textiles (38%)
and machinery and electrical
equipment (32%). Other countries have a
more diversified mix of exports, but with
notable concentrations in Bosnia and
Herzegovina in base metals (23%),
textiles (14%), footwear (12%) and wood
products (11%); in Croatia in machinery and
electrical equipment (18%) and
textiles (16%); and in Serbia and Montenegro
in base metals (26%), vegetable
products (14%) and textiles (10%).

Kosovo has an enormous trade deficit, with
imports of �971 million in 2003 against
exports of just �37 million. Kosovar
companies export wine, beer, malt, juices,
mineral water, raw leather, grapes,

potatoes and forest fruits, but all in lower
quantities than previously. The capacity of
the processing industry is low and there is
insufficient capital to set up new processing
enterprises. Exports of food and scrap
metal have been growing rapidly. Other
important exports include wine, electric
equipment, leather products and clothes. In
2003 almost 30% of reported imports
originated in Serbia (14%) and the former
Yugoslav Republic of Macedonia (15%).
Kosovo has relatively little trade with
Albania – only 2% of its total imports in
2003 – although a Free Trade Agreement
came into force in October 2003.

The majority of exports from the WBA to
the EU-25 were low-skill or medium-skill
goods, which in 2003 together accounted
for 79% of total exports to the EU (for a
classification see Annex 1). Overall, 39% of
goods exports from the WBA to the EU-25
were low-skill goods and 41% were
medium-skill goods. Only 21% of exports
were high-skill goods. Of these high-skill
exports, 72% originated in Croatia.

There are considerable variations between
countries in the skill mix of exports
(Figure 1.7). Albania and the former
Yugoslav Republic of Macedonia
predominantly export goods with a low-skill
content to the EU-25, which account for
71% of Albania’s exports, and 50% of the
former Yugoslav Republic of Macedonia’s
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exports. Low-skill goods account for a
substantial share of exports from Bosnia
and Herzegovina (43%). Serbia and
Montenegro export the highest share of
medium-skill goods (which account for
around 50% of exports), while Croatia
exports the highest share of high-skill
goods (which account for around 30% of its
exports). No other WBA state comes close
to Croatia in terms of the proportion of
exports classed as high-skill goods.

1.4 STRUCTURAL CHANGE,
EMPLOYMENT AND SKILLS

It is well established that the sectoral
structure of a typical market economy
changes with the level of economic
development (Raiser et al., 2004). As income
per capita increases from low levels, the
share of employment in agriculture typically
falls, while beyond intermediate levels of
income the share of industrial production also
falls and the share of employment in services
increases. The former communist regimes
had defied the normal laws of economic
development and devoted excessive
resources to the industrial sector, neglecting
the development of services. Transition
economies often followed these patterns in
an exaggerated way. Studies of structural
change accompanying transition have shown
that the typical pattern has been a rapid
reduction in the share of manufacturing
activities and an increase in the services
sector (Landesmann, 2000; Raiser et al.,
2004). With the opening up to market forces,
many unprofitable industrial enterprises
responded by laying off workers or closing
down altogether. At the same time, the
previously underdeveloped service sector
has experienced a rapid growth to bring its
share of GDP up to the levels associated in
market economies with the ‘normal’ pattern of
demand at given income levels. Most
countries in Eastern and Central Europe
have therefore experienced a fall in
blue-collar manufacturing jobs and an
increase in white-collar service sector jobs
(Rutkowski and Scarpetta, 2005).

Structural change has implications for the
demand for skills in several dimensions.
Firstly, since the skill content of work differs
across sectors, a sectoral shift (say, from

manufacturing to services) will affect the
demand for skills. Secondly, skills demand
will be affected by restructuring within
enterprises and within sectors. Thirdly,
technological change will influence the
demand for skills in a way that is unrelated
to sectoral shifts. Recent studies of the
impact of structural change on the demand
for skills in transition economies have
produced some interesting findings. From a
survey of firms in Hungary, Romania and
Russia carried out in 2000, Commander
and Kollo concluded that transition has
involved a bias against unskilled workers,
who have lost employment to a
disproportionate extent; that job creation in
new firms is biased against workers with
low levels of educational attainment and
skills; and that the skill content of
blue-collar work has shifted upwards
(Commander and Kollo, 2004). A separate
study of the Russian labour market
concluded that skill upgrading had
occurred, but that this was not because of
skill-biased technical progress. Rather it
was a result of adjustment to market forces
which decompressed the wages of skilled
workers, and which increased the demand
for white-collar workers in marketing,
finance, logistics and other market-oriented
activities (Peter, 2003).

1.4.1 STRUCTURAL CHANGE
IN THE WBA: VALUE ADDED

Figures 1.8 to 1.11 show the changes in
economic structure between 2000 and
2005. The share of the agricultural sector
declined in all the economies except the
former Yugoslav Republic of Macedonia,
probably as a result of the effects of the
civil conflict of 2001, which brought
economic growth temporarily to a halt. The
share of GDP in agriculture is higher in
Albania than in other countries. Although
falling, it was 25% in 2005 compared to 8%
in Croatia. Industry’s share of GDP fell in
each of the countries and territories for
which data is available, except in Serbia
and Montenegro, which registered a slight
increase, probably reflecting post-war
recovery following the NATO bombing of
industrial facilities in 1999. As expected, all
countries recorded an increase in the
services sector, linked to economic growth
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and the reorientation from the neglect of
services during the communist period. The
share of services is highest in Croatia, at
64% of GDP, and lowest in Serbia and
Montenegro, at just 52% of GDP.

As a result of privatisation and the entry of
new firms, private sector output has
increased as a share of GDP. Albania has
the highest private sector share, mainly as
a result of the collapse of large
state-owned enterprises. In addition, land
reforms abolished the universal state
ownership of land in the early 1990s and
most agricultural land is now in the hands

of small-scale private farmers. In Croatia,
the private sector’s share of GDP has
stabilised at around 60% as a result of
delays in completing the privatisation
process (European Commission, 2005f).
In the former Yugoslav Republic of
Macedonia, privatisation has been more
successful, and together with the entry of
numerous small businesses the private
sector now accounts for around 70% of
GDP. The private sector’s share of GDP in
Bosnia and Herzegovina, Montenegro, and
Serbia are rapidly catching up, having been
less than 40% in each country as recently
as 2000.
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1.4.2 CHANGES IN THE
STRUCTURE OF
EMPLOYMENT

Establishment surveys do not provide an
accurate reflection of the employment
levels in agriculture in the former Yugoslav
countries and territories, since they do not
take into account the category of
‘own-account workers’ (i.e. self-employed
people). In Croatia, for example, the 2001
census counted almost 350,000
own-account workers in agriculture and
related services, forestry and fisheries,
which accounted for 22% of the total

employed population, a far greater figure
than is shown in the establishment data.
Figure 1.12 compares the structure of
non-agricultural employment in the formal
sector. It shows that the share of
employment in services is relatively high in
all countries. It is highest in Croatia and
lowest in Serbia and Montenegro, reflecting
the higher level of GDP per capita in the
former, and the relatively delayed process
of economic restructuring in the latter.
Conversely, Serbia and Montenegro had
the highest proportion of employment in
industrial activities. Employment in the
construction sector is greater in relative
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terms in Croatia than in the other countries
and territories. The construction sector in
Croatia has been boosted in recent years
by an extensive road-building programme.

In some countries the agricultural sector’s
share of total employment has increased,
and has provided subsistence income for
many people laid off from formal sector

employment. For example, according to LFS
data in the former Yugoslav Republic of
Macedonia, agriculture’s share of
employment increased from 19% in 1996 to
25% in 2001 before beginning to fall
thereafter: by 2003 the share of agriculture in
employment had fallen to 23% (ETF, 2006d).
In Bosnia and Herzegovina the share of
employment in the agricultural sector
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Table 1.4: Sectors in which employment has grown (various years)

Albania

2001–05

Federation

of Bosnia

and

Herzegovina

2003–05

Republika

Srpska

2003–05

Croatia

2002–05

Former

Yugoslav

Republic of

Macedonia

2004–05

Serbia and

Montenegro

1997–2003

Mining - - - + + -

Manufacturing + - - - + -

Utilities - + + - + -

Construction - - - + - -

Trade - + + + - +

Hotels and restaurants - + - - + -

Transport and
communications

- - - - - -

Banking - + - + - -

Business services - + + + + +

Public administration - - - - - +

Education - + + + - +

Health - + + + + +

Other services + + + + + +

Source: National statistical offices, establishment surveys

Note: Other services include community, social and personal services



measured by the Household Panel Survey
was around 20% (16% in the Federation of
Bosnia and Herzegovina and 34% in
Republika Srpska). In Montenegro, according
to a recent World Bank report, ‘many
households have turned to subsistence
agriculture and petty trade, to stave off
poverty, while jobs in the formal sector have
continued to disappear’ (World Bank, 2005d).

Table 1.4 shows the widespread growth of
employment in business services, health
services, education services, trade, and other
services. In contrast, employment in transport
and communications has fallen everywhere.
Employment in construction and public
administration has also fallen, with the
exception of construction in Croatia (because
of the state-funded highway construction
programme) and public administration in
Serbia and Montenegro. Employment in
manufacturing has fallen quite sharply in the
Federation of Bosnia and Herzegovina,
Republika Srpska and Serbia and
Montenegro, and more moderately in
Croatia. Employment in manufacturing has
increased only in Albania and the former
Yugoslav Republic of Macedonia. This
evidence suggests that service sectors have
emerged as the field in which most new job
creation is taking place in the region.

The share of employment in the private
sector has increased throughout the
region, although data are not available for
Bosnia and Herzegovina. The high share of

private sector employment in Albania is
notable, and at 80% is higher than in
Bulgaria and Romania. Private sector
employment had increased to 60% in
Croatia by 2003, while the private sector
share of employment in the former
Yugoslav Republic of Macedonia was still
relatively low at just 50% in 2003, a figure
that had increased to 55% by 2004. Serbia
has a relatively low share of employment in
the private sector. According to LFS data
the share of private non-agricultural
employment was still just 29% of total
employment in 2002 (World Bank, 2004a).
In Serbia the proportion of employees in
the private sector increased from 18% in
1999 to 33% in 2003 (ETF, 2006c).

1.4.3 EMPLOYMENT BY
OCCUPATIONAL CATEGORIES

Data on occupational categories are
available for several countries on the basis
of the ISCO-88 standard classification. The
classification provides ten broad
occupational categories. These can be
further aggregated into broad skill
categories. ISCO-88 uses four skill levels
which are operationalised partly in terms of
the International Standard Classification of
Education (ISCED) and partly in terms of
job-related formal training. According to
this classification, the highest skill level is
associated with professional occupations,
the second highest with technicians, and
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the lowest with elementary occupations
(unskilled workers), while the remainder
form an intermediate third level of skills.
Figures 1.13–1.15 show the evolution of
employment by occupational categories,
grouped into two categories of white-collar
workers and blue-collar workers.

Figure 1.13 shows how over the ten-year
period from 1994 to 2004, job destruction
in Albania affected skilled and unskilled
blue-collar workers disproportionately.
Employment levels of blue-collar workers
fell by 68% compared to falls of 30% for

managers, 26% for technicians, 9% for
professionals and 6% for clerks. A similar
effect is apparent in the former Yugoslav
Republic of Macedonia, although
apparently starting much later. In 2002
there were still more blue-collar workers
than white-collar workers in employment.
Data from the LFS indicate that the share
of employment in manufacturing in the
former Yugoslav Republic of Macedonia in
2002 was 28%, almost identical to the 29%
figure reported in 1996. Thus, despite the
early completion of the privatisation
process in the country, almost no sectoral
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restructuring had taken place prior to 2002.
However, the number of blue-collar
workers fell rapidly over the following two
years and by 2004 there were fewer
blue-collar workers than white-collar
workers (Figure 1.14). A different pattern
can be observed in Croatia. In the first half
of the observed period (1996–2004) the
proportion of blue-collar workers fell, as it
did in the other countries. However, after
2000 the pattern reversed and the number
of blue-collar workers began to increase,
while the number of white-collar workers
remained broadly constant (Figure 1.15).

There are several reasons for the falling
proportions of blue-collar workers in
Albania and the former Yugoslav Republic
of Macedonia. Firstly, restructuring reduces
the overstaffing of enterprises with
blue-collar workers which was a feature of
the old socially owned enterprises.
Secondly, as noted above, transition
involves a shift from manufacturing to
services which were relatively undeveloped
under communism. Thirdly, as noted by
Machin and Van Reenen (1998), global
skill-biased technical change has increased
the demand for skilled workers and for
white-collar workers in most industrial
countries.

The reversal in the pattern of declining
numbers of blue-collar workers in Croatia
after 2000 is of some interest as it appears
to go against the global trend towards an
increasing proportion of white-collar
workers. The explanation can not be found
in changes in the skill mix within the
blue-collar category, as the number of
unskilled blue-collar workers increased
more rapidly than the number of skilled
blue-collar workers: between 2000 and
2004 the number of skilled blue-collar
employees increased by 12%, compared to
an increase in the number of unskilled
blue-collar workers of 13%. Rather, the
increase in demand for blue-collar workers
appears to be almost entirely as a result of
the major road-building programme
initiated under the Social Democratic Party
government after 2000. This led to an
increase in employment of 14% in mining
and quarrying between 2000 and 2004,
and an increase in construction sector
employment of 28%. Employment in

manufacturing fell by 3%. Service sector
employment was held back by cuts in
government budgets which led to an 18%
decrease in employment in public
administration.

1.4.4 EMPLOYMENT
STRUCTURE BY LEVEL OF
EDUCATIONAL ATTAINMENT

The distribution of educational attainment
across employment and unemployment
can provide a rough indicator of the excess
supply of individuals with different levels of
education. This indicator is derived by
subtracting the proportion of people in
employment in each category from the
proportion of those unemployed in that
category. In Croatia the share of
unemployed workers with vocational
education is 30% compared to a share of
employed workers of 22%, indicating a
positive excess supply in this educational
group. There is also an excess supply of
workers with secondary technical
education, and with secondary general
education, although the magnitude is less
than for the vocational group. This pattern
of excess supply in the middle range of
educational attainment is repeated in the
former Yugoslav Republic of Macedonia
and Serbia and Montenegro. In the former
Yugoslav Republic of Macedonia in 2005
there was an excess supply of workers with
primary and three-year secondary
education, while in Serbia and Montenegro
there was an excess supply of those with
secondary education. This pattern
indicates that there is a relatively high
demand for the most unskilled workers, as
well as for the most highly skilled workers
with college or university education. The
reasons behind the apparent excess
supply of workers with an intermediate
range of education are not entirely clear. It
is most likely to be related to the style of
education in the transition economies
which is a legacy of the communist period.
Put simply, secondary vocational education
in particular may be providing pupils with
skills that were specific to technologies and
working practices that are now outdated.
This observation is backed up by studies of
returns to education. In Bosnia and
Herzegovina returns to education are lower
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than in comparable market economies, but
increase with the level of education, being
relatively high for university graduates
(World Bank, 2005b). Returns to education
in Croatia were low in the early 1990s, and
did not begin to increase until after the
Dayton Agreement brought greater stability
to the country (Sosic, 2004a).

A revealing survey of foreign investors in
three transition countries (Hungary,
Romania and Russia) supports this
interpretation by showing that the main
deficiency of skills reported by employers
was a lack of general flexibility and
adaptability of workers in the face of
technological change (EBRD, 2000). A
further survey of domestic firms in Hungary,
Romania and Russia found that a
combination of inadequate skills and poor
adaptability of workers was a major obstacle
to the development and growth of
companies (EBRD, 2000). The survey
revealed a need for training in management
skills, and a need to upgrade the technical
knowledge of skilled blue-collar workers.
The survey also revealed that workers with
limited education had suffered a
disproportionate loss of jobs, and that the
skill content of blue-collar jobs had changed,
leading to an increased demand for more
highly skilled blue-collar workers
(Commander and Kollo, 2004).

1.4.5 THE LOCAL AND
REGIONAL DIMENSIONS

In most transition economies, structural
change has had a strong regional
dimension. Opening up economies to
market forces has typically encouraged an
agglomeration of activities in capital cities
and other major urban areas, and led to a
relative decline of less developed areas.
Both initial differences and the transitional
changes in regional economic structures
imply regional differences in the demand
for skills. Education levels also vary across
regions. In the new Member States
education levels are lowest in agricultural
regions and highest in capital cities and
business service regions, and the share of
low-skill manual workers with low levels of
educational attainment is higher in
agricultural and industrial regions than

elsewhere (Landesmann et al., 2004).
Workers in these regions risk losing their
jobs as transition unfolds, and will need
retraining in order to find jobs in the new
high-skill industrial and service industries.

The local and regional dimensions are
reflected in labour market outcomes and
rates, and regional differences in
unemployment rates tend to be larger in
transition economies than in the West (Boeri
and Scarpetta, 1996). Regional
unemployment imbalances also appear to
be very persistent over time, and would be
even greater if many unemployed people
did not drop out of the labour force. In their
study of regional mismatch in several East
Central European transition economies,
Boeri and Scarpetta showed that regions
with a more diversified economy and more
developed infrastructure, including capital
cities and larger urban areas, had better
labour market outcomes than other regions.
Agricultural regions with poor infrastructure
suffered the most labour market slack. Part
of the explanation of the persistence of
unemployment differentials appears to be
the lack of labour mobility between regions
because of the underdeveloped housing
market and absence of institutions providing
labour market information (Bornhorst and
Commander, 2006). Regional variations in
unemployment are similarly large in the
WBA. For example, unemployment is higher
in the north of Albania than in the south as a
result of the collapse of heavy industry and
the relatively poor agriculture in the
mountainous northern region. The
unemployment rate in the northern town of
Skodra, for example, was 27.4% in 2004
compared to the national average of 14%
(ETF, 2006a). In Serbia in 2002 the
unemployment rate was higher in the
Hungarian ethnic minority region of
Vojvodina at 15.2%, compared with that in
Belgrade, where the labour market is tighter
and unemployment was just 6.4% (ETF,
2006c).

The regional differences in labour market
outcomes and in the demand for skills have
multiple causes that are specific to the
regional characteristics of each country
and territory. Limitations of space prevent a
full discussion in this paper, but a number
of general themes can be identified, linked
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to the issues discussed in previous
sections on privatisation, FDI and
innovation, SME development, and the
impact of foreign trade. Privatisation has a
regional dimension that relates to the
previous regional location decisions of the
central planners. In the successor states of
the former Yugoslavia, many large firms
were located in underdeveloped regions on
the basis of subsidies for regional
development. When these subsidies
ceased many of these firms collapsed. This
happened, for example, in north-east
Montenegro, where many of the
wood-processing and paper-making
factories had completely ceased operations
by the early 2000s. The surviving firms,
many of which continued to receive
subsidies, were unattractive to outside
investors. Privatisation in peripheral
regions therefore tended to take the form of
insider privatisation. This led to lower rates
of economic restructuring and, where
restructuring took place, to a focus on
defensive restructuring strategies.

SME development tends to be
concentrated in urban areas because of
agglomeration effects, in both capital cities
and secondary cities which have specific
comparative advantages. FDI also tends to
be concentrated in capital cities as a result
of better infrastructure and international
transport linkages, and a larger pool of
skilled workers. Since most of the inflow of
FDI has been related to privatisation it has
tended to follow the same regional pattern.
Foreign trade tends to vary on a regional
basis because of location effects. For
example, regions closer to the EU are likely
to have higher concentrations of
export-intensive firms than regions further
away. Increased foreign demand for
exports is therefore likely to have a
differential regional impact on labour
market outcomes.

A further factor that is pertinent to the
Western Balkans is the role of ethnicity and
ethnic discrimination in the labour market.
The wars and conflicts of the 1990s
(including the 2001 conflict in the former
Yugoslav Republic of Macedonia) have left
a legacy of ethnically divided states in
which minority groups and refugees have
noticeably inferior labour market outcomes.

Despite some of the pre-war rhetoric,
available evidence suggests that ethnic
discrimination was not a serious feature of
the pre-war labour market in the former
Yugoslavia (Bartlett, 1990). Special
attention will need to be devoted to this
situation in the future, through active labour
market policies and training programmes,
in order to counteract this new
phenomenon of ethnic discrimination in the
labour market.

Shift-share analysis

A comprehensive picture of the impact of
structural change on variables such as
employment, unemployment and skills can
be obtained through the use of ‘shift-share’
analysis, a method used by economic
geographers to analyse the components of
regional employment change. Shift-share
analysis has been applied, inter alia, to the
study of regional convergence in Europe
(Esteban, 2000), of regional development
of employment in eastern Germany (Blien
and Wolf, 2002) and of the effect of
changes in industrial structure in OECD
countries (Peneder, 2003). It breaks down
changes in sector of employment by region
(Stilwell, 1969) into three components:

� a regional share component, which
measures the amount by which
employment in the region would have
grown if it grew at the same rate as the
national rate of employment growth;

� a proportionality shift, which measures
the extra amount that employment has
grown as a result of changes in the
sector mix in the region, with faster
growth reflecting specialisation in
sectors that have experienced rapid
growth at national level;

� a differential shift, which measures the
extra amount of growth as a result of
sectors in the region growing faster than
the same sectors elsewhere, because
of comparative regional advantages.

A shift-share analysis for Croatia between
1998 and 2003 shows that the favourable
sector mix (proportional shift) is
responsible for positive employment shifts
in the counties of Lika-Senj, Zadar,
Split-Dalmatia and the City of Zagreb.
These counties are favourably endowed
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with a mix of fast-growing industries which
explains some of their above-average
employment growth. Employment also
grew in some counties by more than could
be explained by either the national rate of
growth or the sector mix in the county.
Such ‘excessive’ growth (differential shift)
accounted for large increases in
employment in the County of Zagreb,
Lika-Senj, Istria, Medjimurje and Varazdin.
This differential shift could be explained by
a number of factors including a higher level
of entrepreneurial activity in Istria,
Medjimurje and Varazdin, or by local
agglomeration effects in the County of
Zagreb. Analysis of data on changes in
regional employment between 1998 and
2003 reveals that the differential shift in
employment in Lika-Senj is highly
concentrated in the construction industry,
reflecting the impact of building the
Zagreb–Split highway which was
constructed in the first half of the 2000s.
Other counties with positive employment
growth and notable differential shifts are
the County of Zagreb (as a result of
exceptional growth in public administration,
construction and trade), Pozega
(exceptional growth in agriculture),
Varazdin and Medjimurje (growth in
manufacturing when elsewhere
manufacturing was in decline) and Istria
(exceptional growth in business services).
The analysis also highlights the
proportional shift in employment in the City
of Zagreb as a result of its specialisation in
the fast-growth sectors of finance, business
services, education, and community, social
and personal services, and exceptional
growth in transport and public
administration.

1.4.6 TECHNOLOGICAL
CHANGE, INNOVATION AND
THE DEMAND FOR SKILLS

Technological change affects the demand
for skills across all economic sectors during
transition, in addition to changes
associated with sectoral restructuring. In
advanced OECD economies technical
change has brought about a general
‘upskilling’ of the workforce (Machin and
Van Reenen, 1998; Berman et al., 1994).
The introduction of new technologies has

involved an upward shift in the demand for
skilled labour, leading to a widening skill
wage differential and an increased share of
skilled employees. This effect has become
known as ‘skill-biased technical change’. It
tends to occur within sectors, as opposed
to the between-sector shifts that follow
structural change in the economy. In the
new Member States, shift-share analysis
has shown that most productivity growth in
the transition economies of Eastern Europe
between 1995 and 2000 also came about
as a result of changes within sectors rather
than shifts between sectors (Landesmann
et al., 2004).

One major cause has been the advent of
globalisation. Countries with comparative
advantage in skilled labour have
specialised in goods with a high skill
content, raising demand for labour and
wages for skilled workers. At the same time
cheap imports from less developed
countries have undermined the labour
market position of low-skill workers.
Clearly, in less developed countries an
opposite effect must be taking place and a
process of deskilling, or at least an
increased demand for unskilled labour, can
be seen as a counterbalance to the
upskilling in the advanced economies.
Some less developed countries have
begun to bridge this gap by investing
intensively in human capital. The transition
countries might fall into either group –
those who are upskilling countries, or those
specialising in low-skill sectors. The
outcome is likely to depend on initial
conditions (the level of development and
the extent to which a country had an initial
comparative advantage in skilled labour)
and the path of transition itself (how fast
restructuring takes place so that new high
skilled industries can be retooled and
become competitive on the global market).

Former Yugoslavia began the transition in
the late 1980s in a favourable position as
the most advanced and most open of the
communist states. It had a highly skilled
workforce in industries that traded
intensively with the EU. However, this
favourable position disguised large internal
differences between more and less
developed regions. Slovenia and Croatia in
the north were far more advanced than
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Macedonia and Kosovo in the south. When
the country broke up the more advanced
regions were more easily able to integrate
themselves into the global economy. The
experience of Slovenia demonstrates how
this process can enable a country to
progress and develop on the basis of
upskilling its workforce, and to integrate
into the EU on the basis of high-skill
industry specialisations (such as in motor
car components manufacturing). Croatia
was in a position to follow the example set
by Slovenia, but the war set the country
back, and many of its industries lost their
connections with the international
economy. The development and
technology gap between Croatia and
Slovenia has therefore widened. The gap is
even more pronounced in the other
successor states of former Yugoslavia
which had weaker initial conditions. Albania
began the transition from a low level of
economic development and with a poor
endowment of skills.

These considerations suggest that there is
nothing automatic about the Western Balkan
countries and territories becoming
immersed in the process of skill-biased
technical change. Transition countries may
follow two feasible paths: a high-technology
path and a low-technology path. Along the
first path, favourable initial conditions
followed by a speedy restructuring
combined with preservation and growth of
human capital may lead to a rapid recovery

and growth catch-up with the EU economic
average. This can be seen in the case of
Slovenia. The second path is characterised
by unfavourable initial conditions and
political instability leading to a slow pace of
transition and restructuring. Along this path,
transitional recession characterised by
deindustrialisation and mass unemployment
is prolonged, leading to deskilling and the
loss of human capital. This latter effect is
amplified by civil conflict, which has
promoted the emigration of skilled workers
and a further loss of human capital through
brain drain. Transition countries that follow
this path can be expected to have weak
demand for skilled labour, and specialise in
export of low-skill goods. They are less likely
to attract FDI, partly because of the
weakness of the skills base of the labour
force, and this in turn may undermine the
process of skills upgrading.

Available evidence suggests that there are
substantial differences in the technological
levels of the WBA countries and territories.
One frequently used index of technological
change is the number of internet users per
thousand people (Figure 1.16). Albania is
well behind the other countries on this
measure, with just over two users per
thousand, while the former Yugoslav
Republic of Macedonia has just eight.
Croatia is ahead of the other WBA states
with 32 users per thousand. In between are
Serbia and Montenegro (19) and Bosnia
and Herzegovina (21), along with other
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Balkan states: Bulgaria, Greece and
Romania. These data do not distinguish
between work-based usage and usage for
private consumption. However, there is
likely to be a close link between the two
variables, and the measure is one of the
few pieces of comparative information that
are available to gauge the relative
technological levels of the WBA countries.
The evidence suggests that Albania and
the former Yugoslav Republic of
Macedonia are well behind other Balkan
states in their levels of technological
development.

Several WBA governments have indicated
their desire to facilitate the transfer of
technology from their domestic science
base to the enterprise sector, rather than
relying exclusively on technology transfer
from abroad. Technology parks have been
established to encourage the transfer of
knowledge from universities to private
business. According to a recent European
Commission report, Croatia has four
technology parks based in Rijeka, Zagreb,
Split and Osijek. There are four technology
centres in the former Yugoslav Republic of
Macedonia. In Bosnia and Herzegovina
two technology parks are planned in
Zenica and Banja Luka. Albania has
created a Technology Information
Promotion Service which assists an
estimated 20 businesses each year to

purchase technology and more than 100 to
acquire information about technology
(European Commission, 2006p). However,
these policies are still in an embryonic
stage and lag far behind the
comprehensive set of measures that have
been used to promote technological
development in Slovenia (Bartlett and
Cuckovic, 2006).

1.4.7 SKILLS DEFICITS FACING
BUSINESSES IN THE WBA

A major survey of more than 9,500 firms in
26 transition countries was carried out by
the EBRD in 2005, following earlier surveys
carried out in 1999 and 2002. The survey
included a question on whether deficits in
labour force skills were an obstacle to a
firm’s business operation and growth.

Figure 1.17 shows results for those firms
that reported skills deficits among available
workers to be a ‘major’ obstacle. It is
striking that firms in the new Member
States, Poland, the Czech Republic and
Hungary, experienced the greatest skills
deficiencies. In both Poland and the Czech
Republic more than 15% of firms viewed
skills deficits as a major problem. On the
other hand, in Slovenia, also a new
Member State, less than 2% of firms
reported major problems with skills deficits.
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This may indicate that Slovenia has
introduced appropriate and successful
reforms to its education and training
systems, and has created successful
job-matching institutions, while the three
other new Member States have been less
successful. The WBA states are in an
intermediate position. Almost 10% of firms
in Bosnia and Herzegovina and around 6%
of firms in the former Yugoslav Republic of
Macedonia, Croatia and Albania reported
major obstacles in relation to skill deficits
among available workers. In Serbia,
however, only 2% of firms had major
problems.

These findings suggest that while there are
significant skills deficits in the WBA
countries, the deficits may not be as severe
as in some other transition countries. There
are two possible explanations for this
apparent difference. Firstly, it could be that
the higher intensity of restructuring in
Poland, Hungary and the Czech Republic
has created a greater demand for workers
with new and more advanced skills than
had previously been required. This
explanation suggests that skills deficits are
likely to increase in the WBA in the future if
restructuring follows the patterns observed
in East Central European transition
economies. Such restructuring is likely to
involve the replacement of older, less
sophisticated technologies of production
with newer technologies that require higher
skill levels among the workforce. Secondly,
an alternative supply-side explanation
could be the existence of a more
favourable supply of skilled workers in the
WBA countries, linked to a more advanced
education and training system in the former
Yugoslavia before the onset of transition,
coupled with subsequent greater success
in education and training reforms. This
argument seems the least plausible,
however, because of the length of time
since the onset of transition and the fact
that education reform is not proceeding
rapidly in the Western Balkan countries, as
analysed in Chapter 3.

Further evidence on the adequacy of
existing skills is provided by one study
carried out in Bosnia and Herzegovina. The
study, by Birks Sinclair, asked over 100
employers to rank the importance of

various skills. The World Bank (2005a)
reported the results of the study as follows:
‘Only about half [of surveyed firms]
reported that technical skills gained from
formal education were essential or very
useful, while over 70% identified as
essential or very useful skills gained from
specialized training outside the education
system. Even more revealing are the skills
that employers found essential: good
communication skills (identified by 59% of
employers as essential), business methods
(marketing) (37%), word processing skills
(35%), and foreign languages (29%). At the
same time, only just over 20% found
technical skills essential (whether gained in
the formal system or the private sector).’

The report criticised the current system of
vocational education in which up to 80% of
students in Bosnia and Herzegovina are
enrolled, arguing that ‘individuals need
broader skills to adapt as their jobs
change, not simply specific skills for their
first job’ (p. 120).

1.5 CONCLUSION

The Western Balkan countries and
territories have followed highly
differentiated patterns of transition. Some
were early reformers (Albania, Croatia and
the former Yugoslav Republic of
Macedonia); others entered later into the
reform process (Bosnia and Herzegovina,
Serbia, Montenegro and Kosovo). Labour
market developments in the early
reformers have reflected transition
processes common to other East Central
European states, including falling
participation rates and employment rates,
an experience that has yet to affect some
of the later reformers. Economic growth
has recovered substantially in most
countries and territories in the Western
Balkans since 2000, and has been delayed
only in the former Yugoslav Republic of
Macedonia as a result of the civil conflict in
2001. In all WBA countries, including the
former Yugoslav Republic of Macedonia,
projections indicate that strong economic
growth above the average of the EU-25 is
now likely to persist into the medium term.
As yet, employment growth has not picked
up to the same extent.
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The private sector will continue to increase
its share of both GDP and employment in
all countries, except in Albania, where the
private sector share is already high.
Privatisation is expected to continue in
Bosnia and Herzegovina, Croatia,
Montenegro and Serbia, while in Albania
and the former Yugoslav Republic of
Macedonia it has been practically
completed. However, formal privatisation
does not always correspond to
market-oriented behaviour of enterprises.
All the WBA countries and territories have
some way to go in terms of enterprise
restructuring and corporate governance,
especially Albania. Insider privatisation in
Croatia and the former Yugoslav Republic
of Macedonia in the 1990s led to a reliance
on defensive restructuring which involved
cost-cutting measures and a loss of
competitiveness. As Croatia has become
more open to foreign investment, and as
competition from imported goods has
become more intense, some companies
have begun to turn to more strategic
approaches to restructuring, investing in
new technologies and becoming more
competitive on international markets. So far
there is little evidence of this process
taking off in the former Yugoslav Republic
of Macedonia, though this could be
expected to happen in the medium term as
similar forces come into play there, leading
to a greater demand for skilled workers.
Similar effects are likely to occur in Serbia,
where there has been much less reliance
on insider privatisation, and hence the
adoption of strategic restructuring is likely
to be more immediate. In Bosnia and
Herzegovina and Montenegro the onset of
these forces is likely to be some way off.
Over the next five years the pace of
restructuring is expected to speed up partly
in response to the pressures of the EU
accession process, the pressure of market
competition, and the effect of increased
inflows of FDI. This continued restructuring
will involve further layoffs of workers,
especially of unskilled blue-collar workers.
At the same time, investment in new
technology will increase the demand for
skilled workers. The government also has a
role to play in enhancing the adoption of
strategic restructuring and encouraging
enterprises to adopt new technology. This
is related to the role of science and

technology policy and measures taken to
ease the adoption and transfer of new
technologies, both from foreign firms and
from research institutions and institutions of
higher education. Strictly speaking, this
does not need to wait for privatisation to
take place. The Slovenian example shows
how even with delayed privatisation the
beneficial effects of strategic restructuring
can be brought into play. This was
achieved in the Slovenian case by ensuring
that domestic firms were able to link in to
international production networks and
supply chains, for example by integrating
Slovenian supplier companies into
European motor vehicle manufacturing
networks in Germany and Austria.

The region has gone through a period of
technological regress, and transfers of
technology and knowledge are badly
needed. There are signs that FDI inflows
are beginning to pick up, but they are still
well below the levels in the new Member
States at a similar stage of transition. FDI
inflows have been largest in Croatia,
though Serbia is catching up fast.
Countries which attract a greater inflow of
FDI in the future will increase the rate of
technology transfer, with corresponding
implications for the skill mix. Countries
which are able to capture the advantages
of these flows by maximising local spillover
effects will be in an even stronger position.
Policies to promote domestic knowledge
transfer through university–industry
partnership to promote spin-offs should
also be encouraged. A further
policy-relevant aspect is the role of an
educated workforce in increasing the
attractiveness of individual countries to
foreign investors, and in attracting
high-technology FDI. Policies to capture
spillovers will also be needed in order to
maximise the benefits of future FDI inflows.

Entry barriers are being lowered
throughout the region and improvements in
the business environment are reducing
barriers to SME growth. Thus, SME
densities are likely to increase in the future
towards EU levels, and this will be
accompanied by growth of the employment
share. Some SMEs will prosper in
high-growth, high-technology sectors which
will have large demands for skilled labour;
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other SMEs will be located in low-skill
sectors such as retail trade and low-skill
services. Which of these patterns
predominate will depend on whether a
country follows the path of high-skilled,
innovation-intensive transition, with high
levels of FDI that forge backward linkages
to local SMEs with associated spillover
effects, or the alternative low-skill path
based on labour-intensive exports, low
levels of FDI spillovers, and a low level of
integration into the EU economy. There are
essentially two dimensions to the training
and skill requirements for the SME sector.
Firstly, SMEs are likely to need a more
flexible labour force in terms of skills and
adaptability than the old industries,
requiring education and training for generic
transferable skills in place of the current
focus on occupation-specific skills. The
second aspect concerns entrepreneurship
education. With the exception of Croatia,
this is far less widespread in WBA
countries and territories than in the new
Member States, partly because of a lack of
qualified teachers (Zahra, 2005).

Exports from the region are concentrated in
low-skill sectors such as textiles, footwear
and base metals, with some limited exports
of machinery and equipment, especially
from Croatia. Sectors such as textiles will
lose ground to more high-skill-intensive
exports over time, at least in some
countries (e.g. Croatia, Serbia) and as EU
integration progresses. Trade integration
within the region will deepen once
countries enter the Central European Free
Trade Agreement (CEFTA), replacing the
patchwork of bilateral free trade
agreements with a single unified free trade
area.

The WBA countries and territories have
been affected to differing degrees by war
and civil conflict. In war-affected regions
capital assets have been destroyed and
new investment has been deterred by
political uncertainty and risk. Other regions
have prospered, and so the regional
pattern of employment growth has been
highly variable. Lessons can be learnt from
those regions which have been able to use
their innovative potential to boost their local
economies, create jobs and stimulate
economic growth. Further research into the

reasons for local comparative advantages
would provide useful insights into the sorts
of policies that could be effective in
promoting local economic development
throughout the region. Such regional
disparities in labour market outcomes are
likely to persist, and less developed and
declining regions may be left out of the
growth process. New business start-ups
and FDI are likely to be drawn towards the
capital cities and larger urban areas and
towards localities with a greater density of
highly skilled workers. Policymakers should
not rely on market mechanisms to ensure
the diffusion of prosperity to peripheral
regions. But even in the more developed
urban areas, significant skill shortages are
likely to arise in the absence of
improvements in the provision of
educational services, of reform of outdated
education and training curricula, and of
greater attention to adult education and
lifelong learning opportunities for the large
numbers of workers whose skills have
become obsolete as a consequence of a
decade of armed conflict, the transition
process and economic restructuring in the
region.

Overall, several distinct trends in the
development of the demand for skills can
be identified. The share of employment in
both the agricultural and industrial sectors
has fallen (with the limited exception of
industrial employment in Serbia). This has
been as a result of the downsizing of old
industries following restructuring and
privatisation, as well as deindustrialisation
in regions affected by war and conflict.
Correspondingly, the proportion of
employment in service industries has
increased, especially in health services,
business services and community, social
and personal services, while changes in
employment in education services have
been mixed. The overall drift to more
service-oriented economies is likely to
continue with economic growth; the
demand for white-collar workers is likely to
increase, and the demand for blue-collar
workers to fall. The analysis has shown
that there is a mismatch between the
supply and demand for labour, with excess
demand for labour with both low-level and
high-level skills, and an excess supply of
labour with intermediate vocational and
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secondary technical skills. This is in line
with the observation of deindustrialisation
and the growth of the service economy.
The implication is that secondary
vocational education in the region may be
providing pupils with skills that were
specific to technologies and working
practices that are now outdated, pointing
again to the need for improvements in
education and training for generic
transferable skills.

Some countries in the region appear to be
following a path of transition based upon
innovation and improved labour force skills
and a shift towards a greater demand for a
more highly educated workforce. Croatia
and possibly Serbia may follow this path if
they continue to pursue reforms that lead
to improvements in the investment climate
and if they succeed in attracting additional
FDI inflows. In these countries,
technological change is generating an
increased demand for workers with
secondary and university-level education,
indicating a continuing need for increased
public expenditure in the higher education
sector, and its deeper integration into the
European education and research

community. Technological change is
lagging behind in Albania, Bosnia and
Herzegovina, Kosovo and the former
Yugoslav Republic of Macedonia, which
appear to be following an alternative path
of low-skill specialisation. In the case of
Albania, FDI has uniquely been attracted to
the retail and wholesale trade sector, and
low-skill specialisation has been
accompanied by high rates of economic
growth, suggesting that this path is not
necessarily inferior per se. Exports are low
skill and labour intensive. Eventually,
however, a shift to a more high-skill path of
development will be required, and
improvements in education and training
systems will need to be introduced in
anticipation of this change. In Bosnia and
Herzegovina, the former Yugoslav
Republic of Macedonia and Kosovo,
however, the low-skill route appears to be
associated with a low-level equilibrium of
low growth, high unemployment, and
informal work. The route to EU
membership in these countries is likely to
require a significant upgrading of the skill
levels of the workforce and a reorientation
towards the high-skill path of transition
through innovation-led growth.
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2. LABOUR MARKET
ATTACHMENT IN THE
WESTERN BALKANS

Henrik Huitfeldt and
Ekaterina Selezneva

2.1 INTRODUCTION

Since the early 1990s the Western Balkans
have gone through a period of major
transformation. Major differences exist
between the countries and territories in the
region, but in general, the functioning of the
labour market has changed dramatically for
the majority of the people. Jobs in the old
industrialised economy have been
destroyed at a slow but increasing rate,
while job creation, in particular in the form of
regular jobs in the formal sector, has been
sluggish. Employment policy responses
have so far been weak and non-inclusive.
An increasing number of individuals are
being left outside the regular labour market.

This paper takes an individual supply-side
perspective and argues that the labour
market situation in the Western Balkans is

far more complex than the picture
presented by standard labour market
indicators on employment and
unemployment. In doing this, labour market
attachment (of different levels) is
introduced as a concept to describe labour
markets in the Western Balkans more
accurately. Labour market attachment can
be interpreted as the degree of integration
into the regular labour market; that is, how
often an individual has a regular job and
what the quality of the jobs is.

This is related to on-going discussions and
concepts used by the World Bank, ‘good
jobs and bad jobs’ (Bourguignon, 2005), and
the ILO, ‘decent work’ (ILO, 1999)1. While
Bourguignon (2005) focuses the discussion
on the quality of jobs on incomes and to
some extent access to social protection, and
the ILO also concentrates on rights and
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working conditions, this paper will stress
irregular access to good (or decent)
employment as an additional important
factor in understanding the functioning of the
labour markets (and the quality of
employment) in the Western Balkans.
Detailed micro-level data from some
countries in the region is used to show
labour market performance for individuals
along three major dimensions:

1. distribution of individuals between
different labour market statuses;

2. the stability of labour market statuses;
3. sequences of labour market statuses.

The following section presents a discussion
of the relevance for the Western Balkans of
an influential new concept in the
development of employment policy,
transitional labour markets. Section 2.3
presents the basic labour market indicators
for Western Balkan countries and territories.
Section 2.4 discusses the set of typical
labour market statuses present in the
Western Balkans, and Section 2.5 presents
the data used for the analysis. In Section 2.6
an extended set of labour market statuses is
analysed, and their respective stability
discussed. Section 2.7 identifies a set of
typical labour market careers (or sequences
of labour market statuses for individuals)
and discusses labour market attachment for
different groups of individuals. In the
concluding section employment policy
challenges for the countries and territories in
the Western Balkans are discussed.

2.2 TRANSITIONAL LABOUR
MARKETS AND THE WESTERN
BALKANS

The emerging literature on transitional
labour markets (note that this concept
should not be confused with the transition
that has taken place in Central and Eastern
Europe) is an illustrative starting point for a
discussion on the functioning of the labour
market and the role of employment policy
(see Schmid, 2002 and 2006; Schmid and
Schömann, 2004; Schömann and Schmid,
2003 for a more exhaustive discussion on
the concept of transitional labour markets).
Schmid (2002) discusses the end of the
standard employment relationship and the

fact that jobs in the future ‘are likely to
involve more self-determination and
competition, to be more fluid in terms of the
nature and the scope of the employment
relationship and more project or
team-oriented, to be increasingly integrated
into networks and less into forms and to
entail a variety of different tasks whose very
diversity over the course of the working life
will encourage lifelong learning’.

This new employment model implies the
presence of a broader set of employment
and labour market statuses, such as
temporary employment, part-time
employment, periods of further education
and training during the working life, and
periods of non-participation in the labour
force for other reasons (in contrast to the
traditional labour market statuses of initial
education, employment, unemployment
and permanent non-participation in the
labour force). Furthermore, transitions
between different labour market statuses
are becoming more common. As a result,
the interfaces between the labour market,
education and training, private households
and social security need to be reshaped.

The concept of transitional labour markets
provides for an institutionalisation of
‘employment bridges’ that are intended to
facilitate the transitions between (new)
employment relationships and other labour
market statuses as circumstances change
through life. This may include policies to
facilitate the transition from temporary to
permanent employment, from part-time to
full-time work, career breaks for family
reasons, and lifelong learning. Policies for
transitional labour markets can be seen as
‘social risk-management institutions’ that
encourage individuals to risk transitions
between different labour market statuses or
to combine labour market statuses. The
main conclusion from this literature is that if
employment policies are adapted to the
more flexible labour markets that are
emerging (including addressing major
income risks related to transitions), they can
make a significant contribution to full
employment (in a new sense) with more and
better jobs and a more secure working life.

Inside the EU, new coherent employment
policy approaches have been at the top of
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the policy agenda since the introduction of
the European Employment Strategy in
1997 and the Lisbon Council in 2000. A
new start for the Lisbon strategy was
launched in 2005, refocusing efforts to
achieve broad objectives on growth and
employment. The Joint Employment Report
2005/2006 highlights a set of core
principles for employment policy within the
EU, such as a lifecycle approach to work,
inclusive labour markets and labour market
flexibility combined with employment
security (European Commission, 2006k).

These developments of new policy
approaches in the EU are of great
relevance for countries and territories in the
Western Balkans. However, their economic
and policy contexts differ from those in the
EU in several key areas. In the EU, recent
policy changes have been driven by weak
economic growth, high and persistent
unemployment levels, and a widening gap
between workers with permanent, secure
and good jobs and others (primarily
low-skilled) with a weak attachment to the
labour market leading to labour market
segmentation. The public social welfare
model is still strong in most EU countries.

For the current future Member States and
pre-accession countries, future accession
into the EU also includes integration into EU
economic and social structures. However,
until now the transition processes have to a
large extent been proceeding in a different
direction. Old industrialised labour market
structures have been dismantled, but have
not yet been replaced through the creation
of new dynamic and inclusive labour
markets. Few good and stable jobs have
been created. Furthermore, it is likely that
these unorganised labour markets might be
the standard labour market model for the
foreseeable future. It could be said that in
many of these countries the labour markets
have become more ‘transitional’ in nature
(following the concept of transitional labour
markets) than labour markets in the EU.
A large proportion of labour market
participants are moving between different
forms of employment, unemployment and
non-participation and a low number have a
secure place in the labour market. It follows
that it is essential to discuss an employment

policy that is adjusted to the situation
prevailing in the region today (see
Chapter 4).

2.3 BASIC LABOUR MARKET
INDICATORS IN THE
WESTERN BALKANS

Most countries and territories in the
Western Balkans have regular labour force
surveys (LFSs), with the exception of
Albania. Based on results from these LFSs,
basic labour market indicators such as
activity rates, employment rates and
unemployment rates can be calculated. For
this paper, detailed data from LFSs has
been collected by key demographic
variables (gender, age and educational
attainment). In this section basic trends
and comparisons between countries are
discussed, based on data from LFSs (more
detailed data can be found in
Annexes 2–4).

The strength of data from LFSs is that they
use similar definitions across countries,
and are comparable between countries.
However, some caution in interpreting
these data is necessary. Firstly, there are
particular difficulties in defining what should
be considered as employment, since small
changes in the definition (or how questions
are asked) can change results significantly.
Secondly, in a volatile labour market with
many occasional jobs, information based
on a reference week (as used in the LFSs)
fails to take into account the dynamics that
occur outside the reference week. Thirdly,
until now the LFSs in the Western Balkans
have in the best cases being carried out on
an annual basis. However, the time of the
year at which the survey was carried out
has often varied between countries and
from year to year in the same country. This
makes the survey results sensitive to
seasonal effects, particularly in countries
and territories with a large agricultural
sector.

In Figure 2.1, employment, unemployment
and inactivity are presented in terms of
their share of the working-age population
(15–64 years) for the countries and
territories of the region. With the exception
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of Albania the results are similar, with low
shares of employment and high shares of
unemployment and inactivity. In Albania a
higher employment rate is recorded as a
result of the importance of agriculture for
employment. In the other countries and
territories, the employment rate is less than
50% (except in Croatia), and is much lower
than in all old and new EU Member States

(including Bulgaria and Romania). The
share of unemployment, but also the share
of inactivity, is very high. The
unemployment rate exceeds 20%
everywhere except Albania.

As Figure 2.2 shows, the employment rate
for men is approximately 15 to 25
percentage points higher for men than for
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women across the countries and territories.
This is similar to the difference in the EU.
The difference is somewhat greater in
Albania, and is especially so in Bosnia and
Herzegovina. The employment rate is very
low for the population aged 15–24 in most
countries and territories (see Annex 11).
However, the employment rate is also low

for older age groups, reflecting a difficult
labour market situation for all age groups.

As Figure 2.3 shows, the employment rate
differs significantly between different
educational categories in all countries and
territories. Only in Albania does the
employment rate for individuals with
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primary education equal that for individuals
with secondary education, reflecting the
role of agriculture in providing employment
for people with lower levels of education.
This indicates that education is an
important factor in the labour market.
However, the differences are less
significant for the unemployment rate
(Figure 2.4). In particular, unemployment is
as frequent for individuals with primary
education as for individuals with secondary
education. As discussed above, (open)
unemployment is not a good measure of
(problematic) labour market performance in
the Western Balkans, because many
people do not have any other option than to
accept low-quality employment, often
informal, to make ends meet. As a result,
labour market performance as measured
by the unemployment rate for people with
lower levels of education may significantly
underestimate labour market distress for
these groups. The gap between the
employment rates for men and women is
much higher for individuals with only
primary education (see Annex 11). For
individuals with higher education the
gender difference is small, and is in fact
negative for the former Yugoslav Republic
of Macedonia and Montenegro.

2.4 LABOUR MARKET AND
EMPLOYMENT STATUSES IN
THE WESTERN BALKANS

The rapid changes over the past decade in
the Western Balkans have led to the
creation of a new and different set of
‘typical’ employment or labour market
statuses. LFSs and other household
surveys indicate that only a small
proportion of the working-age population
(perhaps less than 20–30%) has a stable,
permanent and formal job in many
countries and territories. However, detailed
and relevant information is missing in many
countries and territories on how the
remainder of the population are managing
their labour market careers in these
precarious conditions.

This paper aims to identifying the typical
labour market behaviours present in the
Western Balkans. It will examine both labour
market statuses recorded in labour force

and household surveys and sequences of
these labour market statuses over time
using panel data. Labour market statuses
vary between countries and territories, but
the most frequent labour market statuses
may include permanent formal employment,
permanent informal employment, occasional
employment (formal or informal), open
unemployment, various forms of inactivity,
and commonly also multi-status. Many
people have developed lifestyles (and/or
survival strategies) with multiple
employment status, and readily switch
between employment and unemployment
and between formal and informal activities
as opportunities become available. As a
result, spells in different labour market
statuses are often short, which makes it
difficult to assess the functioning of the
labour market using standard labour market
indicators such as employment and
unemployment rates.

In the labour market contexts of Western
Balkans, unemployment, regardless of
whether it is defined following the ILO
using LFSs or by using local definitions of
registered unemployed, is not likely to be a
distinct, well-defined labour market status
(and it is not very relevant as a concept, at
least not for targeting labour market policy
measures). The public social safety net is
simply too weak and incomplete (see
Chapter 4), and few can afford not to carry
out some kind of employment in order to
survive. As a result the number of people
unemployed according to the LFSs is likely
to include a large number of people that
were unemployed in the week of the
survey, but not necessarily in the weeks (or
months) before or after the survey.
Furthermore, in most countries and
territories of the region, many individuals
not formally employed have strong
incentives to register as unemployed in
order to gain access to health insurance
and other benefits linked to registration
(see Chapter 4). This heavily inflates the
number of people registered as
unemployed, and as a result, this group
may be very heterogeneous and may not
consist primarily of jobless jobseekers.

In this paper, labour market attachment is
introduced as an alternative concept to
describe the situation in the labour markets
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in Western Balkans. The main hypothesis
and line of thinking is that broadly, there are
at least three distinct groups of individuals
(or different forms of attachment to the
labour market) in the Western Balkans:

1. strong attachment: individuals with
stable, regular and formal employment;

2. no attachment: individuals permanently
inactive (participating in education,
retired, or taking care of a household);

3. weaker attachment: all other individuals
who can be considered to have various
forms of weak(er) attachment to the
labour market.

This last group of individuals may typically
be engaged in short-term employment
activities (often informal), interrupted by
periods of unemployment or inactivity.

Little is known about the characteristics
and needs of the group of individuals with
weaker attachment to the labour market.
Some of these individuals are carrying out
activities that are irregular in nature, in
terms of the number of different activities,
working hours and income. Some others
are involved in seasonal activities. Others
have regular long-term jobs in the informal
economy, but the reasons that the jobs are
not formalised may differ. Many informal
jobs may not be productive enough to
become formalised. Many people are
discouraged from looking for regular and
formal jobs, and remain for long periods
without a job that has any future prospects.
In addition, not all individuals with
permanent formal jobs have a secure job
with prospects. Sometimes they cling on to
jobs in old enterprises that will not last as
economic reform moves forward.

2.5 THE LIVING STANDARDS
MEASUREMENT STUDY
DATA IN ALBANIA, BOSNIA
AND HERZEGOVINA AND
SERBIA

The data used for empirical analysis in this
study are from the Living Standard
Measurement Study surveys (LSMS) for
three countries: Albania, Bosnia and

Herzegovina and Serbia. The LSMS data
are a unique source of information on the
functioning of the labour market in specific
Western Balkan countries as they contain
detailed longitudinal information on
individuals. The data collected allow
welfare measurement and analysis
covering such topics as demographic
information, consumption, education,
housing, migration, credit, social
assistance, health, non-agricultural and
agricultural activities and a rather extensive
labour market module that helps to assess
employment status, multiple job holdings
and formality/informality of the job.

The Albanian Panel Survey was carried out
annually from 2002 to 2005 (although only
2002–04 is currently available for analysis).
The Bosnia and Herzegovina Household
Survey Panel Series (HSPS), ‘Living in
Bosnia and Herzegovina’, was carried out
annually from 2001 to 2004. In Serbia an
LSMS survey with some panel features
was carried out in 2002 and 2003. There
follows a description of some of the main
details of these three surveys.

Albania
2

The Albanian Panel Survey is undertaken
by the Albanian Institute of Statistics
(INSTAT), with technical assistance from
the World Bank. The first survey was
based on the World Bank Living Standards
Measurement Study methodology and
was conducted in 2002. It consisted of a
representative sample of Albanian
households and individuals at national and
regional level. The LSMS sample included
3,600 households, and the data were
collected in April–July of 2002. Subsequent
waves of the Albanian Panel Survey were
created by re-interviewing approximately
half of the original households in 2003
(wave 2) and 2004 (wave 3). Finally, the
longitudinal survey dataset available for
investigation includes information on
around 1,780 interviewed households
(around 7,500 individuals, around 5,500 of
whom are aged 15 or older). Waves 2
and 3 are representative at national level
and in terms of urban and rural areas,
though not at regional level.
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Bosnia and Herzegovina
3

The ‘Living in Bosnia and Herzegovina’
HSPS is based on the LSMS that was
carried out in 2001 by the World Bank, the
United Nations Development Programme
(UNDP) and the various statistical institutes
of Bosnia and Herzegovina. This first wave
of the survey contained a sample of around
5,400 households (2,400 in Republika
Srpska and 3,000 in the Federation of
Bosnia and Herzegovina). Interviews were
carried out in September–November of
2001. In the second wave, around half of
the LSMS respondents were re-interviewed
in September–October 2002. The same
households (individuals) were interviewed
again in September–October 2003 (wave 3)
and November–December 2004 (wave 4).
The longitudinal dataset contains slightly
less than 2,900 households (around 1,300
for Republika Srpska and around 1,600 for
the Federation of Bosnia and Herzegovina),
covering around 7,300 individuals aged 15
or older. The sample created is
representative at country and entity level.

Serbia

The LSMS started in May–June 2002 with
the participation of the Serbian Ministry for
Social Affairs and a group of statistical and
research institutions. The questionnaire
design combines basic principles of the
World Bank’s LSMS and some elements of
standard Household Budget Survey. The
survey covers a sample of permanent
residents of Serbia, without the population
of Kosovo. The first wave covers around
6,500 households (plus 500 households
participating in government social
programmes), around 20,000 individuals in
total. Slightly less than half the households

were re-interviewed in 2003, giving around
7,600 individuals in the final panel dataset
(around 6,000 of them older than 15). The
survey was designed to be representative
for six macro regions, and for urban and
rural areas within each region.

Some additional variables necessary for
the analysis were constructed in the
datasets. Information on educational
attainment was aggregated into three main
categories to resemble ISCED 1997
classification more closely: primary
education, secondary education and higher
education4. For most parts of the analysis,
the highest educational level attained over
the different waves was used.

Following standard ILO recommendations,
three broad labour market statuses are
defined: employment, unemployment and
out of the labour force.

1. Individuals in the age range 15–64 years
are defined as ‘employed’ if they answer
that they carried out some form of work
during the past seven days5, or if they
have a job to go back to (even if they did
not work during the past seven days).

2. Individuals are considered to be
‘unemployed’ if they are not classified
as ‘employed’ and answer ‘yes’ to both
of the following questions: ‘During the
past four weeks, have you tried in any
way to find a job or start your own
business?’ and ‘If you were offered a
job, are you ready to start working
within the next two weeks?’
Unfortunately it is impossible to define
individuals as unemployed in wave 3 of
Bosnia and Herzegovina survey,
because the answers for the necessary
questions are missing.
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3 The data can be downloaded from the websites of the respective statistics institutes. In Bosnia and
Herzegovina: Agency of Statistics of Bosnia and Herzegovina (www.bhas.ba); Federal Office of Statistics of
the Federation of Bosnia and Herzegovina (http://www.fzs.ba/download_eng.htm); Institute of Statistics of
Republika Srpska (www.rzs.rs.ba).

4 (i) Primary education (Albania: ‘eight-year school’; Bosnia and Herzegovina: ‘primary’; Serbia: ‘no schooling’
and ‘elementary school’); (ii) Secondary education (Albania: ‘secondary general’, ‘vocational two years’,
‘vocational four/five years’; Bosnia and Herzegovina: ‘secondary general’, ‘secondary technical, four years’,
‘secondary vocational, three years’; Serbia: ‘vocational, one–two years’, ‘secondary, three years’, ‘secondary,
four years’, ‘secondary general, gymnasium’); (iii) Higher education (which pools together tertiary and
post-secondary levels: ‘university’, ‘post-graduate’, and for Albania: fifth year of vocational training if
respondent is young; Bosnia and Herzegovina: ‘junior college’; Serbia: ‘post-secondary’).

5 The definition of employment may be sensitive to the way in which the question is asked, given that many
individuals may be carrying out activities on the borderline of what could be considered work. This has been
treated differently in the three countries. In Albania in particular a series of detailed questions were asked to
the respondents to ensure that all forms of work were included.



3. All the other individuals are considered
to be ‘out of the labour force’.

In order to represent more accurately the
various forms of labour market status that
exist in the Western Balkans, these three
broad labour market statuses have been
divided into nine more detailed employment
and labour market statuses:

1. informal non-agricultural wage
employment;

2. informal non-agricultural
self-employment;

3. agricultural employment (whether formal
or informal);

4. formal non-agricultural employment;
5. unemployment (following the standard

ILO definition);
6. in education;
7. in retirement;
8. taking care of the household;
9. others.

There are several types of activity that could
be considered as being informal, and the
frontiers between formality and informality
are not rigidly fixed. An ILO resolution
concerning statistics of informal
employment, adopted by the 15th
International Conference of Labour
Statisticians in January 1993, established a
widely used ‘basic definition’ of job
informality (ILO, 2000). Workers are
considered to be informally employed if
either (i) they are self-employed and units
engaged in the production of goods or
services are not separated legally from the
households or household members owning
them (productive activities are hardly
distinguished from other activities of their
owners), or (ii) the enterprises at which they
work are informal (non-registration of the
enterprise or its employees). However, it is
recommended that this definition is modified
according to national circumstances, such

as tax and social security laws, and
professional groups’ regulatory acts (for
example, whether to take into consideration
all or just non-registered own-account
enterprises; size of the productive unit, etc.).

For the purpose of this paper it is not an aim
in itself to define the size of informal
employment. Rather, the intention is to
categorise individuals into groups that are
behaving in a similar way, which will promote
a better understanding of the functioning of
the labour markets in the Western Balkans.
The basic definition that can be used to
define ‘informally’ employed individuals is
whether they are ‘working without being
entitled to health and/or pension insurance’
(the access to these benefits for an
employee is also usually considered to be a
feature of registered firms). However, this
definition might be sensitive to
misclassification, and to changes that are not
related to the labour market situation. For
example, an individual can be carrying out
the same job, but be defined as formally
employed in one wave and informally
employed in another wave. In recent studies,
using similar sets of data, different extended
definitions of informal employment have been
used by the ETF (2006c and 2006b) and the
World Bank (2002 and 2004c) using
information on where the job is carried out,
whether the firm is registered, and whether a
person is self-employed or unpaid.

In this paper two different labour market
statuses related to informal employment
are used: informal non-agricultural wage
employment and informal non-agricultural
self-employment6. The Serbian dataset
does not allow for a distinction to be made
between these two categories of informal
employment, and results are presented for
overall informal employment. Employment
in agriculture is defined using the economic
activity code (NACE) for agriculture7, and
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6 Informal wage employment is defined as a lack of access to social security benefits in Albania, and no access to
health or/and pension insurance in Bosnia and Herzegovina. Informal self-employment is defined as those with
a major occupational group larger than four, and at the same time, as self-employed or unpaid workers in
Albania, or owner/co-owner of a ‘small business’, entrepreneur in a free profession, unpaid supporting family
member or activity related to the sale of agricultural products or providing services in Bosnia and Herzegovina.

7 As the economic activity codes are missing for the first wave of the Albanian Panel Survey, it was necessary
to use the occupational codes (ISCO-1988) for this wave. However, this should not make any difference
given the very high level of overlap between the occupational and economic activity codes related to
agriculture. The following occupational codes were considered as coding agriculture workers: 611 market
gardeners and crop growers; 612 market-oriented animal producers and related workers;
613 market-oriented crop and animal producers; 621 subsistent agricultural and fishery workers; and
921 agricultural, fishery and related labourers.



all other employed individuals are classified
as formally non-agricultural employed.

Unemployment is defined as above. The
categories ‘in education’, ‘retirement’ and
‘household work’ are defined based on the
self-reporting of inactive individuals on the
reason for inactivity, and on the basis that
the individual under consideration is not
classified as ‘unemployed’ or ‘employed’8.
All other individuals not classified in any of
these eight categories described above are
classified as ‘others’. This is an interesting
and fairly large group (see below) that
could to a large extent include discouraged
workers not fulfilling the job search criterion
to be defined as unemployed (as well as
invalids, criminals and other marginal
groups).

2.6 LABOUR MARKET
STATUSES AND DYNAMICS IN
THE LABOUR MARKET IN
ALBANIA, BOSNIA AND
HERZEGOVINA AND SERBIA

Distribution of labour market statuses

The basic labour market statuses
(employment, unemployment and inactivity)
discussed above are important for an
international comparison of labour market
performance. However, they do not provide
a very clear picture of the labour market
situation within the countries and territories
of the Western Balkans and they are
difficult to use for policymaking. In order to
enhance understanding of the functioning
of the labour market in the region, the basic
labour market statuses have been divided
into sub-categories. Employment has been
divided into four categories
(non-agricultural formal employment,
non-agricultural informal wage
employment, non-agricultural informal
self-employment, and agricultural
employment) and inactivity into four
different categories (in education,
retirement, household work, and others)
(see Section 2.4 for the definitions of these
labour market statuses in the three
countries).

In Figure 2.5 the distribution of this
extended list of labour market statuses is
presented for Albania, Bosnia and
Herzegovina and Serbia. In comparison
with the basic labour market indicators (as
in Figure 2.1), the difference between the
three countries is much greater. Formal
employment is more prevalent in Serbia,
followed by Bosnia and Herzegovina. In
Albania, formal employment makes up only
15% of the working-age population.
Unemployment is higher in Bosnia and
Herzegovina. Agriculture and informal
employment are more significant in
Albania. Household work is more
significant in Bosnia and Herzegovina, and
‘others’ is a substantial group in all three
countries, particularly Albania.

In Figures 1–8 in Annex 2, the share of the
population for each labour market status is
presented by sex, educational attainment
and age using data from the most recent
wave available of the survey in Albania,
Bosnia and Herzegovina and Serbia.
These figures provide a more complete
picture of the labour market situation at a
given point in time than specific indicators
such as unemployment and employment
rates. However, they do not contain any
information on the stability of the different
labour market statuses, nor on mobility
between labour market statuses. This is an
issue that will be examined in greater detail
later in this section.

In Albania there are substantial differences
between the labour market statuses of men
and women. A smaller proportion of
women are formally and informally
employed. Instead, women are to a large
extent occupied with work in agriculture or
in the household, or are in the group
‘others’. It is likely that these statuses are
fairly similar and that the distinction is
vague. Men, on the other hand, are to a
large extent working in the formal and
informal non-agricultural sectors (and also
in agriculture). Informal employment (both
wage and self-employment) is more
common for prime-aged men and women
and therefore does not seem to be a way
of entering the labour market.

60

LABOUR MARKETS IN THE WESTERN BALKANS

8 Given that it is not possible to apply the standard ILO definition of unemployment in the third wave of the
Bosnia and Herzegovina survey, no distinction can be drawn between ‘unemployed’ and ‘others’, and
therefore only eight labour market statuses can be identified for inter-wave comparison.



Unemployment using the ILO definition is
low, and declines with age. On the other
hand, the category ‘others’ is much larger
and resembles what might be expected for
unemployment, being very high for young
people and declining by age.

In Bosnia and Herzegovina a large
proportion of women are outside the labour
market. Both formal and informal
employment are much more frequent for
men. However, formal employment as a
share of total employment is similar, at
around 40%, for both men and women.
Unemployment is high for both men and
women, and declines with age. On the
other hand, and in contrast to Albania, in
Bosnia and Herzegovina the share of the
group ‘others’ is similar for men and
women and for different age groups.
Moreover, the share of informal
employment is fairly constant over all age
groups at around 15%. The two (major)
entities in Bosnia and Herzegovina have a
fairly similar distribution of labour market
statuses.

In Serbia formal non-agricultural
employment is almost as important for
women as for men. On the other hand,
informal employment and agriculture are
more common for men, while some women
are involved in household work. Serbia
differs from Albania and Bosnia and
Herzegovina in that informal employment is
higher for young age groups and may be a
way of entering the labour market. It should
be noted that there are only eight
categories for Serbia, as the data did not
allow a distinction to be drawn between
informal non-agricultural wage employment
and self-employment. ‘Unemployment’ and
‘others’ follow similar patterns, and are
higher for young age groups.

The distribution of labour market statuses by
three broad educational categories follows a
similar pattern in Albania, Bosnia and
Herzegovina and Serbia9. In particular, the
share of formal non-agricultural employment
is very different for the three educational
categories, being very low for primary
education and also to some extent for
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9 Note that educational attainment is changing over the different age groups and that the total size of the
different age groups can vary significantly. For example, the share of primary education is much lower for
young age groups than for old age groups.



secondary education in all three countries.
However, the share of informal employment
does not differ much between the different
categories. Instead, agriculture and the
various labour market statuses that are
outside the labour force are more significant
for people with lower levels of educational
attainment. Open unemployment does not
exhibit a clear trend for the different
educational categories (while being
somewhat more prevalent for individuals with
secondary education). The large proportion
of young people with less than tertiary
education in the category ‘others’ is striking,
and is a strong indication that joblessness for
young people goes far beyond
unemployment as defined in the LFS.

Transitions between labour market

statuses

The panel data for Albania, Bosnia and
Herzegovina and Serbia provide information
on the labour market status of individuals in
several consecutive years. A comparison of
labour market activity for individuals on each
different occasion creates a picture of the

stability of various labour market statuses
and transitions between them10.

Figures 2.6–2.8 show the most significant
labour market flows between the nine
different labour market statuses for the
most recent year available for the three
countries (tables with all labour market
flows are displayed in Annex 3).

The total number of recorded flows between
labour market statuses is similar in Albania,
Bosnia and Herzegovina and Serbia. In
Albania, 33% of the working-age population
changed labour market status between
2003 and 2004. In Bosnia and Herzegovina
43% changed status between 2001 and
2002, and in Serbia the figure was 37%
between 2002 and 2003. This indicates
relatively high mobility in the labour market
in all three countries. However, the types of
flow differ significantly in the three countries.
In Albania most labour market flows take
place between agriculture, ‘others’ and
household work. These recorded flows are
unlikely to indicate a major change in labour
market activity. Flows that are more
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Figure 2.6: Labour market flows in Albania between 2003 and 2004

Source: Own calculations from the Albanian Panel Survey.

Notes: The number in each box indicates the proportion of the total working-age population aged 15–64 who

have a particular labour market status. The number in parentheses is the proportion of the individuals in a labour

market state in 2003 who stayed in that state in 2004. The different arrows indicate flows between the labour

market states. The large arrows indicate flows of more than 1.5% of the total working-age population, the

medium-sized arrows indicate flows of 1.0–1.5% of the working-age population, and the small arrows indicate

flows of 0.6–0.9 of the working-age population.

10 Note, however, that the information on labour market status that is recorded for individuals refers only to a
specific reference week in each year, and that no information is available on what the individual was doing
outside these reference weeks.



significant for the functioning of the labour
market are small. In Bosnia and
Herzegovina too, most of the large flows
take place outside employment, with the
exception of flows between informal and

formal non-agricultural employment. In
Serbia, on the other hand, most recorded
labour market flows take place between
different forms of employment,
unemployment and ‘others’.
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Figure 2.7: Labour market flows in Bosnia and Herzegovina between 2001 and 2002

Source: Own calculations from the Bosnia and Herzegovina HSPS.

Notes: The number in each box indicates the proportion of the total working-age population aged 15–64 who

have a particular labour market status. The number in parentheses is the proportion of the individuals in a labour
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market states. The large arrows indicate flows of more than 1.5% of the total working-age population, the

medium-sized arrows indicate flows of 1.0–1.5% of the working-age population, and the small arrows indicate

flows of 0.6–0.9 of the working-age population.

IE
8.7%

(34.3 %)

AGR
13.1%
(61.1%)

FE
37.4%
(76.7%)

U
5.1%
(24.8%)

ED
11.5%
(70.6%)

HW
6.6%
(57.4%)

OTH
7.6%
(29.7%)

RET
9.9%
(68.2%)

Figure 2.8: Labour market flows in Serbia between 2002 and 2003

Source: Own calculations from the Serbian LSMS.

Notes: The number in each box indicates the proportion of the total working-age population aged 15–64 who

have a particular labour market status. The number in parentheses is the proportion of the individuals in a labour

market state in 2002 who stayed in that state in 2003. The different arrows indicate flows between the labour

market states. The large arrows indicate flows of more than 1.5% of the total working-age population, the

medium-sized arrows indicate flows of 1.0–1.5% of the working-age population, and the small arrows indicate

flows of 0.6–0.9 of the working-age population.



Using LFS data from 2004 and 2005 in
Serbia, together with a much broader
definition of informal employment11, the
World Bank (2006c) reports significantly
smaller flows between informal and formal
employment. They report that 65.7% of
those employed informally in 2004 were
still employed informally in 2005, compared
with the figure of 34.3% between 2002 and
2003 reported in this study. This indicates
that large differences may exist between
different groups and individuals involved in
informal employment.

The most stable labour market statuses are
retirement, formal non-agricultural
employment and in Albania, agricultural
employment. The categories ‘informal
non-agricultural employment’,
‘unemployment’ and the ‘others’ are much
less stable (in Bosnia and Herzegovina this
also includes agricultural employment).
Around half of those employed informally
changed status between the different
years, and ‘unemployment’ and ‘others’
(except in Albania) are even more transient
in nature. These unstable labour market
statuses represent around 40% of the
working-age population in Bosnia and
Herzegovina, 25% in Albania, and 20% in
Serbia. Thus, the high level of labour
mobility is not an indication of a functioning
labour market. Instead, the main reason for
the high level of labour mobility is likely to
be the scale and pervasiveness of
precarious labour markets.

Fairly large flows (of approximately equal
absolute size in both directions) are
recorded between informal and formal
employment12. More than a quarter of all
those employed informally had a formal job
one year later in Bosnia and Herzegovina
and Serbia; this number is lower in Albania,
where the formal labour market is smaller.
The transition from education to work
appears to be very difficult. Only around
7% of school-leavers13 in both Albania and
Bosnia and Herzegovina had found a
formal job in the first year after graduation.
In Serbia the situation is significantly better,
and almost 30% of school-leavers had a
job one year after graduation. However,

this is still a low number. The majority of
school-leavers are either unemployed or
are classed as ‘others’, or in Albania are
working in agriculture. In Serbia and
Bosnia and Herzegovina informal
employment also seems to be an important
labour market status in the first year after
graduation. As noted above, the categories
of ‘unemployed’ and ‘others’ exhibit
remarkably similar patterns in all three
countries.

2.7 ATTACHMENT TO THE
LABOUR MARKET IN THE
WESTERN BALKANS:
EXAMPLES FROM ALBANIA
AND BOSNIA AND
HERZEGOVINA

In Section 2.6, labour market
developments are analysed using a
detailed set of labour market statuses. In
particular, there is an examination of the
distribution of individuals between these
labour market statuses and the stability of
episodes in the different labour market
statuses. Given the high level of instability
of several of the labour market statuses, an
analysis using sequences of labour market
statuses as a proxy for labour market
careers could help to describe the labour
market performance of individuals.

Balanced panels of data have been
constructed for Albania and Bosnia and
Herzegovina in order to ensure that there
are no gaps in labour market statuses for
each individual under consideration. The
panel for Bosnia and Herzegovina consists
of 4,824 individual four-year sequences of
labour market statuses and the Albanian
one includes 4,323 three-year sequences.
It should be noted, however, that the yearly
nature of the data and the short time
periods covered are only a proxy for labour
market careers and do not allow a
discussion of the labour market behaviour
of individuals in detail. Instead, it is
suggested that a short sequence of labour
market statuses may illustrate the level of
attachment that an individual has to the
labour market.
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11 Including all workers in enterprises with less than ten employees and including agricultural employment.

12 This might indicate some problems with misclassification given the definition of informal employment.

13 Defined as persons in education in 2003, but not in education in 2004.



Based on the nine categories of labour
status defined and discussed in
Sections 2.4 and 2.614, six groups
consisting of different patterns of
sequences of labour status with different
degrees of labour market attachment have
been identified (see Table 2.1). This was
achieved using a technique called optimal
matching as the first step, before the
application of standard techniques for
cluster analysis.

The optimal matching technique is
commonly used as the first step of analysis
in a situation in which the objective is to
identify patterns in the sequences (and as
a second step in order to subdivide the
sample into different groups of sequences
with similar patterns). Optimal matching
considers a sequence of events as a
whole, taking into consideration not only
the specific events but also the order in

which the events happened. In this paper,
optimal matching was applied by
calculating the ‘distance’ between
individual sequences using information on
the size of flows between the nine different
labour market statuses (using the transition
matrices in Annex 4)15.

The proportion of individuals who have
strong labour market attachment, that is,
individuals with stable sequences of
non-agricultural employment (formal or
informal), is small in both Albania and
Bosnia and Herzegovina, at 20.2% and
26.1% respectively. In Albania, stable
sequences of agriculture are significant,
representing almost 30% of the
working-age population. The proportion of
individuals with unstable sequences (with
many changes in labour market status),
including primarily employment (some
attachment) or no employment at all (weak
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Table 2.1: Groups of labour market attachment for Albania and Bosnia and

Herzegovina

N
Degree of

attachment

Definition of

the group

Bosnia and

Herzegovina
Albania

Frequency % Frequency %

1 Strong
attachment

Stable sequences
including primarily
employment
(formal or informal)

1,242 26.13 873 20.28

2 Some
attachment

Unstable sequences
including primarily
employment
(formal or informal)

789 16.61 340 7.90

3 Weak
attachment

Unstable sequences
not including any or
only insignificant
employment

697 14.66 275 6.38

4 Education Mainly in education 369 7.77 284 6.59

5 Agriculture
Stable sequences
including primarily
agricultural work

182 3.82 1,226 28.46

6 No attachment

Stable sequences
not including any
or only insignificant
employment

1,474 31.00 1,309 30.39

14 (i) Formal non-agricultural employment; (ii) Informal non-agricultural wage employment; (iii) Informal
non-agricultural self-employment; (iv) Agricultural employment (whether formal or informal); (v)
Unemployment (following the standard ILO definition); (vi) In education; (vii) Retired; (viii) Taking care of
household; and (ix) Others. Note that in the third wave of Bosnia and Herzegovina HSPS, the module of the
questions defining unemployment is missing and as a result it is not possible to distinguish between the
categories of ‘unemployed’ and ‘others’. In these cases, individuals have been classified as either
‘unemployed’ or ‘others’ using information from neighbouring years.

15 See for example Abbott (1995), Anyadike-Danes and McVicar (2005), and Brzinsky-Fay et al. (2006) for
further reading on application of the optimal matching technique.



attachment) is high. In Bosnia and
Herzegovina more than 30% of the
working-age population is classified in one
of these two categories. The proportion of
individuals with no attachment to the labour
market is very large, reaching more than
30% of the working-age population in both
countries.

Figure 2.9 shows number of males in the
different labour market attachment groups
in Albania and Bosnia and Herzegovina.
Men are in the majority in the groups with
strong attachment and some attachment,
which indicates that women are prevalent
in the group with no attachment.

There follows a description of the various
labour market attachment groups. More
details of the different groups are
presented in Annex 4.

The group with strong attachment includes
individuals with stable sequences, primarily
employment, both formal and informal
(which can in turn be, wage or
self-employment)16. This is assumed to be
the standard or desired labour market
situation for individuals who want to
participate in the labour market. However,
in the countries and territories of the
Western Balkans it will also include a group
of individuals who have formal jobs in the
old sector, but whose jobs do not have a
future prospect.

The group with some attachment consists
of individuals who have sequences
including employment (formal or informal)
in some of the years, without having a
stable labour market position. They have
some attachment to the labour market, but
this is demonstrated only through either
through short-term formal employment or
employment activities outside the formal
economy, with mobility often into and out of
the ‘unemployed’ or ‘others’ categories.
The individuals in this group are younger
than individuals with strong attachment,
which indicates the difficulties of entering
the labour market. Individuals in this group
are very mobile and have on average 2.4
different labour market status episodes in
Albania (over the three yearly
observations) and 2.8 in Bosnia and
Herzegovina (over the four yearly
observations). That is, a large proportion of
this group are moving between different
labour market statuses in every year.

The group with weak attachment consists
of individuals who may have some very
short spells of formal or informal
employment, sometimes in agriculture, but
who mainly balance on the edge of the
labour market (recording transitions
between household work, unemployment
and ‘others’). This group also includes
individuals leaving the labour market for
retirement. A large proportion of this group
are moving between different labour
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Figure 2.9: Percentage of males in labour market attachment groups

16 The group is more homogenous in the case of Albania. In the case of Bosnia and Herzegovina, some very
short and occasional spells of ‘non-employment’ options are also recorded.



market statuses in every year. In Bosnia
and Herzegovina the individuals in this
group are young, indicating that for many
the entry into the labour market includes
little employment.

The education group consists of individuals
who have not yet, or have only recently, left
the education system. In general, little or
nothing is known about their individual
labour market outcomes.

The agriculture group consists mainly of
individuals with stable sequences of
agricultural work. In the case of Albania, as
shown in Section 2.5, the mobility between
agricultural and household work is fairly
high and the distinction between these two
categories might not be so sharp. As one
might assume, this is the least educated
group. Inter-country differences in gender
composition can be also observed (a
prevalence of males in this group for
Bosnia and Herzegovina, and the opposite
situation for Albania).

The group with no attachment consists of
individuals who are outside the labour
market for the long term, being retired,
performing household work or falling into
the ‘others’ group. Some of them only
occasionally perform some employment or
are searching for a job. The individuals in
this group also have some mobility, with an
average of 1.86 different episodes of
labour market status in Albania and 1.93 in

Bosnia and Herzegovina. However, this is
to some extent mobility between similar
labour market statuses (from the
perspective of the individual), such as
unemployment, household work and
‘others’.

A comparison with the individuals
registered at the PESs in Bosnia and
Herzegovina, which is the group currently
primarily targeted for policy measures,
indicates that they are spread over the
different labour market attachment groups.
Some 37% of the individuals registered at
the employment services have weak
attachment to the labour market, 24%
some attachment and 23% no attachment,
while there are even some (7%) who have
strong attachment to the labour market
(primarily in the form of long-term informal
employment).

Effects of education on individual

labour market outcomes

In Figures 2.10 and 2.11 the distribution
among the groups of different education
levels is presented. For both countries, the
importance of education for successful
labour market integration is clearly visible.
However, higher educational attainment is
not a guarantee of strong labour market
attachment: 17.5% of individuals with
higher education in Albania and 22.2% in
Bosnia and Herzegovina have only some
or weak attachment to the labour market.
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On the other hand, a very small proportion
of individuals with only primary education
have strong attachment to the labour
market in both countries (slightly more than
10%). Individuals with secondary education
have very diverse labour market outcomes.
This indicates that policy interventions
could have a particularly significant impact
on this group.

The results presented in this paper show
that education is an important factor for
individual labour market outcomes in the
Western Balkans, in particular for the
chances of having a (good) job or a strong
labour market attachment. However, this is
not evident from data on unemployment as
presented in this study and elsewhere. For
example, World Bank (2006c), using
individual data from the LFSs in Serbia
2005 and 2006, reports that the probability
of leaving unemployment does not differ
significantly between groups of individuals
with different levels of educational
attainment. This illustrates the importance
of a more detailed labour market analysis.

Preliminary findings from an econometric
analysis looking at the effects of different
categories of educational attainment on
individual labour market outcomes support
this conclusion (Huitfeldt and Selezneva,
2007). Three different basic multinomial
equations have been formulated to analyse
the effect of main individual demographic
variables on labour market outcomes using:

1. employment, unemployment and
inactivity;

2. the nine different labour market statuses
defined in Section 2.5;

3. the six labour market attachment groups
defined above.

Two main findings arise from this analysis.
Firstly, the positive role of education is
more accentuated when labour market
activity is divided into nine labour market
statuses and in particular when using
labour market attachment groups. This
supports the hypothesis that the degree of
labour market attachment may provide a
good description of the labour market
performance of individuals in the Western
Balkans (even if the causality is not entirely
clear). Secondly, participation in four-year
secondary vocational education appears to
improve labour market outcomes
compared with shorter secondary
vocational education and secondary
general education.

2.8 CHALLENGES FOR
STRENGTHENING
ATTACHMENT TO THE
LABOUR MARKET

The results discussed in this paper show
that basic indicators on employment and
unemployment do not give a full picture of
the labour market situation in the Western
Balkans. Recorded employment rates in
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the region are lower than those recorded in
the EU. Moreover, the extent of regular
employment (in the form of good or decent
jobs) is much less in the Western Balkans.
Formal employment rates as reported in
this paper range from 14% of the
working-age population in Albania to 24%
in Bosnia and Herzegovina and 37% in
Serbia. In addition, many formal jobs are of
a temporary nature and do not provide
good working conditions (while some
informal jobs are of reasonable quality).

In order to account better for individual
labour market performance, labour market
attachment was introduced as a concept to
represent the degree of integration into the
regular labour market. This reflects how
often an individual has a regular job, and
what the quality of the job is. The starting
point is that broadly speaking there are
three well-defined groups of individuals in
the labour markets in the Western Balkans:

1. individuals with stable, regular and
formal employment, defined here as
having strong attachment to the labour
market;

2. individuals who are permanently
inactive (participating in education,
retired or taking care of a household),
defined as having no attachment to the
labour market;

3. all other individuals, who can be
considered to have various forms of
weaker attachment to the labour
market.

On the basis of the definitions used in this
paper, in Albania and Bosnia and
Herzegovina (for which data are available)
only 20% and 26% respectively of the
working-age population have strong labour
market attachment. This indicates major
labour market distress in these two
countries, which is less evident from
standard labour market analysis. The
groups of individuals classified as having
some or weak attachment to the labour
market represent more than 30% of the
working-age population in Bosnia and
Herzegovina and around 15% in Albania
(excluding the large group of individuals
who are permanently employed in
agriculture). Little is known of the

characteristics and the different needs of
the large group of individuals who have
weaker attachment to the labour market.

Furthermore, results presented in this
paper show some significant differences
between Serbia on the one hand and
Albania and Bosnia and Herzegovina on
the other. These results point in the same
direction as the conclusions drawn in
Chapter 1, that two different paths (or
outcomes) of the transition process can be
observed in the Western Balkans. One is
more organised, following the reform path
of earlier reformers in Central Europe
(albeit slower), and one is less organised,
with a stronger emphasis on low-productive
and low-skill jobs.

The fundamental challenge for the
countries and territories of the Western
Balkans is to revive economic growth that
will be able to create more jobs of good
quality, in order to increase the proportion
of the population who have a strong labour
market attachment.

A second major challenge is to identify and
target suitable (supply-side) policy
interventions for the large and diverse
section of the population who are out of
regular employment. Currently the principal
target group for policy measures are
individuals registered as unemployed at
PESs. However, because of the incentives
to register that exist in Western Balkan
countries and territories, those who are
registered as unemployed have very
diverse levels of labour market attachment,
and may not be the most disadvantaged in
the labour market, nor the most suitable for
policy interventions.

Policy measures for individuals who have
strong labour market attachment (but who
are in employment of a lower quality), for
individuals with some labour market
attachment (who are often performing
some kind of employment, though irregular
in nature and often of low quality), and for
individuals with weak labour market
attachment (who rarely have any
employment) need to be targeted to the
specific needs of the individuals, and must
include a broad range of measures.
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In particular, a comprehensive employment
policy in the Western Balkans needs to
include measures to facilitate the transition
into better employment for the large group
of people who have weaker attachment to
the regular labour market. One major
objective would be to increase
employability for all. A crucial issue is to
broaden access to employment policy
measures and to revise policy measures
that contribute to social exclusion. This
also includes a strengthening of social

safety nets for individuals with weak
attachment to the labour market. Given
tight public budgets, the financing of
employment policy measures creates great
difficulties. Prioritisation and innovation are
important for finding effective and efficient
ways to support employment. Employment
policy measures such as income support
schemes and active labour market
measures need to be carefully targeted
and monitored.
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3. HUMAN CAPITAL
17

AND
EDUCATION REFORMS IN
THE WESTERN BALKANS

Jean-Raymond Masson and
Anastasia Fetsi

3.1 INTRODUCTION

Human capital is recognised internationally
as a key factor for the economic
development of countries and the
improvement of their relative position in the
global knowledge-based economy. There
is a great deal of research and evidence
that investment in human capital is linked
to GDP growth as it has a positive impact
on the competitiveness of the economies
and on innovation. A highly educated and
skilled labour force is more productive, it
can promote and absorb new technologies
and it is more adaptable to economic
structural change (European Commission,
2006j). The discussion of the importance of
human capital for future economic and
social prosperity is particularly vivid within
the OECD countries, but it is also
recognised in dynamic developing

economies such as China and India that
have made huge improvements during
recent years in developing a well-skilled
(and cheap) labour force.

Within the European context, the Lisbon
strategy gives primary importance to human
capital for economic development, and sets
the improvement of education and the
enhancement of the skills of European
populations as primary objectives in the
effort to make Europe a competitive and
dynamic economy. Together with the explicit
considerations for international
competitiveness and growth, an equal
distribution of knowledge and skills in the
population is also underlined in the
European context. This is closely linked to
the importance given to social cohesion (on
an equal footing with economic growth) by
the Lisbon strategy and the underlying
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European social model. Access for all
population groups to education and training
and the creation of opportunities and
incentives to permanently enhance their
education and skills are integral parts of the
lifelong learning concept which underpins
the educational policies in the EU.

The human capital in Western Balkan
countries and territories needs to be
re-examined on the basis of the new
economic realities imposed by a difficult
transition process, and the capacity of
human capital to be a leading factor in
socioeconomic development. The quality of
the labour force in terms of skills and
attitudes to work in the former Yugoslavia
was traditionally considered to be a strong
point for the positive economic
performance of the country, both within the
socialist block and in comparison with other
European countries which are today
members of the EU. The country fed its
internationally competitive industry with
well-skilled labour. Despite regional
disparities (for example between Kosovo
and Croatia or Slovenia), the overall level
of skills and education of the population
was considered good by European
standards (at least until the end of the
1970s). Even after the break-up of
Yugoslavia and the start of the economic
transformation of the states that succeeded
Yugoslavia, the general belief in the
countries was that the quality of the labour
force was a positive factor for the success
of their economic redevelopment (evidence
for this opinion can be found in SWOT
analyses made under regional/local
development EU-funded CARDS
programmes). The question arises: is this
still true, taking into account the present
and future economic and social challenges
of the transition process in the countries
and territories of the region, as well their
future accession to the EU?

This overarching question can be divided
into three areas of consideration.

� Is human capital in the Western Balkans
adequate to facilitate innovation-led
growth (i.e. to create and absorb new
technologies)?

� Is it adaptable enough to facilitate
labour reallocation from less productive
to more productive jobs?

� Are knowledge and skills equally
distributed among the population so as
to promote socially inclusive economic
development?

The purpose of this chapter is to try to give
an answer to these questions, focusing on
both the adult and young populations. It will
also explore the degree to which education
and training reforms18 have actually worked
towards the further development of human
capital.

Section 3.2 below portrays the human
capital in the WBA countries and territories
by focusing on educational attainment
levels (as the best available proxy for
knowledge and skills) of the adult
population and participation patterns of
education for the younger generations,
while taking into consideration the
importance of emigration for possible brain
drain. Section 3.3 provides an assessment
of recent reforms in the field of education
and training, identifying areas of progress
and gaps, and Section 3.4 identifies
challenges for the future education and
training systems in Western Balkans.

3.2 HUMAN CAPITAL IN THE
WESTERN BALKANS

3.2.1 EDUCATIONAL
ATTAINMENT LEVELS AND
SKILLS OF THE ADULT
POPULATION

The actual knowledge and skills of the
population are difficult to measure in the
absence of specialised surveys, and in the
Western Balkans such surveys do not
exist. Educational attainment levels are
used in the international literature as a
proxy for the knowledge and skills of the
population, although it is known that they
do not take into consideration knowledge
and skills that have been developed
informally through work, training and other
experience. Nor do they account for skills
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18 Efforts made to enhance human capital within the framework of employment policies are examined in more
depth in Chapter 4.



depletion in cases of unemployment,
inactivity or work experience that does not
keep up the knowledge and skills acquired
at school. The last point is extremely
important for the Western Balkans, as large
sections of the population have faced long
years of underemployment, hidden or open
unemployment, and involvement in
low-skill, low-value-added subsistence
activities during the ethnic conflicts and
subsequent adverse economic situation.
Nevertheless, an examination of
educational attainment levels can provide
an impression of where the major gaps are.

An analysis of the educational attainment
levels of the population (Table 3.1)
produces the following observations.

Despite important differences across
countries and territories, the percentage of
the population in the Western Balkans
with a low level of education is relatively
high, substantially exceeding the
percentages in the new Member States
(EU-10) in all countries and territories of
the region, and those of the old Member
States (EU-15) in Albania, Bosnia and
Herzegovina, Kosovo and the former
Yugoslav Republic of Macedonia. But
even in countries that have a relatively
small percentage of people with a low
level of education, in-depth analyses of

the actual educational levels of the
population reveal a more serious situation.
For example, according to the ETF
publication ‘Designing adult learning
strategies – the case of South Eastern
Europe’ (Gunny and Viertel, 2006), the
2001 census in Croatia ‘revealed that a
high proportion of its population had not
completed basic schooling (eight years) or
have very low educational attainment
levels: 2.86% had no formal education at
all; 15.76% attended some years of
elementary schooling but did not complete
it; and 21.75% completed only elementary
school’. The fact that a high percentage of
the population have low educational
attainment can become an important
challenge for the further socioeconomic
development of countries and territories.
On the one hand it endangers social
inclusion, as people with low educational
attainment generally become involved in
activities in agriculture and other
precarious subsistence activities in the
informal economy (see Chapter 2 above);
such activities do not permit these
individuals to upgrade their skills and find
better opportunities in the labour market,
and thus they enter a vicious circle of
poverty, low education and skills. On the
other hand it represents a weak point for
the further economic development of the
countries and territories, as a relatively
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Table 3.1: Educational attainment rate of the population aged 25–64

Country or territory Year Low Medium High

Western Balkan countries

Albania 2004 59 32 9

Bosnia and Herzegovina 2004 39 51 10

Croatia 2003 30 54 16

Kosovo 2003 62 37 1

Former Yugoslav Republic of Macedonia 2005 41 45 14

Serbia 2005 30 53 17

Montenegro 2005 22 61 17

European Union

EU-15 (old Member States) 2002 35 43 22

EU-10 (new Member States) 2002 19 66 15

Bulgaria 2005 28 51 21

Romania 2005 27 62 11

Source: Labour Market Reviews, ETF Key Indicators, Eurostat

Note on educational attainment levels: ‘low’ corresponds to completion of primary education at best; ‘medium’

corresponds to completion of secondary education (ISCED level 3); ‘high’ corresponds to completion of tertiary

education (ISCED levels 5 and 6).



high proportion of the population have
limited ability to become involved in
higher-productive economic activities.

With the exception of Albania and Kosovo,
the majority of the population in the
Western Balkans has a medium level of
education that covers mainly (but not fully)
graduates of vocational education (three-
and four-year vocational programmes at
secondary level and one-year
post-secondary vocational programmes19)
designed to prepare them for jobs at level
of qualified worker or technician.
(Graduates of general secondary education
are also included in this category, but their
relative importance is small.) Evidence
from unemployment registers and LFSs
demonstrates that people with medium
levels of qualification have poor labour
market outcomes, occasionally even
poorer than those with low levels of
education; this is partly because people
with low levels of education are more likely
to work in agriculture or other subsistence
activities (which are not desirable from an
economic development point of view, but
do provide a living). The poor labour
market outcomes of people with medium
levels of qualification can be attributed to a
general lack of demand (with the decline in
employment in industry, their main work
destination), but also to the fact that they
are unable to adapt to new economic
trends. Under communism the types of skill
developed by the education system were
narrow, and were designed to equip
workers for specific tasks in the work place,
as determined by central planners. Little
attention was paid to transferable skills as
it was expected that workers would have a
job for life in their chosen industry. Few
people were educated in the skills needed
for a fast-changing market economy
(Cazes and Nesporova, 2003). Lack of
adaptability implies a double-negative
effect: (i) it has an individual cost in terms

of joblessness, and (ii) it risks delaying the
economic restructuring process and
hampering future economic development,
as effective reallocation of resources will
become more difficult and well-qualified
labour will become more scarce. Ad hoc
skill needs surveys of employers20

undertaken by EU-funded CARDS
programmes have already demonstrated
skill gaps in soft skills (communication,
entrepreneurial attitude, team work and
positive attitudes to work) and ICT.
Moreover, although technical or
occupation-specific skill gaps are not yet
apparent because of the current state of
technological and work organisation
environment of firms which are generally
not modernised, these gaps are expected
to become more significant as economic
restructuring proceeds in all countries and
territories of the region (see also Chapter 1
above). In fact, during the field visits for the
ETF labour market reviews in the countries
and territories of the region, discussions
with entrepreneurs in dynamic sectors
(such as telecommunications,
pharmaceuticals, construction and
agro-foods) and in areas of rapid economic
development brought up the issue of the
lack of qualified workers and technicians.

The percentage of the population with a
high level of education is particularly low in
Albania, Bosnia and Herzegovina, Kosovo,
and to a lesser extent the former Yugoslav
Republic of Macedonia, even compared to
the new EU Member States (which typically
have lower percentages than the old
Member States), while Croatia, Montenegro
and Serbia are closer to the overall EU
average. Does this mean that WBA
countries and territories should aspire to
increase the percentage of their population
with higher education? The view is often
expressed that, even if people with high
levels of education have better labour
market outcomes (they have lower
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19 In the former Yugoslav countries and territories there were also two-year vocational programmes which
offered very narrow and basic knowledge, and which for the purposes of this study have been allocated to the
low level of education. According to surveys and population censuses at the beginning of 2000 there was a
small proportion of the population who had this level of education.

20 It needs to be underlined that ad hoc skill needs surveys to employers can provide limited information on skill
demand or skill gaps as they generally reflect employers’ requirements at the moment of the survey. In
countries such as the Western Balkans, which are undergoing deep economic restructuring and where there
is a high degree of uncertainty, it is difficult for employers to foresee their longer-term skill needs. Rather,
these surveys reflect the employers’ satisfaction with the skills available rather than the needs of the
economy to grow and develop.



unemployment rates and higher
employment rates, and more often acquire
better quality jobs in terms of stability and
formal work contracts – see Chapter 2), a
substantial increase in the number of people
with high levels of education is not justified
by the current shape of the labour market. In
fact, some of these individuals already have
difficulty finding employment. The validity of
this argument diminishes, however, if we put
things in perspective. Experience from other
transition countries demonstrates that highly
educated people were the first to leave their
‘secure’ jobs in declining industries
voluntarily in search of opportunities in more
productive activities, thus contributing to
labour reallocation. Moreover, they are
overrepresented among entrepreneurs
(Dutz et al., 2001), thus contributing to the
economic restructuring process. But also in
the long term, the further development of the
countries and territories of the region and
their inclusion in the knowledge-based
economy will require highly educated people
who are able to promote innovation and
apply new technologies. The debate within
the EU on the importance of a highly skilled
work force (reflected by the percentage of
the population with higher levels of
education) as a driving force for ‘a country’s
capacity to innovate and its ability to catch
up with the technology leaders’ (European
Commission, 2006j) is intense; the Western
Balkans, as future and potential Member
States, are also concerned with this debate.
Certainly the current state of technological
and economic development varies between
the countries and territories of the region
(see Chapter 1 above), and the pace at
which they enter innovation-led growth will
also differ, but they are all facing the same
challenge. The main question is to what
extent highly educated people are actually
endowed with good knowledge and skills,
and to what extent universities in the WBA
countries and territories can adequately
prepare young people for the labour market
and for promoting innovation rather than
merely providing a diploma. This question is
discussed later in the chapter.

An intergenerational analysis comparing
the educational attainment levels of
different age groups (see Annex 5)
demonstrates that improvements in the
educational attainment of younger

generations have not been substantial,
except in the case of Bosnia and
Herzegovina and Montenegro. All the
countries and territories analysed (with the
exception of Albania) have managed to
decrease the percentage of their
population with low levels of educational
attainment, but Albania, Serbia and the
former Yugoslav Republic of Macedonia
have also experienced a decline in the
percentage of the population with high
levels of education. Moreover,
improvements in the educational
attainment levels of the younger age
groups are a result of the ever-improving
educational attainment levels of women
rather than men. In fact, the educational
attainment levels of men have remained
fairly stagnant, and have even deteriorated
in some cases as far as achievement in
higher education is concerned.

Distribution of educational attainment

levels in the population: the issue of

social cohesion

Research demonstrates that the
distribution of skills in the population can
explain a large part of the earnings
inequalities shown in cross-country
comparisons (Nickel, 2004). The greater
the disparity of skill levels in the population,
the higher the earnings inequalities. The
distribution of educational attainment is
important for explaining the disparities in
earnings and poverty (Wössmann and
Schütz, 2006). So, from a social
cohesion/social inclusion point of view, are
educational attainment levels equally
distributed through the population?
Although no systematic evidence on this
issue can be provided at this stage for the
WBA countries and territories, there are
indications that the distribution of
educational attainment across population
groups and regions presents inequalities.

An analysis of urban/rural data from the
LSMS for Albania and Bosnia and
Herzegovina (2004) demonstrates that
populations in rural areas are less
educated. This is probably because of the
migration to urban centres of the best
educated people in search of better
employment opportunities. Whatever the
reason for the low educational attainment
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levels of the people in rural areas, the
relative lack of a well-educated population
could become a further obstacle for the
economic regeneration of rural areas, and
could create a further problem for social
cohesion.

Furthermore, a recent ETF study on the
access to education and employment of
ethnic minorities in the Western Balkans
(ETF, 2005b) demonstrates that people
from ethnic minorities generally (though not
always) have lower educational levels than
the population as a whole. This is
particularly true for Roma populations all
around the region, which have extremely
high levels of very low educated people.
Albanian populations in the former
Yugoslav Republic of Macedonia,
Montenegro and Albania are also
overrepresented among those with low
levels of education, and underrepresented
among those with higher levels. The low
educational attainment levels of ethnic
minority groups become an additional issue
for social cohesion, in particular when
ethnic minorities are geographically
concentrated in economically deprived
regions.

Migration and brain drain
21

Western Balkan countries and territories
have experienced large population outflows
as a result of the adverse political and
economic situation in the region and the
lack of employment opportunities. Although
the positive aspect of emigration in terms of
remittances is recognised by receiving
households and policymakers in the
Western Balkans, its negative aspect in
terms of the loss of human capacities is
also highlighted.

The phenomenon of emigration is not a new
one in the region. In the first half of the
1960s, 380,000 left Yugoslavia for economic
reasons. In the mid 1970s, 1,400,000 left as
‘temporary workers’ to satisfy the high
labour demand in Western Europe, and

around 400,000 returned. In the 1980s,
180,000 again left for Europe, mostly from
Bosnia and Herzegovina. The last migration
wave was caused by the war (1991–96) and
economic difficulties, and around 3 million
people emigrated (Repe, 2002). According
to Barjaba (2004), there have been large
emigration waves from Albania: (i) before
1944, to the USA and Latin America
because of economic factors; (ii) 1945–90,
mostly for political reasons and;
(iii) post-1990. Further, the same author
divides the most recent migration wave into
three sub-periods: (i) 1991–92, immediately
after the end of the socialist era, when
300,000 left; (ii) 1992–96, when the same
number of people left, mostly illegally and;
(iii) 1996–97, when 70,000 Albanians left as
a result of the difficult economic conditions
in the country.

However, systematic data on the number
of people emigrating is not collected by any
country or territory in the region22, and it is
difficult to be accurate about the breadth of
the phenomenon or to analyse the impact
that it has actually had on human capital.

The massive outflow of people is believed
to have created a serious brain drain23.
According to a survey of 1,295 individuals
conducted by an NGO, the Albanian
Centre for Social and Economic Studies,
during the period 1991–2005, more than
50% of Albanian intellectuals went abroad,
and as many as 60% of those who went
abroad no longer work in their original field
(UNDP, 2006). A survey on potential brain
drain was conducted at Zagreb University
in 2000, with 536 graduate students and
researchers, and it concluded that young
scientists have the highest propensity to
migrate because of the lack of future
career prospects in Croatia (Meznaric and
Adamović, 2002). A study (Janesca, 2003)
on the migration from the former Yugoslav
Republic of Macedonia of skilled persons
concluded that more than 15% of the total
number of Macedonians with university
degrees have gone abroad (Janesca,
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21 This part is based on the input of Natalia Popova, ETF.

22 In Albania, for example, data on migration have not been collected; only estimates have been carried out,
based on census data. There is no information on migration at regional and local level. In Serbia, the Ministry
of Labour has started to consider putting together a database of people who have gone abroad for work. In
Croatia, the Institute for Migration and Ethnic Studies was founded in 1984 and has been doing research and
collecting data on internal and external migration.

23 Brain drain refers to the loss of intellectual and technical personnel as a result of migration abroad.



2003), though it does not specify whether
this percentage is linked only to a specific
year or whether it refers to all university
graduates (age group 25–64).

However, there are no consistent data to
support the argument that higher-educated
people have been overrepresented among
the total number of emigrants. Figure 3.1
shows the levels of education of Western
Balkan migrants (age 15+) living in OECD
countries. The data are derived from
censuses in the OECD countries for the
period 1995–2003 and also cover
individuals who had migrated before the
transition period started in the Western
Balkans. If a rough comparison is drawn
between Figure 3.1 and Table 3.1 (on the
educational attainment levels of the overall
population in the WBA countries and
territories), the percentages of those with
high skill levels are very similar for those at
home and those who have emigrated to
OECD countries. This could simply be an
indication that there is not a
disproportionate tendency among
higher-educated people to emigrate.

Apart from the short-term cost of
emigration in terms of the loss of human
resources, it can also have positive effects
in the medium and long terms if emigrants

who have acquired skills abroad return to
their countries of origin bringing with them
new knowledge and skills. In a survey on
the informal economy in Tirana, Albania, by
the ETF (2005c), a number of those
interviewed admitted that they had
developed their skills working in Greece or
Italy. However, there are no signs that
repatriation of emigrants is taking place (on
a large scale at least) in any of the WBA
countries or territories, despite the efforts
of some governments to attract back
emigrants. Moreover, this is not expected
to happen until the economic situation in
the region becomes more favourable and
employment opportunities improve.

3.2.2 PARTICIPATION
PATTERNS IN EDUCATION
AND TRAINING: LOOKING TO
THE FUTURE

During the 1990s participation in basic
education (ISCED levels 1 and 2) in the
Western Balkan countries exhibited
irregular patterns (see Figure 3.2) that did
not demonstrate any real improvement in
terms of achieving full participation. This
can be explained by the unstable political
situation in the countries and territories of
region and the impact that this has had on
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both people’s lives and the education
system itself. But since the beginning of the
2000s progress towards full participation in
the basic level of education has also been
modest. At the beginning of the 1990s
Western Balkan countries had slightly
lower participation rates than EU Member
States (see data of TransMONEE
database), and the gap between the two
groups of countries continues to exist.

In 2005/06 enrolment rates for the age
group 6–14 years (i.e. the typical age
group that attends basic education)
remained below the EU average (except in
Montenegro), in particular in Albania and
the former Yugoslav Republic of
Macedonia (Table 3.2). Hidden drop-out
rates, representing children who are
enrolled in education but who have
discontinuities in their attendance or do not
learn, are also reported in Albania (ETF,
2006a). The lack of a recent census in
Bosnia and Herzegovina does not allow the
calculation of enrolment rates for the age
group 6–14 years, but estimates of various
international organisations put the
enrolment rate in basic education between
92.8 and 98.9% at the beginning of the
2000s24.

Detailed studies by UNDP, UNICEF and
other international organisations
demonstrate that the gap in the participation
rates in basic education can be explained by
the very low participation of children from
socioeconomically disadvantaged
backgrounds, and are mostly concentrated
in rural areas. Children of some ethnic
minorities such as Roma are also included
among those who participate least in basic
education, or drop out of it.

Opinions on the quality of basic education
have been expressed by key stakeholders
in the countries and territories of the
Western Balkans, and by international
bodies. These are also confirmed by the
outcomes of qualitative assessments of
pupils’ knowledge (at the age of 15)
through the PISA and TIMSS surveys:
Serbia scored very low in the most recent
PISA survey (2003); in the same year, the
former Yugoslav Republic of Macedonia
also scored very low in PISA, as it did in
TIMSS (1999 and 2003) and PIRLS (2001).
Taking into account the fact that
pupil–teacher ratios in basic education are
not particularly high (except in the
Federation of Bosnia and Herzegovina and
Kosovo) (Table 3.3) in comparison to the
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Macedonia; S&M = Serbia and Montenegro.

24 As reported in the ETF’s ‘Labour Market Review of Bosnia and Herzegovina’ (2006b), the ECSPE report of
2002 ‘Bosnia and Herzegovina – From donor dependency to fiscal sustainability’ estimated participation of
children in primary education at 92.8%, the World Bank poverty assessment 2003 at 95%, the UNDP Human
Resource Development report of 2002 at 97%, and ETF calculations on the basis of LSMS at 98.9%.



EU average of 15 in 2003 (European
Commission, 2006m), issues of quality are
instead related to teachers’ competence
and the teaching and learning methods, as
well as to the lower educational standards.
Deficiencies in infrastructure are also
noted, with schools working in two shifts in
the major urban centres of the countries
and territories in the region and
poor-quality infrastructure in a number of
schools in the rural and peri-urban areas.

As good-quality basic education is
fundamental for future educational
success, countries of the Western Balkans
must improve their educational provision in
order to increase access, in particular
among children from disadvantaged
socioeconomic backgrounds, and achieve
full participation. On top of that there is also
scope for improvement of the quality of

education so as to achieve better learning
outcomes for all children.

With regard to secondary education, as in
other transition countries there was a slight
fall in participation rates for this level of
education at some point (or for some
period) during the 1990s for almost all
Western Balkan countries and territories.
This point (or period) in time is different for
each country and territory, depending on
their particular socioeconomic conditions.
Both internal factors within the education
system (such as the low quality, combined
with the unattractiveness, of education, the
closure of schools, and poor school
conditions) and external ones (such as
wars, forced population movements, and
poverty) are the reasons behind them.
Fortunately this negative trend seems
already to have been reversed in most
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Table 3.2: Enrolment rates for 6–14-year-olds

2001/02 2002/03 2003/04 2004/05 2005/06

Albania 95.4 95.0 94.9 94.3 93.6

Croatia na 90.6 95.9 96.0 96.3

fYR Macedonia 96.5 94.2 94.3 95.0 94.6

Montenegro 84.7 96.3 103.8 98.2 99.6

Serbia na 97.6 97.0 97.7 97.2

Kosovo na na na na na

Bulgaria 98.4 94.6 93.8 93.7 na

Romania 96.1 95.4 94.5 94.6 na

OECD average for 5–14 98.2 98.5 98.3 98.3 na

Source: ETF database, OECD database

Note: na = not available

Table 3.3: Pupil–teacher ratios in basic education

2001/02 2002/03 2003/04 2004/05 2005/06

Albania 9.2 17.2 16.1 15.7 15.2

Bosnia and Herzegovina 18.0 17.0 17.0 17.0 17.0

Croatia 12.3 11.3 13.2

fYR Macedonia 15.6 15.7 15.0 15.9 14.1

Montenegro 12.5 12.9 12.9 12.9

Serbia 13.7 13.2 12.8 12.5

Kosovo 19.1 19.0 19.0 19.2 19.0

Bulgaria 12.1 12.0 11.7 11.3

Romania 8.2 12.6 11.0

Source: ETF database



countries and territories. However,
participation rates for 15–18-year-olds (the
typical age group participating in secondary
education) still lag behind those in the EU,
and in particular behind those for the new
EU Member States (EU-10), which have
better participation rates for secondary
education than the old Member States
(EU-15). In Albania, Bosnia and
Herzegovina25, the former Yugoslav
Republic of Macedonia, and to a lesser
degree Serbia, there is an important gap to
be filled, while Croatia is closer to the EU
average.

Another aspect that must be emphasised is
the importance of vocational education at
secondary level within the education
system (Table 3.5). The share of enrolment
in vocational education at secondary level
is relatively high compared to the EU
average, but is at the same level as that of
the new Member States in Central Europe
(see European Commission, 2006l). Only
in Albania has this percentage reduced
dramatically to 17% as a result of the
collapse of the secondary VET system at
the very beginning of the transition
process, the unfortunate consequence
being a dramatic decrease in overall
participation rates at secondary level. In
Kosovo and the former Yugoslav Republic
of Macedonia the relative weight of general
education at secondary level has also
increased during recent years.

The high levels of enrolment in vocational
education at secondary level compared with
the EU average can be explained by the
shaping of the education system to serve
the needs of a traditional industrial
economy, reflecting the importance of
secondary level qualifications and skills in
that economy. The intake to secondary
education in the Western Balkans is even
today based on strict selection processes
and is determined by the number of
available places in the general and
vocational programmes, with limited
opportunities for children to choose their
preferred programme26. But is this pattern of
participation in education still relevant when
the countries and territories need to move
into more knowledge-based and innovative
economies? The international debate on the
‘desirable’ level of vocational education in
the transition countries, as an instrument for
skills formation among the younger
generations in order to support economic
development – but also to prepare young
people for employment – has been lively
during the past ten years, though no definite
answers or clear conclusions have
emerged. The shape of the education
system in general and at secondary level in
particular is ultimately linked to the
economic structure of the country or
territory, and to tradition. What is important,
however, is to provide young people with
quality education and training opportunities
that prepare them for the labour market and
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Table 3.4: Enrolment rates for 15–18-year-olds

2001/02 2002/03 2003/04 2004/05 2005/06

Albania 40.6 43.0 48.0 48.4 55.1

Croatia 81.1 82.3 83.1 83.5

fYR Macedonia 65.7 70.0 69.2 68.9 68.8

Montenegro 73.7 63.4 76.6 80.8

Serbia 78.0 77.6 78.1 78.9

Bulgaria 75.2 80.2 82.2 82.1

Romania 73.9 74.7 73.9 74.5

EU-25 89.5

EU-15 88.6

EU-10 93.3

Source: ETF database; Eurostat database.

25 Participation rates for secondary education were estimated between 56.8% (UNDP Human Resource
Development report 2002) to 72.6% (ECSPE report) at the beginning of the 2000s.

26 Some efforts have been made, for example in Serbia, to adapt the selection process for the intake in
secondary education and give more options to children.



keep their options open throughout their
education careers and thereafter. There is
widespread agreement within the EU
(Maastricht Communiqué, 2004) and
internationally on at least three elements
that are necessary for vocational education
at secondary level. The first concerns the
relevance of the knowledge that modern
VET programmes should provide to young
people, and its link to the labour market
requirements of the knowledge economy.
The second concerns the parity of esteem
and links with general education and higher
education, ensuring flexible education
systems and avoiding dead-end roads for
VET students. The third concerns quality
and innovation in vocational education. All

three elements are particularly important for
Western Balkan countries and territories.

A positive element in the current secondary
vocational education systems in the
countries and territories is that they provide
four-year vocational programmes that offer
opportunities for access to higher
education (together with three-year
programmes that are practically dead
ends), and there is an ever-increasing
number of students who follow those
programmes (see Table 3.6). The four-year
programmes (at least in some fields of
study, such as economics, paramedical
professions and engineering) seem to be
held in relatively high esteem and are
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Table 3.5: Distribution of enrolment between general and vocational education at

upper secondary level (ISCED level 3) in 2005/06

General VET total
VET four

years

VET three

years

Albania 82.3 17.7 13.6* 4.1

Bosnia and Herzegovina 24.0 76.0 46.0 30.0

Croatia 27.0 73.0 47.0 26.0

fYR Macedonia** 39.2 60.9 51.6 9.3

Montenegro 31.4 68.6 55.2 13.3

Serbia 24.1 75.8 53.0 22.8

Kosovo 45.4 54.6 nr 54.6***

EU-25 64.0 36.0

Bulgaria 45.8 54.2 54.0 0.2

Romania 34.8 65.2 38.0 27.2

Source: ETF database

nr: not relevant

* Refers to five-year vocational programmes

** Data of the Ministry of Education

*** This covers two- and three-year programmes

Table 3.6: Percentage of secondary education students in four-year VET

programmes

2001/02 2002/03 2003/04 2004/05 2005/06

Albania 10.1 7.6 9.5 12.1 13.6

Bosnia and Herzegovina 41.2 44.2 45.4

Croatia 45.1 45.9 46.7 47.0

fYR Macedonia* 50.1 50.6 51.8 51.9 51.6

Montenegro 53.7 55.2

Serbia 49.3 49.8 49.9 51.7 53.0

Source: ETF database

* Data of the Ministry of Education



occasionally even preferred to general
education at secondary level (ETF, 2006c).
But apart from these exceptions, vocational
secondary education suffers in terms of
relevance of knowledge as well as quality.
Most curricula are still outdated; there has
been a great deal of deterioration in the
infrastructure of vocational schools
(including school buildings, laboratories
and workshops for practical training);
practical training is extremely limited; and
teachers are not adequately trained to
inculcate new knowledge and attitudes to
young people. As a consequence,
vocational education at secondary level is
criticised by employers, and access to
employment following graduation from VET
schools is extremely difficult. Moreover, the
pathways between vocational education
and general education at secondary level
are almost non-existent, while the tracking
of young people to different vocational
streams happens at an early stage
(normally at the age of 14 or 15). This

implies that young people must decide on
their future careers at an early age without
having the opportunity to change later on.
Data on the mobility of students between
the different tracks or between general and
vocational education are not available.
However, the curriculum structure, together
with anecdotal evidence on what is
happening in the secondary education
systems of these countries and territories,
does not support the hypothesis that such
mobility is taking place on a large scale. 27

The above details demonstrate that there
are a number of challenges for the Western
Balkans with regard to their education
system at secondary level. First, they need
to increase participation levels in
secondary education so as to enhance
their future human capital and also close
the gap with the EU. Second, they need to
review the shape of their secondary
education system in view of the new
socioeconomic reality, including among
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Table 3.7: Participation of 19–24-year-olds in higher education
27

Country 1992 1997 2003

Western Balkans

Albania 11.0 12.0 17.0

Bosnia and Herzegovina 8.7 14.8 19.2

Croatia 20.1 24.2 32.7

fYR Macedonia 16.2 17.5 22.6

Serbia and Montenegro 18.7 23.6 23.9

Future Member States

Bulgaria 22.8 31.8 31.9

Romania 12.8 19.1 34.0

New EU Member States

Czech Republic 16.6 22.1 39.9

Hungary 13.0 25.5 56.8

Poland 18.6 34.8 53.9

Slovakia 14.6 22.8 32.1

Slovenia 27.5 45.9 72.6

Estonia 30.7 41.5 62.9

Latvia 19.1 38.9 64.8

Lithuania 23.4 33.8 62.3

Source: MONEE Database

27 The data should be interpreted with caution when cross-country comparisons are made, as statistical
definitions across countries are not always the same. For example, in Croatia the number of students
(compiled by the state bureau of statistics) does not include those who no longer have to attend classes, but
who still have to take some exams and graduate (the so-called ‘apsolvents’). These students represent
around 30% of the total, and their inclusion would therefore increase gross enrolment rates by around a third.
The purpose of this table is to give an impression of trends rather than to make cross-country comparisons.



other things the uncertainty that the
transition process involves, and offer young
people educational options that leave
progression routes to higher levels of
education open. Finally, they need to
improve their vocational education
provision while ensuring better links with
general education.

Participation in higher education has been
increasing during the past ten years in the
Western Balkans, though not as fast as in
the EU, and in particular in the new Member
States (Table 3.7). During that period the
new Member States have doubled – if not
tripled – their participation rates for higher
education, while in the Western Balkans
only Bosnia and Herzegovina has done so,
the other countries having achieved a
modest increase.

However, increasing participation in higher
education is not sufficient if it is not
combined with quality provision of higher
education institutions. Concerns about the
quality of education in universities have
been raised by parents and students in
WBA countries and territories. Evidence
from Serbia demonstrates that the average
length of studies in higher education (first
degree) is around eight years, while in
Croatia it is estimated that around 55–60%
of those enrolled at universities complete
their studies. On the other hand,
universities already report reduced
capacity to accommodate even the modest
(by EU standards) increase in participation.

Increasing participation in higher education
does not necessarily mean increasing
participation in universities or
academic/elitist higher education. In fact in
many new Member States there have been
developments in post-secondary vocational
education that, although they cannot
completely explain the increase in
participation in higher education, certainly
contribute to it. These countries are also
experiencing an increase in professional
higher education28. Western Balkan
countries and territories are not yet

particularly advanced with regard to these
types of higher education, which can
provide high-level skills for their economic
development, although there are some
signs of universities becoming involved in
the provision of more professionally
oriented programmes. Furthermore, the
cooperation between universities and
enterprises is not yet well developed.

The above observations lead to the
conclusion that the education systems in
the Western Balkans need improvement at
all levels in order to ensure higher
participation from basic to higher
education, to prepare young people
adequately to face labour market
challenges, and to prepare a future labour
force able to support the economic
development of the countries and
territories. The issue of lower participation
rates for children from disadvantaged
economic backgrounds also needs to be
addressed.

The problem is that public resources for
education are very limited, and private
funds (for example from businesses) have
not yet been mobilised. Bosnia and
Herzegovina spends 6.4% (4.3% in 2005)
of GDP for public expenses on education
(World Bank, 2006b), but other countries
spend less: 4.3% in Croatia in 2003, a
similar amount in Montenegro, 4% in the
former Yugoslav Republic of Macedonia,
2.8% in Albania and 3.4% in Serbia,
compared with an EU-25 average of
5.22%. Moreover, there is evidence of
decreasing priority being given to
education within government expenditure,
since these figures have decreased
markedly in recent years, from 5.7% in
1997 in Serbia, from 3.7% in 1996 in
Albania, and from 5.3% in 1996 in the
former Yugoslav Republic of Macedonia29.
Finally, it could be said that these figures
overestimate expenditure on education, as
official GDP measurements do not take
into account the informal economy, which,
as mentioned in other chapters, can be as
high as 30% of GDP.
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28 For example, in Lithuania 29% of enrolment in higher education was in post-secondary vocational education;
in Estonia 37% of total enrolment in higher education was in professional higher education; in the Czech
Republic professional higher education accounts for 11% of total enrolment in higher education; in Slovenia
10% of total enrolment in higher education is in post-secondary vocational education and 41% is in
professionally oriented higher education (Eurydice database: www.eurydice.org).

29 MONEE project data.



3.3 EDUCATION AND VET
REFORMS ASSESSMENT

3.3.1 THE EDUCATION AND
TRAINING 2010 WORK
PROGRAMME AS THE
REFERENCE FOR POLICY
ASSESSMENT

This section gives an analysis and an
assessment of the main reforms that are
taking place in education and training, with
a particular focus on VET. The reference is
the Education and Training 2010 Work
Programme30, and in particular the
objectives and priorities relating to the
relevance of education and training
systems to the needs of the labour market
and the economy, as established by the
Lisbon strategy. This includes full reference
to the preparation of lifelong learning
strategies31, the priorities established in the
Copenhagen declaration on enhanced
European cooperation in VET32, and some
key features of the Bologna process33. It
relates closely to the European
Employment Guidelines to which the
Education and Training 2010 Work
Programme makes a substantial
contribution, particularly through Guidelines
No 23 ‘Expand and improve investment in
human capital’ and No 24 ‘Adapt education
and training systems in response to new
competence requirements’34, but also
through Guidelines No 18 ‘Promote a
lifecycle approach to work’, and No 20
‘Improve matching of labour market needs’.

Since the Western Balkans are on the road
to accession, future Member States
(Croatia and the former Yugoslav Republic
of Macedonia) are already full members of
the Education and Training 2010 Work
Programme, and the other countries and
territories (Albania, Bosnia and
Herzegovina, Kosovo, Montenegro and
Serbia), as ‘potential candidate countries’,
are concerned with the objectives and
priorities set up in these processes.
Moreover, all have already joined the

Bologna process. However, their
involvement in these processes is recent,
and they are only just emerging from a
period of war and destruction that has
severely affected education and training, in
which they must also ensure a successful
transition to a market economy and
democracy. It is therefore clear that
on-going reforms have not touched upon
all the issues and priorities highlighted in
the EU processes identified above.

After a brief overview of the on-going
reforms, there will be a discussion of fields
that have attracted the attention of reform
efforts to date, even if the results are not yet
completely convincing. There will be an
assessment of the results and the difficulties
faced in each field in relation to the main EU
messages, principles, tools and references
from the different processes that are
on-going under the Education and Training
2010 Work Programme. Good practice will
also be identified. These fields are:

� governance and partnership;
� decentralisation;
� labour market needs assessment;
� curriculum development;
� teacher training and retraining;
� qualification frameworks and

certification systems;
� higher education reforms and the

Bologna process.

There will then be a discussion of other
fields which have received less attention,
particularly:

� global architecture and lifelong learning
perspective;

� access to education and social
inclusion;

� transition from school to work and
employability;

� adult education and continuing training;
� counselling and guidance;
� quality assurance;
� financing issues, efficiency and equity;
� school autonomy;
� management of the change process.
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30 http://ec.europa.eu/education/policies/2010/et_2010_en.html

31 http://ec.europa.eu/education/policies/lll/lll_en.html

32 http://ec.europa.eu/education/policies/2010/vocational_en.html

33 http://ec.europa.eu/education/policies/educ/higher/higher_en.html

34 http://ec.europa.eu/employment_social/employment_strategy/prop_2005/adopted_guidelines_2005_en.htm



The main obstacles for the successful
implementation of the reforms, and in
particular for the implementation of the
Education and Training 2010 Work
Programme, will then be highlighted, as will
the main challenges for further policy
developments.

3.3.2 ON-GOING REFORMS: A
BRIEF OVERVIEW

Since 2000 reforms of education systems
have started to be discussed and
introduced in all countries and territories,
through different processes and particularly
through laws covering the whole education
system or some parts of it, but without a
comprehensive lifelong learning
perspective. In general this has occurred
following a great deal of preparation, the
publication of white and green papers, and
consultation processes, sometimes
involving teachers (Bosnia and
Herzegovina, Montenegro), or a more
limited number of stakeholders (18 for the
green paper in Serbia in 2001). This is
supported by a range of donors,
particularly the EU CARDS programme,
but also the World Bank, the ILO, the
UNDP, the SOROS Foundation, and many
bilateral donors, among whom Germany,

Austria, Switzerland, Finland, Denmark,
Canada and the USA play a substantial
role. Reform projects are ambitious on
paper, and include setting up national
councils, professional institutions and
national certification systems, drafting new
curricula, developing teacher training,
introducing decentralisation mechanisms,
promoting quality assurance, developing
accreditation, considering new financing
systems, and promoting better governance,
including social partnership.

As part of this process, specific VET
reforms have been designed, and
implementation has started in all countries,
supported by EU CARDS programmes.
This has involved establishing links with
the labour market, building labour market
intelligence, promoting the involvement of
social partners, developing new curricula
and teacher training, and introducing
occupation-based curricula and
learning-outcomes-based approaches. The
table below gives an overview of some key
milestones in each country.

Although several reforms are on-going in all
countries and territories, as discussed below,
they often lack appropriate consideration of
implementation issues, particularly in terms
of institution and capacity building.
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Box 3.1: Legislative and institutional development milestones in the

Western Balkans

Albania

� Law on Pre-University System of Education (1995)
� Decision of the Council of Ministers (1999) creating the legal basis for promoting employment

through ‘institutional training’ and ‘on the job training’
� Law on VET (2002)
� Establishment of a National VET Council (2003)
� Adoption of the Strategy for Employment and Vocational Training (2003)
� Law on Education (2004)
� National VET Strategy Guide 2006–09
� Implementation of the Bologna process started
� HE Law in preparation

Bosnia and Herzegovina

� Series of Laws on Education by canton and entity (end of the 1990s)
� Framework Law on Primary and Secondary Education (2003), including introduction of nine-year

primary education in schools
� VET Development Strategy 2007–13 agreed by all entities (2006), still to be officially ratified
� HE Law, Law on the Education Agency, framework Law on VET and Framework Law on

Pre-school education still pending
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Croatia

� Introduction of apprenticeship system for crafts sector on an experimental basis (1996), now
generalised in the ‘unique model for education’ since 2003

� National Action Plan for Employment 2005–08 adopted (2005)
� Education Sector Development Paper (2005)
� VET Agency established (2005)
� Law on secondary education adopted (2006)
� VET white paper and VET Law drafted (2006)
� Joint Assessment Paper (JAP) process started (2006)
� Agency for Adult Education established (2006)
� 13 Sector Councils established (2006)
� Concept paper on a Croatian Qualification Framework in preparation
� Adult Education Act in preparation

The former Yugoslav Republic of Macedonia

� First Laws on Elementary and Secondary Education (1995)
� Law on Higher Education (2000)
� National Strategy for Development of Education 2005–15 adopted (2005)
� Strategy 2006–15 for Adult Education endorsed (spring 2006)
� VET Law (June 2006)
� National Employment Strategy and National Action Plan for Employment finalised (September 2006)
� Law on the Inspectorate (2006)

Kosovo (under UNSCR 1244)

� Responsibility for education given to the territory (2002)
� Law on Primary and Secondary Education (2003), including decentralisation to municipalities
� Adult Education and Training Law in preparation
� Law on Higher Education in the pipeline
� VET Law in the pipeline

Montenegro

� General Law on Education (2002) (with amendments in 2005)
� Law on Secondary Vocational Education (2002)
� Law on Adult Education (2002)
� Law on Labour and Law on Employment (2003) (with amendments in 2005 and 2006)
� VET centre established (2003)
� VET Council and Adult Education Council established (2003)
� Adoption of two strategies for Education Reform for 2002–04 and 2005–09
� Introduction of a dual form of VET (2004/05)
� Law on Education Inspection (2004)
� Law on Higher Education (2005)
� Adult Education Strategy for 2005–15 and Adult Education Action Plan for 2006–10 adopted (2005)
� National Qualifications Commission set up (2006)
� Draft National Qualification Framework prepared (2006)

Serbia

� Law on Education (2003)
� National Council for Education set up (2005)
� Policy and Strategy papers for VET (2005) with the decision to create a National VET Council,

but not implemented after political changes
� National Employment Strategy (2005) and National Action Plan for Employment (2006)
� Green Paper for VET and Paper for the development of adult education under discussion
� HE Law for implementation of the Bologna process (2006)
� New Proposal of Law on Changes of the Basic Law on Foundations of Education System under

scrutiny (autumn 2006)
� Three-year action plan for VET to be presented to parliament



Moreover, reforms have often suffered
from a slow pace and a lack of continuity
as a result of political changes and
hesitancy toward education reforms.
However, they are in general in line with
macro-economic objectives of developing
a few key sectors (catering, wood
processing, tourism, construction), as
described in the draft National
Employment Strategies in Serbia and in
Montenegro, as well as with the Poverty
Reduction Strategy Papers (PRSP) in
Bosnia and Herzegovina, Montenegro
and Serbia. The number of VET profiles
has been substantially reduced in most
countries and territories, and these
profiles are being organised in clusters.
Adult learning strategies have also been
under more recent consideration or
active preparation by Ministries of
Education, as in the former Yugoslav
Republic of Macedonia, or have already
been officially adopted by the
government, as in Montenegro. Higher
education reforms are also on-going, with
Tempus support, and are being given
high priority in most countries and
territories, in relation to the Bologna
process in which all Western Balkan
states are now involved.

3.3.3 SUBJECTS COVERED BY
ON-GOING REFORMS

Governance and partnership

As indicated in the Communication from
the European Commission on ‘Making a
European Area of Lifelong Learning a
Reality’ (2001), a partnership approach is
stipulated as the first building block of a
coherent and comprehensive lifelong
learning strategy: ‘All relevant actors, in
and outside the formal systems, must
collaborate for strategies to work “on the
ground”. As well as promoting
partnerships at all levels, national,
regional and local, Governments should
lead by example by ensuring effective
coordination and coherence in policy
between ministries.’

The first action taken to establish
coordination between the main
stakeholders at central level has been the
establishment of Economic and Social
Committees (often tripartite) and National
Education (or VET) Councils. However,
their functioning is still weak in most
countries and territories as they lack both
sufficient resources and the actual
commitment of the institutions that
participate in them. Given that they are
often dominated by representatives of the
education side, their capacity to increase
the responsiveness of the education
system to the labour market and economic
development is rather weak. Moreover,
their focus is on higher education, while
VET issues are rarely dealt with. In Serbia
the project to create a National VET
Council has been withdrawn, and the
members of the National Education Council
who are concerned with labour market and
VET issues are too few, and are not in a
position to put forward their ideas. In
Croatia an Agency for Adult Education is
now being established without any social
partner representation on its governing
board (Gunny and Viertel, 2006). In
conclusion, the functioning of those bodies
at central level has not yet been successful
in ensuring strong cooperation among
Ministries of Education, Ministries of
Labour, Ministries of the Economy and the
social partners in most countries and
territories. On the other hand it has to be
said that cooperation among stakeholders
at central level improves when they
participate in projects or actions that have
a specific aim. The development of national
qualification frameworks in a number of
countries and territories, and draft laws on
lifelong learning, are examples of this. The
recent Law on VET in Albania is also seen
as a positive result of close cooperation
between the Ministries of Education and
Labour (Xhumari, 2005).

The development of social dialogue and
partnership on education and training issues
is particularly low35. This is because of
difficulties in economic restructuring36, and
also cultural factors, since the partnership
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35 For a more detailed analysis of the whole issue relating to social partnership, see Chapter 5.

36 As analysed by Darko Marinkovic, ‘one of the biggest obstacles to the development of social dialogue is the
slow pace and insufficient efficacy of economic reforms and the unexpected high social costs of transition’
(Marinkovic, 2002).



culture breaks old traditions of ‘vertical’
working relationships in planned economies
and societies such as the former Yugoslavia
and Albania during the socialist period.
Trade unions are not very interested in, nor
prepared for, negotiations on human
resource development (HRD) issues.
Employers’ associations are very new and
developing, and the representation of
employers is most often undertaken by
chambers of commerce and/or of crafts (see
also Chapter 5 below). Although it is difficult
to establish a substantial partnership at
national level, recent discussions on
qualifications have promoted partnership
between the main stakeholders.

Cooperation with employers is often more
effective when it takes place through
concrete projects, particularly at local level.
Hence, effective cooperation has
developed through the promotion of a ‘dual’
system between VET schools and the
chambers of crafts in Croatia and in
Montenegro. In Croatia, Serbia and the
former Yugoslav Republic of Macedonia,
the chamber of commerce is also a
significant partner at national level for the
VET Centre (or Agency) and VET schools.
Overall, the situation is mixed, with
evidence of goodwill and commitment from
employers to retrain unemployed people,
as seen in some EU-funded CARDS
projects, but also strong reluctance to
cooperate with schools for the practical
training of VET students in other regions37.

New governance schemes have also been
introduced with the establishment of
professional centres or agencies on

specific educational elements. Hence, as
well as the VET National Centres already
set up or in the process of being set up in
almost all countries, there is an Agency for
Adult Education in Croatia, a specific
Centre (Zavod) for Quality Assurance in
Serbia, and specific offices or bureaux for
education that are concerned with general
education and teacher training. Again,
these bodies are very new and it is not yet
possible to assess their work. However,
there is anecdotal evidence that
coordination between centres and/or
between ministries and centres is not
optimal, that the definition and the sharing
of responsibilities is not always sufficiently
clear38, and that the establishment of such
centres has not been systematically
associated with the necessary training of
the staff involved. There is still a great need
for capacity building.

Decentralisation

Decentralisation has often been promoted
by donors as the key to better efficiency in
education and VET in the Western
Balkans. It was also introduced in Bosnia
and Herzegovina after the Dayton
Agreements in 199539 and in the former
Yugoslav Republic of Macedonia in July
2005 as a political issue linked to the Ohrid
Agreement40. Through peer review
exercises organised by the ETF in
2002/03, decentralisation of the VET
system has been analysed and advocated
in Serbia and in the former Yugoslav
Republic of Macedonia through a series of
recommendations (ETF, 2003a and 2004a).
Particularly important was the focus on the
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37 An interesting example is the partnership established under an EU CARDS project in Kragujevac in Serbia,
where the aim was to help people back to employment or self-employment through training partnerships and
joint action between institutions. The stakeholders were municipalities, regional authorities, trade unions,
employment offices, employers, chambers of commerce, employers’ associations, accredited adult learning
institutions, the national employment agency and the ministries of education and labour. Other interesting
initiatives are those on local/regional partnership in education and training undertaken in Croatia and Serbia
with EU CARDS support, in which regional/local stakeholders work together on the preparation of HRD
strategies. But success is not guaranteed. The first regional partnerships set up under the first EU CARDS
programme were not sustained, though on-going new, similar approaches seem to be more promising.

38 In Serbia there are problems in the National Centre (Zavod) for Education, in which the VET Centre has been
embedded as a department after having been created as an independent body. Problems relate in particular
to different approaches to curriculum development for vocational and for general matters.

39 Full responsibility was given to cantons, including the nomination of ministries for education and for labour in
each canton, while the Republika Srpska remained highly centralised. This has produced fragmented
education systems.

40 This was signed in August 2001 between the leaders of the political parties of the former Yugoslav Republic
of Macedonia. The decentralisation process is proceeding in two steps: first, the transfer of ownership and
maintenance of the ‘school objects’, and second, the transfer of responsibilities for employee salaries.



necessity to ‘strengthen institutional
capacity in the Ministry of Education, to
develop stronger systemic school
governance tools (in the context of greater
school autonomy), to implement a new
funding model based upon “per student”
and “lump sum” principles combined with a
national “equalisation” fund for weak
regions and schools, to increase the
self-financing of schools, to balance
creativity and control by developing new
quality assurance systems, and to develop
the educational and advisory role of the
state inspectorate’ (ETF, 2003a and 2004a).

Some years later, it seems that
implementation of decentralised
arrangements has been far from optimal.
Delegation of responsibilities towards lower
levels of government has been introduced
in many countries and territories, but
through different schemes and at varying
paces41. Overall, it has been carried out
without sufficient considerations of the
conditions for successful implementation
underlined in the above mentioned
recommendations. In particular, little
attention has been given to school
autonomy and to the role of inspectorates.
Although the situation is different in each of
the countries and territories, several
responsibilities have generally been given,
or are planned to be given, to
self-governing bodies, municipalities or
cantons (counties). They have usually
been given responsibility for funding
infrastructures, technical equipment,
utilities and staff development (including
teacher training), as well as the right to
appoint the headteacher and to adapt
some of the curricula to local needs. But
this has not been accompanied by
sufficient subsidies from national
budgets42. Moreover, responsibilities for
decisions on the opening or closing of
schools, classes and training specialities

remain highly centralised, as they do on
the payment of staff salaries. Thus,
self-governing bodies are given
considerable duties but with few rights and
little compensation funding, and legislative
and political clarity are missing.
Consequently, there have been a number
of complaints and some reluctance from
municipalities towards implementing such
schemes (Parkes, 2006), although some
express a strong interest in education.

It also may be argued that giving
responsibility for VET schools and
secondary schools in general to
municipalities and cantons will bring
fragmentation and inefficiency. The
regional level should be more appropriate
for such responsibilities, including planning
the school network and ensuring good
linkages with the labour market. But where
they exist, regions are merely
administrative divisions, and most
countries and territories are probably too
small to consider such an approach
seriously. Furthermore, decentralisation
schemes have not always been clear
enough, and some countries have
experienced situations in which two
headteachers have been appointed for the
same school, one nominated by the state
and the other selected by the municipality!
In other countries and territories there have
been instances of ‘bad’ practice in the
allocation of technical equipment as a
result of lobbying. Thus, introduced in
highly politicised and non-transparent
contexts such as those that prevail in the
education systems of most countries and
territories, decentralisation has sometimes
had adverse or perverse effects. In
particular, since it has not been
accompanied by compensatory measures
aimed at addressing equity43, it has
increased disparities between schools and
regions.
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41 In Albania, for instance, state VET schools remain under central government while other VET schools and all
primary and secondary schools are under local governments, but salary determination and payment are still
centralised. In the former Yugoslav Republic of Macedonia, responsibility for salaries will be given to
municipalities in 2007. In Montenegro, where some steps have been taken, legislation is in preparation and
discussion is on-going with municipalities. In Croatia counties already have some, though few, responsibilities
and there is no sign of further decentralisation. Serbia has a significant project supported by the World Bank
through which regional entities are involved in the planning of education and the decision-making process.

42 Some have even complained that they receive less from central government than the amounts it was
providing directly to schools for the same purpose before decentralisation.

43 A ‘Compensatory Fund’ exists in Croatia, but because of poor mechanisms and procedures its impact seems
extremely limited, and is not even known about by some possible beneficiaries (fact-finding mission, July
2006).



Moreover, institutional capacity in the
Ministries of Education remains limited, their
capacity to monitor and assess the reforms
and more generally the functioning of the
whole system is weak, a quality assurance
system is missing in most countries and
territories44, the inspectorate needs to be
comprehensively reformed, and an effective
information system needs urgently to be
developed. Some attempts in this direction
are on-going in some countries and
territories with the support of the World
Bank, for example in Serbia. The situation is
even more complicated in Bosnia and
Herzegovina, where a complex education
system (or systems) was introduced, with
cantonal ministries in the Federation of
Bosnia and Herzegovina, and the Republika
Srpska still heavily centralised45.

Labour market needs analysis and

forecasting

The Employment Guideline No 20 on
‘Improve matching of labour market
needs’ makes clear the necessity for
‘modernisation and strengthening of
labour market institutions, notably
employment services, also with a view to
ensuring greater transparency of
employment and training opportunities at
national and European level’, and for
‘better anticipation of skill needs, labour
market shortages and bottlenecks’.
Moreover, the Copenhagen Declaration46

insists that ‘Developing a
knowledge-based Europe and ensuring
that the European labour market is open
to all is a major challenge to the
vocational education and training systems
in Europe and to all actors involved. The
same is true for the need for these
systems to continuously adapt to new
developments and changing demands of
society’. More recently the Maastricht
Communiqué emphasised the necessity
‘of linking VET with the labour market
requirements of the knowledge economy
for a highly skilled workforce’ (Maastricht
Communiqué, 2004).

As analysed in Bosnia and Herzegovina, the
former Yugoslav Republic of Macedonia and
Serbia, ‘the links between VET and the
labour market suffer from weak local labour
market conditions, undeveloped social
partner infrastructures at local and national
levels, lack of occupational sector
classification and priorities, lack of labour
market information and skill needs analysis,
poor collaboration between Ministries of
Education and Labour, and lack of
integration among provision for initial and
continuing VET and for the unemployed’
(Parkes and Nielsen, 2006).

Thus, WBA countries and territories have
difficulties in developing medium- and
long-term skill needs analyses. As in the
former candidate countries, during the
transition process the links between
education and the economy were
disrupted. However, as already discussed
in other parts of this report, economies and
labour markets are changing, and new
mechanisms of communication between
education and the economy need to be
established in order to respond to and
anticipate those changes.

There is an urgent need in the Western
Balkans to strengthen the analysis and
forecasting of labour market needs at
national, regional and sectoral level, in
close cooperation with the social partners,
and taking into account EU prospects and
international trends on qualifications and
skills. There is a particular need to improve
data collection and to increase the capacity
to carry out analyses in a consistent way
among ministries and statistical offices,
and in accordance with EU standards.
Fortunately, most countries and territories
have recently been covered by the
Eurostat LFS, while others such as Albania
will start in 2007, and this constitutes a first
step in that direction.

EU-funded CARDS programmes and
bilateral cooperation projects have
introduced methodologies for improving the
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44 Some steps have been taken in Montenegro in general education and self-assessment tools are used by
some VET schools; the inspectorate has also been reformed and a database on education developed.

45 However, in this extremely difficult context, with one Education Minister in each canton, it was possible in
summer 2006 to set up a unified core group of stakeholders aimed at coordinating the ETF project on
Copenhagen dissemination, as well as reaching an agreement on the green paper on VET reforms.

46 http://ec.europa.eu/education/policies/2010/vocational_en.html



communication between economic actors
(such as employers, public employment
offices and regional development
agencies) and education through piloting
activities. For example, in a number of
countries (such as Albania, Bosnia and
Herzegovina, the former Yugoslav
Republic of Macedonia and Serbia) training
needs analyses have been conducted
through ad hoc employers’ surveys. The
Swedish methodology, based upon
regular47 surveys of employers on their
employment forecasts for 6 and 12 months,
has been piloted in Croatia, Serbia and the
former Yugoslav Republic of Macedonia,
with very positive results. The introduction
of Change Agent Teams (CATs) in VET
schools, with the identification of teachers
as ‘external’ change agents48 who could
develop systematic links with businesses
and municipalities in the school’s
surrounding area (as seen in a Serbian
VET school), also seems promising,
though it also demonstrates how difficult
such a process is. Working groups for the
definition of occupational standards for new
curricula have been established with the
participation of employers, and in particular
of trend-setting companies, and more
recently, sectoral committees have been
set up in Serbia. WBA countries and
territories also have access to approaches
developed in other transition countries
such as Romania, where VET schools,
labour offices, regional inspectorates,
municipality and canton representatives,
employers’ associations and trade unions,
both at canton and region level, are
involved in the design and the regular
monitoring of Regional and Local
Education Action Plans49.

However, these pilot schemes have not yet
have an impact at system level. Even at

local level, where one might expect more
concrete work and better identification of
skill needs, since stakeholders can easily
meet and exchange, little seems to be
happening. Except in Croatia, where a kind
of ‘dual’ system is functioning50, VET
schoolmasters have little information on
labour market needs. This can be
explained by a number of factors:

1. the fact that VET schools have little
autonomy, and that the planning
process concerning the network of
schools and specialities is still
centralised in most countries;

2. the lack of interest on the part of
employers in training issues, particularly
in situations of very high unemployment;

3. the importance of the grey economy,
which hampers the functioning of the
labour market as well as the process of
transition from school to work;

4. the legacy of the socialist system, in
which relationships were established in
each ‘sphere’ in a vertical way.

Thus, VET schools show little interest in and
little capacity to understand the labour
market, to act with labour offices and with
companies in effective partnership and to
develop appropriate activities. Meanwhile,
labour offices are very much understaffed,
poorly equipped and overloaded with the
management of unemployment registers.
They have little time and insufficient skills to
analyse labour market needs in-depth.
Furthermore, legal obstacles such as the
very limited autonomy given to VET schools
in many countries still prevent them from
working efficiently with businesses and
labour offices51. In that context, activities
undertaken through EU CARDS concerning
labour market needs analysis can play a
substantial role. These activities all need to
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47 Twice a year.

48 There are also ‘internal’ change agents who are intended to promote new learning methods and new
teacher-training schemes in the school.

49 In Kosovo a Centre for Training Needs Analysis has been set up in the Chamber of Commerce, with support
from key ministries, the Employment and Skills Observatory of Kosovo and the European Agency for
Reconstruction. Moreover, the Adult Learning Strategy foresees the creation of a sustainable data,
information, analysis and research base, possibly in the planned tripartite Workforce Development Research
Centre for labour market trends and skills forecasting, and under the new National Economic and Human
Resources Development Council.

50 A dual system is also being developed in Montenegro, but with little support from employers.

51 It was also surprising to hear from the local employment office in one Serbian region that it would not be able
to set up cooperation with the VET school for continuing training without having been explicitly asked to do so
by the National Employment Office in Belgrade.



be based on strong partnerships between
the main stakeholders.

Curriculum development

The lifelong learning approach calls for a new
learning paradigm, emphasising the centrality
of the learner, with particular focus on basic
skills, on the changing role of training
facilitators and on the understanding of
learners’ interests. In addition, the
preparation for the knowledge-based
economy and society requires a better
understanding of the needs of learners and
labour markets, and in particular the
introduction of new basic skills such as
entrepreneurship, science and technology.
The European Commission has recently
issued a Recommendation on Key
Competences for Lifelong Learning52 in
which competences are defined as ‘a
combination of knowledge, skills and
attitudes which all individuals need for
personal fulfilment and development, active
citizenship, social inclusion and employment’.

This gives a framework for the on-going
reforms of the curricula in all European
countries. This message is particularly
relevant for the VET curricula in the
Western Balkans, as these curricula were
set up in the context of a centrally planned
economy, mainly driven by traditional
industries already in severe decline, and
had not changed since the 1980s. This is
why curriculum development has been one
of the cornerstones of a range of donor
assistance programmes, including the
EU-funded CARDS programmes on VET.
This has produced a series of new
curricula in priority fields, in line with the
economic priorities described above.

In Croatia the dual system has now been
implemented for all three-year VET pathways
in the context of the so-called ‘unique model
of education’, with substantial support from
the Chamber of Crafts. The same approach
has been in the process of being
implemented since 2004 in Montenegro in
some fields. In general, after the initial design

of a few pilot curricula within the framework of
the first generation of EU-funded CARDS
VET programmes, a second generation is
now under scrutiny, while implementation of
the first ones is being extended to a wider
group of schools. Curriculum profiles are
being broadened; growing numbers of the
new profiles are competence based, and are
also modular, the aim being to facilitate
flexible routes and adult learning. The newly
established VET centres, although they are
often understaffed and poorly prepared for
such work, play a role, particularly in
Montenegro, Serbia and Croatia, as does the
VET Agency in Croatia. Chambers of
commerce and crafts are closely associated
with these developments.

However, most of this work is still
experimental, many outdated curricula are
still in operation, and most countries and
territories still do not have an agreed
curriculum concept at national level.
Moreover, according to a recent ETF report
(Parkes and Nielsen, 2006), up to now the
work has been done without reference to a
fully fledged qualification and certification
system, which is now on the agenda of the
Ministers of Education, and which could
now bring a need to revise the curricula
accordingly. In Serbia, the former Yugoslav
Republic of Macedonia and Bosnia and
Herzegovina, although this has been done
with the aim of promoting a modular
approach and allowing for the development
of adult training, very few schools have
implemented such an approach.

It also appears that the work in the Western
Balkans is now suffering from a lack of
coordination and consistency, with new
curricula for general education being set up
at the same time as different methodologies,
mainly with the support of the World Bank.
It is also suffering as a result of being
underpinned by different concepts and
philosophies, those of the various EU
experts involved in the design of the VET
curricula and those of the national actors
involved, some being considered
‘traditionalists’ and others ‘modernists’53.
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52 http://ec.europa.eu/education/policies/2010/news_en.html

53 In the 2005 CARDS Social Sector Study on Serbia the authors, Marikja Kolin and Will Bartlett, state that a
‘huge public debate is still going on around education reform and is it not yet clear to what extent the present
authorities will change the main strategic goals of the education reform in Serbia’ and adopt ‘the innovative
solutions from developed European countries’.



Transferring experimental work from pilots
to the system as a whole has been
hindered by the lack of a dissemination
strategy involving the search for adequate
resources for teacher training and for
equipment for practical training, and for
new financing mechanisms. In most
countries and territories, practical training
has been neglected, except in the pilot
schools that have benefited from
substantial grants for technical equipment
through donor projects. There is the threat
of a growing gap between innovative
islands that are well equipped and the
traditional mainstream. Furthermore, there
is a huge difference between Croatia –
where reforms started much earlier, where
public expenses for education are
markedly higher, and where the private
sector is substantially involved through the
dual system54 – and other countries, where
resources are scarce and the economy
less dynamic.

Teacher training and retraining

In line with the building blocks for lifelong
learning strategies of responding to the
demand for learning, working in partnership
and striving for excellence, there is the
need to promote innovative pedagogies,
involving a shift from teaching to learning,
placing the learner at the centre. In
addition, the Maastricht Communiqué
underlined the priority to be given to the
examination of the specific learning needs
and changing role of vocational teachers
and trainers, and of the possibilities of
making their profession more attractive,
including continuous updating of their
professional skills. All this challenges the
traditional roles and responsibilities of
teachers, trainers and other training
facilitators, particularly in the Western
Balkan countries and territories, where the
approach to learning is still very much
based on subjects in the faculties for
teacher training. The new role of teachers
is also wider since they will have to be

active promoters on the ground of the
lifelong learning strategies55.

The design and implementation of new
curricula has been accompanied by
teacher-training programmes set up in the
context of the EU-funded CARDS
programmes on VET, mainly through the
pilot schools approach. The process is now
being expanded with the support of the
VET centres and education offices set up
for the support of education reform as a
whole, with wide disparities between
countries and territories, as there are for
curriculum development. For example, in
Croatia both initial and in-service teacher
training for VET teachers are well
developed56, while in Albania there is no
formal pre-service teacher training, and
only sporadic and isolated interventions on
the part of several actors in in-service
teacher training for VET teachers57 (ETF,
2006e).

Although there are often complaints about
the passive role of teachers towards
change, there is also evidence that many
teachers have been very active in
participating in pilot projects on developing
and implementing new curricula, and
disseminating the outcomes of pilot
approaches. In Croatia teachers have
played a positive role in promoting VET
reform. Overall, where they have been
implemented, the introduction of Change
Agent Teams (CATs) in VET schools has
proved efficient, and has promoted new
open and flexible learning approaches.
Teachers have also demonstrated a high
level of motivation when participating in
weekend training courses (Montenegro and
Bosnia and Herzegovina) and in summer
work (Kosovo). In the context of extremely
high unemployment, the teaching
profession may have been seen as
attractive, since a large number of the
students preparing for teaching professions
were given a job (more than 50% in Bosnia
and Herzegovina, where the number of
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54 Even if it concerns only 25% of the schools.

55 With reference to the discussions of the Education and Training 2010 Working Group in Brussels on
5–6 October 2006 on the development of coherent and comprehensive national lifelong learning strategies
before the end of 2006.

56 In Croatia continuing teacher training is compulsory and provided free of charge by the Ministry through the
VET Agency and the Education Centre; however, there is still no quality monitoring system.

57 Although an adequate system is to be decided under EC CARDS VET 2.



applications for pre-service teacher training
exceeds capacity by up to 50%).

However, results are mixed, since most
initiatives linked to in-service teacher
training have been fragmented58, have
suffered because of the limited availability
of modern teaching equipment, although
they are supported by a range of different
donors (the former Yugoslav Republic of
Macedonia59), have lacked a national
strategy (Albania, Bosnia and
Herzegovina) and have had limited
impact60. With the shift of responsibility for
in-service teacher training to local
governments, it could be expected that
increasing importance would be given to
the subject provided that local
governments are able to make funds
available61. Another limitation is the low
status of teaching and the low salaries62,
which leads a number of teachers to take a
second job in the grey economy.

Furthermore, pre-service teacher training in
most countries and territories still suffers
from a lack of relevance for VET teachers
(Montenegro), and is hampered more
generally by the very traditional and
academic approach taken by the Faculties
of Pedagogy in universities, even when
practical training is provided. Most experts
in the countries and territories consider
these faculties to be useless. Many
donor-funded projects have tackled these
issues and promote active methods of
learning and efficient management of
classrooms63, and activities such as the
ETF TT network set up in 2002 plays a
positive role. However, most countries and

territories are still without an overall
strategy and system for in-service teacher
training, including training for school
managers.

Croatia is probably more advanced64.
However, the report mentions the
persistence of weaknesses in the
relationship between universities, VET
schools and companies, which will reduce
the relevance of the teacher-training
systems. The ‘National Strategy for
Development of Education in the Republic
of Macedonia 2005–15’ and the ‘Policy and
Strategy Development for VET in Serbia’
adopted in 2005 could also have a positive
impact.

Qualification frameworks and

certification systems

When reviewing progress in the
implementation of the Copenhagen
priorities, the Maastricht Communiqué
stated that priority at national level should
first be given to the use of common
instruments, references and principles to
support the reforms and development of
VET systems and practices, for example
regarding transparency (Europass),
guidance throughout life, quality assurance
and the identification and validation of
non-formal and informal learning. This
should include the strengthening of mutual
links between these instruments and the
raising of stakeholders’ awareness at
national, regional and local levels to
enhance visibility and mutual
understanding.
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58 The problem is particularly acute in Bosnia and Herzegovina where, as a result of its very complex and
fragmented organisation, around 70 institutions deliver pre-service teacher training.

59 VET school teachers are involved in in-service teacher training through different projects organised and
sponsored by the World Bank, CARDS, USAID, the Bureau for Development of Education and others.

60 However, in 2006 Serbia is devoting a substantially increased amount of money to teacher training.

61 In the former Yugoslav Republic of Macedonia the initiative of creating a free market of accredited
teacher-training providers is heavily supported by the Education Modernisation Project.

62 In Montenegro there has been an interesting initiative in which teachers are not replaced when they retire,
with the remaining teachers receiving higher salaries that correspond to the money saved. In contrast, VET
teachers and instructors in Albania have very low salaries starting from around €180 per month and
progressing to a maximum of €240 per month.

63 As in the former Yugoslav Republic of Macedonia at the Faculty of Philosophy, with the support of World
Bank projects.

64 Croatia has a plan for the development of the system of education 2005–10, which anticipates the creation of
a coherent national strategy for the education of teachers, coaches and instructors in companies, and
teachers in adult education, as well as a system of continuing professional development, developing a work
programme with new technologies and the introduction of contemporary teaching methods, in accordance
with the Bologna process.



Beyond the future Member States who are
already involved in the Copenhagen
process65, all the Western Balkans have
benefited from ETF projects on the
dissemination of the main Copenhagen
messages and on the preparation for a
national qualification framework (NQF). In
that context – and although little has yet
been implemented – a great deal of
interest has been expressed in
transparency and quality assurance.
Furthermore, the introduction of NQFs has
now been recognised in all countries as a
crucial reform that is aimed at contributing
to the modernisation of VET systems,
preparing for a better functioning of the
labour market and for the development of
adult learning within a lifelong learning
perspective, and setting up links and
bridges with on-going reforms under the
Bologna process on higher education. The
dissemination of information on the
European Qualifications Framework has
been successful. Among the interested
stakeholders, the medium-ranking actors
involved in these processes have shown
great enthusiasm, and several partnership
networks have been established. In this
context, two particular aspects have shown
more concrete outcomes: the qualification
frameworks and certification systems.

National qualification frameworks

These first concrete experiences have
already provided interesting outcomes. The
project on developing NQFs was successful,
since, according to Vincent McBride (2005),
‘measures addressing the main aspects of a
national qualification framework have
remained sufficiently broad to promote
strategic directions without constraining local
initiatives […] Thus it provides guidance and
support allowing countries to position among
a range of strategies without imposing a
single or unique approach. In this regard, the
material from Copenhagen (references,
principles and tools on Quality Assurance,
Transparency, Recognition of
non-formal/informal learning, Credit Transfer
system) may be used to guide reforms,
thereby accelerating their reform process by

shortening the amount of time taken in policy
search for models or approaches that reflect
mainstream trends in EU Member States’.

However, there are questions linked to the
complexity of the process of setting up a
real NQF. In Romania66, the work started in
1996 and the current objective is to have a
complete instrument by 2008. Such
complexity is the result of the need to
involve several partners in the approach,
and to create a consensus among them on
a number of interrelated decisions, in a
context in which coordination between
Ministries of Education, Labour and the
Economy is very difficult, and in which
social partnership in VET is in its infancy.
Until now, developments in the preparation
phase have been very much driven by the
Ministries of Education. There is a risk that
the qualification levels adopted are
confined to the exit levels and VET routes
provided by the education system, without
taking into account the medium-term needs
of the labour market, as well as the huge
need for requalification of the workforce.

Of course the process will be facilitated by
the development of the European
Qualification Framework (EQF). However,
as well as questions on the ability of
experts and medium-ranking managers in
the administration to work together and to
find appropriate agreements, there is the
question of the willingness of employers to
endorse the outcomes, and of politicians to
put forward such reforms. An assumption
based on on-going work in Kosovo,
Montenegro and Albania suggests that it
could be easier to reach such an ambitious
objective in the smallest countries67. In
contrast, the lack of cooperation between
the main ministries involved in Serbia and
Croatia, as well as the fragmentation of
responsibilities in Bosnia and Herzegovina,
may seriously hamper the process.
However, a dedicated ETF conference in
Zagreb in October 2006 demonstrated that
awareness is already solid and discussion
is on-going among stakeholders in all
countries and territories. Moreover, some
countries and territories have taken steps
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65 Since 2002 for Turkey and 2004 for Croatia. The former Yugoslav Republic of Macedonia’s participation is
still to be concretised.

66 Romania has become a kind of ‘benchmark’ for the Western Balkans.

67 Montenegro set up a National Qualifications Commission in 2006.



forward. In the former Yugoslav Republic of
Macedonia a proposal for setting up an
NQF is now under development.

National certification systems

Setting up a national certification system
through national exams at the end of basic
education and secondary schools has also
been seen as a priority in all countries and
territories, since graduates’ examinations
were (and still are in most cases) carried
out at school level. It has been seen as a
policy tool aimed at introducing national
standards that can be used in the context
of quality assurance policies, providing
national indicators to be compared with EU
benchmarks, facilitating the transition from
secondary education to higher education,
and fighting corruption in the delivery of
exams. As suggested by the European
messages on ‘making the best use of
resources’68, national certification schemes
should be accompanied by greater
autonomy for schools, in order to ensure
both efficiency and equity.

In most countries and territories there are
on-going reforms to introduce such national
exams, starting with the four-year pathways
in general and technical education. A
national ‘matura’ already exists in Croatia,
as well as a state exam for the four-year
technical routes, with full implementation
planned for 2009 for the first and 2010 for
the second. Serbia and the former Yugoslav
Republic of Macedonia are following the
same approaches with on-going
experimentation with a vocational matura in
pilot schools in Serbia, and a new external
state exam for secondary education that
should be in place in 2007/08 in the former
Yugoslav Republic of Macedonia. The work
on preparing new certification systems
benefited from the work done on preparing
an NQF. This was also the case in Albanian,
where two technical working groups were
set up in the context of NQF, one on quality
assurance and the second on certification,
as well as in Montenegro where a national

certification system is covered by the draft
Law on National Vocational Qualifications69.

Higher education reforms and the

Bologna process

The higher education sector and institutions
are fully involved in the area of lifelong
learning. In a recent Communication from
the Commission on ‘Mobilising the
brainpower of Europe’ (2005), uniformity,
insularity, overregulation and underfunding
are highlighted as major bottlenecks for the
contribution of universities to the Lisbon
strategy. The core modernisation agenda
focuses on attractiveness, governance and
funding. The Bologna process is driving
reforms in higher education structures,
particularly in relation to the introduction of
the three-cycle structures of degrees and
enhancing quality assurance. Moreover, the
Education and Training 2010 Work
Programme recognises the extreme
importance of modernisation in higher
education, over and above the reforms
called for in the Bologna process which are
also important for achieving the Lisbon
objectives.

As in the former candidate countries in
Central Europe, higher education have been
given the highest priority by Ministries of
Education. Laws on higher education have
been passed or are under discussion in all
countries and territories. Croatia signed the
Bologna Declaration in 2001; Albania,
Bosnia and Herzegovina, the former
Yugoslav Republic of Macedonia,
Montenegro and Serbia signed in 2003; and
Kosovo has been attending the Bologna
Ministerial meetings on an observer basis.
Since then significant progress has been
made on the implementation of the Bologna
process across the region, through
harmonising curricula, introducing credits,
innovating methodologies, reflecting on
quality assurance, and strengthening
university–enterprise cooperation. The
Tempus programme is supporting these
initiatives70.
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68 http://ec.europa.eu/education/policies/2010/objectives_en.html#making

69 The external matura exam will be implemented in 2010 for gymnasia.

70 In the former Yugoslav Republic of Macedonia the Ministry of Education and Science has established the
National Team of Bologna Promoters, in which teachers, professors, students and ministerial staff are
participating, with the aim of increasing the interest in implementing the process and preparing the
appropriate legislation.



However, as a legacy of the Yugoslav
system, higher education remains rather
elitist, very academic in nature and strongly
based on faculties. Its elitist nature is
demonstrated by the limited enrolment in
universities71 and the long duration of
studies (around eight years in Serbia for a
degree), which dissuades students,
particularly those from low-income families.
As discussed above in relation to teacher
training, the introduction of active
pedagogies has not yet been completed,
and the involvement of faculties in adult
learning is very limited. There is also a
resistance on the part of faculty staff to
address professional education, since the
view is that this is better addressed by
post-graduates studies.

Thus, the system is still very much
segregated between faculties and
vocational colleges (Vise Skole). Although
often very successful, vocational colleges
have low enrolment rates, since students
prefer to enter prestigious faculties. They
also have separate status72: vocational
colleges now prepare students for the
‘applied’ bachelor degree, while the
faculties prepare them for the academic
bachelor degree and for higher degrees;
there are no pathways between vocational
colleges and faculties, and colleges do not
benefit from Tempus (in Serbia). The
Serbian Law on HE was set up in 2005 in
line with Bologna, but only after a long
debate in which faculties expressed their
reluctance towards full integration, and
succeeded in limiting the universities to a
coordination function without any
substantial role. Recent evidence from
Tempus projects suggests that
coordination between faculties is very weak
in the region as a whole.

Moreover, cooperation between
universities and enterprises is weak.

According to a recent report (European
Commission, 2007), ‘no obvious link with
university–enterprise cooperation is
mentioned […] in the discussions
underway on the implications of the
Bologna process on national legislation […]
and local partnership involving universities
appears very weak and there seems to be
little interest in pursuing the common
interests of universities and enterprises’73.

Thus, the development of vocational
post-secondary and short vocational higher
education is limited across the whole
region. There appears to be a demand for
post-secondary and short higher VET, but
there is very little evidence from the labour
market or employers to support a clear
strategy74. But some countries, such as
Montenegro, have taken steps forward by
creating the legal pre-conditions for the
introduction of post-secondary VET in
vocational schools. Private initiatives have
also been introduced in a number of
countries, such as the establishment of
25 private vocational colleges75 in Serbia in
2006.

As already reported, higher education has
been given high priority, but in the context
of limited funding. Therefore, an important
innovation in most countries is the
introduction of tuition fees aimed at
compensating for low levels of state
funding. However, tuition fees have rarely
been accompanied by adequate loans or
grants for students from low income
families76. This is probably why enrolment
in higher education has not increased
quickly as it did in the former candidate
countries. Another factor is the huge
importance of the grey economy, which
offers immediate substantial earnings to
students, at levels which would have
otherwise have taken them many years of
studying to achieve.
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71 Particularly in comparison with the trends observed in Central Europe.

72 And different premises in Serbia.

73 Evidence comes in particular from the Serbian Law on Higher Education, which set high minimum thresholds
for the number of permanent teachers as a proportion of the total number of teachers, as well as for the
proportion of PhD teachers, for both colleges and faculties, thus seriously hampering both the functioning of
the colleges and the opening of faculties relating to business and the labour market.

74 This was the main message from an ETF conference on post-secondary vocational education in Skopje,
12–13 December 2005.

75 These must still pass the accreditation procedure.

76 In Croatia, veterans’ children are exempted from paying fees.



3.3.4 SUBJECTS NOT, OR NOT
FULLY, ADDRESSED BY
ON-GOING REFORMS

Architecture of the system and lifelong

learning

Although a number of reforms are
underway, a global vision of the system
and a lifelong learning perspective are
missing in all countries and territories,
despite rhetorical references to the
concept. Most countries have prepared
specialised education sector laws, which
are often rather detailed, but reforms have
been discussed rather in isolation, which
leads to a weak alignment between
different reform processes, and the risk of
inconsistencies. Mainly as a result of the
lack of interministerial coordination and
tripartite dialogue and of difficulties in
implementing new governance schemes,
little account is taken of existing rigidities,
nor of links and communication between
components or sub-systems of the
education and training system.

So far, the global architecture of the primary
and secondary education systems has not
changed, being based on eight years of
basic education and two to four years of
upper secondary education (according to
the different general, technical and
vocational routes)77. However, Kosovo and
Bosnia and Herzegovina introduced a ninth
grade for basic education in 2000 and
2004/05 respectively 78. The former
Yugoslav Republic of Macedonia has
planned the same changes starting in 2007,
and Montenegro is experimenting in some
schools with a new elementary school that
leads to nine years of basic education. At
upper secondary level, too much rigidity and
the continued existence of dead-end
courses still prevent the conception and
implementation of a lifelong learning
strategy. VET curricula are developed in
isolation from the development of curricula
for general education. In VET schools there
is little communication between the three-

and four-year programmes, and the
three-year graduates have very limited
opportunities to join higher education. As
discussed above, there are no pathways
between vocational colleges and
universities. Moreover, little consideration is
given to continuity between initial education
and adult learning, and VET schools most
often work in isolation from the Regional
Training Centres (RTCs) set up under the
umbrella of the Ministries of Labour79.

The education systems have not changed
a great deal, since the network of schools,
and particularly of VET schools, has not yet
been restructured. The, exception is
Albania, where the number of VET schools
has decreased from 308 in 1990 to 40 in
2005 creating a serious gap in VET
provision. Some other changes have come
from the development of private provision
for VET and higher education, particularly
in the fields of ICT, foreign languages,
business and tourism. These
developments often originate through
donor initiatives and are significant in
Kosovo, Serbia and Albania, where
observers have noted that there is a
training market, although the structure in
which it operates is not very transparent.
This is also the reason that ministries have
begun to set up licensing procedures and
accreditation agencies.

Finally, improving access to education for
children and young people from lower
socioeconomic backgrounds has not been
addressed. However, facilitating access to
learning opportunities is one of the building
blocks for developing and implementing
lifelong learning strategies. ‘This means
making what is already on offer more
visible, flexible, integrated and effective,
while also developing new learning
processes, products and environments.
Strategies must also address issues of
equality of opportunity and of the targeting
specific groups, in order to ensure that
lifelong opportunities are genuinely available
to all, especially those at particular risk of
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77 The system is different in Albania, with two VET routes reaching a first level in three years and a second level
in five years.

78 This means that compulsory education is from age 6 to 15.

79 However, Montenegro has three Regional Training Centres set up in close cooperation with VET schools, by
agreement between the ministries of both education and labour.



exclusion80.’ This calls for ambitious adult
learning strategies (see Section 3.4 below),
but also for serious consideration of the
role of the education system as a whole.

Adult education and continuing training

Although adult learning has a key role to
play in lifelong learning, this sector was
seen as the weak link of the lifelong learning
chain in the Maastricht Study81 in 2004; the
2006 joint progress report on the Education
and Training 2010 Work Programme
underlined the fact that ‘across Europe,
insufficient priority and funding was being
dedicated to increasing access to adult
learning opportunities, especially for older
workers and for those with low skill levels’82.

The situation in the Western Balkans is
even more difficult. Overall, the
participation of adults in lifelong learning
programmes is very limited. Following a
project on supporting the drafting of an
adult learning strategy in some countries
and territories83, the ETF prepared a
synthesis report which highlights the
problems and challenges faced (Gunny
and Viertel, 2006): in general, although
most countries have prepared, and some
have adopted, national strategies on adult
learning, developments are extremely
modest. According to the report, ‘to date,
adult learning responses in the countries
and territories have been uncoordinated,
scattered and often driven by donors’
objectives, with the result that there are
many learning needs that are not being
met’. In fact, ‘adult learning is often
equated with adult education and seen as
the main responsibility of ministries of
education […] Much of current provision is
supply driven’. In the context of developing
an adequate strategy, ‘the starting point is
not a vacuum, because a strong adult
learning tradition existed in Yugoslavia in

the past. But adult learning declined as the
economic and social situation deteriorated
and war dislocated normal life’. A recent
report suggests that in Serbia only 1% of
the population has received any from of
training during recent years (Kolin and
Bartlett, 2005).

Adult learning is, however, a key issue in
all countries and territories where war and
industrial restructuring have left behind a
large proportion of the active population,
particularly in Croatia, Serbia, Bosnia and
Herzegovina, the former Yugoslav
Republic of Macedonia and Montenegro,
where demographic developments are
negative. But in most countries, labour
market training receives very limited
amounts of funding84, and the funds are
used in a selective way that mainly benefit
those who are most qualified. The same
situation prevails in companies, where the
interest in training among businesses is
very low as a result of the high
unemployment level. The picture is not
completely negative, as illustrated in the
description above of pilot projects that
demonstrate the strong commitment of
employers to contribute to labour market
training. Another positive sign is that in
Serbia in 2007 there will be a strong
increase of funds for active labour market
measures, including training. However, in
the same year, the National Education
Council has rejected a law on adult
learning as a non-priority.

Adult learning could be developed using
existing institutions such as the VET
schools, but appropriate measures must be
taken, since until recently in most countries
and territories VET schools were not
permitted to do this. Where it has become
possible85, it has been done within a
complex and rigid financial framework
which does not provide sufficient incentives
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80 http://ec.europa.eu/education/policies/lll/lll_en.html

81 http://ec.europa.eu/education/policies/2010/study_en.html

82 http://ec.europa.eu/education/policies/2010/nationalreport_en.html

83 Croatia, Kosovo, the former Yugoslav Republic of Macedonia, Montenegro and Serbia.

84 In Croatia during the period March 2002 to August 2005, a total of 80,371 unemployed people benefited from
the various measures of the Government’s Employment Promotion programme. This figure has to be seen in
relation to the total number of 390,000 people unemployed in 2002 and around 308,000 in 2005 (ETF). In
Kosovo, where the training provision increased in 2004 by 40% and in 2005 by 26%, the ratio of training
places to the number of unemployed people was little more than 1.3% (ETF).

85 Kosovo is an exception, in that its VET and Adult Education Laws allow public secondary schools to offer
fee-based extension programmes for adults.



(Bosnia and Herzegovina). Some countries
and territories have now made some
schools RTCs, with a view to them
providing adult training (Serbia), but in
general RTCs operate in a parallel system
to the VET schools, and there is no
coordination between them. Thus, unclear
status and the lack of incentives could
block initiatives and make RTCs
unsuccessful. Anecdotal evidence
suggests that Serbian RTCs have
difficulties establishing effective links with
the regional employment services, and
even more so with employers, despite the
intensive work of some teachers as
external Change Agents (see above).
However, no conclusions can yet be
drawn, since developments have only just
begun.

As stated in the ETF report ‘Designing
adult learning strategies’, ‘there is a need
for a major shift to the demand side to
ensure that provision meets the needs of
enterprises and individuals, and that it is
market-oriented. There is also a need for
capacity-building to change attitudes and
ways of working’. There is also a great
need for incentives and awareness
campaigns aimed at employers to increase
training and HRD in general. The
preparation of National Action Plans for
Employment on the basis of the European
Employment Guidelines, particularly in the
future Member States, should allow for a
more focused approach to the needs of the
labour market and society, and for better
targeting, as long as appropriate funding
can be secured.

Counselling and guidance

Counselling and guidance services have a
key role to play in making a European area
of lifelong learning a reality. As expressed
in the Copenhagen declaration, there is a
need for ‘strengthening policies, systems
and practices that support information,
guidance and counselling at all levels of
education, training and employment,
particularly on issues concerning VET, in
order to support occupational and
geographical mobility of citizens in Europe’.
Following the Resolution on ‘Guidance
throughout life’ (Council of the European
Union, 2004), in 2004 the ETF undertook

country reviews of existing policies,
systems and practices in career guidance
in all countries and territories (Sweet,
2006).

As stated in the report, ‘career guidance, in
particular for adults, has so far been a
forgotten element in education and labour
market reform in most countries and
territories of South East Europe. Where
actions have been undertaken, mainly
through EU-funded CARDS or other donor
programmes, they were limited to pilot
projects or isolated aspects of guidance.
A comprehensive and systematic policy
approach to guidance covering the whole
education and labour market system and
outlined in a national strategy has not yet
emerged’.

However, in all countries except Albania and
Kosovo some services are available in
schools and/or for school students, provided
by psychologists and pedagogues, and this
provides a basis for future developments. In
addition, the PESs play a role, particularly in
Croatia, Serbia and Montenegro, but also in
Kosovo and in the former Yugoslav Republic
of Macedonia, where they are the single
source of career guidance for adults; in all
cases, the demands upon the employment
service exceed its capacity to assist all those
who need help.

There are a number of examples of good
practice to be found in pilot projects. In
particular there is the provision of job fairs
with the support of chambers of commerce
and/or craft in some countries and
territories; the Info-Points and CASCAID
Programme in Croatia, through which
users can obtain a description and specific
analysis of individual aspects of work for
every occupation; the RTCs for adults and
job clubs in Serbia; the ‘How to seek a job
actively’ guide in Bosnia and Herzegovina;
the PARSH project in Albania, where a
printed directory of training provision in
Tirana has been published; the career
guidance components as part of the
EU-funded CARDS KOSVET programme
in Kosovo, through which policy
recommendations for career education and
guidance have been developed and
submitted to stakeholders; the centres for
employment in the former Yugoslav
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Republic of Macedonia, where 50 VET
schools have also opened career guidance
centres; and the Centre for Information and
Professional Counselling, which was set up
in 2005 in the Employment Agency in
Montenegro.

Quality assurance

Although discussions have begun in all
countries and territories on quality assurance
through the ETF project on dissemination of
the Copenhagen messages, little has been
done so far. Quality assurance (QA) is mainly
promoted through the establishment of
accreditation procedures and institutions (the
former Yugoslav Republic of Macedonia)
aimed at monitoring the development of
private training providers in adult education
and higher education. A specific agency is to
be established in Serbia. However, in
Montenegro, a QA model for general
education, comprising external evaluation
and self-assessment against standards and
indicators, was developed in 2001. This work
has been further developed and adjusted to
the VET system with the EU-funded CARDS
2004 project, which developed and trialled
self-evaluation methodology in VET schools.

Moreover, the role of inspectorates is being
revised to enable them to contribute to QA
and a better functioning of the education
systems (the Law on Inspectorate was
adopted in 2006 in the former Yugoslav
Republic of Macedonia, and the
inspectorate was also reformed in
Montenegro). Once established, the VET
centres and agencies will start to develop
monitoring tools in relation to exam results
and scientific tests like the ones used by
international institutions. The developments
in initial and continuing teacher training and
the implementation of national
examinations also play a crucial role in
improving quality. However, a key obstacle
for further developments is the lack of a
proper information system and the
inconsistency of data between the
ministries and the statistical offices in most
countries and territories. Hence, all these
endeavours are very much in their infancy.

Financing issues, efficiency and equity

More funds and more efficient and equitable
funding have been repeatedly emphasised
by the EU as key conditions for the success
of reforms in education and training,
particularly in VET86. As stated in the
Communication, ‘in fact, equity and
efficiency are mutually reinforcing […]
Policies which reduce such costs (income
tax losses, increased demand for
health-care and public assistance, and the
costs of higher rates of crime and
delinquency) can deliver both equity and
efficiency benefits. Member States can
maximise the real and long-term returns
from their education and training systems by
considering equity alongside efficiency
when taking decisions about system
reforms’. Previous sections of the document
have already showed how little funding
education and training has been receiving
from public and private sources (well below
EU averages), with wide variations between
countries and territories, and that public
expenses have also been declining in most
countries and territories.

As stated in the ETF report on curricular
reform (Parkes and Nielsen, 2006), ‘VET
and curricular reform took place without a
comprehensive review of the financing of
the systems, with a lack of analysis of
financial means and mechanisms, and
EU-funded VET projects are characterised
by relatively small sums of money for
relatively short periods, and there is too
little awareness of the prospective
exponential growth in costs for systemic
implementation’. To this list could be added
the lack of consideration for practical
training in VET schools in the context of
wide discrepancies between schools, and
even more important, the very low salaries
of teachers and their poor career prospects
in most countries and territories. Except in
schools that benefit from EU or other
donor assistance, or from good
connections with particular politicians,
technical equipment is outdated, and poor
relationships with employers87 make the
quality of the practical training extremely
questionable.
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86 http://ec.europa.eu/education/policies/2010/objectives_en.html#making, and
http://ec.europa.eu/education/policies/2010/nationalreport_en.html

87 VET schools that have set up close cooperation arrangements with chambers of crafts in Croatia are an
exception.



Lack of funding, efficiency and equity are
also topics in the delivery of labour
market training which, as demonstrated
above, do not address those sections of
the population who are most in need. As
noted in Kosovo, the very clear and good
intentions of the government for
education remain only intentions because
of the lack of public funds88

. In many
countries and territories some expenses
have to be paid by students and families,
such as the cost of textbooks89, and
scholarships are often restricted to a
minority of students.

Beyond the lack of funding, the financing
system needs to be reviewed, and in most
countries and territories this process has
begun, and has been linked to the
decentralisation process. Since state
resources are scarce, there is a tendency
to call on additional resources from
decentralised bodies, or from the school’s
own resources, particularly in the case of
VET schools. Thus, municipalities and
counties as self-governments already have
some responsibilities in Croatia, the former
Yugoslav Republic of Macedonia, Kosovo,
Albania and Serbia, where they finance
school maintenance, utilities, teacher
retraining, equipment and infrastructure,
while teachers’ salaries remain centralised.
Following the Ohrid agreements, the
former Yugoslav Republic of Macedonia
has also planned to decentralise the
payment of teachers to municipalities in
2007. In these countries and territories,
anecdotal evidence suggests a positive
attitude on the part of numerous
municipalities towards this new role. This is
also the case in Albania, while in
Montenegro there is a different situation in
which decentralisation is rejected by
municipalities90.

However, as analysed above in the section
on decentralisation, procedures are
complex. The centralised part of the
budget, which mainly covers staff salaries,
and the state contribution to the
decentralised part, which goes through
local governing bodies, are granted to
schools through rigid procedures that are
usually based on the number of students.
But the amount granted is always very
different from the amount requested by
schools when they submit their budget to
state bodies91. Some countries and
territories differentiate between the types of
students92, while others use the same
ratios. Some countries have introduced
competition funds for innovation, though
some experiences through EU-funded
CARDS were unsuccessful, and were
discontinued. Thus, there is no incentive to
promote better efficiency at school level.

Moreover, there is a major issue in terms of
equity, since allocation of resources from
the state to local governing bodies, including
resources from privatisation in some
countries and territories, is not carried out
equally, and suffers from a lack of
transparency and from the strong influence
of politicians. This is exacerbated by the role
played by donors working through selected
pilot schools. As a result, some schools are
overcrowded and function with two shifts93,
when others in the same country or territory
have very few students. Some VET schools
are very well equipped with up-to-date
machines, while others are still working with
obsolete equipment. This was the main
reason for establishing compensation
mechanisms, though the evidence is not yet
convincing in Croatia, where a
Compensation Fund was set up some years
ago at region level, but with inadequate
mechanisms which do not provide equity94.
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88 Main findings of an ETF mission on ‘Facilitating peer learning on VET finance in Albania, Kosovo and
Montenegro’, 2006.

89 In Albania these expenses include those for accommodation and food for students using dormitories.

90 Main findings of an ETF mission on ‘Facilitating peer learning on VET finance in Albania, Kosovo and
Montenegro’, 2006.

91 Moreover, in some countries, particularly Montenegro and Serbia, budget issues at national level have
recently led to a system of monthly payment to schools which creates serious problems for headteachers.

92 In Albania unit costs are roughly twice as high as those in VET schools.

93 One in the morning, the second in the afternoon.

94 During a mission to Croatia in July 2006, the regional institutions seemed to ignore totally the existence of
such a fund.



School autonomy

School autonomy has been discussed, and
partially introduced, in most countries and
territories, though without a clear concept
and often with rigid regulations that prevent
headteachers from working efficiently. In
general, school autonomy allows some
flexibility in developing curricula in liaison
with local governments, and in introducing
pedagogies, but much less in terms of
appointing teachers95 and developing new
activities. School boards have been
introduced in most countries and territories,
but their functioning is very formal and
procedures are complex. In some countries
and territories, giving greater autonomy to
schools is seen as a means of
counteracting the politicisation that results
from the heavy dependence of
headteachers on politicians at national and
at local level – headteachers in most
countries and territories usually change
when governments change. However, the
new dependence on local powers that
comes from decentralisation could also be
problematic, as anecdotal evidence has
recently demonstrated in some countries
such as the former Yugoslav Republic of
Macedonia96. It would certainly be better to
ensure the permanence of the school
management by depoliticising its
nomination.

The possibility of VET schools developing
adult learning and undertaking
commercial activities has been opened
up very recently in most countries and
territories, though often without
appropriate incentives97. In contrast, in
the former Yugoslav Republic of
Macedonia, where school autonomy was
introduced following the Ohrid
agreement, some headteachers are

developing commercial activities that go
beyond sound consideration of their
pedagogical responsibilities98.

Management of the change process

With regard to the management of the
change processes, as stated in the ETF
report on curricular reform, ‘it is not certain
that countries have established the
capacity to formulate the right intervention
strategies to achieve it’. Strategies have
been set up and laws promulgated without
an adequate implementation plan that
takes into account targets, deadlines and
steps, and more importantly, the budgetary
implications99. Dissemination has been
neglected. The reform process has also
suffered a lack of continuity because of
government changes and heavy
politicisation in most countries.

There are also questions on the ability of
VET institutions to respond to change, and
on whether teachers are prepared to
incorporate the complex reform measures
into their daily work. Moreover, the
functioning of the ministries in charge of
education and labour is questionable. In
particular, departments for VET and for
employment policies are understaffed and
heavily affected by political changes,
since most countries and territories, even
some of the smaller ones, practise a
systematic ‘spoil system’ that extends
down to school heads. There is a great
need for capacity building, particularly for
all new institutions that have recently been
set up, as well as for the social partners at
national, regional and local level. As
described above, teachers have not been
considered as change agents, except in
some EU-funded CARDS projects in pilot
schools.
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95 In Montenegro, schools appoint teachers.

96 A school in Ohrid now has two headmasters, one appointed by the government and the other by the
municipality. The first was dismissed by the municipality but refused to leave since the correct procedure was
not followed (because there was no state representative present during the session where the dismissal was
announced).

97 This is because they have to give back the resources to the state before receiving a small portion of them; in
Kosovo, it is not even possible.

98 It is difficult to set up clear borders, but consideration should be given to the consequences that commercial
activities may have on pedagogical ones. This is particularly relevant when commercial activities develop with
no direct benefits for students, or when they develop using managers’ and teachers’ energy and time when
these would be better used for looking at labour market needs and developing tracer studies, for instance.

99 There are exceptions, such as in Montenegro, where the Education Reform Implementation Strategy defines
all these issues.



However, through the dissemination of the
EU tools, references and principles from
the Education and Training 2010 Work
Programme, and thanks to peer reviews
and peer-learning activities organised by
the ETF on curricular reform,
decentralisation and VET financing, it can
be said that a real learning process has
started in the region. This has also
benefited from the active support of
neighbouring countries that are more
advanced in the involvement in EU policies,
such as Slovenia, Hungary, Romania and
Bulgaria. This has provided a powerful
learning environment for individuals, in
which their awareness and understanding
of critical policy issues can be increased
(Vos, 2006). Although it has mainly
involved medium-ranking policymakers and
social partners, this policy-learning process
is now underway, and should now be
reinforced and made more visible.

3.3.5 POLITICAL AND
INSTITUTIONAL CONTEXT,
CONSTRAINTS AND
OBSTACLES

Main achievements

The situation varies greatly in the different
countries and territories. The differences
are huge between Croatia (which is now a
future Member State in which economic
development has been higher than in other
former Yugoslav republics, and where the
level of public spending on education is not
very far from EU standards), and Albania
(where the prospect of accession is much
more distant, and the resources available
for education are scarce and decreasing).
Nevertheless there are similarities in the
ways in which reforms have been
approached and conducted so far as a
result of the EU accession context, as well
as the way that donor programmes for the
region have been designed and
implemented.

With regard to the lifelong learning
perspective and framework, clear priorities
and good intentions can been identified in
many policy documents, as well as in the
laws already approved. Moreover, there

have already been some achievements in
the fields of governance, decentralisation,
curriculum development, teacher training
and retraining, qualification frameworks,
certification systems and higher
education. With the more recent
developments linked to the Copenhagen
process and the active dissemination
process of its messages (thanks to the
ETF but also to the Education Reform
Initiative for South East Europe (ERISEE)
and the EU CARDS programme), some
countries, such as Montenegro, Kosovo
and the former Yugoslav Republic of
Macedonia, seem to have achieved a
good consensus among the main
stakeholders and taken further steps
forward in the reform process.

However, the analysis has identified as
major weaknesses: the lack of public and
private resources and of consideration for
efficiency and equity issues in funding; the
limitations in access to education and
training in general and the poor
development of adult learning; the absence
of an overall strategy for lifelong learning
and the lack of consideration for flexible
links between the components of the
education and training system and
between these components and
employment; particular lack of counselling
and guidance systems; the focus on
individual needs and on innovative
pedagogies; the lack of culture of
evaluation and quality assurance; and the
difficulties in developing decentralisation
and school autonomy.

In general, donor funded pilot activities to
address the above issues are not followed
up by proper dissemination strategies and
mainstreaming actions; nor is donors’
activity set against a global strategy and
coherent management of reform. However,
thanks to these programmes many
national, regional and local actors have
demonstrated goodwill and commitment for
the projects and for further reforms.
Positioned as they are at medium-ranking
levels in the administration, in local
governments, trade unions, chambers of
craft and commerce and employers’
associations, they represent a good basis
for further developments.
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Main obstacles for further reforms

Low priority given to education by

governments

Although there are many signs that reforms
are in progress, initiatives are developing
and many strategic papers and laws are
under scrutiny, it is clear from the previous
sections that education and training in
general and VET in particular are not
currently a strong priority for governments.
There is as yet no clear vision on the part
of politicians and employers100 that human
capital development is a key requirement
for the future. It goes without saying that
political issues are predominate in all
countries and territories101. Public and
private investments in education are very
low, and the lack of continuity in
approaches to education, particularly VET,
has damaging effects for the whole
population, in particular for young people
but also for some ethnic/national groups,
especially the Roma people.

Inappropriate and outdated governance

schemes

Governance issues have been identified
above at various stages. It is about
interministerial coordination, coordination
and cooperation between administrative
layers, decentralisation, and partnership at
all levels, with particular reference to social
partnership. It is about the dominant role
taken by Ministries of Education in
on-going reforms, often in isolation and
without proper consideration for other
partners. It is also about the internal
functioning of the administration, with the
lack of sufficient well-qualified staff, the
‘spoil system’ at all hierarchical levels,
including headteachers, in relation to any
political change in the government, the
persistence of bureaucratic approaches,

and the lack of an information system and
of transparent procedures, a situation that
allows for arbitrary decisions and
generates inefficiency. Here it seems
equally important to address the ‘external’
issue of relevance of the education and
training system to the needs of the labour
market and society, and to address the
‘internal’ issue of having a well-functioning
system with qualified staff, transparent
procedures and fair regulations. The
Copenhagen criteria concerning both the
rule of law and the adaptation to the market
must be considered equally when
addressing the reforms in education and
training.

Sustainability issues in the context of

fragmented donor assistance

As discussed above, almost all on-going
reforms are supported by EU programmes
and other multilateral or bilateral donors. In
comparison with the donor assistance
given to education and training in Central
Europe to the former candidate countries, it
seems that a substantially higher number
of donors are involved, working with
weaker and smaller administrations.
Beyond the capacity of countries and
territories to absorb these programmes,
there is the question of the sustainability of
the reforms following donor interventions.
It is a question of funding for activities that
have been developed through pilot
approaches, and which need now to be
expanded to the whole country. It is a
question of real appropriation of the
contents in order to avoid the risk of empty
rhetoric. It is also a question of motivation
and empowerment of actors towards
reforms that might go against routines and
local interests. Finally, it is a question of
continuity, consistency and
capitalisation102. The development of
professional networks and partnerships
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100 As reported by Bartlett in Chapter 1 on economic restructuring, the skills and education of available workers
are not seen as a major obstacle to business operation and growth in the former Yugoslav Republic of
Macedonia, Albania, Croatia and Serbia, in contrast to the situation in Poland and the Czech Republic (EBRD
Survey, 2005).

101 These are linked to the anniversary of the Dayton agreements in Bosnia and Herzegovina, to the status of
Kosovo, to the recent independence of Montenegro, to the future of the former Yugoslav Republic of
Macedonia and to the negotiations between Serbia and the EU.

102 In some countries and territories, initiatives aimed at the identification of labour market needs have been
launched, thanks to the VET CARDS 1 programme in 2001/02, and were completely interrupted before the
start of the VET CARDS 2 programme in 2004. In the meantime, most of the experts trained had moved on,
and it was impossible to capitalise on previous experiences.



and of appropriate institutions such as VET
centres or agencies should allow for
improved sustainability, though only if this
is accompanied by a huge effort in terms of
capacity building.

Lack of cooperation between countries

It is clear that many similar approaches
develop in some (or even all) countries and
territories at the same time, without any
cooperation and little exchange between
them. This is a particularly important issue
since some reforms need to involve a
number of representatives from public
and/or private bodies, and some countries
and territories have difficulty finding
sufficient appropriate human resources.
Another problem is the risk that these
isolated approaches create barriers
between countries and territories when the
development of economies and labour
markets already requires that workers be
geographically mobile across the whole
region. Hence, it is problematic for
countries and territories to set up new
curricula or their national qualification
framework in isolation from their
neighbours.

3.4 CONCLUSIONS AND MAIN
CHALLENGES

Human capital development is one of the
major challenges in the overall process of
socioeconomic development of the
Western Balkan countries and territories.
The adverse political situation during the
1990s, the wars and the ethnic conflicts did
not permit them to develop their human
capital as other European countries did,
while skills depletion of the labour force
could prove to be a major impediment for
succeeding in the transition process,
entering an innovation-led economic
growth path and becoming part of the
knowledge-based economy with EU
Member States.

Although the countries and territories of the
Western Balkans have managed to
decrease the percentage of people who
have low levels of education for the
younger generations, this remains
disproportionately high (in particular when

compared to the corresponding percentage
in the new Member States), thus
preventing an important section of the
population from supporting the economic
development process. The lack of
opportunities for knowledge and skill
enhancement in the field of adult learning,
and the frequent involvement of this section
of the population in low-added-value,
low-productive economic activities (in
agriculture or the informal economy)
creates a challenge for the further
development of socially inclusive
economies.

At the same time obsolete formal VET
systems – designed to address the needs
of a centrally planned economy and
preparing individuals for lifelong wage
employment – and limited training
opportunities outside these systems have
not brought about sufficient enhancement
of the adaptability of the labour force to the
new socioeconomic challenges of a market
economy. In the short to medium term this
may delay successful labour reallocation
during the economic restructuring process,
and in the long term it may cause skill
bottlenecks for economic development.

Finally, there is a gap in the countries and
territories of the region in terms of the
percentage of highly educated people able
to generate and support innovation-led
growth by absorbing and generating new
technologies. In fact, some countries and
territories in the region (for example the
former Yugoslav Republic of Macedonia
and Serbia) have even experienced a
reduction in the percentage of highly
educated people among the younger
prime-age generations. Emigration and
subsequent brain drain may be an
explanation for this, but issues of the
quality of the higher education system are
also relevant. It is true that there is a trend
for higher levels of participation among
young people in higher education, but this
does not appear to be as steep as in the
new Member States or other EU countries.
Moreover, the higher education system
seems to be progressing slowly in terms of
diversification of education programmes
and the shift from academic/elitist higher
education towards more professionally
oriented studies.
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Behind this general picture, cross-country
differences are significant. At one extreme,
Albania and Kosovo are facing a huge
challenge in terms of human capital
accumulation in that they must substantially
increase participation to education across
the board, but in particular at primary and
secondary level and in adult learning. At
the other extreme, Croatia, Montenegro
and Serbia – being the best placed in
terms of human capital in the region, and
the more advanced in terms of economic
restructuring – need to work more on
issues of adaptability of the labour force
and enhanced capacities for absorbing
new technologies. This, however, should
not undermine efforts towards increased
participation in education and training
among people from ethnic minorities and
other disadvantaged population groups.
Bosnia and Herzegovina and the former
Yugoslav Republic of Macedonia – being
somewhere in between the two extremes –
have a dual challenge to face in terms of
both reducing the percentage of people
with low levels of education and working on
issues of adaptability.

Progress on education reforms to address
the above issues has so far been modest.
Human capital and education and training
issues have not yet been given sufficient
priority. A broad consensus on the future
shape of the education system has not yet
been achieved, as governmental changes
have brought about delays in the
implementation of education reforms and
the change of direction. New governance
schemes that are less centralised and more
adapted to the needs of a market economy
have yet to be effectively established. Newly
created professional institutions which can
promote innovation in education and
facilitate the modernisation process are not
yet strong. Pilot activities on the
modernisation of curricula have not yet had
a large-scale impact on the improvement of
the overall educational provision, as they
are not mainstreamed, and this creates a
situation of ‘good schools’ and ‘bad
schools’. The debate about the education
reforms has mainly focused on the initial
education system, while adult learning has
been long neglected. Issues of excellence
are given higher priority than those of social
inclusion.

Taking into account these observations,
Western Balkan countries and territories
need to continue to address the
deficiencies of their education and training
systems at all educational levels and in the
field of adult learning, and even intensify
their efforts. The following specific
challenges can be identified.

1. Including human capital

development, education and training

high in the overall agenda for

socioeconomic development

On-going reforms can not be successful
without a clear priority on education,
training and human capital development
at the highest level. This entails:

� ensuring broader commitment for the
implementation of education policies
so that they are not disrupted or
delayed by government changes;

� ensuring that piloting activities have
an impact on the system as a whole,
through pragmatic and well-designed
dissemination strategies;

� devoting more public resources to
education and training, in particular
in those countries and territories that
have suffered most from a
downgrading of their education
system;

� working closely with social partners
and designing appropriate incentives
for employers and individuals in
order to increase private funding for
education and training.

2. Ensuring a well-functioning and

well-steered education system

There is a need to ensure a transparent
and well-functioning education system
with sound governance, fair regulations,
democratic rules, and close partnerships
with all the main stakeholders, including
social partners and self-governance
bodies. In particular, there is a need to:

� reconsider the initial attempts to set
up decentralised procedures in order
to ensure better efficiency and equity;

� develop a national capacity to study
and anticipate medium- and
long-term labour market and
economic needs;

� develop quality assurance
procedures at all levels.
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3. Providing a well-performing basic

education for all

Western Balkan countries and territories
need to address the main deficiencies in
their basic education systems (since
these are the foundation for future
learning), particularly the low enrolment
rates among disadvantaged population
groups. This entails enhancing access
and focusing on the improvement of the
educational outcomes of all children by:

� providing a sound level of core
competences;

� fighting dropping out and early
school leaving;

� targeting specific at-risk populations,
particularly ethnic minorities;

� improving quality;
� insisting on teacher training based

on new active pedagogies.

4. Modernising VET and higher

education systems

Participation in secondary and higher
education still needs to be enhanced as
economic development proceeds and
as requirements for medium and
higher-level qualifications are expected
to increase (though at different paces in
different countries and territories).
However, this needs to go hand in hand
with improvements in the quality of the
education and training provision.

In the field of VET this concerns a
number of different issues. First, VET is
overrepresented at secondary level,
while its presence at post-secondary
level is very small. Given that the
economic restructuring process will ask
for higher-level skills, a better balance
should be created between (i) general
and vocational education at secondary
level and (ii) secondary and
post-secondary VET through a
reinforcement of the latter. Second, the
quality of VET provision, particularly of
the three-year vocational programmes,
is generally poor, and these
programmes are dead-end routes for
those who attend them.

An improvement of the curricula to
reflect changing competences and
ensuring opportunities for further
studies, adequate practical training,
better equipment and infrastructure,
better teacher training and enhanced
cooperation with businesses are
necessary. Third, the impact of
(donor-funded) piloting activities of
modern vocational programmes must
be ensured through carefully designed
dissemination strategies from the
well-equipped pilot schools to the
others.

Overall, the secondary VET system
should improve its quality and flexibility
by promoting horizontal and vertical
permeability, developing pathways,
linking better with businesses and the
labour market, and in particular
adapting and integrating its network of
schools and training centres.
References to the Copenhagen
messages should be systematised.
Furthermore, colleges and universities
should work together intensively with
close reference to the requirements of
the Bologna process and the EU
benchmarks, and post-secondary VET
should develop substantially. Priority
must be given to mathematics, science
and technology in higher education in
order to prepare for higher-level
qualifications.

5. Promoting adult learning

Issues of adaptability of the labour
force must be urgently addressed.
Adult learning needs to be given a
higher place in the education agenda
of all countries and territories: all
countries and territories need to
promote opportunities and incentives
for adults to enhance their skills and
hence their adaptability and
employability. This implies the
development and implementation of
sound adult learning strategies that
ensure quality provision of training,
sufficient funding and incentives for
participation103.
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103 For a detailed examination of the issues involved in the promotion of adult learning see Gunny and Viertel,
2006.



6. Policy learning and cross-country

cooperation

Western Balkan countries and territories
are relatively small, and all are involved
in education reforms. The processes of
education reform are not the same in all
countries and territories, and
achievements vary between them. In that
respect WBA countries and territories
can benefit from a much greater focus on
cooperation and exchange in order to
increase policy learning and benefit from
lessons coming from neighbours, and to
contribute to a better functioning of the
labour markets.

Also, the involvement of the Western
Balkans in the EU processes for the
implementation of the Education and
Training Programme 2010 is essential
as a policy-learning opportunity. For the
moment only Croatia and the former
Yugoslav Republic of Macedonia, as
future Member States, are involved, but
mechanisms for ensuring the
involvement of the other countries and
territories are also necessary104.
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4. AN ASSESSMENT OF
EMPLOYMENT POLICIES IN
THE WESTERN BALKANS

Ray Phillips

4.1 INTRODUCTION

The purpose of this chapter is to assess
the employment policies of the countries
and territories of the Western Balkans
using the European Employment Strategy
(EES) as a framework for the analysis, and
to identify policy areas for future work.

In 2005 the European Council of Ministers
adopted integrated guidelines for growth
and jobs (2005–08) that recognise the
interdependence of wider economic
objectives, labour market policies and
employment issues, and seek to bring them
together in a mutually reinforcing way. The
three main objectives of the employment
guidelines are full employment, improved
quality and productivity at work, and
strengthened social and territorial cohesion.
The main priority actions of the guidelines
on employment are:

1. to attract and retain more people in
employment and modernise social
protection systems by:

� promoting a lifecycle approach to
work;

� developing inclusive labour markets
for jobseekers and disadvantaged
people;

� improving matching to labour market
needs;

2. to improve the adaptability of workers
and enterprises and the flexibility of
labour markets by promoting:
� flexibility and employment security,

and a reduction in labour market
segmentation;

� employment-friendly wage setting
and labour costs;

� the role of social partners;
3. to increase investment in human capital

through better education and skills by
adapting education and training
systems in response to new
competence requirements by:
� expanding and improving investment

in human capital;
� adapting ET systems to new

competence requirements.
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The guidelines underline the importance
of increasing the demand for, and supply
of, labour and raising employment levels
as pre-conditions for growth, social
inclusiveness and effective social
protection. They call for improved
employability and greater access and
attachment to the labour market, by
rewarding participation in the world of
work, by training and other active
measures, and by strengthening labour
market institutions. A lifecycle approach to
work with greater movement and variety
should be promoted, as fewer people
remain in the same jobs for a working life
of fixed duration. The EES emphasises
the need for effective implementation and
establishes new partnership and
governance arrangements between the
EU and Member States that define broad
roles and include EU targets, benchmarks
and follow-up arrangements. Member
States are encouraged to set targets and
are required to develop national reform
programmes for the period 2005–08, with
updates in 2006/07.

The components of the EES are not all
relevant in equal measure to all the labour
markets of the EU. The strategy provides
structure for the examination of relevant
issues from which different policy
responses may emerge. As such it is a
suitable analytical tool for assessing
employment policies in the WBA. The
objectives of the EES are also relevant to
the Western Balkans even though the
context is dissimilar: labour market
segmentation is deeper, the size of the
informal economy is far greater and the
social protection arrangements are much
weaker. The interpretation of the guidelines
may therefore stretch further, and policy
responses may need a different emphasis
and, on some issues, even a different
direction.

Section 4.2 gives an overview of the
employment policies in the Western Balkan
countries and territories within the broader
transition context. Section 4.3 focuses on
policy areas that have an impact on the
increased adaptability of workers and
enterprises, and in particular on:

� labour legislation and labour market
flexibility;

� wage determination systems;
� social contributions and taxes.

Section 4.4 focuses on policy areas aimed
at attracting more people into (formal)
work, and in particular passive and active
labour market measures, the restructuring
programmes and the functioning of the
PESs. Section 4.5 focuses on aspects of
labour market inclusiveness. Finally, the
chapter identifies a number of areas for
future work.

4.2 EMPLOYMENT POLICIES
IN THE WESTERN BALKANS
WITHIN A BROADER
TRANSITION CONTEXT

Throughout much of the WBA the collapse
of socialist regimes and wars caused
socioeconomic dislocation. Early rebuilding
concentrated on societal and economic
stabilisation, structural change and poverty
alleviation. Employment was addressed in
the context of wider economic or
poverty-reduction strategies, and focused
mainly on:

1. protecting jobs through state subsidies
and generous arrangements for
redundant workers from state
enterprises;

2. introducing greater flexibility into labour
market regulation;

3. enforcing compliance with labour laws
and especially health and safety
regulations through the labour
inspectorates;

4. introducing or redesigning
unemployment benefit arrangements
and modernising the regulation of PESs;

5. supporting the development of
entrepreneurship and a modest range of
active labour market measures, mainly
job subsidies of one kind or another.

The legal framework was changed by
introducing or revising the two central
pillars that regulate employer/employee
relationships, social protection and
institutional responsibilities: labour law105
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105 The labour law is frequently referred to as the labour code; it regulates the contractual relationship between
employers and employees, including minimum conditions of employment.



and employment law106. The labour laws
were difficult to negotiate with social
partners; trade unions feared a
deterioration in workers’ conditions, and
employers were poorly organised. Even so,
throughout the region the regulatory
framework has been modernised so as to
approximate the frameworks of EU states.
Apart from the new legal framework and
the development of labour inspectorates,
the progress of employment policies has
been patchy across the region. Labour
ministries have taken responsibility for
policy, but have lacked the capacity to
design effective measures. Almost all of
them have been slow to modernise their
PESs and to give them clear focus.
Measures appear to have been ad hoc
reactions to emerging problems. Nowhere
has there been an overarching view of the
labour market; nor in much of the region
has there been sufficient information to
allow meaningful analysis.

As a result of rising unemployment, jobless
GDP growth and the EU accession process
a number of countries have moved beyond
addressing employment issues only within
a wider strategic context. Albania produced
a strategy for Employment and Vocational
Training in 2003. In the former Yugoslav
Republic of Macedonia a National Action
Plan for Employment (NEAP) 2004–05
linked employment and wider economic
objectives, while an Employment Strategy
2010 and National Employment Action Plan
2006–08 have also been developed. In
Croatia a NEAP with performance
measures and objectives was agreed by
parliament in 2004. Serbia has also
developed a national employment strategy
for 2005–10 and a NEAP for 2005–08.

The wider acknowledgement of the
importance of employment issues does not
mean they are yet being successfully
addressed. Unemployment is seen only as
the outcome of economic difficulties, so
most employment policy still focuses on job

protection and job stimulation. Legislation
which has been put in place enables
further policy development for supply-side
issues, and a wave of development is
underway to modernise PESs and expand
labour inspectorates. The coverage of
unemployment benefit has remained
extremely low, funding has become a
problem in a number of countries and
territories, and the modernisation of the
labour laws appears to have had little
impact107 on patterns of work or on
employers’ behaviour, apart from the
marked change in the levels of temporary
and civil contracts.

Assessment

Total preoccupation with job protection,
retention and stimulation is giving way to
more varied policy responses, including
supply-side measures and improvement in
institutional performance. Most of the
region has reached the position where:

1. there is greater realisation that
economic growth does not always
reduce unemployment and that the
growth of employment requires a set of
policies towards that end;

2. countries and territories are becoming
more aware of the need for labour
market analysis and appropriate
employment policy responses rather
than seeing employment issues as an
appendage to poverty-reduction
strategies or economic development;

3. there is growing understanding that
supporting employment goes beyond
labour market legislation and
active/passive measures, but also
requires action in other areas such as
SME development and privatisation
arrangements;

4. there is a low but growing
understanding of the importance of the
supply side of the labour market and of
the development of appropriate
measures;
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106 ‘Employment law’ is shorthand for the laws often entitled ‘Law on Employment and Compensation in the Case
of Unemployment’. It normally covers the rights of workers to unemployment benefit, the details of eligibility
and levels and duration of benefit payments, the funding of unemployment benefit, and the competences and
governance of the public employment service.

107 The OECD ‘Enterprise and Policy Performance Assessment’ interviews conducted in the former Yugoslav
Republic of Macedonia indicated firmly that labour regulation did not feature highly on the list of concerns of
business people. This situation is also supported by the ETF Labour Market Reviews of Serbia and Bosnia
and Herzegovina.



5. there are clear signs that this is
happening with revised institutional
arrangements to address key issues
that were previously neglected, and
greater awareness that policy needs to
be evolved further in order to addresses
specific problems.

Nevertheless, the construction of
supply-side measures has not yet reached
the point at which the competitiveness of
the workforce, especially in term of skills,
effectiveness and motivation, is seen as a
key issue in the success of enterprises and
in the creation of more jobs.

4.3 IMPROVING THE
ADAPTABILITY OF WORKERS
AND ENTERPRISES

4.3.1 EMPLOYMENT
LEGISLATION AND LABOUR
MARKET FLEXIBILITY

Various studies have noted the relaxation
in labour regulation in the WBA (Micevska,
2004; Cazes and Nesporova, 2006). The
OECD index of employment protection
legislation108 (see Table 4.1) reveals only
small differences in the levels of protection,
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Table 4.1: Employment protection legislation (EPL) strictness indices*

Country Year

Contracts

with no

time limit

Temporary

contracts

Collective

dismissals

EPL

index

Albania 1995 2.1 3.0 2.8 2.6

Bosnia and Herzegovina 2003 1.8 3.1 3.3 2.6

Croatia 2003 2.7 2.8 2.5 2.7

fYR Macedonia 2003 2.0 3.1 4.0 2.8

Serbia/Montenegro 2001 2.2 3.1 3.8 2.9

Bulgaria 2003 2.1 0.9 4.1 2.0

Romania 2003 1.7 3.0 4.8 2.8

WBA See above 2.2 3.0 3.3 2.7

OECD Late 1990s 2.0 1.8 2.5 2.0

* All the indices range from 0, indicating very liberal regulation, to 6, meaning very restrictive regulation.

Sources: Cazes, S. and Nesporova, A., ‘Combining Flexibility and Security for Employment and Decent Work in

the Western Balkans’, 2006. Calculations based on national Labour Codes for Albania, Bosnia and Herzegovina,

the former Yugoslav Republic of Macedonia and Serbia and Montenegro made by Micevska (2004), and for all

other countries see Cazes and Nesporova (2006).

Table 4.2: Rigidity of employment index, January 2005

Country
Difficulty of

hiring index

Rigidity of

hours index

Rigidity of

firing index

Rigidity of

employment

index

Hiring cost#

index

Firing cost+

index

Albania 44 80 20 48 31 64

Bosnia and Herzegovina 56 40 30 42 42 33

Croatia 61 60 50 57 17 38

fYR Macedonia 61 60 40 54 33 41

Serbia/Montenegro 44 0 40 28 25 21

OECD 27 45 27 33 21 31

Czech Republic 33 20 20 24 37 22

Hungary 11 80 20 37 34 34

Source: World Bank Report, ‘Doing Business 2006; # % of salary; + weeks of salary.

108 This index was produced by the OECD to provide a guide to the overall strictness of employment regulation.
It covers all major aspects of the relationship between employers and employees, including contracts
severance and collective dismissals.



but confirms heavier regulation in respect
of temporary contracts.

The World Bank’s rigidity of employment
index109 (see Table 4.2) suggests rather
stricter regulation. The region scores an
unweighted average of 46, compared with
an OECD average of 33110. The cost of
firing workers and the rigidity in working
hours appear high relative to OECD
countries as a whole, apart from in Serbia,
where 2004 legislation made working hours
far more flexible.

Some areas of overintrusive regulation are
not picked up by employment protection
legislation indices111, and the reshaping of
the legislative landscape is not the full story
on regulation. Collective agreements,
employers’ behaviour, levels of compliance
and enforcement, and institutional
effectiveness, all affect the realities of the
labour market. Collective agreements
affect flexibility. Laws set first-level
requirements that are then elaborated
through collective agreements. The World
Bank (2005f) noted that the new general
collective agreement in Montenegro
preserved some rigidities that had
previously been removed from labour laws.
Non-compliance with regulation is
multifaceted.

As well as not registering all workers and
not declaring full wages, employers ignore
unaffordable and aspirational regulations
concerning wages, maternity payments112

and waiting lists113. Moreover, some of the
benefits set out in detail in collective
agreements are not paid (World Bank,
2005b). The effectiveness of institutions
(labour inspectorates and the judiciary)
influences levels of compliance and
redress.

Labour market flexibility has many more
dimensions114 – other than those covered
by regulation of employer/employee
relationships – which have little or no
bearing on wider supply-side issues,
especially in terms of the quality, mobility
and adaptability of the workforce. In their
study of flexibility in the Croatian labour
market, Matkovic and Sosic concluded that
internal numerical flexibility, in particular
part-time work, flexibility in skills
acquisitions, and mobility of both jobs and
labour force, are dimensions of labour
market flexibility on which Croatia scored
particularly badly. There had been a
number of recent improvements in wage
flexibility, and numerical flexibility115 was
strongly influenced by the increased share
of temporary workers as a result of easier
regulations governing temporary contracts.
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109 The rigidity of employment index measures the difficulty of hiring and firing redundant workers and rigidity of
working hours regulations. See 2005/06 ‘Doing Business’ Survey for Bosnia and Herzegovina. 0 is total
freedom and 100 is severe rigidity.

110 High scores relating to the difficulty of hiring are caused mainly by limits on fixed-term contracts. In Bosnia
and Herzegovina their use is limited to 60 days per calendar year, and collective agreements have no
provision for temporary and part-time work.

111 The World Bank Economic Memorandum (2005f) on Serbia and Montenegro noted that the labour law in
Montenegro ‘reaches into the direct relationship between the employer and employee – even prescribing the
scope and nature of the disciplinary action an employer may take when an employee transgresses’.

112 In Serbia and Montenegro the generous duration and level of maternity pay is widely disregarded for financial
reasons.

113 In Bosnia and Herzegovina persons employed on 31 December 1991 who reported back to their employer
after the war were put on the waiting list if there was no work for them. Those who did not report to their
employer were entitled to write to the employer to request that they be allowed to return to work, as long as
they had not started a job elsewhere. If the employer could not employ them they were put on the waiting list.
The relevant regulation (Article 124) required that all waiting lists be finished within six months by offering the
employee work or through severance payment. The Article is not applied in practice because many
companies can barely survive, let alone pay severance compensation to people on waiting lists.

114 Adjustability of labour inputs already employed by the firm (working hours, working time, leave and holidays),
external numerical flexibility (adjustment by exchange with the external labour market, inflows of workers as
well as their outflows), internal functional flexibility (ability to improve efficiency by reorganising the methods
of production and labour content), and finally external functional flexibility (ability to externalise or diversify
parts of production through sub-contracting) (Matkovic and Sosic, 2004).

115 Numerical flexibility refers to the ease with which the number of employees can be changed.



Assessment

Former socialist countries and those with
codified civil laws are generally more
heavily regulated116. This used to be the
case in the WBA, but is now true to a much
lesser extent. Higher levels of employment
protection are usually, though not always,
associated with lower levels of labour
market participation and employment, but
not unemployment. These relationships are
not clear-cut (Cazes and Nesporova, 2006)
and ELP indices are an inadequate proxy
for labour market flexibility because (i) laws
may be ineffective, and (ii) flexibility is a far
wider concept.

The effectiveness of labour regulation in
the WBA is dubious. The scope within
regulations appears underused for
industrial relations, cultural, social solidarity
and other reasons, including poor
management, so that the modernisation of
the regulations leads to weak outcomes.

� Anecdotal evidence indicates low levels
of compliance, making regulation
irrelevant for many117.

� The modernised labour laws do not yet
appear to have resulted in employers
changing their behaviour as regards
their core workforce118. The (limited)
use of relaxed regulations appears to be
closely linked to the desire of employers
for greater numerical flexibility which is
otherwise achieved through the use of
unofficial workers, hence the extensive
use of temporary and civil contracts but
little or no demand for part-time
workers.

� The non-use of part-timers may have
institutional as well as cultural causes:
pension regulations make it very difficult
for part-time employees to qualify for
even the minimum pension.

� Employers appear to be adopting
strategies for greater operational
freedom and lower institutional costs by
‘cherry picking’ from the modernised
regulations in ways that avoid social
conflict and by the use of informal
workers. For the most part the core
formal employed workforce is
unaffected except in so far as normal
attrition reduces their numbers.

Flexibility in the labour market has
supply-side dimensions that are untouched
by regulation, even where they are strictly
observed. In the WBA the flexibility of the
workforce (employed and unemployed) to
adapt to new requirements is heavily
constrained by market segmentation, the
eroded skills base, inadequate training
systems and institutional effectiveness. In
particular the human capital issues, lifelong
learning and lifecycle approaches to
employment have yet to be adequately
recognised. Although there is great
numerical and cost flexibility in the grey
labour market, the scale of informality in the
WBA damages investment in human capital.
High levels of unemployment in the region
have so far drawn attention away from the
lack of supply-side flexibility that provides
improved prospects of employment and
protection against long-term joblessness.

4.3.2 INCREASING THE
ADAPTABILITY OF WORKERS
AND OF ENTERPRISES –
WAGES AND TAXES

Wage and wage determination

In the early part of the 2000s increases in
wages generally ran well ahead of GDP
growth throughout the WBA (see Annex 6)
and unit labour costs increased, significantly
affecting relative competitiveness. Croatia,
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116 The degree of regulation in the labour market is closely associated with the origins of laws. Most lightly
regulated are countries with common law and reliance upon markets and contracts (Botero et al., 2004).

117 Regulations have greatest consequences where they are most enforced – in richer countries. The Western
Balkans do not fall into this category, and there is considerable anecdotal evidence that compliance is weak
in the growing private sector but stronger in the public/state sector, where the relaxation in regulation is
negated by collective agreements that consolidate earlier rigidities.

118 It is unclear as to why this is the case. Anecdotal evidence suggests a reluctance to test the legislation for
fear of provoking industrial unrest. Some local commentators associate it with culture and social solidarity.
One notable exception, where employers are using the more liberal regulation, is the widespread, increasing
and recent use of temporary employment and service/civil contracts. It appears that employers, including
state agencies, are using the new laws to avoid some of the legal constraints and costs of recruiting
permanent employees. There is little hard evidence to indicate that workers are unwilling partners in this.



where the government tightly controlled
public sector wages, stood out as an
exception. At the other end of the scale there
were large increases in wages in Serbia,
especially in 2002, mainly as a result of the
incorporation of fringe benefits into net
wages. In Montenegro, unit labour costs
increased by two-thirds between 2000 and
2004. By 2004 and 2005 there was closer
alignment between wages and economic
growth throughout the region as
macroeconomic stability measures, most
notably in Serbia, took effect, with reduced
scope and pressure for inflationary wage
increases. Albania is a low-wage,
low-productive economy even by the
standards of the region (in 2004 net wages
were less than three-quarters of the regional
average), despite a strong growth in wages
in recent years. Comparatively high wage
levels in public administration have been an
issue in a number of countries and territories.

Social dialogue within much of the region is
uneasy in the context of large-scale
restructuring, job losses and the shift from
public to private ownership. Collective
bargaining is not well-developed, and the
employer side is generally poorly organised
and weakly represented. The trade unions
are usually better placed, and the trends
over recent years in wage increases
indicate strong trade union pressure where
membership is relatively high (World Bank,
2005f). More generally the trade unions are
learning about the ‘give and take’ nature of
dialogue and negotiation. In Croatia
considerable effort has been put into
training social partners in skills for, and
appreciation of the processes and
objectives of, negotiation in order to avoid
unnecessary antagonism and breakdown.

General Collective Agreements (GCA) at
national (and entity), sector/branch and
enterprise levels are common in the region.
They specify in detail wage and other
provisions. In Bosnia and Herzegovina
branch agreements set minimum wages for
up to eight groups of workers based on
skills and education. The level of
compliance with collective agreements is
uncertain, especially in the private sector;
anecdotal evidence indicates wage and

non-wage benefits are not universally paid
(World Bank, 2005b). In Republika Srpska
there is regulatory relief for organisations
with insufficient funds to meet the
provisions of collective agreements. The
current wage determination systems in
much of the WBA are still institutionalised,
with insufficient connection between
reward, productivity and affordability, a
situation that has helped to fuel wage
inflation and rises in unit labour costs. This
will change as social partners grow in
strength and confidence, and especially as
private sector employers and their worker
representatives seek to formulate
arrangements that are more relevant to
their particular circumstances.

Social contributions and taxes

Minimum wage

Arrangements for, and levels of, minimum
wages vary. Croatia does not have a
minimum wage, though collective
agreements must include approximate
minimum wages as a floor for calculating
social contributions; the Croatian
government can determine this level if
there is no agreement. Minimum wages are
usually expressed as a percentage of
gross wages: in Albania the minimum wage
is set at 55% of the average gross wage,
the highest proportion in the WBA. The
minimum wage in Albania, set by the
Council of Ministers, is not used for the
calculation of social contributions.

In most cases the minimum wage is set
through social dialogue via the Social and
Economic Council, as in Serbia, or through
GCAs, as in Bosnia and Herzegovina and
Montenegro. Unusually, the minimum wage
is set twice a year in Serbia. Elsewhere119

uprating is done on an annual basis in the
context of the GCA, or on a somewhat ad
hoc basis when outside an institutional
framework. In the Federation of Bosnia and
Herzegovina the entity minimum wage is
for the simplest kind of activities, and for
most workers is overtaken by branch
agreements that establish sectoral
minimum wages. In Montenegro the
minimum wage for university graduates is
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119 In the former Yugoslav Republic of Macedonia the public sector minimum wage is not linked to inflation but is
agreed through negotiations with social partners in the GCA and renegotiated annually.



54% of the average gross wage, compared
with 17% for all other workers. In Kosovo
there are separate minima for the private
and public sectors. 120121122123

Minimum wages have fallen as a
percentage of average earnings (see
Table 4.3), indicating they are not driving
wage inflation. Republika Srpska is an
exception in having substantially raised
the minimum wage in 2006, albeit from a
very low level. Minimum wages have the
greatest effect where they impact most on
wage levels, i.e. on low-paid workers. The
low level of minima in WBA and the
availability of unregulated work make an
employment-disincentive effect unlikely.
However, they probably contribute to the
scale of tax evasion and the grey
economy.

Social contributions and personal

income tax

Throughout the WBA policies are directed
towards reducing the institutional costs of
employing people (see Table 4.4).

However, the position is complicated.
Gross wages outside the public sector are
often calculated by applying coefficients to
the net wage for social contributions,
income tax and surcharges, and the
separation of costs falling on workers and
employers is notional in some instances:
employers pay net wages and take
responsibility for all deductions and costs,
including personal income tax and
employee contributions.

Social contributions were lowered
significantly in some countries and
territories in the early part of the decade,
though not since. The reduction in
Republika Srspka was an economic and
job-stimulation measure. In the former
Yugoslav Republic of Macedonia ‘civil law
contracts’ that avoid employer liability for
social contributions are becoming
widespread; the government itself now
uses this type of contract. Only in Bosnia
and Herzegovina (Republika Srpska) and
Montenegro has there been a fall in social
contributions plus personal income tax as a
proportion of net wages. Elsewhere the

118

LABOUR MARKETS IN THE WESTERN BALKANS

Table 4.3: Annual gross wage (GW) and minimum wage (MW)

Currency
2004 2005

GW MW % GW MW %

Albania ALL 19,145 10,800 56.4 21,448 11,800 55.0

Croatia120 HRK 5,985 - 33.0 6,248 - 33.0

Federation of BiH BAM 784.58 293.44 37.4 819.93 302.44 36.9

Republika Srpska121 BAM 643 82 12.75 707 82 11.6

fYR Macedonia122 MKD 20,779 na 65.0 21,300 na 65.0

Montenegro EUR 302.81 50.00 16.5 326.48 50.00 15.3

Serbia RSD 20,555 6,440 31.3 25,514 7,216 28.3

Kosovo123 EUR na na na na na na

Sources: Monstat; INSTAT, Ministry of Labour, Social Affairs and Equal Opportunity; State Statistical Office of the

former Yugoslav Republic of Macedonia; Statistical Offices of the Federation of Bosnia and Herzegovia and

Republika Srpska; Serbian RSO (From RAD-1).

Note: na = not available

120 In Croatia no minimum wage is defined by law (only by the collective agreements); the lowest base for
calculation of contributions to the Pension and Disability Fund and Heath and Unemployment Fund is
determined as 35% of the average gross wage within the first eight months of the previous year (which is
around 33% of the gross wage in the current year).

121 In Republika Srpska in 2006 the minimum wage was determined for the first time by the GCA at BAM 205
(27.6% of the average gross wage in the first quarter of 2006). This represents a doubling of the amount in
the previous year.

122 Minimum wage: minimum reference wage for payment of social contributions (65% of the average net wage
in the previous month).

123 In Kosovo, from 2004 the minimum wage is set at €150 for the private sector (the average wage in private
sector was €211) and €130 for the public sector (the average wage in public sector was €130). Source:
Statistical Office of Kosovo, ‘Kosovo in figures 2005’.



falls in social contributions appear to have
been offset by increases in personal
taxation, which for some workers are paid
by the employer and are tantamount to a
payroll tax. 124125126127128129130

In Montenegro and Croatia a surcharge or
surtax was introduced from 2002/03.
Towns and municipalities add a charge
onto personal income tax on a scale from
0% to 30% based on the number of
residents. In practice the surtax rates vary
from 1% to 18%.
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Table 4.4: Contributions as a percentage of gross wages

2001 2003 2005

Total Total Employee Employer Total

Albania124 45.9 41.9 11.2 30.7 41.9

Federation of BiH 43.5 43.5 32.0 11.5 43.5

Republika Srpska 53.0 27.6 0.0 27.6 27.6125

Croatia126 37.2 37.2 20.0 17.2 37.2

Kosovo 10.0 10.0 5.0 5.0 10.0

fYR Macedonia 37.0 37.0 0.0 37.0 37.0

Montenegro127 na 40.0 20.0 16.1 36.1

Serbia 32.6 (2002) 33.6 17.9 17.9 35.8

Sources: MONSTAT; INSTAT, Ministry of Labour, Social Affairs and Equal Opportunity; State Statistical Office of

the former Yugoslav Republic of Macedonia; Statistical Offices of the Federation of Bosnia and Herzegovina and

Republika Srpska; Serbian RSO (From RAD-1).

Note: na = not available

Table 4.5: Taxes and contributions as a percentage of net wage

2000 2001 2002 2003 2004 2005 2006

Albania 53.5 50.1 48.4 48.8 49.5 na

Federation of BiH 69.7 69.0 69.0 69.0 69.0 69.0 68.8

Republika Srpska 84.6 86.2 52.0 52.0 52.0 52.0 52.0

Croatia128 79.6 68.2 67.3 67.3 68.1 67.3 68.5

Kosovo na na na na na na na

fYR Macedonia129 na na na 67.1 67.2 67.1 67.2

Montenegro130 na na na 91.4 81.1 78.4 79.0

Serbia na na 72.2 73.8 73.4 72.84 72.8

Sources: MONSTAT; INSTAT, Ministry of Labour, Social Affairs and Equal Opportunity; State Statistical Office of

the former Yugoslav Republic of Macedonia; Statistical Offices of the Federation of Bosnia and Herzegovina and

Republika Srpska; Serbian RSO (From RAD-1).

Note: na = not available.

124 From September 2006 contributions were significantly reduced to 32.9% of the gross wage.

125 From 2002 in Republika Srpska, social contributions are defined as a percentage of the net wage (here they
are recalculated into percentage of gross wage).

126 Without surcharge i.e. a charge onto personal income tax added by towns and municipalities.

127 Surcharge included; if fees to the Chamber of Commerce, trade unions and the housing fund are added the
total in the first quarter of 2006 is 81% of net wage.

128 Croatia: without surcharge and reliefs.

129 See Annex 4.

130 The surcharge rate is included for Montenegro; if the fees which need to be paid to the Chamber of
Commerce, trade unions and the housing fund are included in the calculation, the total amount of taxes and
contributions as a percentage of net wage is higher (in the first quarter 2006 it amounted to 81%).



The tax wedge
131132

As shown in Table 4.6, the tax wedge133 is
generally (except in Albania and Republika
Srpska) higher in WBA countries than the
average of around 36% for low earners in
the EU. This is mainly the consequence of
the relatively small formal economy tax
base and widespread evasion. The use of
early retirement schemes in response to
industrial restructuring and the rise in social
expenditures accompanying high
unemployment have made greater
demands on that small base which, in turn,
have reduced the scope for cutting social
contributions and personal taxation.

The tax wedge is the lowest in Kosovo
(around 13%), Albania and Republika
Srpska, mainly as a result of low social
contributions. In Croatia a consistent policy
of cutting non-wage labour costs reduced
the labour tax wedge to around 40% in
2003, excluding local income tax. The
highest tax wedge appears to be in
Montenegro at almost 44%, excluding the
surcharge on earnings by local
government. From the beginning of 2003
the government of Montenegro has been
trying to reduce total labour costs and to
motivate entrepreneurs to register workers

and to employ more people. However, the
total cost of labour is still seen by
employers as excessive, and there is
widespread avoidance.

The tax wedge has a different impact
according to the level of earnings, though
widespread underrecording of wages
makes the value of further analysis
doubtful. Moreover, a high tax wedge does
not always sit alongside high
unemployment. Scandinavian countries
have high tax wedges but low
unemployment. They have a well-ordered
society with a small grey economy, they
use taxes productively, and in recent times
have taken rigorous measures to activate
those who are unemployed. None of these
offsetting factors are present in WBA
countries and territories.

Assessment

The increases in nominal labour costs and
gross wages have been well above the
growth in GDP throughout much of the
region (see Annex 6). Countries (Albania
and Serbia) where wages and labour costs
have increased most have also recorded
the largest increases in GDP, but little or
no employment growth. The level of
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Table 4.6: Net pay as a percentage of total labour costs

2000 2001 2002 2003 2004 2005 2006*

Albania 34.4 34.7 33.2 32.5 32.7 33.0 na

Federation of BiH 42.3 42.1 42.1 42.1 42.1 42.1 42.1

Republika Srpska 47.5 47.3 34.2 34.2 34.2 34.2 34.2

Croatia (excluding local
surcharge) 44.3 40.5 40.2 40.2 40.5 40.2 40.7

fYR Macedonia na na na 40.2 40.2 40.1 40.2

Montenegro131 na na na 48.1 43.0132 43.4 44.2

Serbia na na 41.8 42.5 42.3 42.2 42.0

EU-25 38.1 37.2 37.1 37.4 36.4

Sources: MONSTAT, Montenegro’s Ministry of Finance, INSTAT, Albanian Ministry of Finance, Ministry of

Labour, Social Affairs and Equal Opportunity, State Statistical Office of the former Yugoslav Republic of

Macedonia; Statistical Offices of the Federation of Bosnia and Herzegovina and Republika Srpska; Serbian RSO

(From RAD-1). EU figures from Eurostat OECD Commission Service.

Note: na = not available

131 In Montenegro the surcharge is included, but not the other fees that are levied on employer (fees for
Chamber of Commerce, trade unions and housing fund). If these items are calculated then the tax wedge for
2005 amounted to 43.99%.

132 From December 2004 no other fees that need to be paid by employers are included.

133 The tax wedge is the difference between total labour costs (the amount which employers pay out in wages
and social security and other charges) and how much employees take home after tax, social security and
other deductions.



minimum wages has fallen behind
increases in average wages, and is unlikely
to be driving wage inflation. Even at lower
levels of earnings the evidence from
Albania indicates that the minimum wage is
too low to be relevant for almost all wage
employees (World Bank, 2006a). Few
formal workers have wages close to the
minimum wage level. In other countries
where a significant proportion of formal
workers are paid around the minima this
may reflect underrecording of wages rather
than the impact of minimum wage
obligations. It is not possible to conclude
that there is no employment effect from
minimum wage requirements throughout
the region. But where the minimum wage is
the greatest in relation to average earnings
(Albania, at 55%), there is no evidence that
this is the case.

Although the scale of the practice may be
diminishing, some employers outside the
public sector still only declare net pay to
their employees. Apart from representing a
lack of transparency, this arrangement
provides a great incentive for employers to
underrecord wages and employment.
Labour taxes appear generally high in the
WBA, in common with much of Central and
Eastern Europe (Vroman and Brusentsev,
2005). However, the underrecording of
wages paid to declared/official workers has
the effect of decreasing the recorded tax
wedge by as much as 5%134. Given that the
tax wedge for unrecorded and
grey-economy workers is zero, and the
official tax wedge is significantly
overstated, taxes actually collected on
labour are not high. Even so, the current
situation gives rise to the burden of labour
taxes being unevenly and inequitably
shared, and increases the attractiveness of
the informal economy to both employers
and workers.

Balanced and constructive social dialogue
is not yet widely established. The fostering
of businesslike discussions between social
partners, and improvements in
understanding the nature of negotiations

and the approach and skills involved, has
not yet been given the emphasis it
deserves. Currently, wage formation and
collective agreements appear to be overly
detailed, with insufficient room for variation
between companies, although in practice
their impact is weaker than might be
expected135 and points to some
detachment between collective agreements
and the reality at enterprise level. This
separation – and the wider development of
social partnership – will give impetus to a
shift away from central bargaining towards
arrangements more relevant to particular
companies.

4.4 ATTRACTING MORE
PEOPLE INTO WORK

Most local people in the WBA perceive that
there is a lack of jobs rather than a need to
attract more people into work. However,
the issue is rather more subtle and wide
ranging. It implies lower dependency ratios,
higher participation rates, greater labour
market flexibility and greater equality in
terms of economic well-being. At the heart
of the issue is the shift away from the idea
of the same people remaining in the same
jobs for a working life of fixed duration, and
towards the promotion of a lifecycle
approach to work with greater movement
and variety. In the WBA the most pressing
concern is to attract people into the formal
labour market. This will only be achieved
over many years through the accumulation,
interaction and enforcement of
well-designed policies, including passive
and active labour market measures.

4.4.1 PASSIVE POLICIES

Passive policies include unemployment
benefit, health insurance and social
assistance. The coverage rate for
unemployment benefit is highest in Croatia
at about 17%; elsewhere it is below 10%
(see Table 4.7). The benefit replacement
rates vary from around 30% in Albania to
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134 This is probably largely confined to the private sector. The scale of the underrecording of actual wages is
uncertain, though the BEEPS 2005 survey indicated an overall figure of around 15% for South East Europe.
On this basis the tax wedge is 5% or so lower than the official figures indicate. Albanian respondents to the
World Bank survey indicated the greatest underreporting of payrolls.

135 For example in Bosnia and Herzegovina there do not appear to be higher wages for people with long job
tenure, though according to collective agreements there should be.



around 60% in Serbia136. All countries in
the WBA limit the duration of
unemployment benefit and relate it to age
and the length of work experience.

Employment disincentive is most
associated with benefit durations that are
not unusually long in most of the WBA.
However in Serbia workers over 55 with 25
years of contributions can receive benefit
for two years, and in the former Yugoslav
Republic of Macedonia people over age 55
with 15 years of contributions receive
unemployment benefit at 40% of their
previous net wages until they retire. Some
60% of unemployment benefit recipients in
the former Yugoslav Republic of
Macedonia are over the age of 55, and the
unemployment benefit arrangements for
qualifying people (over 55 years) are
tantamount to early retirement.
Nevertheless, unemployment benefit
currently reaches such a small proportion
of those registered as unemployed that it is
largely irrelevant to the labour market.

The numbers claiming unemployment
compensation can be volatile137, but in
general the number of benefit recipients
has been increasing. This has put a strain
on budgets: in Serbia and the former
Yugoslav Republic of Macedonia the

payment of benefit has been delayed and,
more generally, the funds available for
active measures have been squeezed.
Most people registering as unemployed
receive basic health insurance and this
seems to be the main or only reason that
many people register, regardless of their
employment status. As a result,
unemployment registers have been
inflated. Only in Croatia has the issue been
addressed by removing the requirement
that people of working age without formal
work must register as unemployed to
receive basic health insurance.

Many unemployed people also receive social
assistance, mainly through the Centres for
Social Welfare. In Albania, although only 7%
of people on the register received
unemployment benefit in 2004, while a
further 76% received social assistance. This
level of transparency is unusual: elsewhere in
the region the number of unemployed
registrants who are in receipt of social
welfare payments is not easily available. In
Serbia, for example, some 48,000 families
with 113,000 members received social
assistance, but it is not clear how many
registered unemployed people were
receiving social assistance. Centres for
Social Welfare (CSWs) provide help for the
most vulnerable. The centres are financed
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Table 4.7: Unemployment benefit

Replacement

rate %

Maximum duration

(months)

Coverage

%

Albania 30 13 7

Federation of BiH 30–40 6–12 3

Republika Srpska 30 6–2 3

Serbia 50 24 10

Montenegro 60 12 6

fYR Macedonia 50 3–19 16

Croatia 100 24 19

SEE average 56 10 22

Source: National Public Employment Services

Note: the duration for which unemployment benefit can be paid is complicated, and often depends on the number

of years of employment. For example, in the former Yugoslav Republic of Macedonia people over the age of 55

have the possibility of receiving benefit at 40% of their previous earning until they reach the age of 65. Many

unemployed people also receive health insurance and welfare payments: 76% of those registered as unemployed

in Albania receive means-tested cash benefits from municipalities.

136 In Croatia the permissible replacement rate is 100%, but this is budget limited and never paid in practice.

137 In the Republika Srpska, for example, the number fell from 3,701 in December 2004 to 2,760 in July 2005 as
people exhausted their entitlement.



mainly from municipal income, and the
coverage of benefit varies widely depending
on the wealth of individual municipalities. In
the Federation of Bosnia and Herzegovina,
for example, only municipalities in Sarajevo
canton pay full social assistance. The links
between the PESs and the CSWs are weak
throughout the region. So too is the
enforcement of the conditions for being
registered as unemployed, and therefore also
the administration of benefits for unemployed
people.

Assessment

The availability of institutional social
protection does more than help relieve
poverty. It also helps social and labour
market mobility. Where social risks are
effectively insured against by the state,
individuals are somewhat less disposed to
resist change. On the other hand, people in
formal employment who have not
accumulated many years of contributions
are likely to cling more tenaciously to their
jobs, and those who become unemployed
are increasingly likely to participate in the
grey economy. Of course where change is
effectively forced upon individuals by lack of
formal employment opportunities and poor
social welfare arrangements, many respond
with energy and enterprise, as is well
demonstrated by migration and grey
economy activities. This is what appears to
have happened in much of the WBA, though
dislocation and personal costs are heavy.

Social protection through unemployment
benefit reaches relatively few people in the
WBA. This is a direct consequence of the
state of the labour market and the
composition of the unemployment registers,
on which the vast majority are labour market
entrants and others who have not had the
opportunity of building up the necessary
contributions. Nowhere is the coverage
above one in five; more usually it is around
one in 15. Coverage will increase in parallel
with industrial restructuring and privatisation.
Funding unemployment benefit from the
current relatively small contributions base
will become a still greater problem. This
could be mitigated by the proper application
of the rules for receiving benefit – which is
not the case at the moment – and in some
places by the terms of redundancy, as in

Serbia’s social programme. Further
sustained action will be needed in order to
reduce the underrecording of formal workers
and their earnings and to bring grey
economy activities into the formal economy.

The coverage of unemployed people
through social assistance is unclear. It
appears high in Albania and Croatia but is
patchy elsewhere. However, the availability
of social assistance is relevant to far more
jobless people than the current
unemployment benefit systems. The
modification of social assistance for
unemployed people may offer greater
prospects of an affordable safety net than
adjustments to the unemployment benefit
regime. But the link with unemployed status
needs to be far more explicit and
transparent, and the behavioural conditions
(active job search) strictly enforced.

Many people who want basic health
insurance register as unemployed regardless
of their employment status. They are allowed
to do so because the administration of
passive measures is weak. The requirement
that jobless people (of working age) should
register for work with the PESs as a condition
for health insurance carries the implications
that (a) they should meet the normal
conditions for being registered as
unemployed (available for and actively
seeking work), and (b) people who do not
fulfil these conditions should be denied health
insurance. In practice neither happens, and
little or nothing would be lost and much
gained by removing this requirement.

4.4.2 ACTIVE LABOUR
MARKET MEASURES

As shown in Table 4.8, active labour market
measures are generally modest and volatile
because they depend on funding from the
PES budgets, which are under pressure
from the falls in the labour tax base and
increases in unemployment. This leads to
large swings from year to year in the scale
of the measures, leading to difficulties for
the management of the programme.

Active measures tend to be piecemeal and
ad hoc without any evaluation, piloting or
tracking. They start from the premise that
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there are not enough jobs. This leads to
programmes of different kinds of job
subsidies in the form of both grants and
loans; studies elsewhere have indicated
that such measures are highly ineffective.
Issues of efficiency and effectiveness are
not addressed. At best, when they are on a
small scale and well targeted, they help
people who are at a disadvantage in
competing for jobs.

As well as job subsidies, the range of
measures used includes some occupational
training, generic skills training (in
computers), enterprise start-up grants,
recruitment and training packages, some
social work projects (job creation) and job
clubs. There is some valuable innovation on
a small scale in relation to job search
awareness. In Croatia information seminars
have been used for newly unemployed
people for some years, and these have also
been recently introduced in Serbia. Serbia
and Republika Srpska have also used job
fairs regularly and successfully. But there is
a very heavy emphasis on demand-side
measures, and very little available for
improving the operation of the supply side.
It is perhaps surprising that there has been
little community work and that only Albania
has attempted a form of workfare
arrangement at local government level.

There is growing acceptance of the need to
target measures. In the past many of the
measures led to ‘creaming’, in which it was
mainly the best candidates among those
who were unemployed who benefited first.

This is still happening, though to a lesser
extent as awareness grows of the need to
target measures at groups where the net
gain is greatest. Even the much-used,
expensive and long-defended programme
for talented young people from higher
education is being re-examined and scaled
down. (This job-subsidy programme is still
widespread throughout the region and
mainly helps – at very high unit cost –
graduates in medicine and the law to
undertake required work experience.) Early
experience suggests that the defined target
groups are sometimes so numerous or large
that the purpose of targeting is lost. Recent
evaluation of the training and job creation
programme ‘Beautiful Serbia’ is mildly
encouraging in relation to the benefits of
participation in either the training or the
community work, but not both.

Little within the range of active measures
helps unemployed people to improve their
employability or their job-search skills.
High-volume (low-unit-cost) job-search and
employability measures and well-targeted
public works programmes in the areas of
highest unemployment would be highly
relevant, especially in the context of a
wider policy of activation.

Assessment

The programmes of active measures in
most WBA countries and territories are
volatile and heavily concentrated on
employment subsidies of one kind or
another. Their design appears to be driven
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Table 4.8: Percentage of expenditure on PES administration and active and

passive measures

Active measures Passive measures Administration

2003 2004 2005 2003 2004 2005 2003 2004 2005

Albania 13.8 18.0 10.7 69.4 67.1 72.5 16.7 14.9 16.8

Federation of BiH 43.2 45.3 41.1 38.2 33.7 41.9 18.6 21.0 17.1

Republika Srpska 35.8 18.7 16.8 28.1 50.2 49.5 36.1 31.1 33.7

Kosovo na na na na na na na na na

fYR Macedonia 3.6 9.3 9.7 93.1 87.7 87.1 3.4 3.0 3.3

Montenegro 58.4 38.9 45.0 9.1 15.0 23.8 32.4 46.1 31.2

Serbia 9.1 2.8 na 81.3 86.5 na 9.7 10.6 na

Source: Public Employment Services of the WBA countries and territories.

Note: na = not available



primarily by the view that the measures can
help to create additional jobs without much
regard for overwhelming international
evidence about very high levels of
‘deadweight’ in these types of measure.
There is no real evaluation of the
programmes, and monitoring is inadequate
in many places, so that it is not possible to
reach a view on the efficacy of the various
programmes in a WBA transitional context.

There are signs that things are changing.
Serbia has been developing innovative
measures, and for some time Croatia has
been providing low-cost, high-volume
measures (information seminars) to help
unemployed people when they first
become unemployed. Republika Srpska
has produced high-quality self-help
products for all unemployed people. While
targeting needs to be further improved,
there are examples throughout the region
of women, people with a disability and
those who are long-term unemployed being
given priority access to active measures.
Furthermore, there is a growing awareness
of the need for labour market institutions to
enhance their understanding of active
measures and how to design them in the
wider context of activation.

The funding of active measures is
uncertain and volatile, making the
programme particularly difficult to manage
efficiently. Moreover, because active
measures are mainly funded from the
same source as unemployment benefit
(Labour Fund), the resources available for
them move in the opposition direction to
the trend in unemployment. Less money is
available for active measures when more
people are unemployed, and vice versa.
The situation is often eased by injecting
‘budget’ money from the finance ministries,
but a more satisfactory long-term
arrangement is needed.

4.4.3 EMPLOYMENT
PROGRAMMES IN
RESTRUCTURING
SITUATIONS

Large-scale restructuring is difficult, and
involves heavy job losses and strong
resistance from social partners. In order to

ease the process, special compensation
arrangements have been made for workers
affected, and for some privatisations,
guarantees have been given that workers
will not lose their jobs for a minimum
period, usually three years. The costs are
sometimes very heavy. In Serbia,
expectations of wide-ranging social
programmes, in particular significant
severance payments, in the restructuring
and privatisation of old enterprises, have
discouraged workers from looking for new
employment opportunities in the formal
economy. According to preliminary results
from a tracer survey of displaced workers
in four regions, within the framework of the
World Bank-funded Employment Promotion
Project, the average severance payment
was equal to nine average monthly
salaries. It appears that severance
payments are being used as an element of
social policy. The primary survival strategy
for many workers has been to maintain
their old employment and to supplement
their income through a wide array of
small-scale activities outside formal
employment.

In order to maintain pre-privatisation levels
of employment, rules in the Federation of
Bosnia and Herzegovina impose minimum
employee numbers on companies for three
years following privatisation, regardless of
affordability. But there is no system of
restructuring enterprises prior to
privatisation, so the effect of the policy is to
delay necessary restructuring,
improvements in productivity and the
creation of new jobs. In Croatia generous
arrangements exist for assisting the
redeployment of workers affected by the
restructuring of large enterprises, including
large subsidies for self-employment.
Special ‘mobility’ centres have also been
set up to assist with the redeployment of
workers. The effectiveness of these
centres has been compromised by the
reluctance of both employers and workers
to part company, so that few redundant
workers have actually materialised.
Unemployment benefit arrangements for
people over the age of 55 who have long
service have been driven principally by the
social partners in the context of
restructuring. In the former Yugoslav
Republic of Macedonia the most common
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method of privatisation was by
management and employee buyouts. Later
on, as a result of a lack of new capital,
technology and management style, this
brought about poor performance of the
privatised (surviving) enterprises in terms
of declining profits and employment, and
despite the labour shedding, resulted in a
decrease in labour productivity.

It is common for EU states and other
countries in the region, regardless of their
commitments to the rigors of market
economics, to create special programmes
for industries in structural decline. However
this is usually done alongside well-funded
activities to assist unemployed people in a
reasonably balanced way. In much of the
WBA the social programmes and other
measures associated with restructuring are
in contrast to the extremely modest help
given to unemployed people generally.

Assessment

The costs associated with subsidies for
ailing state business and restructuring are
heavy, and in some places exceed those
for all other employment measures.
However, some of the proceeds of
privatisation have frequently been used to
enhance the scale of active labour
measures for wider benefit. While
restructuring and reallocation of workers
must be facilitated, it has to be balanced by
other measures for those who are
unemployed. Generous packages for
redundant employees with long service138

sit alongside six-month delays in the
payment of unemployment benefits for
other unemployed people. Moreover,
severance payments often appear to be
used as social policy, on which they have a
distorting effect. It is a further manifestation
of the contrast between the protection
afforded to those with jobs in state
industries (often called ‘insiders’) and the
comparative lack of opportunities for those
who are without work (‘outsiders’).

The management of restructuring has also
led to situations in which workers have at
best delayed their re-entry into the formal
labour market, while many have gone into

premature retirement and – anecdotal
evidence suggests – into the grey economy
(or both). The challenge is to find the right
balance by supporting workers affected by
the restructuring process, without impeding
the operation of the labour market or
disadvantaging others (i.e. young people or
those who are long-term unemployed).

4.4.4 PUBLIC EMPLOYMENT
SERVICE (PES)

PESs exist in all countries and territories of
the WBA. All are faced with large numbers
of registrants, many of whom are not
genuinely seeking work: estimates of the
number of people in this category vary from
25% to 40%. Many register for health
insurance and access to social support,
and many are active in the informal
economy. There is widespread
acknowledgement of the issue, though it
has yet to be addressed in most countries
and territories. The ratio of staff to clients is
extremely variable, from 1:750 in the
former Yugoslav Republic of Macedonia to
1:113 in Montenegro. The ratio of
unemployed people to counsellors
(caseloads) is of course much higher.
Overall the employment services in the
region are in need of a radical overhaul to
bring them up to modern standards with a
well-defined purpose and role. Too often
there is a sense of hopelessness in the
face of the very large number of
registrants.

There is dissatisfaction with the
performance of most employment services
in the West Balkans. At the political level
there is frustration that the PESs appear to
be ineffective in reducing unemployment.
Among employers there is frequent
criticism of the quality of jobseekers put
forward by the PES, and many registrants
are unhappy with the quality of service they
receive. The staff and management of
many of the PESs in the region are
stretched to breaking point and largely
passive in relation to the situation they
face. The quality of the leadership and
management of the PESs is at best
inconsistent. Most PESs in the region tend
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138 In Croatia favourable adjustments to unemployment benefit arrangements were made for redundant
employees.



to lack direction in the absence of
integrated employment policies and clear
objectives. (Annex 7 sets out observations
and information about the PESs in the
WBA.)

The difficulties in which some PESs find
themselves are partly of their own making,
through bureaucratic management styles
and an inability to make a coherent and
convincing case for their core activities.
Almost everywhere the employment
service has been deflected from its primary
task of helping to ensure that the supply
side of the labour market is working
satisfactorily through the activation of
unemployed people. Instead, it has been
drawn into dubious job-creation activities,
including enterprise/business centres and
employment subsidies and loans. There
are high ratios of registrants to staff,
though this is partly due to the
ineffectiveness of the PES in ensuring that
people who register are genuinely
unemployed and actively seeking work.
Between 30% and 40% of unemployed
people are believed to register for
non-labour-market reasons, particularly
basic health insurance. The PESs do very
little for most unemployed people,
especially those who are unskilled and
long-term unemployed, and play little or no
part in reducing the scale of the grey
economy.

Progress in implementing activation
measures for unemployed people is
extremely variable across the region, with
only Croatia being well advanced. In
2005/06 Serbia introduced jobseeker
contracts that set out the requirements for
active jobseeking. In Republika Srpska too
there are clear indications that the PES is
taking a much more energetic approach
towards the activation of unemployed
people and reductions in the grey economy.

The funding arrangements for the PESs
(and for passive and active measures) are
much the same across the region and give
rise to the same sorts of issues. In most of
the countries and territories139 the funding
of unemployment benefit comes from the
labour tax/insurance, which ranges from
1% to 2% of the gross wage in most
places. This funds unemployment benefit,
the administrative expenditure of the PES
and active labour market measures. In
practice the PESs also receive subventions
from the public purse to help cover their
costs. Even so, and despite the low
coverage of unemployment benefit,
budgets in some countries are under such
strain that unemployment benefit payments
are not paid promptly (Serbia) or regularly
(Montenegro). Moreover, because the vast
majority of people who are registered as
unemployed do not get unemployment
benefit, staff of the PESs are generally
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Table 4.9: PES staff numbers and unemployed people (2006)

Country Staff Unemployed

Staff :

Unemployed

Ratio

Albania 431 157,000 1:364

Bosnia and Herzegovina 750 524,839 1:700

Serbia 2,075 916,484 1:442

Kosovo* na 320,000 na

Montenegro 342 38,869 1:113

fYR Macedonia 506 380,000 1:750

Croatia 1,189 291,616 1:245

Sources: Information was provided by national authorities or obtained from their websites; Albania ETF ‘Labour

Market Review’.

Note: *In Kosovo there are 199 officers in the regional and municipal employment offices. This gives a ratio of

staff to unemployed people of more than 1:160. However, this is not comparable with the other countries, since

the other people employed (staff for driving, cleaning and security as well as officers in the central administration

of the Department for Labour and Employment) are not included in this number.

139 There are no labour taxes in Croatia.



unconcerned about them meeting the
conditions for being registered as
unemployed, even though they become
entitled to basic health insurance. This
affects the efficiency of the supply side of
the labour market.

Assessment

Greater clarity is needed in the design of
employment policies and programmes.
Many people lack even the basic skills to
succeed in a competitive labour market.
Only in exception cases are the PESs
addressing this issue. Activation agendas
are being developed (Croatia, Bosnia and
Herzegovina, Serbia), including
‘employment contracts’, but nowhere does
activation embrace the use of active labour
market programmes, administrative
routines and the use of well-trained
counselling staff. Activation measures need
to be given greater traction. Strategies and
policies to address these issues
successfully need to take account of
Balkan social and cultural attitudes towards
work, wages and values. Policies and
measures need to be evaluated, not least
those carried out by the PESs.

Except in Bosnia and Herzegovina, the
position of the PESs and their relationship
with governments are clear, but the overall
institutional setting is not well designed.
There is great scope for improvement in
their performance; this is more likely to
occur about when non-labour-market
incentives for registering as unemployed
are removed, as they have been in Croatia.
There are a number of areas in which
efficiency can be improved and the quality
of service raised. Information technology
needs to be modernised and to support
process improvements. Inadequacies in
management, business and labour market
statistics need to be addressed. Of course
not all employment services are at the
same level, and these observations do not
apply to all with equal force. PESs have
little or no impact on the scale of the grey
economy at the moment, but they could
have an effect, especially if they worked in
concert with other parts of government,
particularly the labour inspectorate.

The workloads of counsellors should be
reassessed on the basis of the frequency
and nature of policy interventions for
different client groups, for example, people
under the age of 25 years who are in
danger of entering long-term
unemployment. The same considerations
apply to active labour market programmes.
The EES calls for early profiling of people
who become unemployed, as well as the
provision of opportunities for those on the
threshold of long-term joblessness. Most
PESs in the WBA would be overwhelmed
by such an approach, and instead need to
be more selective about the groups they
target for special assistance.

4.4.5 THE INFORMAL
ECONOMY AND ATTRACTING
PEOPLE TO THE FORMAL
SECTOR

A large informal economy is endemic
across the WBA. It appears to range from
around 10–15% of GDP in Croatia to 30%
and beyond in most of the other countries
and territories. Businesses and individuals
participate in the informal economy
because they judge there to be a clear
balance of advantage in doing so, i.e. the
costs in the formal/legal economy are
greater than the negative aspects of the
informal sector. These judgements depend
on levels of taxes and red tape and the
opportunities available in the formal sector,
including the access to social protection.
Participation in the informal economy is
seen by many as the only way of coping.

The balance of advantage in most of the
WBA is strongly in favour of the informal
economy. Labour tax rates are still
relatively high, and business registration
requirements are still slow and relatively
expensive140. Labour inspectorates are
poorly resourced in most places; they tend
to concentrate on employers in the formal
sector and pay little attention to illegal
businesses that do not have licences or
permits. Where action is instigated, most of
it peters out in the mire of poorly
performing legal systems, or attracts
derisory sanctions. Workers often see the
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140 Montenegro, though, has streamlined its arrangements to considerable effect. However, even here licensing
and inspection problems remain and regulation is inconsistently applied (World Bank, 2005f).



balance of advantage in the same way.
They can register as unemployed and
receive health insurance, and even receive
higher take-home pay from informal work.
In practice they face no institutional
sanctions. In the absence of adequate
social welfare protection for people of
working age, the informal economy
provides an alternative source of income.
Ambivalent attitudes to the informal
economy exist amongst institutions (and
ordinary people), ranging from benign
indifference and sympathetic
understanding to genuine concern about its
impact on the tax base, public services and
legitimate businesses141.

The slow pace and weak management of
the privatisation process has contributed to
the informal economy. In Bosnia and
Herzegovina a number of large ex-state
companies are not actually functioning, but
are not officially closed or bankrupt.
Workers in these companies are still on a
‘waiting list’. Data from pension funds in
both entities indicate that around 100,000
workers in Bosnia and Herzegovina are
‘waiting listed’. Many workers cling to these
enterprises for fear of losing their
entitlement to pensions and other social
benefits. In order to gain income they work
in the informal economy and are reluctant
to accept a new formal job in case they
lose their acquired rights.

Although there is little evidence of
well-thought-out and firmly pursued
strategies142 and integrated measures to
attract people into the formal economy,
most countries and territories are now
taking some kind of action (through the
introduction of VAT, government
procurement arrangements, enhanced
labour inspection and support for people to
convert their unofficial activities into

legitimate businesses). Moreover, although
the merits of the informal economy during a
difficult transition were previously asserted
confidently, attitudes are beginning to shift.
It is becoming more widely understood that
the informal economy extends well beyond
the occasional casual job performed for
cash by unemployed and unsupported
workers.

Assessment

The informal economy in the WBA affects
labour market outcomes by inflating the
number of those registered as unemployed
and diminishing training and flexibility in the
formal sector. It acts as a barrier to faster
economic growth by reducing access to
capital and property rights protection.
Evasion of taxes and other costs threaten
the well-being of legal businesses. These
are heavy costs that are only partly offset by
the flexibility of the informal sector. Many
successful legal businesses may have
become established at the outset through
the informal activities of their founders. But
the timing and rate of transfer to the formal
economy is probably delayed, and occurs to
a lesser extent, where the balance of
advantage is decisively in favour of the
informal economy, as is still the case in
most of the WBA. The OECD studies on the
Informal Economy and on the Enterprise
Policy Performance Assessment and the
World Bank study ‘Doing Business’ point to
a situation in which public policy effectively
caps the size to which firms are willing to
grow, and causes firms to devote a large
portion of their executive resources to
managing their exposure to arbitrary
thresholds in the tax system.

Current attitudes towards the informal
economy vary from willing participation to
benign tolerance. This has begun to
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141 In Albania the tax system distinguishes between small firms and larger firms. Below a turnover threshold of
ALL 8 million, businesses are excluded from VAT and pay a small business tax at a rate of 4% of declared
turnover. Above the threshold, companies must charge VAT at 20% on all goods and services, and pay
corporate tax at a rate of 25% of reported profits. In practice, most small firms in Albania declare no
employees. Workers collude because they ‘prefer immediate direct cash payments to future social benefits’.
Larger firms cannot avoid declaring any employees, but an estimated 30% of their actual workers are
unregistered and pay no contributions. The wages of declared workers are underreported so that personal
income tax (PIT) is paid mainly by public sector employees. Non-recording and underrecording of
employment and wages is common elsewhere in the region, with the same kinds of underlying attitudes.

142 The most progress in tackling the grey economy is claimed by Montenegro, though it is rather early to form
clear and firm views about the efficacy of its measures. The ‘Legalisation of Existing Jobs and Job Creation’
programme aimed to legalise 20,000 jobs by April 2004 and is thought to have increased revenues by around
€10 million.



change; more countries appear to be
taking effective action by strengthening
labour inspectorates and imposing effective
sanctions. Only in Montenegro does there
seem to have been a clearly developed
strategy for bringing informal activities
within the formal economy. The large grey
economy may have been an
understandable response to severe
dislocation, corruption in public life,
ill-judged tax arrangements, features of
privatisation, and the lack of adequate
social protection and opportunities in the
formal market. But most of the WBA is now
faced with a relative small formal economy
that bears relatively high taxes but is
unable to generate sufficient revenues to
improve public services. This leads to
widespread disillusionment with
government, evasion of regulation and an
even larger informal economy.

If the problem is to be much reduced many
wider issues need to be addressed,
including governance, the quality of the
institutions and the widening of the tax base.
In the context of the labour market the
labour inspectorates can be further
reinforced and focused, the PESs can be
made far more effective by inconveniencing
people who are working in the grey
economy, and non-wage labour costs can
be further reduced. All WBA governments
need coherent strategies for attracting
businesses and individuals away from the
grey economy and into formal employment.

4.5 INCLUSIVENESS AND
EMPLOYMENT POLICIES FOR
PARTICULAR GROUPS

The EU Integrated Guidelines for Growth
and Jobs (2005–08) call for inclusive
labour markets for jobseekers and
disadvantaged people. Employment
regulations (and equal opportunities
legislation) are designed to protect workers
from arbitrary, unfair and discriminatory
actions by employers. However, the
existence of such statutory requirements,
especially where compliance is low and the
market is deeply segmented, does not
ensure equal access to employment, nor
does it ensure that the labour market is
inclusive. As in other regions, in the WBA

there are groups of people with different
experiences.

Young people are at a disadvantage
because they start their labour market
careers as members of a group of whom
(almost) all are unemployed at the outset.
But analyses of unemployment flows in
Croatia show that the chances of young
people leaving the unemployed register are
much greater than those of any other
group. Most young people face an
intergenerational group disadvantage; as
individuals they are not (on the evidence of
Croatia) less employable or competitive
than older unemployed workers. They are
caught by the aggregate deficiency of jobs
because of their circumstances, not
because of their characteristics or any
attitudinal bias against them.

Their participation in the labour market is
haphazard. Many appear to change
seamlessly between inactivity, different
kinds of activity and status depending on
opportunity and relative reward; many work
informally in the service sector, especially
in tourism and leisure industries. Those
who go into higher education spend many
years (five years and upwards) acquiring
their qualifications, so that although the
percentage of young people going into
higher education is modest, the numbers
actually undergoing higher education is
proportionately large. This reduces the
activity and employment rates for young
people up to the age of 25/26. Many of
them are thought to be active around the
margins of the workforce.

There are some policies intended to assist
young people in the WBA, most notably the
measures targeting able college and
university graduates. But the numbers are
limited and the unit costs large. It is almost
inevitable that unemployment will be high
among young people who have just left
education; the problem is the market failure
to assimilate these young people into the
employed workforce within a reasonable
time. There are no large-scale programmes
for young people, despite the fact that they
are easily targeted. Funding is problematic,
but the generosity of restructuring
packages for older workers sits in stark
contrast.
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Female participation rates are low and the
gender gap substantial, particularly among
certain ethnic groups for cultural reasons.
Childcare arrangements have become far
more costly and the number of places much
reduced so that females face greater
barriers – both practical and financial – to
participation in the workforce. Labour
market participation is lowest for women in
Bosnia and Herzegovina and the former
Yugoslav Republic of Macedonia, with
Albania around the middle of the WBA
range. The position in Albania (World Bank,
2006a) is markedly different in the urban
and rural areas143. In the former Yugoslav
Republic of Macedonia the participation rate
is particularly low among females from
ethnic minorities. In Bosnia and
Herzegovina labour market segmentation
and localisation is regarded as a serious
issue affecting female employment.

Employment opportunities for females are
diminished by lack of flexibility in the formal
labour market. Furthermore, although
labour laws seek to protect women’s
interests, and in some countries and
territories offer generous levels of maternity
benefits, there are real questions over the
actual levels of compliance. The
importance of flexibility in the labour market
for women was confirmed by research in
2004 (Micevska, 2004), which found that
the employment protection legislation had
a significant effect on female employment
and that relaxing the regulations on
temporary employment stimulated female
employment. On the other hand, the
gender employment gap in Croatia is
smaller than the EU average, despite low
levels of part-time work. There are active
employment programmes for females (in
Albania the Employment Promotion for
unemployed women aims to integrate
marginalised women such as Roma and
old and disabled women), though they are
generally small scale and their outcomes
are uncertain.

Older workers find it more difficult (than
younger people) to find jobs when they
become unemployed, and active
programmes to help them back into work
are rare. The main policy responses to
rising unemployment have included
measures to reduce the supply of labour by
encouraging older workers into premature
retirement. This has been carried out
through the special employment measures
within large redundancy and restructuring
programmes and through adjustments to
the duration that unemployment benefit is
available to older workers. The proportion
of older workers on the unemployment
register is growing throughout the region.
In some places active labour measures
have been directed at the over-45s, but this
is unusual. Older workers who are
receiving some form of social security
payment are believed to be particularly
active in the grey economy.

Ethnic and other minority groups are
affected by segmentation and
discrimination along ethnic lines,
notwithstanding laws which forbid it. This is
acknowledged off the record more than on
it, and places minority groups at a
particular disadvantage. An assessment of
the vulnerability of minority groups in the
WBA (ETF, 2005b) identified many of the
features and signs of disadvantage. The
assessment concluded that policies are a
long way from achieving satisfactory
outcomes. The former Yugoslav Republic
of Macedonia, with the highest
unemployment rate in Europe, has an
employment rate of 53.5% for
Macedonians but only 29.3% for Albanians.
The gap in female employment rates is
even greater. Similar gaps exist between
ethnic groups in other Western Balkan
countries and territories. The skill level
among Roma people is especially low. In
Serbia almost 90% of the Roma population
is unskilled or low-skilled, and
unemployment is twice the average.
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143 The rural labour market is dominated by agriculture. Participation rates (over 60%) are far higher, and
unemployment (2%) far lower among women in rural areas than those in urban areas. Most contribute to
small-scale farms. Such is the weight of female rural employment in agriculture that it accounts for 67% of all
female employment in Albania. The employment rates are not much different between women with children
and women without children, and many more women (44%) work part-time than in the urban areas (15%).
Females in urban labour markets have lower employment rates (13%) and are employed mainly in the public
sector. Employment rates for educated women are more than 50% higher than for women without primary
schooling. The poorer outcomes for urban women than those for men cannot be explained by objective
differences indicating the existence of social barriers.



Policies have been developed in the WBA
to help minority communities, some
embedded in wider policies and others
specific to the individual and/or the group
(the Roma Decade). The Minority Rights
Group has argued that ‘strategies to help
Roma in SEE are failing due to factors that
include institutional racism, discrimination
and exclusion experienced by Roma over
generations’. Labour market indicators
point to poor labour market outcomes for
minority groups that have changed little
despite anti-discrimination laws and policy
measures.

Assessment

Labour markets in the WBA are not
inclusive in practice, regardless of
employment and equal opportunity
legislation. This is as a result of:

� the tiered nature of the labour market, in
which formal jobs do not often become
vacant;

� the circumstances of young people and
other labour market entrants;

� discriminatory tendencies on the
grounds of gender and ethnicity;

� differences in educational achievement;
� institutional influences;
� the absence of a lifecycle approach to

work.

Young people carry most of the burden of
unemployment. Such inequity between
generations has harmful economic and
social consequences. Access to work for
young people will improve when there are
more new jobs and vacancies created
through greater turnover of existing jobs.
Females are less likely to find a job from
unemployment than their male
counterparts. Given their overall broad
equivalence of human capital this is a
significant loss to the economy. The labour
laws make generous provision for women;
it should not be assumed that this works to
their advantage.

Older workers generally have the
advantage that they are more likely to be in
jobs or in receipt of some kind of social
benefit. However, the number who are
unemployed is increasing, with higher
proportions entering long-term

unemployment. They are less likely to
leave unemployment than younger people.
People from minority groups are at a
significant disadvantage in the labour
market. This stems in part from relatively
poor educational attainment. However, it
would be naive not to recognise that
discrimination and negative perceptions
along ethnic lines play a significant part.
They are in the most difficult position in
terms of labour market competition.

The policy responses intended to improve
inclusiveness have been patchy, with some
targeting of recruitment to active measures
and the development of some programmes
dedicated to particular groups. Although
legislation is in place for activation
measures, they are in practice at the
earliest stages of development, except in
Croatia, where they are more established.
The PESs are not yet able to provide
integrated activation and preventative
measures to support the groups that need
most help more effectively nor to ensure
compliance with the conditionality of
benefits. Moreover, social welfare
arrangements are not yet sufficient to
support the adequate labour market
inclusion of disadvantaged people.

Policies for older workers have facilitated
their quiet (and expensive) departure from
the labour market with heavy public
expenditure commitment. Since
active-ageing policies are not a priority in
the current labour market conditions,
early-retirement schemes should be
avoided. This is particularly relevant in
those countries with high emigration levels
of young people (Albania) and where
demographic changes are leading to
significant falls in the young people
entering the workforce (Croatia). Overall
labour market inclusiveness in the WBA
remains a great challenge that is mitigated
to some extent by participation in the grey
economy. The development of universal
activation measures needs to be
accelerated and other active labour market
measures expanded to help disadvantaged
groups. In particular, large-scale
programmes for young people
(apprenticeships and traineeships) are
required to offset their generational
disadvantage. Rebalancing wider labour
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market policy away from costly
interventions to protect jobs, generous
severance arrangements during
restructuring and overprotection of people
in formal employment would also lead to
greater labour market inclusiveness.

4.6 CONCLUSIONS AND
POLICY AREAS FOR FUTURE
WORK

Employment policies in the WBA have
gone through a number of overlapping
phases of development. The preoccupation
with job protection, retention and
stimulation is being replaced by more
mature and balanced policies, including
improvement in institutional performance.

However, none of the countries or
territories is yet close to a ‘flexisecurity’
portfolio of measures that balances
security for workers with flexibility for
employers. Those in formal employment
have considerable protection through
labour laws and collective agreements, but
social welfare arrangements for those out
of work are modest in both coverage and
levels, and are often uncertain.

Moreover, security for working-age people
goes beyond labour laws for those with
formal work and income support for those
without. They are, of course, important
countermeasures against risks of
unfairness and poverty. But greater
security also comes through reducing the
risk of extended joblessness through the
acquisition of skills, maintaining
employability and being part of a motivated
and competitive workforce. These factors
reduce risk at collective and individual
levels and at the same time increase
labour market flexibility. Similarly, diversity
of employment contracts and patterns of
employment provide opportunities for more
people to participate in formal employment
and facilitate a lifecycle approach to
working careers. Greater flexibility of this
type in the official labour market diminishes
some of the attractions of the informal
economy – where there are no safeguards
– and thus contributes to greater aggregate
security. In many instances labour market
flexibility, especially on the supply side,

offers the greatest prospects of earned
income, though not a job for life.

Overall the policies of countries and
territories of the WBA fall well short of a
well-balanced approach to flexisecurity.
Although labour regulation has been
lightened, most of the other elements of
flexisecurity are either absent or
underdeveloped, especially in relation to
social welfare arrangements, supply-side
policies, the development of human capital
and diversity of working patterns. Too often
the protection of jobs is seen as being the
same as social protection for people, and
flexibility is regarded as intrinsically harmful
to security. At the same time better security
in terms of social welfare and more
effective institutional support for people
who are out of work will help labour
reallocation and flexibility.

Countries and territories are more alert to
the need for better labour market analysis
and appropriate employment policy
responses, rather than seeing employment
issues as an appendage to
poverty-reduction strategies or economic
development. However, in most places
there is still no evaluation of policies.
Awareness is growing that while economic
growth is necessary it is not sufficient to
guarantee more jobs and reductions in
unemployment.

This is leading to an appreciation that
supporting employment goes beyond
labour market legislation and
active/passive measures and that it
reaches into other areas such as SME
development and privatisation, and also
that employment-friendly policies are
needed to encourage growth in
employment and recruitment. Recognition
of the importance of the supply side of the
labour market has not been much in
evidence. On the contrary, the underlying
presumption that if only there were more
jobs, unemployment and other labour
market problems would disappear has
been a central tenet of employment policy.
This is reflected in the heavy concentration
on job subsidies and inattention to the
efficiency of the supply side and the
development and adoption of appropriate
measures. However, institutional
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arrangements – the modernisation of PESs
and the expansion of labour inspectorates
– are being revised in a number of
countries and territories in order to address
key labour market issues that have not
previously been dealt with.

The growth in joblessness is the mirror
image of the failure of unemployment to
rise in the early 1990s when GDP
collapsed. Older companies generally have
a large overhang of underemployment, with
many workers having little or nothing to do.
Additional demand will provide real
employment for some of these workers, but
such is the scale of underemployment that
older companies could simultaneously cut
employment and increase output. In fact, a
number of countries and territories have
experienced a job-loss increase. Rises in
labour productivity in older companies will
continue for some time to offset the
employment growth in newly established
private enterprises. Foreign investors need
to see good reasons for going to the
Western Balkans rather than elsewhere: a
stable political and macro environment is
an essential pre-condition; so too is a
supply of skilled, employable and motivated
people from amongst whom indigenous
entrepreneurs and ‘intrapreneurs’ can
emerge.

The main labour market challenges in the
WBA go beyond the aggregate deficiency
of jobs. Nominal wage rate increases are
large and outstripping GDP growth. Too
few people are in jobs in formal
employment, unemployment is high and
long, and social protection is mostly
inadequate. Job creation in the formal
sector is too slow, and the large informal
sector adversely affects the labour market
and the growth of enterprises. The tax
base is too narrow, and labour taxes fall
unevenly and inequitably on employers and
employees in the relatively small formal
sector, with the result that public revenues
are small and the grey economy large. The
skills base of the workforce has been
damaged and is increasingly irrelevant.
Labour market institutions are weak. And
flexicurity will remain unattainable/
unaffordable and unsustainable while the
informal economy is so large, the

institutions operationally ineffective and
mistrusted, and corruption endemic.

Increasing formal employment requires
action across a broad front.

� The growth of private sector businesses
needs to be further encouraged and
fostered through the privatisation
process, contract enforcement and
property rights and the reduction or
removal of barriers and bottlenecks.

� Rapid wage growth in some WBA
countries and territories needs to be
moderated through restraint in the
public sector and linked with productivity
agreements.

� Social contributions and taxes on formal
employment need to be reduced further
in a number of countries, and the tax
base widened to include property taxes
(which are more difficult to evade) as
well as investment income.

� The informal economy needs to be
reduced, especially by providing
incentives to informal businesses to
register, further increasing the
resources available to labour
inspectorates and ensuring that
sanctions are proportionate and
promptly enforced.

Labour market inclusiveness and social

protection arrangements are weak, and
attention should be given to reinforcing
them by:

� modernising the PESs to provide
effective and professional services to
people who are genuinely seeking work;

� removing the requirement that people
without formal jobs register as
unemployed with the employment
service in order to received basic health
insurance, and implementing activation
measures for unemployed people,
including personal counselling;

� re-designing active labour market
measures so that they are rebalanced
away from job subsidies and benefit
more disadvantaged people; in
particular, higher-volume
employer-based programmes for young
people should be introduced in order to
facilitate the school-to-work transition;
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� making active labour market measures
less volatile by switching their funding
from labour funds to the state budgets;

� re-examining the social protection for
jobless people in the light of the
extremely low coverage of
unemployment benefit and weak social
assistance arrangements;

� reducing the generosity of severance
payments (which should not be
regarded as part of the social welfare
system) and other benefits and early
retirement provisions in the context of
large-scale restructuring, in favour of
greater support for unemployed people;

� easing the requirements placed on
employers as part of privatisation to
maintain unaffordable and unnecessary
employment levels.

Flexisecurity will be assisted by many of
the above measures and by:

� further modernising labour market
regulation that unduly restricts the use of
temporary contracts and hours of work
and adds to the cost of hiring and firing;

� reforming VET systems, and in
particular promoting adult learning in
order to open up employment pathways
by increasing individuals’ adaptability
and employability;

� improving the effectiveness of labour
market institutions, especially PESs, in
making the labour market more
transparent and less segmented and in
dealing with the passivity of
discouraged unemployed people;

� addressing and reforming pension and
social contribution arrangements where
they act as a disincentive to the creation
and acceptance of part-time
employment.

Partnership and governance needs to

be strengthened (see also Chapter 5) to
create and promote effective labour market
policy across the WBA by:

� effective direction and strategic control
of implementing agencies through
framework agreements and
performance contracts that set out aims
and objectives, performance indicators
and planned levels of performance;

� improvements in labour market data
and management information systems
and in the arrangements for monitoring
and evaluating policy measures;

� using trials that are controlled and
properly evaluated to test the cost and
effectiveness of policy before
introducing it more widely;

� promoting effective social dialogue and
inclusiveness in the policymaking
process;

� integrating policy implementation with
the state budgeting arrangements;

� introducing modern management
techniques, especially ‘business cases’
to justify public sector investment in the
modernisation of the PESs.

The above list is not exhaustive, and
governments are faced with many dilemmas
concerning priorities, competition for public
expenditure and ensuring good value for
money. It is possible to apply ‘ranking’
techniques to the list by devising a set of
criteria against which each item might be
judged. That would require a separate
exercise involving the WBA countries and
territories to establish each criterion and the
weight that should be given to it. In the
absence of such an exercise, the main
attention should be focused on areas that
increase formal employment and improve
government finances and social
inclusiveness, and that can be quickly
implemented without controversy. This
points to actions that reduce the grey
economy, restrain public sector wages,
improve the performance of the PESs and
reconfigure employment measures –
including those associated with industrial
restructuring – so as to provide help for
most unemployed young people.
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5. INSTITUTIONAL
ARRANGEMENTS FOR THE
IMPLEMENTATION OF
EMPLOYMENT POLICIES IN
THE WESTERN BALKANS

Arjen Deij and Meri Lorencic

5.1 INTRODUCTION

The purpose of this chapter is to:

� examine the key issues of the current
institutional setting for implementation of
employment policies in the Western
Balkans;

� discuss the relevant mechanisms and
tools that can be improved, and as such
contribute to more efficient and effective
implementation of employment policies.

In Chapter 4 the employment policies
developed in the Western Balkans in
recent years have been reviewed. There
has been significant progress in forward
planning. Inspired by the European
Employment Strategy (EES), the countries
and territories have started a process of
transforming existing policies that deal with
existing situations into policies that will
support employment. The EES offers a

relevant framework for the Western
Balkans, especially in relation to the
alignment of economic, educational and
social policies and the involvement of
public and private stakeholders at different
levels. There is a gradual shift from a
preoccupation with job protection, retention
and stimulation towards more varied
responses. The transition process brings
with it additional challenges. The nature
and relatively small share of formal
employment in the labour market requires
specific approaches to increase formal
employment. There is a trend of growing
joblessness across the Western Balkans.
In general the countries and territories
have not yet found the combination of
flexicure responses that could support
sustainable growth and more jobs in the
formal economy.

The effective implementation of these
employment policies depends on the
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soundness and capacity of the institutional
settings144 that are in place to plan,
implement, monitor and evaluate
employment policies. The transition from
centrally planned towards functioning
market economies in the Western Balkans
– as elsewhere – requires a change in the
role of the central government in policy
development and implementation. Although
strong government commitment remains a
precondition for effective policy
implementation, governments have lost
direct influence on job creation, as most
new jobs are created outside the public
sector. The multifaceted nature of the
employment policies, as expressed in the
EES, requires the direct involvement of and
cooperation among different actors,
including social partners, regional and local
authorities and civil society. Accordingly,
the governments of Western Balkan
countries and territories need to redefine
and readjust their role to the new
socioeconomic environment and work
towards appropriate institutional
arrangements that will ensure better policy
performance. One of the main questions
they need to deal with to ask what kind of
institutional settings would effectively
address labour market issues and hence
ensure the achievement of employment
policy objectives.

In this chapter the institutional settings in
the Western Balkans will be discussed and
analysed on the basis of four
parameters145:

� interministerial cooperation;
� the role of the social partners;
� decentralisation in terms of policy

delivering and sharing responsibilities;
� institutional and administrative capacity.

The ultimate question that forms the basis
of the discussions on all four topics
remains: ‘What needs to be done so that

employment policy will become a
substantial and integrated part of a
country’s socioeconomic development
process?’

The intention of this chapter is to discuss
how relevant mechanisms and tools can
support employment policies more
efficiently. Clearly, there is no single model
that will adequately fit the needs of all
countries and territories.

5.2 INSTITUTIONAL
ARRANGEMENTS AT
CENTRAL LEVEL AND
INTERMINISTERIAL
COOPERATION

At policymaking level the institutional
configuration in the field of employment is
fairly similar across the Western Balkans.
In accordance with national legislation the
responsible ministries cover employment,
labour and social policy, as is the case in
the former Yugoslav Republic of
Macedonia and Albania (where equal
opportunities is also included), while in
Montenegro one ministry recently became
responsible for labour, social affairs and
health policy. In Croatia the labour sector is
joined with economic affairs (the Ministry of
Economic Affairs and Labour). In Serbia
the employment sector was separated from
the Ministry of Labour and Social Affairs
and became an integral part of the Ministry
of Economy and Regional Development
(2007). UN Security Council
Resolution 1244 placed Kosovo under
transitional UN administration pending a
determination of the territory’s future status,
and so within the Provisional Institutions of
Self-Government (PISG), the Ministry of
Labour and Social Welfare is responsible
for the employment and labour sector146.
The situation is more complex and
fragmented in Bosnia and Herzegovina,
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144 ‘Institutional settings’ refers to the institutional configuration or arrangements in each country or territory, that
is, the type of institutions in place and their internal capacity to fulfil their roles and responsibilities, the
sharing of responsibilities among the different institutions and the mechanisms or processes through which
they interact.

145 The same parameters were used for the analysis of the institutional settings for employment policies in the
ETF labour market reviews in Albania, the former Yugoslav Republic of Macedonia, Bosnia and Herzegovina,
Montenegro and Serbia; in the survey ‘Employability in Kosovo’, Employment and Skills Observatory of
Kosovo, 2003; and in ‘Country Review of the Employment Policy in Croatia’, ILO and Council of Europe,
2004.

146 In accordance with the Constitutional Framework (UNMIK, May 2001).



with many layers and institutions at all
levels. At the state level, the employment
and labour sector is the responsibility of the
Ministry of Civil Affairs, but according to the
Law on Ministries and other Administrative
Bodies, quite limited competences are
given to the state ministries. The
responsibility for legislation and the design
and delivery of employment services is
divided between 13 different institutions.
The state-level institutions are mostly
weak, and the same could be said for the
relations between state and entity levels.

In all countries the PES has an important
role to play at policy implementation level.
PESs are normally organised at state level,
with offices at lower (county/district/
municipality) levels. In Bosnia and
Herzegovina, however, the structure is
more complex. In addition to a state
agency with a limited mandate, PESs are
organised at entity level and at cantonal
level in the Federation of Bosnia and
Herzegovina, where they act independently
from one another. (For further details see
the section on decentralisation in terms of
policy delivering and sharing
responsibilities.)

In general the institutional arrangements
for employment policy in the Western
Balkans could be described as centralised
with a vertical structure. Employment
programmes and budget allocations are
designed and determined at central level,
and adaptations to the needs of the local
level are generally of limited importance.

At the same time, behind the apparent
clear distribution of ‘policymaking’ and
‘policy implementation’ roles between
ministries and PESs, there is occasionally
a lack of transparency and confusion
between these two roles. Moreover, no
clear responsibilities have yet been
attributed to one or other institution for
monitoring and evaluation of employment
policies. The focus is still entirely on
planning and implementation.

The recent processes aimed at
harmonising national employment policies
in the region with the European
Employment Policy seem to contribute in a
positive way to the strengthening of the role

of relevant ministries as policymaking
bodies and the PESs as implementing
bodies. The preparation of National
Employment Action Plans (NEAPs) has
significantly contributed to this in some
countries. There is a clear definition in the
NEAPs of the actions that need to be
undertaken as well as the actors
responsible, i.e. institutions. This process
has already resulted in a performance
agreement between the Ministry of Labour
and the PES in Serbia (in 2006). The
agreement is a step towards a more
transparent role for the Ministry of Labour
as a policymaking body responsible for
designing policy, and for the PES as a
body responsible for implementing policy
and achieving planned objectives.

The next important aspect of the effective
implementation of employment policies is
whether the resources required to execute
activities are planned, and how they are
ensured. The question is whether
employment strategies and NEAPs are
accompanied by annual working plans, and
supported by adequate funds (either
national and/or donor funds) so as to
produce expected results and outcomes.
The lack of available funds in particular
frequently impedes the implementation of
employment policy, since in most of the
countries in the region the funds collected
through contributions are far from
sufficient. In order to be able to ensure
sufficient funds, labour ministries need to
attract the attention of all key stakeholders
and gain strong commitment on the part of
governments to employment policies and
to the objectives of the employment action
plans. In this respect, some of the Western
Balkan countries and territories have
already taken an important step forward,
since employment policy documents have
been adopted by government, or even by
parliament, as is the case of Croatia’s
NEAPs.

As is the case elsewhere, employment
policies in the Western Balkans will be
constantly evolving as a result of changing
circumstances in the labour markets and
external pressures. The key challenge is to
find the circumstances under which policies
can be effectively planned, implemented,
monitored, evaluated and improved.
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More effective implementation of
employment policies could be achieved
through a better common understanding of
employment-related policies, including
more targeted objective setting and better
planning, effective implementation, and
monitoring and evaluation mechanisms,
with greater participation at all stages on
the part of key stakeholders, social
partners, and civil society at state, regional
and local level. The implementation system
should ensure that the different stages of
implementation are linked, and that lessons
are learned, feedback is given, and
procedures for change and improvement
are in place.

The real challenge in this respect, and not
only for countries and territories in the
Western Balkans, is to develop a more
systematic approach.

Policies are followed by objective setting,
resource allocation and planning, which
should be in line with policy objectives,
resulting in appropriate employment
measures. Monitoring and evaluation
should provide inputs for feedback and
procedures for change that can feed into
better targeting, planning and resource
allocation. Monitoring will focus on the
processes, outputs and results of
employment measures, while evaluation
normally focuses on the impact. Monitoring
and evaluation are currently
underdeveloped, suggesting that few
lessons, if any, are learned from
implementation. In view of the increasing

importance of employment policies in the
Western Balkans, this is an area of work
that needs special attention.

5.2.1 INTERMINISTERIAL
COOPERATION IN THE FIELD
OF EMPLOYMENT POLICY

As employment is the final outcome of a
series of economic and social factors,
employment policy depends heavily on
communication and harmonisation with
other policies in the country or territory,
particularly education and training policies,
social policies, economic policies, regional
development policies and financial policies.
Furthermore, strong and fruitful
cooperation between all relevant
stakeholders, including the various
ministries involved in the process of
designing the employment strategy, is vital
for the creation of a comprehensive and
coherent approach to the use of labour
market instruments alongside the
economic restructuring process.

The importance of such cooperation in the
field of employment policy has to a certain
extent already been recognised in all
Western Balkan countries and territories.
EU and other donor projects aimed at
assisting countries and territories to
develop NEAPs have always promoted
cooperation between the Ministry of
Labour147 – being the initiator and
ultimately responsible for the development
of employment policy – and other line
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147 We use the term ‘Ministry of Labour’ to encompass the names used in the different countries and territories.



ministries in a structured way through the
establishment of working groups and/or
written procedures. However, it is clear that
this cooperation is often limited to the
‘provision of comments on draft papers’,
and has a consultative rather than a
responsibility-sharing character. In fact it is
questionable to what extent existing
employment strategies and NEAPs reflect
the actual participation and commitment of
key national stakeholders to their
implementation.

There follows an examination of effective
interministerial cooperation in four areas of
policymaking:

� setting objectives
� planning
� implementing
� monitoring and evaluation.

Setting objectives

The objectives of an employment strategy
need to arise from a previously conducted
analysis, not only in the employment sector
but also in other relevant sectors. The lack
of quality data and the limited capacity to
carry out in-depth analyses of the complex
labour market situation in the Western
Balkans (see Chapter 2) still represent
serious barriers to the formulation of
employment policies and the definition of
objectives in some countries and territories
(such as Albania, Kosovo and the former
Yugoslav Republic of Macedonia).
Certainly, many of the Western Balkan
countries and territories will need to
improve the collection and processing of
statistical data in order to allow
benchmarking with EU countries and to be
able to set realistic quantitative objectives.

Achieving coherence between employment
policy objectives and other policies (such
as economic development, social policy,
education policies, and fiscal and tax
policies) is another challenge. All countries
in the region have developed policies in
different fields such as macroeconomic
stability, SME development, privatisation
and economic restructuring, education and
poverty reduction. There is potential for
incompatibility of priorities or
contradictions, and these could be avoided

if negotiated between ministries. There is
also the risk of duplication of efforts.

Finally, the adoption of policies or
strategies is not always followed up by
specific actions (i.e. they are never, or only
partially, implemented), and this is often
because of governmental changes, which
impose disruption in the implementation
process. This serves as a warning that
national strategies must be transparent,
widely communicated and adopted with
maximum consensus.

Planning

Planning is a crucial stage. Employment
strategies need to be translated into
medium-term and annual plans with
measures, sub-programmes, objectives,
target groups, resources, responsible
implementing bodies and expected
outcomes all clearly defined. This means
that the responsibilities and tasks need to
be shared between all key stakeholders at
national, regional and local level. This
necessity was recognised during the
preparation of the Serbian Employment
Strategy, which not only foresees three
groups of participants responsible for its
implementation, but also defines their
responsibilities and tasks (see Annex 9).

Because of limited budgetary resources in
most countries and territories of the region,
the process of planning must be conducted
with great caution and must also address
the issue of how to pool together all
available resources. One important
criterion for planning is affordability, which
often explains the gap between plans and
objectives. The planning stage is therefore
a first opportunity for providing feedback on
the objectives of employment strategies.
Although national resources are generally
scarce, national authorities often do not
recognise the opportunities presented by
donor projects in that these funds
represent additional support for the
implementation of their national strategy or
NEAP. Projects are not aimed at regional
socioeconomic development, and projects
that support VET reforms are not
recognised as part of employment
strategies or NEAPs. The recently adopted
Serbian NEAP, for example, includes only
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the projection of national funds for active
labour market measures for the period
2006–07, and lacks information the
contributions of other ministries or donor
funds. The former Yugoslav Republic of
Macedonia’s NEAP 2006–08 does include
the projection of national and donor funds
(although only for one year), but still lacks
details and transparent calculation of
planned activities, measures and
programmes, and consequences of its
implementation on the national budget. The
introduction of new measures, programmes
and approaches also depends on the
appropriate allocation, in terms of both
numbers and competence, of staff within
institutions at different levels. This requires
additional funds that have often not been
included in planning. This aspect is
particularly neglected in the current
regional NEAPs. Moreover, it is very
difficult to ensure any multi-annual
budgetary commitments.

The planning stage is also the stage for
setting targets and defining indicators for
monitoring implementation.

Implementation

Cross-ministerial cooperation and
cross-institutional cooperation rarely exists
in the implementation phase. Cooperation
at this stage means pooling together
administrative capacities, financial
resources, procedures, providers and
premises. A classic example is the support
to business start-ups, where training and
micro-credit schemes are often not linked,
as different institutions are responsible for
training and credit schemes. Another is
training for unemployed and redundant
workers, which is one of the most important
active labour market measures, but which
is still underdeveloped in all countries as a
result of the absence of a systemic
approach to adult education and training.
The provision of adult education is often
concentrated in larger cities and skewed
towards specific areas of training that
require little investment. Initial training
institutions such as VET schools and
universities are not prepared to provide
support for the training of adults.
Improvements in this respect can be
achieved through better and more

constructive cooperation between
ministries responsible for employment and
the ministries responsible for education.
VET schools could certainly play a much
more important role in the implementation
of active labour market measures than they
currently do in most of the countries and
territories. In Kosovo a good start has been
made, with the Ministry of Labour and
Social Welfare and the Ministry of
Education, Science and Technology
signing a protocol for cooperation
(Employment and Skills Observatory,
2002).

A key question is how the PES as the
main implementing body can cope with
the current situation in the labour market –
characterised by a large number of people
who are unemployed, and relatively low
demand – on one side, set against the
ambitious goals contained in NEAPs. As
was shown in Chapter 4, all PESs suffer
from a lack of staff, with a particularly
unfavourable ratio of unemployed
individuals to counsellor (particularly in the
former Yugoslav Republic of Macedonia).
Moreover, often many of the PES staff
that are counted as counsellors are
actually doing administration work, making
the ratio even less favourable. Although
the process of PES modernisation has
already started in most countries and
territories, the lack of resources hinders
the introduction of new measures and
methods of work, such as a personal
activation approach when working with
those who are unemployed.

Lack of funds is often the key obstacle for
implementation. However, more funds
could be secured in various ways, for
example:

� sharing costs of measures and
interventions among different ministries
and with municipalities;

� combining budget funds with donor
funds with the purpose of implementing
strategies or plans;

� engaging teachers who are at risk of
redundancy to train unemployed people,
redundant workers and the labour force
in general;

� sharing premises and maintenance
costs.
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Monitoring and evaluation

The issue of the monitoring and evaluation
of policy implementation has recently
become a topic for discussion in some
countries and territories, though mainly
initiated by donors. There is still not enough
commitment to the issue, particularly at
ministry level. Monitoring of employment
policies is rarely planned by NEAPs, while
evaluation of planned programmes and
measures is completely neglected.

In order to learn from policy
implementation, ministries and PESs will
need to enhance their capacities to design
their own monitoring and evaluation
systems, to implement them effectively and
to ensure feedback and procedures for
change and improvement.

Assessment

At the programming level of employment
policy most of the countries and territories
have made significant progress, but
implementation is still weak and
programmes and measures aimed at
reducing unemployment and at job and
employment growth remain too modest to
respond effectively to employment
objectives.

While the circle of institutions and
stakeholders involved in the development of
employment policies has been widened
successfully, implementation too often
remains the sole responsibility of Ministries
of Labour and PESs. As employment is an
interrelated sector, all relevant ministries
should participate in planning,
implementing, monitoring and evaluating the
programmes and measures envisaged by
NEAPs.

Except in Bosnia and Herzegovina, existing
institutional arrangements are still highly
centralised, with vertical structures and
limited local competences to respond to
local employment situations. In spite of the
fact that different arrangements exist for
the division of responsibilities, it is first of all
important to make explicit what the
responsibilities and tasks of each institution
are. Further progress could be made, for
example, by using performance
agreements such as those used in Serbia.

There should be more emphasis on a
systemic approach to objective setting,
planning, and implementation, monitoring,
evaluation and feedback mechanisms, as
this will allow countries and territories to
learn from experience and adapt and
improve policies in a systematic way.

The planning stage is an opportunity to
translate objectives into realistic actions.
Effective cooperation among ministries and
institutions at this stage could lead to the
development of additional programmes and
measures and result in a higher
percentage of unemployed people being
included in programmes, through the
combined efforts of employment and
development policies.

Monitoring and evaluation of employment
policies are often absent. But only by
permanently searching for ways of
improving the situation based on actual
experience can employment objectives be
achieved.

Donor-sponsored activities are often an
area that is outside the nationally driven
process, although they should be based on
employment strategies and action plans.

A more systematic approach, with more
attention given to each stage – planning,
implementing, monitoring and evaluating –
requires not only better cooperation among
ministries and other partners, but also
advanced cooperation with donors.

5.3 SOCIAL PARTNERS AND
THEIR ROLE IN EMPLOYMENT
POLICY

Most new jobs are created in the private
sector. Employment policies that are
developed without the involvement of
private sector stakeholders run the risk of
being less effective, and the exclusion of
private stakeholders could increase
resistance to labour market and
employment regulation. But private
stakeholders are not well organised, and
include many fragmented groups. Social
partners still seem to be the best option
available, offering a platform for dialogue
and negotiation. However, collective
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bargaining is not well developed, and is
rather limited in scope, as will be seen
below, and social partner organisations are
weak in terms of both representativeness
and capacities.

Both the European Commission and the
ILO have placed great hopes on the
development of social dialogue as a
mechanism to improve flexicurity in the
Western Balkans and hence contribute to
employment growth. Flexicurity is generally
seen as the key to more balanced
economic and employment growth. More
flexibility at company level could be
balanced by greater collective security
through social dialogue, hence improving
the adaptability and responsiveness of
companies to change. According to the ILO
only the engagement of the three partners
– the government and the representatives
of employers and workers – in a true social
dialogue can lead to the identification and
implementation of appropriate policy
options that are acceptable to all sides and
financially affordable for restoring the
optimum combination of flexibility and
security (ILO, 2006). Beyond measures to
support collective security, income
protection and improved employment
support, increased social dialogue could
lead to better collective conditions for adult
training, benefiting companies, workers
and unemployed people, and could support
economic growth by bringing productivity
into the dialogue and promoting the cost
sharing of labour market measures, thus
increasing the volume of employment
promotion measures.

According to the European Commission
the Western Balkan countries and
territories will increasingly need to focus on
reforms in order to approach European
standards. The economic and social
agenda will come to the fore, as weak
economies, high unemployment and
inadequate social cohesion are major
problems throughout the area. EU policies
for the region should focus more on
equitable and sustained economic
development and on extending the benefits
of economic growth to vulnerable groups
and communities by combating
unemployment, social exclusion and
discrimination and by promoting social

dialogue (European Commission, 2006d).
Social dialogue is important as an
instrument of economic modernisation and
as an acquis communautaire. There is a
need for more space for dialogue, rather
than centralised legislation. But in order for
the dialogue to gain importance, the
existing fragmentation between employers’
organisations and trade unions needs to be
overcome, and representation of social
partner organisations strengthened. More
sectoral dialogue could lead to a more
meaningful consultation (European
Commission, 2005g).

In the previous socialist system, particularly
in the former Yugoslavia, both trade unions
and employers’ organisations had different
roles and functions, being mainly used as
tools and mechanisms to allow the political
elite to achieve their objectives. The
transition from the command-economy
system towards a more open market
economy and the new socioeconomic
context require that social partners redefine
their roles and become equal partners with
the government in all issues that are
relevant for the development of the country
or territory.

There follows a review the state of
development of trade union organisations,
employers’ organisations and current forms
of social partnership, in the context of
employment policy in the Western Balkans.

5.3.1 TRADE UNIONS

Over the past 15 years, trade unions have
had severe difficulties adapting to the
changing labour conditions and maintaining
their membership in an increasingly
globalised economy. Many think that union
decline can be attributed to social changes
that will inevitably affect all trade unions
and marginalise their role. The major social
changes quoted are the shift from an
industrial to a service economy and from
manual to white-collar work, increased
female labour participation, a larger share
of the economy being made up of smaller
companies, the development of teleworking
and a rise of part-time and flexible work
contracts. These changes will lead to a
more heterogeneous labour force, with
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female, part-time and white-collar or
service workers often being less
collectively oriented. However, it seems
that unions worldwide have responded in
very different ways to these social
changes, with some being more capable of
adapting to new situations. As a
consequence, some trade unions that have
shown openness to these new social
groups have been able to grow, while
others that have remained focused on their
traditional constituencies have seen steep
decline. However, this declining trend is not
universal (Ebbinghaus, 1995).

There is a decreasing international trend in
membership. Overall trade union
membership in existing EU countries fell by
around 15% over the period 1993–2003. In
the old EU Member States the fall was
nearly 5%, while in the new and future
Member States it was almost 50%. Of the
EU countries in which union membership
rose between 1993 and 2003, the upward
trend slowed after 1998 in Belgium,
Denmark and the Netherlands, while it
accelerated in Finland, Ireland, Italy and
Luxembourg. Of the EU countries in which
union membership fell between 1993 and
2003, the rate of decline slowed after 1998
in all cases – Austria, Bulgaria, Estonia,
Germany, Greece, Poland, Slovakia,
Sweden and the UK – which may be
encouraging for the unions in these
countries (Eurofund, 2004).

The success of the Scandinavian trade
unions that have seen a strong increase in
membership over the past decade can be
partly attributed to the support which these
unions give to their new constituencies.
What unions do matters, and it varies a
great deal. What is interesting in the
context of this chapter is that in Western
Europe the union density rates are 20 to 30
percentage points higher if unions, rather
than the state, assess unemployment
insurance claims, even where the
insurance itself is fully subsidised and
non-members have the same legal
entitlements as members (Visser, 2006).

Surprisingly, trade unions have become the
‘missing’ actors of post-communist
transformation. At the beginning of the

transformation process, after 1989, the
expectation was that trade unions would
shape subsequent developments, defending
worker prerogatives and privileges that
stemmed from the previous societal model.
Fifteen years later, trade unions strike, or
worry for their absence and remain silent.
The fears of ‘social dumping’ by
post-communist countries (especially those
that are now in the EU) and the pessimistic
views about the state of social dialogue in
those countries assume that trade unions
are too weak or too submissive to defend
worker interests effectively148.

There are several reasons for the steep
decline of membership in new Member
States. One of these is certainly the legacy
of the old trade unions. Since membership
was hardly a free choice in the past, it is not
surprising that the high membership
numbers from before 1989 proved
unsustainable after the transition to
democracy (Crowley and Ost, 2001).
Another development has been the
influence of industrial restructuring and
privatisation, and the increase in the number
of jobs in smaller companies. Moreover, the
decrease in formal employment and the
increase of employment in the informal
sector, agriculture and migration have also
negatively contributed to membership
figures.

Table 5.1 provides a snapshot of union
characteristics in the new Member States on
the eve of accession. Trade union power in
new Member States is more limited than this
table suggests, as the decreasing trends
seem to be continuing, and union members
are concentrated in the public sector
(70–80% of union members as against
20–30% of employees are in this sector) in
comparison to Western Europe. The data on
strikes show a continuous decline.

Trade unions in the Western Balkan
countries are going through the same
process and have lost a vast share of the
workforce and business, though they are
not yet at the stage of decline of those in
the new Member States. Hence, there is
still a chance to reverse the negative spiral,
if trade unions manage to capitalise on job
growth for new constituencies.
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Reliable statistics on trade union
membership and trade union density149 in
the Western Balkans are not available.
However, union density in the Western
Balkans and in Romania is perceived to be
(still) substantially higher (around one in
three workers) than in the new Member
States, where levels have fallen to less
than one in five employees in dependent
employment.

Moreover, trade unions in the Western
Balkans mainly represent workers
employed in the public sector and large
privatised companies, while the SME
sector is less represented. The previously
large number of workers who were
organised in trade unions decreased as
workers either became unemployed or
began working in the informal economy.
The increase in employment in smaller
companies and organisations (SMEs in
particular) complicates the ability of unions
to organise themselves.

As well as the ‘inherited’ trade unions,
many former socialist countries have seen
the development of alternative independent
trade unions. This has often led to further

fragmentation, and the existence of
competing trade unions has not contributed
positively to union density, as can be
clearly demonstrated by developments in
Poland and Bulgaria. Although some
Balkan trade unions have benefited from
close links with political parties, these
political connections have not generally
helped the plight of trade unions in general.

Sectoral organisations are still relatively
weak, as trade unions focus their activities
mainly at the enterprise level. The absence
of a functioning sectoral dialogue does not
encourage trade union branches to invest
more in the sector level. This is a major
impediment for the development of
stronger trade unions, though some
positive developments in neighbouring
countries may inspire trade unions in the
Western Balkans to develop more sectoral
initiatives. In particular there are
opportunities in growth sectors such as
financial services, construction and
tourism, where shortages of skilled workers
may create new opportunities for trade
unions. Construction and tourism are
growth sectors with a high turnover of
labour and with a great deal of seasonal
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Table 5.1: Some characteristics of trade unions in new Member States

Union density

(%)

Collective

bargaining

coverage (%)

Strike volume,

1998–2001

Estonia 16.6* 25 0.0

Latvia 20.0 15 7.3

Lithuania 16.0 15 3.4

Poland 14.7* 45 2.8

Czech Republic 25.1 25 no details available

Slovakia 35.4 45 0.0

Hungary 19.9 35 25.1

Slovenia 41.0 100 no details available

Average EU15 27.3 79 57.5

Data 2002, *2001; sources: European Commission, Industrial Relations in Europe 2004, Brussels, 2005;

Eurostat, taken from http://www.warwick.ac.uk/russia/Intas/MoscowWorkshop.doc

149 Trade union density is the share of trade union members among the total employed population. The OECD,
with Prof. Jelle Visser of the University of Amsterdam and Bernard Ebbinghaus of the Mannheimer Zentrum
für Europäische Sozialforschung, University of Mannheim, are systematically collecting and verifying data
from OECD and EU Member States, while the Université catholique de Louvain in Louvain-la-Neuve, Institut
du Travail, has been collecting figures from Central and Eastern European countries for the European
Commission based on the Representativity Survey of Unions and Employers’ Associations in the new
Member States. However, for the Western Balkans there are very few figures available, and those that do
exist are based mainly on self-declarations from trade unions.
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Box 5.1: Trade unions in the Western Balkans

Croatia The following trade unions are reported:

� Union of Autonomous Trade Unions of Croatia (UATUC, which includes
22 trade unions and 21 branch offices);

� an Independent Croatian Trade Union (NHS);
� Trade unions of services (UNICRO);
� Croatian Trade Union Association (HUS);
� Workers’ Trade Unions Association of Croatia;
� The Association of Croatian Public Sector Unions.

Montenegro The Independent Trade Unions represent around 68% of the formal sector
and 45% of total employment. So far they have been very active in wage
negotiations with the government. On many occasions they have been the
key drivers of strikes, which were used as a method for improving the
professional and economic position of employees, although sometimes in
difficult financial circumstances. They have representatives on the Social
Economic Council, but this institution has not started to act as a platform for
a social dialogue (World Bank, 2005f).

Bosnia and

Herzegovina

Two separate confederations of trade unions exist within the entities, mainly
representing workers employed in the public sector and in mass-privatised
enterprises. In Republika Srpska the Confederation of Independent Trade
Unions of Republika Srpska has around 66% of workers organised in 14
branch trade unions. The Confederation of Independent Trade Unions of
Bosnia and Herzegovina represents around 68% of total workers in the
Federation of Bosnia and Herzegovina and has 22 branches. The two
entities’ trade union confederations formed a joint State-level Confederation
(KSB&H, May 2005), which has not yet been registered. (EU VET
Programme II, 2006 and World Bank, 2005b)

Serbia Two trade unions are considered as representatives of workers according to
the law, the Trade Union Confederation (TUC) ‘Independence’ and the
Confederation of Autonomous Trade Unions of Serbia (together they
represent 700,000 employees) after the Associations of Free and
Independent Unions lost their members and no longer fulfilled the criteria to
be a ‘representative trade union’. They have an important role in the
process of adoption of ‘Social programmes’ for redundant workers, and
although they sometimes impede the process, their agreement to the
programme is required by the government.

The former

Yugoslav

Republic of

Macedonia

Three trade unions are reported:

� Federation of Trade Unions of (CCM) of the former Yugoslav Republic of
Macedonia;

� Union of Independent and Autonomous Trade Unions of Macedonia
(UNNACNM);

� Trade Union of Employees in the Public Sector.
However, in order to be recognised as a representative trade union, at least
33% of employees need to be included, and it therefore seems that
currently only the Trade Union of Employees in the Public Sector, which has
been separated from CCM, fulfils this criteria.

Albania Two national confederations of trade unions are reported:

� Union of Independent Trade Unions of Albania (BSPSH);
� Confederation of Trade Unions of Albania (KSSH).



labour. In order to limit the loss of skilled
labour, social partners in Romania, for
instance, have developed social schemes
at sectoral level to keep workers in the
sector during winter.

Trade unions from the countries within the
region are seen as a relatively weak
element of tripartite social dialogue, partly
because of their fragmentation, but also
because of their slow adjustment to the
new socioeconomic environment and its
requirements. On the other hand, in some
countries they are quite powerful when
negotiating wages and when opposing
redundancies (such cases are reported in
the ETF Labour Market Review of Serbia
and Montenegro). Their preoccupation with
wage negotiations is perhaps quite
understandable because of the relative low
wages, which are frequently insufficient to
secure a decent standard of living (ETF,
2002).

In order to be recognised as a
representative social partner, trade unions
are organised in confederations in all
Western Balkan countries and territories.
Box 5.1 gives an overview of the main
organisations in each country and territory.

Trade unions, by their very nature, must
be concerned about economic
development issues leading to job
creation and workforce development for
better employment prospects (ETF, 2002).
They would be expected to play a more
active role, at least in the restructuring
process, in order to negotiate with
governments for greater provision of
assistance to potentially redundant
workers in terms of career development
and the enhancement of their
employability, and not only narrowly
advocating social rights. There are some
examples of effective cooperation
between government and trade unions at
company level (as in the case of social
programmes in Serbia). There are further
examples of good practice in EU Member
States that could help trade unions to take
on a more proactive role in the social and
economic development of the countries
and territories.

The following Romanian initiative might
inspire Western Balkan trade unions to
play a more important role in improving the
adaptability of workers to the new
requirements of the labour market.
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Aware of the fact that most of the Romanian workers in the engineering sector
lacked up-to-date knowledge required by the rapidly changing economy and
risked joining the cohort of mass lay-offs, the two major trade union
confederations in Romania, CNSLR-FRATIA and BNS, wanted to enhance
workers’ competitiveness and thus ensure them good and stable jobs. Despite
their lack of experience of bipartite cooperation with employers (apart from the
collective labour agreement), the unions decided to focus on actions to reinforce
the labour force through vocational training. Within a three-year project, started
in 2003 and financed by MATRA (Dutch bilateral assistance programme), they
established two bipartite centres of expertise in vocational training, in the
shipbuilding and aeronautic sectors. As a result of a promotional campaign on
their bipartite concept, trade union federations and employers from the machine
building industry contributed jointly to the policy paper on VET aimed at
stipulating the training process for each branch through the Bipartite Expertise
Centre in Vocational Training. Further activities are planned, aimed at
establishing centres in other sectors/branches, proposing retraining courses
and providing recognised diplomas and therefore contributing to the promotion
of vocational training among workers in Romania.

Extract from ‘Evaluation Striking Deals’, views of the in-country coordinators of

Romania, 2006.



The process of moving towards a greater
and more proactive role for trade unions in
the Western Balkan has started, influenced
partly by the work of the ILO and support
provided by donors. There are examples of
such activities within the Decent Work
Country Programme Albania 2006–07
(ILO), where the current activity aims to
strengthen the expertise of Albanian unions
in the areas of employment, active and
passive labour market policies, vocational
training, youth employment and women in
the labour market. The EU has also
launched a number of targeted initiatives.
Moreover, the European Trade Union
Confederation (ETUC) is undertaking
training activities in many countries of the
region and at the trans-national level within
the framework of the Stability Pact for
South Eastern Europe (Bucharest
process).

However, further emphasis should be given
to strengthening the potential of trade
unions to negotiate working conditions,
employment, and training-related issues at
company, sector or national level. The
capacity-building measures available are far
from sufficient to transform the trade unions
of the Western Balkans. Further loss of
membership, as has happened in the new
Member States, should be a concern.

5.3.2 EMPLOYERS’
ORGANISATIONS AND
ASSOCIATIONS

As long as there is a very large local pool
of skilled workers available, employers are
in a much stronger position than trade
unions. This means that most decisions on
employment can be taken at company
level, and there is no strong incentive to
become organised in order to agree
working arrangements. As a consequence,
employers’ organisations in the Western
Balkans are not well established and
remain rather fragmented and divided.
Several types of employers’ organisations
exist, including business associations,
independent employers’ associations,
chambers and foreign investors’ forums.

Although a number of foreign investors
promote social dialogue at company level,
especially if this is in accordance with their
national background, some are openly
hostile towards union membership in their
company. On the whole, foreign investors
largely ignore collective negotiation
processes at sectoral or national level.
Associations of foreign investors often
lobby governments directly in pursuit of
their interests, and in many cases they act
as advisers to the government on
economic and social policy issues. Foreign
investment has therefore not contributed
significantly to a stronger social dialogue.

Independent employers’ associations have
been established in most Western Balkan
countries and territories over the past
15 years. As is the case with trade unions,
these organisations have to prove their
representativeness in order to participate in
national dialogue. They often have to
compete with influential chamber
structures. In the former Yugoslav Republic
of Macedonia, Kosovo and Montenegro (as
well as in Bulgaria), the representativeness
debate in tripartite social dialogue has
clearly been complicated by the role of the
chambers. In these countries and territories
the Chamber of Commerce either is the
sole representative of employers in the
central tripartite body (in the case of
Kosovo and the former Yugoslav Republic
of Macedonia) or shares this responsibility
with independent employers’ associations
(Bulgaria, Montenegro). Kosovo is the only
case in which there is still no independent
employers’ association, the Chamber of
Commerce being the sole representative of
employers’ interests in the tripartite social
dialogue (ILO, 2003).

These chambers have a long tradition
among employers’ organisations in all the
former Yugoslav countries. In line with ILO
criteria that oppose compulsory
membership and promote freedom of
organisation, chambers of economy cannot
be considered as a social partner150. But
they have been, and are still frequently,
involved in discussions on socioeconomic
topics in most countries and territories.
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150 The obligatory membership to the Chamber of Commerce is against the ILO criteria for free membership and
thus it cannot be considered as a social partner.
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Box 5.2: An overview of employers’ organisations in some Western Balkan

countries

Croatia Both the Croatian Chamber of Commerce and Chamber of Trade have a
long tradition, but because of the mandatory membership are not
considered social partners. The Croatian Employers’ Association (HUP) is
the first organisation in Croatia established for the purpose of representing
the interests of the Croatian private capital sector. It is a major negotiator
from the employers’ perspective and it plays a significant role in the field of
labour market policy and regulations. It coordinates and concludes branch
collective agreements. It influences the development of social legislations
by negotiating with trade unions and government when such legislation is
prepared. It recently participated with trade unions in discussions on the
informal economy in Croatia and elaborated concrete proposals for
combating this issue. Employers in the SME sector are organised in a
special organisation (UEAPME)151.

Montenegro Besides the Chamber of Commerce, which is by ILO criteria not considered
a social partner, the Montenegro Union of Employers has the status of
national representative employers’ organisation and includes 25 branch
organisations. This organisation recently started to negotiate with the
government on reducing the high labour costs in Montenegro.

Bosnia and

Herzegovina

The Chamber of Commerce has the longest tradition in the country, though
at the state level it functions as the Foreign Trade Chamber. At state level
employers’ associations were jointly founded in 2004 by both entities and
Brcko District. Each entity also has its own employers’ organisation.

� Federation of Bosnia and Herzegovina: the Union of Associations of
Employers of FBiH is organised geographically rather than by sector or
branch and was established in 2002; Zepce Union of Employers also
remains active; the Chamber of Commerce is established at entity
level and in all cantons.

� Republika Srpska: the Union of Associations of Employers of RS
represents the private sector and is composed of 14 branches, while
the Chamber of Commerce (at entity level and five regional chambers)
mainly represents companies with majority state ownership; both are
participating in collective bargaining.

� Brcko District: Chamber of Commerce.
(EU VET Programme II, 2006)

Serbia

There are two employers’ associations, the Employers’ Union and the
Association of Industrialists and Entrepreneurs. The first one in particularly
has actively participated in the preparation of both the National Employment
Strategy and NEAP. The Chamber of Commerce has an important role in
the reform process, but is also a designer and provider of training for its
members.

The former

Yugoslav

Republic of

Macedonia

The role of the Chamber of Commerce is still very strong, although it is
reported that membership is not obligatory. As a social partner representing
employers, the Union of Employers of the Republic of Macedonia
participates in social dialogue.

Albania
The Chamber of Commerce still plays the role of social partner. The ILO
also reports the existence of the Council of Employers’ Organisations152.

151 http://www.ioe-emp.org/en/members-regions

152 KOPSH (Këshilli i Organizatave të Punëdhënësve Te Shqiperise).



In some countries compulsory membership
has recently been abandoned (Bosnia and
Herzegovina, the former Yugoslav
Republic of Macedonia). In some of the
former Yugoslav countries (Slovenia,
Croatia) an important role is also played by
chambers of crafts. These chambers often
have strong links with smaller private
companies that already existed in the
former Yugoslavia. Chambers in general
continue to enjoy privileged relations with
government structures.

Although the structure of employers has
changed in all countries and territories, the
governments themselves remain the
largest employers. This is the consequence
of a relatively slow process of privatisation
which maintains a high share of socially or
state-owned companies on one side and a
high share of employment in public sector
services on the other. The SME sector is
rapidly growing in many countries and
territories, and in general it seems that
employers from this sector are the key
promoters of new employers’
organisations. As social partners,
employers’ associations participate in
social dialogue and in negotiations with
governments and trade unions. Like trade
unions, employers’ associations are still
preoccupied with wage negotiations. But
they are slowly becoming more involved in
the reform processes in education and
training and the employment sector, in
particular as partners in EU-funded
projects and other donor projects. Their
real influence on the processes and
outcomes remains limited.

A more proactive role on the part of
employers could have been expected on
strategic issues, such as improving the
adaptability of workers and enterprises as
well as in increasing investment in human
capital. But since existing labour costs are
relatively low, investment in HRD is not a
priority for employers. This is worrying, as it
could inhibit a rapid increase in economic
competitiveness for the Western Balkans.

Although the workforce in the new Member
States is general considered to be well
educated, this is the case to a lesser extent
in the Western Balkans.

Apart from the national employers’
associations mentioned above, an
important role in employment policies could
be played by local, regional or sectoral
associations, particularly those organised
in regulated sectors such as financial
services, (international) transport and the
machine industry, as well as by local SME
and business associations, farmers’
associations and cooperatives.

The restructuring process of state-owned
enterprises aimed at the improvement of
their competitiveness has not yet started
seriously in most countries and territories,
though the issue of overemployment will
soon need to be tackled. This will lead to
new redundancies. Change is inevitable
and resisting it as long as possible can
make transition much more painful,
resulting in unnecessary job losses.
Although the privatisation and restructuring
process can lead to better economic
performance, the social dimension will also
need to be taken into account. Employers
should play an important role in carrying
out ‘socially responsible company
restructuring’.

At this stage of development, there are
doubts about the ability of employers to
deal with these challenges. Although
employers pay lip service to the need to
enhance employees’ competences as well
as their own management capabilities153,
very little effort has been made to invest in
HRD. Employers and their organisations
could play a much more proactive role in
negotiating incentives for investment in
knowledge, competences and skills,
particularly for the introduction of new
technologies and products, and of quality
assurance measures.
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153 Within training needs analyses and skill needs analyses implemented in Serbia in 2003 and 2004, in counties
in Croatia in 2001, and in Montenegro in 2004.



5.3.3 SOCIAL PARTNERSHIP
AND ITS IMPACT ON
EMPLOYMENT POLICIES

In comparison with the more developed
European countries, social dialogue154 in
the Western Balkans is still in an
embryonic stage. Although social
partnership and social dialogue are
potentially important tools for the
development and implementation of
employment policies, the preconditions for
social partners to play a more active role
are still lacking in the Western Balkans.

Collective bargaining

In most countries and territories collective
bargaining is reduced to wage negotiations
and is to a certain degree regulated by law.
As described above, bipartite dialogue is
hampered by the fact that both trade
unions and employers tend to lobby
government in order to advance their
interests, rather than rely on bipartite
agreements. There is no habit of social
dialogue, and expectations in respect of
the government lead to passive behaviour.
Moreover, trade unions and employers’
organisations are often fragmented and do
not represent the majority of companies or
workers. As a consequence collective
labour agreements are often only valid for
companies represented in the dialogue.

Sectoral social dialogue is still poorly
developed. Countries and territories
therefore resort more to general
agreements that have more a general
framework character. In Serbia a new law
requires negotiations, though there is no
requirement to reach collective agreement,
so the relationship between employer and
employee is often determined by the
employer’s rulebook and/or the
employment contract in the absence of a
collective agreement (ETF, 2006c). In
Albania collective agreement on wages is
envisaged only for the public sector. In
Bosnia and Herzegovina the collective
agreement largely functions as a working
agreement between the government and
employees in the public sector (European

Commission, 2006b). Following the
adoption of a new Law on Labour Relations
in 2005, there are two national collective
agreements in the former Yugoslav
Republic of Macedonia, one with the
government and one with the Chamber of
Commerce (European Commission,
2005b). But in Croatia, where there is a
longer tradition of social dialogue, the
collective agreements contain extension
clauses making them generally binding.

The question of social partner
representativeness is generating much
debate and tension between social
partners and governments. Governments
are attempting to define criteria where
none exist with a view to distinguishing
between representative and
unrepresentative organisations. The latest
laws seem to indicate that workers’
organisations and employers’ associations
must represent at least a third of the
workforce or companies in particular
sectors, or in the economy as a whole.
Some existing workers’ and employers’
organisations have been denied the status
of representative organisations, and are
therefore banned from representation in
the national tripartite body and the right to
engage in collective bargaining. Newly
established organisations are challenging
existing criteria before the courts. The
representativeness debate has created
tensions among tripartite actors in Serbia,
Croatia and the former Yugoslav Republic
of Macedonia (also in Romania) and has to
some extent complicated tripartite social
dialogue in these countries (ILO, 2003).

The representativeness debate has had
another consequence that weakens the
influence of social dialogue. Labour
ministries rarely declare sectoral
agreements to be generally binding.
Although one problem seems to be that
sectors are often not well defined, hence
making it difficult for labour ministries to
determine which enterprises are affected
by sectoral agreements, governments tend
to leave insufficient space for social
partners to reach agreement among
themselves.
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154 Social dialogue as defined by the ILO includes all types of negotiation, consultation and simply the exchange
of information between, or among, representatives of governments, employers and workers, on issues of
common interest relating to economic and social policy. The definition and concept of social dialogue varies
from country to country and from region to region.
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Box 5.3: An overview of economic and social councils in some Western Balkan

countries

Croatia Social dialogue in Croatia had already begun in 1993, when the Economic
and Social Council (ESC) was initiated by the Chamber of Commerce (later
replaced as a social partner by the Croatian Employers’ Association), three
trade union confederations and the government. At the beginning the ESC
played a positive role in terms of building up social dialogue and even
enabled discussion between the government and social partners on the
labour policies. As a result of overlapping responsibilities with the council for
social partnership, which covered the public sector, the political climate and
the tense relationship between the trade union confederations, its
operations have been seriously complicated. In 2000 the ESC was
revamped. Since then it has more or less been an advisory body to the
government, providing opinion on the draft legislation in the field of labour
and social security, but it also serves as a forum for consultation and
negotiation of tripartite agreements. It covers a wide range of issues
including employment and economic policies, wage policy and privatisation.
In 2001 the social partners and the government concluded the tripartite
agreement ‘Partnership for Development’ (2002–2003), which included
employment policy as well as education and science. But since not all of
representative trade unions signed the agreement, this has never been
translated into practice (Cvitkovic, 2003).

Bosnia and

Herzegovina

Each entity has its own legislation and bodies for social dialogue, and each
entity established its own Economic and Social Council. While the ESC in
the Federation is very active and operates on daily basis, the one in the
Republika Srpska has not functioned regularly since the breakdown of the
General Collective Agreement in 2004. Some initiatives have been
undertaken by the Ministry of Civil Affairs towards establishment of this body
at state level, and assistance from the EC and ILO has been requested. Its
establishment depends on political will, as decisions have to be made by the
Council of Ministries. (World Bank, 2005b; European Commission, 2006b)

Serbia The Socio-Economic Council (SEC) represents the main platform for social
dialogue at national level. It was set up in 2001. According to the law (2004)
it consists of representatives of the government (six), trade unions (six) and
employers’ associations (six). It was established with the purpose of
developing social dialogue in all key social and economic issues. According
to the law the SEC provides an opinion on such issues as development and
enhancement of collective bargaining, economic policy and measures for its
implementation, policy on wages and prices, employment policy,
competitiveness and productivity, privatisation, and education and
training155. The law also envisages the establishment of an SEC at
provincial and local level.

The former

Yugoslav

Republic of

Macedonia

The Economic and Social Council (ESC), the three-party consultative body
of the social partners (three from the government, three from trade unions
and three from employers’ organisations) has the role of reviewing proposed
draft laws and proposals for amending laws prepared by the relevant
ministries before they are submitted to the government and assembly. The
Association of Employers participate in the ESC, while the new labour law
(2005) ended the automatic presence of the Chamber of Commerce
(European Commission, 2005b). However, the Ministry of Labour has
reported that the Council only began to work seriously in 2007.

Montenegro The Social Economic Council as a tripartite advisory body was established
by government decision, but as its mandate had expired, it did not function
in 2006.

155 Law on Social Economic Council, Serbia. Available at http://www.minrzs.sr.gov.yu



As the IMF and World Bank exercise
considerable influence on the national
development agendas, the room for
manoeuvre for national governments is
often limited. Once a national development
agenda is established, there is not much left
for social partners to negotiate (ETF, 2004b).

The fact that government can play an
important role in promoting social dialogue is
recognised by all parties. The government’s
role is to ensure that wages, particularly in
state or socially owned companies and in the
public sector, are increasing in line with
productivity and hence to prevent a potential
loss of jobs. Governments should be
interested in the outcomes of the collective
agreement. But the role of government is not
always seen as very supportive. In some
countries the collective agreements are
validated through the tripartite social
dialogue, which allows the governments to
use its power and levers to protect its
economic and social policy objectives. The
fact that government policies aim to strike a
compromise between parties is sometimes
seen as a weakness. In a survey carried out
by the ILO among social partners in the
Western Balkans there was a general
complaint that governments lack the political
will to engage in meaningful consultations
with social partners on economic and social
issues. The social partners believe that their
lack of influence is a result not of their
capacity to influence policies but of the way in
which social dialogue functions (lack of
transparency in policy elaboration, poor
communication with the government). Poor
communication between social partners and
government seems to be a real problem in
the Western Balkans (ILO, 2003).

Tripartite cooperation

A number of tripartite bodies have been
established in the Western Balkans.

Social dialogue has already taken different
forms and varies from exchange of
information to cooperation and consultation
between social partners in the process of
defining strategic priorities and objectives
(such as employment policy and strategies

for poverty reduction). However, it still lacks
more in-depth dialogue. The role of social
partners is frequently reduced to one of an
advisory-consultancy body to ministries or
national institutions, and social partners are
not considered as equal partners in the
decision-making process. This is often
noticeable in the work of the ESC, which in
general represents a platform for a tripartite
social dialogue in all countries and
territories, though it does not operate
permanently and in a sustained manner in
some countries and territories, such as
Montenegro, the former Yugoslav Republic
of Macedonia, and Republika Srpska, where
the ESC only meets once in a while.

Contribution to employment policies

The narrow focus of social dialogue on
wage policy should be widened. The World
Commission on the Social Dimension of
Globalization, which was established by
the ILO in February 2002, highlighted the
importance of tripartite and bipartite social
dialogue in order to strengthen governance
in the context of globalisation, in
particularly in relation to global supply
chains, transitions in the labour market and
the growing share of the informal sector
(European Commission, 2006a). In a study
on the role of tripartite social dialogue on
employment, the ILO stressed that the
Western Balkan countries and territories
have instruments of social dialogue which
could be used to address the problem of
unemployment in a consensual way. But
establishing a framework for tripartite
dialogue is not enough. It should be used
by government to build consensus with
social partners on employment strategies
and policies (ILO, 2003).

Representatives of trade unions and
employers’ associations are already
frequently involved in tripartite management
or governing boards of the PESs.

In general the social partners are involved
in implementing employment policies
through the Management Boards of the
PES, again except in Bosnia and
Herzegovina156. Lack of evidence on the
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156 Such a body does not exist in Bosnia and Herzegovina. An advisory body is established at the Employment
Agency, consisting of representatives of the state, entities and (Brcko) district level, while social partners are
not represented.



real performance of social partnership
impedes a more in-depth assessment, but
the statement from a member of
Montenegro’s Union of Employers – that
‘social partners’ cooperation within the
Management Board of the PES is the
best-running partnership in our country and
we would also like to have the same role in
the state funds (such as in the Pension
Fund)’ – is rather encouraging.

However, this statement does not reflect
the state of social partnership on
employment policies as a whole. According
to the ILO, social dialogue in the Western
Balkans has lost its significance for
promoting employment and labour force
participation and alleviating unemployment.
The only effect found was a negative
correlation between union density and
youth unemployment: this could reflect the
fact that strong protection of core workers
(to preserve jobs) might be at the expense
of young, inexperienced workers (last in,

first out) and could thus contribute to higher
youth unemployment (ILO, 2006). 157

The dialogue on employment policy issues
needs to change, using the added value of
integrating employers’ and trade union
initiatives, rather than merely asking for
social partners’ views and comments on
documents prepared by the government.

Assessment

There is a need to ensure the active
involvement of private sector
representatives in the development and
implementation of employment policies in
the Western Balkans. Social partnership is
the best formula for this. Social dialogue is
the appropriate tool for agreeing more
flexibility in employment arrangements,
facilitating adaptability to change at the
company level, while ensuring better
collective security arrangements for career
development, job reintegration and income
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Box 5.4: Composition of the management boards of the PESs in some Western

Balkan countries

Croatia The PES Management Board consists of nine members appointed by the
government: three nominated by the Ministry of Labour, three
representatives of trade unions, and three representatives of employers that
are all nominated by the ESC. According to the PES statutory act, the board
approves its work plan and financial report, monitors labour market trends
and defines active labour market measures, among other things.

The former

Yugoslav

Republic of

Macedonia

In the former Yugoslav Republic of Macedonia the Board of the
Employment Agency consists of nine members: five appointed by the
government, two representatives of trade unions, and two representatives of
employers’ organisations.

Montenegro The Management Board of Montenegro’s PES consists of nine members:
three representatives of the government, two representatives of trade
unions, two representatives of the Chamber of Commerce and two
representatives of the PES. The Management Board is responsible for
strategy proposals in the field of employment, approving employment
programmes and plans, adopting the PES annual programme and plan, and
taking decisions on financial plans and reports of the PES, among other
things157.

Serbia The Management Board of the Serbian PES consists of 15 members
appointed by the government, including nominated representatives of
employers, trade unions, those who are unemployed and the PES.
According to the law it is responsible for making decisions on the statutory
act and other acts of the PES, and for the work programme and financial
plans; it also validates the PES financial reports.

157 www.zzzcg.org



protection of workers. This requires
sufficient space for dialogue and initiative
on the part of social partners. Moreover,
social partners must be sufficiently
representative and competent to agree
flexicurity arrangements. This is not the
situation at the moment, and without
changes there will only be a marginal role
for social partners in employment policies.

Trade union membership in the Western
Balkans has declined and now only a third
of dependent workers are trade union
members. Fragmentation and strong
political alliances have not helped the plight
of trade unions in the Western Balkans. In
order to stop fragmentation, trade unions
should work towards stronger cooperation,
and should distance themselves from
political parties and focus more on the
interests of their prospective members.

Some trade unions in Europe have seen a
strong growth in membership in spite of a
declining global trend in trade union
membership. In the new Member States
union membership has fallen to very low
levels, a trend that Western Balkan trade
unions may also face. Membership is
currently overrepresented in the public
sector and in privatised larger companies,
while membership in the growing number
of SMEs is very low. Further restructuring
and privatisation will drive the numbers of
members further down. If trade unions
want to avoid a further decline in
membership, they need to develop
initiatives that appeal to new constituencies
(workers with short-term contracts,
jobseekers, young people, women, and
workers in small enterprises).

Trade union activities are currently focused
on the company level. In order to address
employment and training policies
effectively, sectoral social dialogue needs
to be strengthened. This development
could start with growth sectors in which the
value of skilled labour is more appreciated.
Trade unions should invest more of their
resources in the sector level. Trade unions
could, for example, assist in the
establishment of ‘buffer funds’ for sectors
with seasonal labour, such as construction,
food processing, agriculture and tourism.
Trade unions could possibly play a role in

the management of employment insurance
(as an outcome of flexicurity discussions).
This has been an important binding factor
for membership in some EU countries.
Addressing new areas of activity also
requires trade unions to invest more in
capacity building.

There is a strong legacy of chamber
organisations in the Western Balkans.
However, companies should be able to join
the employers’ organisation of their choice.
Employers’ organisations need to
overcome existing fragmentation and form
stronger organisations. A new model of
employers’ organisation is emerging.
Larger organisations that include
foreign-owned companies and that can
integrate chamber experience will be more
powerful. Employers will need to realise
that skilled labour will become more scarce
and existing skills outdated. They should
be concerned about labour adaptability.
Individual companies will not be able to
improve flexibility and labour adaptability
on their own, and can not provide
significant security in exchange for more
flexibility. Employers will need to discuss
these issues collectively, and small
companies in particular will need
representation.

As is the case for trade unions, there is a
need for stronger sectoral employers’
organisations. Companies working in the
same sector share many similar challenges
that can be better addressed collectively.
At the sector level companies can better
forecast HRD needs in support of new
technologies, different ways of working and
improved quality assurance. By
understanding what type of changes will
affect their sector in the future, they can
define common responses. As such they
can reduce job losses during industrial
restructuring and compete better for human
resources and skills in tighter labour
markets. Change is inevitable, and
restructuring is affecting all sectors. In
cooperation with unions, employers can
work on socially responsible restructuring.

There needs to be sufficient room for
bipartite dialogue between social partners to
enable them to make arrangements
between themselves. If governments really
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want social partners to make an active
contribution, they need to refrain from
interfering. At this stage Western Balkan
governments need to pay greater attention
to improving communication with social
partners, to invest more in reinforcing social
dialogue capacity and to enhance social
partnership in the areas of labour market
reform and workforce development. More
incentives need to be provided for capacity
building, notably through autonomous
bipartite social dialogue. This requires:

� better access to information for
employers’ organisations and trade
unions;

� adequate technical capacities on the
part of social partner staff;

� sufficient staff resources to support the
functioning of organisations;

� an adequate legal institutional
framework that facilitates effective work,
ensures representative organisations
are included in the dialogue, and
provides space for dialogue.

Social partners need to become more
involved in the training and employment
issues of the national development
agenda, including social and economic
issues that the government discusses with
international organisations. They must use
existing bodies for dialogue in which they
are represented in order to strengthen their
influence, and must come forward with
initiatives, rather than waiting for the
government to set the agenda.

5.4 DECENTRALISATION IN
TERMS OF POLICY
DELIVERING AND SHARING
RESPONSIBILITIES

Demands for the better performance of
employment policies are increasing all over
Europe. Sustainable growth, increased
competitiveness and employment have
become highlighted topics in relation to
structural and cohesion policy. Cohesion
policy in particular is being strengthened in
order to ensure that Community priorities
are better integrated into national, regional
and local development programmes and

hence support growth and jobs (European
Commission, 2006n).

Faced with poor employment and job
growth, as well as significant regional
disparities, Western Balkan countries and
territories are becoming more and more
aware of the need to promote balanced
regional socioeconomic development. This
implies better adjustment of labour market
policies to regional and local needs, and this
remains one of the greatest challenges for
all countries and territories in the region. In
this context the key question that needs to
be answered is how can local development
needs be met and regional disparities in
employment and unemployment reduced.

Two basic and closely linked principles are
frequently discussed in this respect,
namely (i) decentralisation and a more
inclusive decision-making process and (ii)
the partnership approach.

5.4.1 DECENTRALISATION
AND A MORE INCLUSIVE
DECISION-MAKING PROCESS

The first mechanism that can be used by
governments to ensure effective
employment policy implementation is
decentralisation, which can be described
also as ‘a tool developed by governments to
improve local governance’ (OECD, 2003a).

Decentralisation is the transfer of authority
and responsibility from the state or central
level to regional, intermediate or local
governments. It may involve:

� deconcentration – reallocation of certain
tasks (planning, financing and
management) to the lower level;

� devolution – lower level of government;
� delegation – semi-autonomous

authorities.

Decentralisation requires modification of
the structure and system of governance.
Deconcentration and delegation require a
reorganisation of central government, while
devolution entails relinquishing political
power158.
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Different approaches to the issue of
decentralisation can be found among
OECD and even EU countries. According
to the OECD two main forms of
decentralised structure exist. The first is
based on a policy framework established at
national level, with PESs organised at all
levels, and programmes that are designed
and implemented at regional level following
national guidelines (as in Denmark and
Austria, for instance). The second type of
decentralisation is characterised by shifting
the power to design and implement from
national governments to regional
governments, with a certain level of
responsibilities given to regional PESs (as
in Belgium, Canada, Italy and Spain)159.

But what type of decentralisation in
employment policy implementation would
be appropriate for the Western Balkans?

As has already been discussed, the
institutional arrangements in most of the
Western Balkan countries and territories
are centralised, with clear vertical
structures. The institutions responsible for
design and implementation of employment
policy are still weak and lack adequate
transparency and accountability. The
implementation of employment policies is
still modest, and there are poorly
developed mechanisms for monitoring and
evaluation. In addition, the existing pieces
of legislation lack mechanisms for shifting
decision-making powers to lower levels,
except in Bosnia and Herzegovina. Bearing
in mind these weaknesses, the models of
decentralisation described above might not
be a proper solution for more effective and
efficient employment policies in the
Western Balkans at this stage. It should
also be remembered that the Western
Balkan countries and territories are
relatively small. Where it exists,
decentralisation in the Western Balkans
has been driven by political rather than
efficiency motives. The extremely complex
decentralised institutional arrangements in
terms of responsibility and rights given to
the entity, cantonal and municipality level in
Bosnia and Herzegovina (frequently
considered to be fragmentation) certainly
impede a more effective and efficient
implementation of employment policy.

The centralised decision-making processes
that still prevail in the other Western Balkan
countries, which have no mechanisms for
more efficiently addressing local labour
market needs, hinder the successful
performance of employment policies.

There is a need to develop more inclusive
decision-making processes that take
account of the role of regional and local
stakeholders. In designing and
implementing programmes and measures
that will better address local needs, the
following are important:

� identifying the short-, medium- and
long-term needs of the local and
regional labour markets:
� information on the local and regional

socioeconomic environment and
trends, and on the structure of
enterprises;

� information on the supply side;
� mapping the capabilities of institutions

responsible for the implementation of
employment policies:
� capacities of local and regional

service providers (including schools,
faculties, private institutions, NGOs
and associations);

� capacities of local and regional
stakeholders (such as municipalities,
trade unions and employers’
organisations);

� the level of cooperation and
partnership with regard to
employment policy and other
policies.

In addition, the following remain the main
unresolved challenges:

� how to encourage local initiatives as an
integrated approach in the context of
employment policy instruments;

� how to fund local and regional
initiatives;

� how to ensure coherence between local
initiatives and national strategy;

� how to monitor and evaluate
implementation from the perspective of
national policy objectives.
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Most of the Western Balkan countries and
territories have already started to discuss
the issue of decentralisation of employment
policy implementation, and have even
launched pilots, mainly through donor
projects. Examples of such pilots are:

� employment and job creation through
the enhancement of regional
socioeconomic development;

� the introduction of active labour market
measures as a responsibility of local
self-governments (as, for example,
envisaged as a voluntary measure for

municipalities in Employment Law in
Serbia, 2003); 160161

� the establishment of Regional Labour
Market Councils in four counties in
Croatia;

� progress towards better planning,
management and delivery of services
through the modernisation of PESs.

Moreover, emerging performance
management systems in institutions, such
as that in the PES in Serbia, can contribute
to more efficient and effective
implementation of employment policies.
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At state level the employment and labour sector is the responsibility of the
Ministry of Civil Affairs, which, according to the legislation, is responsible for
health and social welfare, pensions, science and education, labour and
employment, culture and sports, and geodetic, geological and meteorological
issues160.

Within the ministry, the Department for Labour, Employment, Health, Social
Protection and Pensions is responsible, within certain limitations, for drafting
legislation and policymaking, inter-entity and inter-sector cooperation, and
international relations and coordination.

The Bosnia and Herzegovina Agency for Labour and Employment conducts
administrative and other professional activities in the area of labour and
employment set by the law, unless those activities are within the competences
of the entities and Brcko District161.

In the Federation of Bosnia and Herzegovina the ministry responsible for labour
and employment is organised at entity level and at cantonal level (10 cantons),
while employment services are organised at entity level, cantonal level
(10 cantons) and municipality level (74 municipalities). The power in terms of
policymaking, decision-making and implementation is concentrated at cantonal
level, while entity level has only limited responsibilities and rights.

In Republika Srpska one ministry is responsible for labour and employment, and the
Republika Srpska employment bureau is the implementing body with its regional
units (6) and local units at the municipality level (63). Hence the institutional
arrangements are similar to the other Western Balkan countries and territories.

Overall, current decentralisation and the state-level institutional arrangements in
Bosnia and Herzegovina, with their limited opportunities for intervention,
represent a weak point for future development and implementation of more
efficient employment policies and for fulfilment of EU accession requirements.

Box 5.5: Institutional arrangements for employment policy in Bosnia and

Herzegovina

160 Article 15 of the Law on Ministries and other Administrative Bodies in Bosnia and Herzegovina, according to
which quite limited competences are given to the state ministries.

161 The Agency was established on the basis of the Law on Agency for Labour and Employment of Bosnia and
Herzegovina, passed in the second half of 2003 (EU CARDS, 2006).



Efforts will be required in the near future to
improve capacities for the delivery and
development of local partnerships,
including the issue of sharing
responsibilities and funding. In addition, it
is important to ensure that donor
contributions and national employment
funds allocate sufficient resources for
investment in local capacity development.

5.4.2 THE PARTNERSHIP
APPROACH

Partnership is the basic principle of EU
cohesion and employment policy.
Partnership can be defined as ‘the tool and
instrument by which individual or
community potential can be pooled,
whether through formal or informal
cooperation, within which agreements and
consensus that result in better economic
and employment effects can be reached’
(EU CARDS, 2004).

Partnerships, platforms and alliances are
frequently used by governments in OECD
countries as mechanisms to improve local
governance and further stimulate drivers of
economic and employment development
(OECD, 2005). Both local partnerships and
bottom-up approaches have been
recognised by many countries as
instruments for effective and efficient
implementation of employment policies.

A number of reasons are mentioned by
various sources for the enhancement of
local partnerships (OECD, 2005):

� to build up a network of different
institutions and organisations that can
contribute to the speeding up of
economic and social development by
employing HRD instruments and tools;

� to put forward guidelines for further
economic and social development that
affects future employment, knowledge,
skills and training needs;
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Within the CARDS programme implemented in Sumadija, Serbia (2003–04), a
partnership group for HRD and employment was established, consisting of
representatives of district authorities, municipalities, PES (national and local
level), the Ministry of Labour, NGOs, accredited training providers, trade unions,
employers’ associations, the Chamber of Commerce and the Regional Agency
for SMEs. Its original mission was to contribute to the best use and efficiency of
the HRD Special Fund, but this was later extended to more strategic roles and
tasks of development partnership for supporting HRD and employment in the
Sumadija District. Great emphasis was placed upon capacity building of the
partnership group through training, a study visit and the involvement in the
working groups for:

1. implementation of the Training Needs Analysis;
2. preparation of Employment Development Plan of Sumadija District;
3. preparation of a concept of work for the Local Employment Councils;
4. monitoring of the training programmes delivered within the HRD Fund;
5. sustainability of the HRD Fund;
6. improvement of cooperation with employers.

Although the partnership group as such did not continue after the project
expired, it delivered the first Training Needs Analysis in the district, launched
the proposal for establishing a Local Employment Council, prepared the
proposal for sustainability of the HRD fund and contributed to a more fruitful
cooperation between employers and training providers. Moreover, the
institutions that were part of the partnership group were later fully involved in the
preparation of the Regional Development Plan and the Operational Programme
for HRD in Sumadija and Pomoravlje.



� to encourage joint action by supporting
activities that contribute to improving the
unemployment situation;

� to generate local and regional
participation, ownership and use of local
resources;

� to participate in advisory and
decision-making structures that
encourage engagement and
participation of all important groups in
the HRD field;

� to improve the coordination and
efficiency of policies;

� to coordinate the various agencies,
groups and companies and help to
identify new opportunities for economic
activity;

� to develop additional support services in
terms of suitable and innovative projects
for special needs;

� to search for solutions and answers on
key problems in the field of employment
and HRD;

� to improve the flow of information;
� to increase the possibility of acquiring

funds from national and international
sources for HRD programmes and
projects;

� to increase the possibility of obtaining
other necessary support;

� to enable the real fulfilment of local
needs and better coordination and
adjustment of national guidelines and
objectives to local needs.

Local partnerships can play an important
role in opening up local economies and
creating an attractive labour market
environment for FDI. They can also be an
instrument for dealing with on-going
privatisation and sectoral restructuring
processes and for increasing investment in
human capital, and can be an important
instrument for implementing reforms in
education and training and employment in
the Western Balkans (see box, p. 160).

The partnership approach has also been
recognised as an appropriate instrument
for more efficient and effective
implementation of employment policy in
other Western Balkan countries and
territories (such as Croatia, Albania and
Kosovo). Effective local partnerships
require sustainable structures that are able
to carry out the necessary responsibilities
for achieving employment policy objectives
and goals (see box below).

Introducing local partnership is a complex
process because its success greatly
depends on the existing social and
economic development, on absorption and
administrative capacities, on appropriate
legal mechanisms and on cultural
idiosyncrasies. If local solutions to local
problems are to be found, local stakeholders
need to be empowered. This necessitates
more investment in capacity building, but
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In 2003, Serbia launched a new Law on Employment and Unemployment
Insurance that represented a basis for establishing national, provincial and local
Employment Councils. Employment Councils, consisting of representatives of
all key stakeholders and not only social partners, are supposed to play more of
an advisory role to the ministry, provincial authorities and municipalities
concerning the annual programme of active labour market measures, and
therefore play an important role in active labour market policy at a different
level. By mid 2006 more than half of the municipalities had established a local
Employment Council and many of them had already launched and financed
some active labour market measures.

The law also envisages that the Social-Economic Council as a decision-making
body should be established at national, provincial and local level. However,
recent discussions with local participants indicate that some overlap between
these two bodies exists. Moreover, the partnership approach is also foreseen
for adult education and training. All these partnerships seek cooperation with
employers and trade unions, but seem to ignore their own limitations in terms of
capacity.



also monitoring of the performance
achievements of local partnerships in order
to identify key strengths and weaknesses,
and to see what works and what needs to
be improved further.

The strong link with cohesion and

regional policies

A partnership approach in the field of
employment (including HRD) is closely
linked to cohesion and regional policy,
which contribute significantly to job and
employment growth in EU Member States.
The new EU Regional and
Competitiveness and Employment
objectives for 2007–13, which are aimed at
strengthening competitiveness,
attractiveness and employment within
regions, anticipate a two-fold approach.

1. Development programmes will help
regions to anticipate and promote
economic change through innovation
and the promotion of the knowledge
society, entrepreneurship, protection of
the environment and increased access
to education and training.

2. More and better jobs will be supported
by adapting the workforce and by
investing in human resources
(European Commission, 2006o).

Regional Development Agencies, and
particularly their HRD departments, could
implement many activities in the field of
employment policy, such as:

� systematically identifying and analysing
training and employment needs in the
region in order to support faster
economic and social development of the
region;

� promoting HRD activities in the region
and raising awareness regarding the
importance of investing in HRD;

� programming the development of HRD
and employment projects required for
the re-employment of workers, new job
creation and the enhancement of
employability of those who are
unemployed;

� supporting the development and
implementation of new training
programmes according to the identified
needs in the region;

� promoting counselling and offering
technical assistance to SMEs in the
area of HR restructuring and
development;

� gathering information on national and
international tenders supporting HRD
and employment, and informing
potential applicants on a regular basis;

� assisting institutions in the identification
and preparation of HRD and
employment development projects, and
providing technical assistance in the
preparation of projects;

� monitoring and evaluating the Regional
Development Programme in the area of
HRD;

� networking and exchanging best
practice with others;

� ensuring that on-going information is
available on training programmes for
adults in the region.

Assessment

Decision-making processes in most of the
Western Balkan countries and territories
are still currently highly centralised at state
level, and the capacities of institutions
responsible for the design, and particularly
for the implementation, of employment
policies are limited. There is a lack of
transparency and accountability in the
design of policies. Existing measures are
modest and mechanisms for monitoring
and evaluation poor, inhibiting better
performance of employment policies. So
far none of the Western Balkan countries
or territories has managed to address local
labour market needs effectively.

Decentralisation along the lines of EU
practices is not the proper solution for more
effective and efficient employment policies
in the Western Balkans at the moment. As a
first step solutions should be sought towards
greater inclusiveness of key stakeholders at
all levels in decision-making processes and
in implementation. This inclusive approach
is already being piloted in most of the
countries and territories, with the support of
donor projects. The partnership approach
has been recognised as a particularly
relevant instrument for more efficient and
effective implementation of employment
policy as well as regional and cohesion
policies.
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5.5 GOVERNANCE,
INSTITUTIONAL AND
ADMINISTRATIVE CAPACITY
BUILDING

Well-functioning institutions and public
administrations are important for the
successful design and implementation of
policies to promote socioeconomic
development and cohesion, and hence to
contribute to growth and employment
(European Commission, 2005h). Western
Balkan countries and territories therefore
need to pay greater attention to the issue
of institutional and administrative capacity
on their way towards achieving more
effective and efficient implementation of
policies.

In this respect two issues that are
closely connected will be discussed
further, (i) governance, and (ii)
institutional and administrative capacity
building.

5.5.1 GOVERNANCE

The process of decision making and the
process by which decisions are
implemented (or not) rely on effective
formal and informal structures that have
been put in place to arrive at and
implement decisions. National, regional
and local authorities are one set of
participants in governance, while other
actors usually include social partners,
civil society, NGO, research institutions
and the media (European Commission,
2005h).

When analysing governance in the
context of the Western Balkans many
weaknesses are apparent, such as a lack
of transparency in institution operations,
a lack of institutional responsiveness to
labour market issues, a need for greater
accountability, and a lack of evaluation of
effectiveness. Weak governance is
mentioned as one of the main obstacles
to better performance and greater
efficiency of employment policies. The
main challenge in addressing the issue of
weak governance and management of
change lies in institutional capacity
building.

5.5.2 INSTITUTIONAL AND
ADMINISTRATIVE CAPACITY
BUILDING

Institutional and administrative capacity
building is defined as a set of
characteristics related to the human capital
in the public sector and to the performance
and success of public policies (European
Commission, 2005h).

Where are the key gaps in this respect

in each of the Western Balkan countries

and territories?

In the ETF labour reviews several
weaknesses in the institutional and
administrative capacity in the Western
Balkan countries have been identified.

In Bosnia and Herzegovina there are weak
state-level institutions and the ministries
responsible for labour and employment
have too few staff allocated to employment
policies, in addition to not enough
competent staff at the cantonal/local level.
There is a lack of staff, and particularly
well-trained staff, and a lack of skills for
managing the EU assistance programmes
and other donor projects (the former
Yugoslav Republic of Macedonia, Serbia).
Staff lack knowledge and there is no
institutionalisation of the Social Acquis (the
former Yugoslav Republic of Macedonia).
Institutions have poor ICT infrastructure
(common to all PESs, with Croatia as an
exception). There is a lack of labour market
research. Consistent monitoring and
evaluation is absent in all countries. There
are extremely poor labour market and
employment statistics in Albania, which
represents an obstacle for the process of
formulating employment policies.

These findings represent serious barriers
for better performance of employment
policies. Thus, if governments want to have
more effective and efficient employment
policies, they will need to pay greater
attention to these issues. Ministries must
enhance their own capacities, but also
assess whether existing staff numbers are
sufficient to be able to ensure better
governance in the management of change.
This requires not only sufficient staff to
keep operations going, but also resources
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to support new reform initiatives. Moreover,
the main support must be given to the
institutions that provide services, such as
the PESs and education and training
institutions. Most public institutions lack a
customer orientation, systems for service
delivery are obsolete, and cooperation and
coordination between institutions in service
delivery are absent.

The process of modernisation of PESs has
already started in some countries (Croatia,
the former Yugoslav Republic of
Macedonia, Montenegro, Serbia). PESs
(as well as other public institutions) need to
increase their credibility through the
improvement of services. This can be
achieved through investment in the training
of managers and staff aimed at enhancing
their ability to contribute to the reform
process.

The Instrument for Pre-Accession
Assistance (IPA)162 offers many
opportunities for institutional capacity
building for the development and
implementation of policies at all levels.
As countries prepare themselves for the
introduction of EU structural and cohesion
policy through IPA (which has strong
similarities to European structural funds),
discussions and actions aimed at the
introduction of new institutions and bodies
have started. However, new institutions
are not a panacea for modernisation, and
need to be sustainable. Moreover, modern
concepts of capacity development
advocate a shift from building new
institutions towards the enhancement and
strengthening of existing capacities. With
this in mind, it is recommended that
capacity development be initiated as the
‘process by which individuals, groups,
organisations and societies increase their
abilities to (i) perform core functions, solve
problems, define and achieve objectives
and (ii) understand and deal with their
development needs in a broad context
and in a sustainable manner’ (OECD
definition).

Can lessons be learnt from the new

Member States’ experiences in the

implementation of employment policy,

and structural and cohesion policies?

Prior to their accession, many measures
aimed at the enhancement of employability
of unemployed and redundant workers
were conducted in the new Member States,
and funded either by the EU or by other
donors. However, in most cases these
measures did not succeed in extending
beyond the pilot stage to become an
integrated part of national policy. The
findings of research conducted in the
Czech Republic, Estonia, Hungary and
Slovenia in the second half of 2003 show
that despite many Phare programmes, and
particularly the Special Preparatory
Programme, the issues of absorption
capacities and efficient implementation of
EU Structural Policy were not adequately
addressed during the preparatory years. In
particular, the number of staff from the
ministries responsible for structural fund
measures that were trained, and the type
of competence development needed to
implement structural funds, were not
adequately addressed. Although it is
recognised that there has been a problem
absorbing European funds, at this moment
there is still a lack of analysis to enable any
final conclusions to be drawn on the
efficiency of implementation of EU
structural funds in the new Member States,
given that the first shortened programming
period (2004–06) has only recently ended.
The table below demonstrates how
different countries allocated staff for the
implementation of structural funds.

It would be interesting to know whether
Slovenia and the Czech Republic have
overestimated their administrative capacity,
and whether Estonia and Hungary have
planned for too many staff to deal with
structural funds. The experiences of the
new Member States can help the Western
Balkan countries and territories to avoid
making the same mistakes.
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What can Western Balkan countries and

territories do to ensure adequate

administrative absorption capacities in

order to achieve better performance of

employment policies and to be prepared

for the use of EU structural funds?

In order to answer this question, the criteria
for measuring administrative absorption
capacities will be examined. The
Netherlands Economic Institute (2002)
proposed three variables for measuring
administrative absorption capacities,
focusing on the design, functioning and

performance of structural funds. For the
purpose of assessing administrative
absorption capacities of candidate (or
pre-candidate) countries, only design can
be taking into consideration. The proper
design of structures, human resources,
systems and tools is an important input for
managing structural funds in relation to the
requirements (Horvat, 2004).

The following key indicators could be
applied for measuring administrative
absorption capacities (key absorption
indicators for future Member States).
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Table 5.2: Financial allocations for cohesion and structural funds per administrator

in some new Member States (2003)

Total funds

per administrator

(� million)

Structural funds

per administrator

(� million)

Hungary 1.5 0.9

Czech Republic 3.5 2.2

Slovakia 3.7 2.5

Estonia 1.2 0.6

Slovenia 4.0 2.3

Source: Horvat and Majer, 2004.

INDICATORS

DESIGN

FUNCTIONING

Structure Human resources
Systems
and tools

Management Designation of
managing authority

Staffing of
managing authority

Arrangements for
delegating tasks

Existence of a
modern civil
service

Programming Partnership exists Capacity to carry
out programming

Guidelines/manuals
for programming
exist

Existence and
quality of NDP

Implementation Assignment of
implementing body

Staffing of
implementing body

Development and
management
process for existing
operational projects

Absorption of and
project pipeline for
pre-accession
funds

Evaluation and
monitoring

Designation of
monitoring and
evaluation
responsibilities

Availability of
independent
evaluation
expertise

Existence of
computerised
monitoring and
evaluation system

Functioning
monitoring system
for pre-accession
funds

Financial
management and
control

Designation of
paying authority
and functions

Accounting and
auditing expertise
secured

Existence of
accounting system
and financial
procedures
secured

Establish practice
for dealing with
financial
irregularities

Source: Netherlands Economic Institute, 2002; Boijmans, 2003; von Breska, 2003; elaborated in Horvat, 2004.



The experience of EU Member States
shows that the fewer institutions that are
involved at the levels of management and
programming, the greater the possibility of
better administrative absorption of
structural funds. The IPA regulation (2006)
incorporates the main lessons learned from
the last pre-accession process, giving more
attention to institutional capacity building.
Both future and potential Member States
will be able to receive assistance in this
respect. The following example (see box
below) demonstrates how Croatia has
already started to prepare itself.

Assessment

Weak governance is often mentioned as
one of the major obstacles to better
performance and greater efficiency of
employment policies. The main challenge
for addressing weak governance and
management of changes lies in institutional
capacity building. The process towards
improved institutional capacities has
started in most Western Balkan countries
and territories. It is very important that

institutions responsible for the labour
market and employment policy are involved
in the process of preparation of the
structural funds at an early stage; the
available instruments (CARDS, Phare, and
IPA instruments) enable key institutions to
increase their capacities in designing,
planning, implementing, monitoring and
evaluating policies, programmes and
measures.

5.6 CONCLUSIONS

The intention of the cross-country analysis
was to identify common weaknesses in
respect of the design and delivery of
employment policies in the Western
Balkans. The Western Balkan region is not
a homogenous region. The levels of
problems, and the levels of institutions’
development and their responsiveness to
the problems, vary between countries and
territories. Although there is no intention
here to propose a single model, there are a
number of key findings that need to be
addressed to support institutions and
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Croatia as a candidate country gained many experiences relating to ESF actions
during the implementation of the CARDS programme, particularly in the field of
labour market and unemployment (Restructuring the labour market, CARDS 2001,
Local partnership for employment, CARDS 2002 and CARDS 2004,
Decentralisation for employment, CARDS 2003). The EC Progress report for 2005
clearly states that Croatia will have to adapt its structure and legislation in order to
create adequate administrative capacity for the management, implementation,
monitoring, audit and control of ESF-type measures at national and regional levels
(European Commission, 2005d and 2006f). In 2006 Croatia prepared a Draft
Strategic Coherence Framework 2007–13 and introduced several improvements in
terms of administrative capacity, such as increasing the number of state inspectors,
establishing special departments and chambers within the courts to deal with
procedures deriving from labour-related disputes, establishing Departments for
Project Preparation and Monitoring within the Ministry of Labour and within the
PES. It contains plans to promote economic and social cohesion of the most
vulnerable groups, and to improve the Croatian Employment Service’s basic
functions towards a successful integration into the EU labour market and a better
quality of services for clients within the Phare programme163.

In addition, in 2006 four Regional Labour Market Councils were established in
Vukovar, Sisak, Zadar and Sibenik, with the support of an EU project. These
councils could play in important role in the planning, organisation and
monitoring process of HRD activities and within the active labour market policy
at regional level – the intervention level of the future ESF.

163 ‘Institutional capacity to use EU structural funds’, draft paper, Croatia, 2006.



capacities for more effective employment
policies in the context of the state of affairs
of each country and territory.

� Current institutional settings in the
Western Balkans are not yet able to
respond effectively to complex
employment challenges. Further efforts
need to be directed towards
strengthening interministerial
cooperation and improving the
involvement of social partners wherever
possible, leaving space for real
participation and initiatives by social
partners, including more sectoral
initiatives. Social partner organisations
need to be enhanced.

� Employment strategies and plans are
very important for effective employment
policies, but it is time to move beyond
analysis and strategies to
implementation.

� Effective and efficient employment
policies require institutional
arrangements that involve institutions at
all levels. Western Balkan countries and
territories will need to take steps
towards greater inclusive
decision-making processes if better
performance in terms of employment
policies is to be achieved. Instruments
to enable the identification of regional
and local needs and to obtain more
appropriate information need to be
developed and adequately translated
into more targeted measures and
programmes. Furthermore, guidelines
for the implementation of national
policies and plans should be prepared
as a tool for local institutions and
bodies.

� Local partnerships as a mechanism for
pooling local potential need to be
introduced, taking into account the
overall socioeconomic context.

Once established, partnerships need to
be outcome-oriented, and partner
institutions or organisations must
participate in planning, implementing
and monitoring.

� Key gaps in institutional and
administrative capacities and a lack of
competences block progress towards
better performance in terms of
employment policies. This means that
all countries and territories will need to
invest more in existing administrative
capacities in order to be able to
implement employment policies
efficiently.

� Preparations for more effective
employment policies in the context of
structural and cohesion policy must start
early in order to align existing policies
and instruments to future perspectives.
In order to learn from implementation,
attention needs to be given to
programming, implementation,
management, evaluation and
monitoring, feedback and financial
management and control procedures.

Finally, this macro-level analysis does have
limitations in that it leads to conclusion that
the institutional background in the Western
Balkans is not yet sufficiently mature for
more effective and efficient employment
policies. The institutional settings under
scrutiny are populated by social actors who
are not yet prepared for the policy shift that
is envisaged. There are a wide range of
important issues that are not addressed by
this chapter, but that deserve to be
mentioned, such as the organisational
culture for a functional labour market and
the level of social capital. After all, the
current interinstitutional relationships
merely reflect the fragmentation and
dismantling of societies in the Western
Balkans.
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ANNEXES

ANNEX 1: CORRESPONDENCE OF ONE-DIGIT NACE
MANUFACTURING SECTORS AND SKILLS

Sectors Skills

Products of the chemical or allied industries High skills

Machinery and electrical equipment High skills

Vehicles, aircraft, ships High skills

Optical, musical and medical instruments High skills

Arms and ammunition High skills

Base metals Medium skills

Miscellaneous manufactured articles Medium skills

Mineral products Medium skills

Plastics and rubber Medium skills

Pulp, paper products Medium skills

Articles of stone, ceramics, glass Medium skills

Pearls and precious stones Medium skills

Other Medium skills

Foodstuffs; beverages, spirits; tobacco Medium skills

Live animals, animal products Low skills

Vegetable products Low skills

Animal or vegetable fats, oils and wines Low skills

Leather products Low skills

Wood products Low skills

Textiles Low skills

Footwear Low skills

Source: ‘Economic Restructuring and Labour Markets in the Accession Countries’, European Commission, 2004.
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ANNEX 2: DISTRIBUTION OF LABOUR MARKET STATUS BY SEX,
AGE GROUP AND EDUCATIONAL ATTAINMENT

Note for all figures: IE-W (non-agricultural informal wage employment), IE-S

(non-agricultural informal self-employment), AGR (agricultural employment), FE

(non-agricultural formal employment), U (unemployment), ED (participation in education),

RET (retirement), HW (household work), and OTH (others). For Serbia IE refers to all

informal employment.
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Figure 1: Distribution of labour market status in Albania by sex (%)

Source: Own calculation from the Albania Panel Survey.

Note: The numbers indicate the proportion of men and women in the total working-age population who have a

particular labour market status.
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Figure 2: Distribution of labour market status in Albania by age (%)

Source: Own calculation from the Albania Panel Survey.

Note: The numbers indicate the proportion of individuals in different age groups in the total working-age

population who have a particular labour market status.
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Figure 3: Distribution of labour market status in Albania by educational attainment (%)

Source: Own calculation from the Albania Panel Survey.

Note: The numbers indicate the proportion of individuals with different educational attainment levels in the total

working-age population who have a particular labour market status.
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Figure 4: Distribution of labour market status in Bosnia and Herzegovina by sex (%)

Source: Own calculations from the Bosnia and Herzegovina HSPS.

Note: The numbers indicate the proportion of men and women in the total working-age population who have a

particular labour market status.
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Figure 5: Distribution of labour market status in Bosnia and Herzegovina by age (%)

Source: Own calculations from the Bosnia and Herzegovina HSPS.

Note: The numbers indicate the proportion of individuals in different age groups in the total working-age

population who have a particular labour market status.
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Figure 6: Distribution of labour market status in Bosnia and Herzegovina by

educational attainment (%)

Source: Own calculations from the Bosnia and Herzegovina HSPS.

Note: The numbers indicate the proportion of individuals with different educational attainment in the total

working-age population who have a particular labour market status.
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Figure 7: Distribution of labour market status in Serbia by sex (%)

Source: Own calculations from the Serbian LSMS.

Note: The numbers indicate the proportion of men and women in the total working-age population who have a

particular labour market status.
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Figure 8: Distribution of labour market status in Serbia by age (%)

Source: Own calculations from the Serbian LSMS.

Note: The numbers indicate the proportion of individuals in different age groups in the total working-age

population who have a particular labour market status.



ANNEX 3: LABOUR MARKET TRANSITIONS IN ALBANIA,
BOSNIA AND HERZEGOVINA AND SERBIA

Table 1: Labour market transitions in Albania between 2003 and 2004

2004

2003 IE-W IE-S AGR FE U ED RET HW OTH Total

IE-W 56.0 9.8 4.3 17.2 3.9 1.6 0.5 0.9 5.6 100

IE-S 11.6 67.0 5.4 7.9 1.2 0.6 1.6 0.3 4.4 100

AGR 2.4 1.1 80.9 0.9 0.5 1.4 2.1 5.8 5.0 100

FE 7.3 2.9 2.1 81.1 1.0 0.7 0.9 0.6 3.5 100

U 14.8 6.0 6.4 6.5 35.7 1.0 0.5 6.9 22.3 100

ED 2.0 0.0 7.6 2.6 2.7 76.6 0.0 1.7 6.9 100

RET 1.1 1.4 6.4 0.4 0.0 0.0 85.2 3.5 2.2 100

HW 2.2 2.2 11.7 3.2 4.0 1.1 5.2 49.1 21.2 100

OTH 6.2 3.5 11.1 3.2 8.0 1.7 2.5 14.1 49.6 100

Share 8.5 7.6 29.3 15.0 3.6 9.0 6.6 8.6 12.0 100

Source: Own calculations from the Albanian Panel Survey

Notes: The different labour market statuses are abbreviated as IE-W (non-agricultural informal wage

employment), IE-S (non-agricultural informal self-employment), AGR (agricultural employment), FE

(non-agricultural formal employment), U (unemployment), ED (participation in education), RET (retirement), HW

(household work), and OTH (others). Share refers to the proportion of the total working-age population

(aged 15–64) who have a particular labour market status. The numbers in the boxes display the labour market

status in 2004 in relation to the labour market status in 2003 for the working-age population (aged 15–64); for

example, what proportion of those who were formally employed in 2003 were formally employed, informally

employed, etc., in 2004.
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Figure 9: Distribution of labour market status in Serbia by educational attainment (%)

Source: Own calculations from the Serbian LSMS.

Note: The numbers indicate the proportion of individuals with different educational attainment in the total

working-age population who have a particular labour market status.



Table 2: Labour market transitions in Bosnia and Herzegovina between 2001 and

2002

2002

2001 IE-W IE-S AGR FE U ED RET HW OTH Total

IE-W 39.8 4.1 6.2 26.0 11.2 1.8 0.8 1.0 9.3 100

IE-S 21.0 24.3 6.5 20.9 7.1 0.0 4.5 2.6 13.1 100

AGR 5.7 1.7 47.7 4.7 8.2 1.4 5.0 18.5 7.1 100

FE 8.2 1.3 1.1 80.5 2.9 0.6 1.7 0.3 3.4 100

U 11.7 6.3 6.6 8.9 34.3 3.2 1.9 6.8 20.2 100

ED 2.4 0.9 0.3 2.1 9.2 71.0 0.1 0.1 14.0 100

RET 2.5 1.4 1.8 0.9 1.6 0.0 78.7 7.7 5.5 100

HW 1.8 2.3 4.1 1.2 5.5 0.2 3.1 70.1 11.7 100

OTH 8.8 3.9 5.7 7.1 22.5 12.5 3.4 8.3 27.9 100

Share 11.1 3.2 6.4 24.2 12.0 8.0 6.2 15.9 13.1 100

Source: Own calculations from the Bosnia and Herzegovina HSPS.

Notes: The different labour market statuses are abbreviated as IE-W (non-agricultural informal wage

employment), IE-S (non-agricultural informal self-employment), AGR (agricultural employment), FE

(non-agricultural formal employment), U (unemployment), ED (participation in education), RET (retirement), HW

(household work), and OTH (others). Share refers to the proportion of the total working-age population

(aged 15–64) who have a particular labour market status. The numbers in the boxes display the labour market

status in 2002 in relation to the labour market status in 2001 for the working-age population (aged 15–64); for

example, what proportion of those who were formally employed in 2001 were formally employed, informally

employed, etc., in 2002.

Table 3: Labour market transitions in Serbia between 2002 and 2003

2003

2002 IE AGR FE U ED RET HW OTH Total

IE 34.3 7.0 31.4 8.1 3.3 4.5 2.2 9.2 100

AGR 5.6 61.1 11.4 3.1 0.5 5.9 6.9 5.6 100

FE 5.3 5.1 76.7 3.0 1.1 2.5 0.9 5.5 100

U 17.2 7.8 20.6 24.8 2.3 0.5 4.2 22.6 100

ED 3.9 3.9 7.4 4.4 70.6 1.2 0.9 7.7 100

RET 4.4 7.5 8.5 0.2 1.1 68.2 7.0 3.2 100

HW 4.6 16.3 7.0 4.7 1.8 5.6 57.4 2.5 100

OTH 10.9 14.2 16.0 12.6 3.8 2.4 10.5 29.7 100

Share 7.6 15.0 37.3 5.1 9.4 10.3 7.2 8.2 100

Source: Own calculations from the Serbian LSMS.

Notes: The different labour market statuses are abbreviated as IE (non-agricultural informal employment), AGR

(agricultural employment), FE (non-agricultural formal employment), U (unemployment), ED (participation in

education), RET (retirement), HW (household work), and OTH (others). Share refers to the proportion of the total

working-age population (aged 15–64) who have a particular labour market status in. The numbers in the boxes

display the labour market status in 2003 in relation to the labour market status in 2002 for the working-age

population (aged 15–64); for example, what proportion of those who were formally employed in 2002 were

formally employed, informally employed, etc., in 2003.
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ANNEX 4: BASIC CHARACTERISTICS OF LABOUR MARKET
ATTACHMENT GROUPS

Basic characteristics for group 1: Strong attachment

Albania Bosnia and Herzegovina

Sequence
pattern

* Frequency % in group
% of total
in sample

Sequence
pattern

* Frequency % in group
% of total
in sample

444 461 49.2 10.7 4444 755 59.12 15.7

222 97 10.35 2.3 1444 79 6.19 1.6

111 90 9.61 2.1 1111 53 4.15 1.1

122 54 5.76 1.3 1144 34 2.66 0.7

144 35 3.74 0.8 4144 27 2.11 0.6

422 22 2.35 0.5 4441 25 1.96 0.5

121 21 2.24 0.5 1114 18 1.41 0.4

114 20 2.13 0.5 4414 18 1.41 0.4

141 15 1.6 0.3 5444 16 1.25 0.3

414 15 1.6 10.7 4111 15 1.17 0.3

Total 937 — 21.67 — 1,277 — 26.47

Albania Bosnia and Herzegovina

Gender composition (%)

Males 68.66 68.18

Females 31.34 31.82

Educational level (%)

Primary 27.63 16.06

Secondary 48.87 67.73

Higher 23.49 16.20

Age

Mean age 41.3 40.8

Mobility

Average number of episodes of
labour market status in each
sequence
(Alb.: max=3; BiH: max=4)

1.40 1.59

* Only the ten most frequent sequences are shown. The code used refers to: 1 – informal non-agricultural

wage-employment; 2 – informal non-agricultural self-employment; 3 – agricultural employment (whether formal or

informal); 4 – formal non-agricultural employment; 5 – unemployment (following the standard ILO definition); 6 –

in education; 7 – retirement; 8 – taking care of household; 9 – others; and 0 is the combination of unemployed

and ‘others’ for wave 3 in Bosnia and Herzegovina.
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Basic characteristics for group 2: Some attachment

Albania Bosnia and Herzegovina

Sequence
pattern

* Frequency % in group
% of total
in sample

Sequence
pattern

* Frequency % in group
% of total
in sample

449 32 9.67 0.7 9444 31 3.71 0.6

511 24 7.25 0.6 6655 22 2.63 0.5

911 22 6.65 0.5 1555 20 2.39 0.4

522 17 5.14 0.4 1999 18 2.15 0.4

922 17 5.14 0.4 4445 15 1.79 0.3

944 17 5.14 0.4 6995 14 1.67 0.3

544 16 4.83 0.4 1155 13 1.56 0.3

919 14 4.23 0.3 5544 12 1.44 0.2

119 9 2.72 0.2 1121 11 1.32 0.2

949 9 2.72 0.2 1995 11 1.32 0.2

Total 331 — 7.66 — 836 — 17.33

Albania Bosnia and Herzegovina

Gender composition of the group (%)

males 67.18 65.31

females 32.82 34.69

Educational level (%)

primary 45.50 19.57

secondary 39.91 70.22

higher 14.59 10.20

Age

Mean age 36.5 33.5

Mobility

Average number of episodes of
labour market status in each
sequence
(Alb.: max=3; BiH: max=4)

2.39 2.84

* Only the ten most frequent sequences are shown. The code used refers to: 1 – informal non-agricultural

wage-employment; 2 – informal non-agricultural self-employment; 3 – agricultural employment (whether formal or

informal); 4 – formal non-agricultural employment; 5 – unemployment (following the standard ILO definition); 6 –

in education; 7 – retirement; 8 – taking care of household; 9 – others; and 0 is the combination of unemployed

and ‘others’ for wave 3 in Bosnia and Herzegovina.
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Basic characteristics for group 3: Weak attachment

Albania Bosnia and Herzegovina

Sequence
pattern

* Frequency % in group
% of total
in sample

Sequence
pattern

* Frequency % in group
% of total
in sample

433 22 7.69 0.5 9555 74 10.54 1.5

377 17 5.94 0.4 5555 52 7.41 1.1

337 16 5.59 0.4 9559 43 6.13 0.9

133 14 4.9 0.3 9995 37 5.27 0.8

977 12 4.2 0.3 8999 17 2.42 0.4

299 11 3.85 0.3 8858 16 2.28 0.3

877 10 3.5 0.2 8899 16 2.28 0.3

499 9 3.15 0.2 5995 15 2.14 0.3

188 7 2.45 0.2 5559 14 1.99 0.3

233 7 2.45 0.2 9991 13 1.85 0.3

Total 286 — 6.62 — 702 — 14.55

Albania Bosnia and Herzegovina

Gender composition of the group (%)

males 45.13 53.82

females 54.87 46.18

Educational level (%)

primary 65.05 36.94

secondary 27.88 61.32

higher 7.07 1.74

Age

Mean age 44.8 34.4

Mobility

Average number of episodes of
labour market status in each
sequence
(Alb.: max=3; BiH: max=4)

2.41 2.61

* Only the ten most frequent sequences are shown. The code used refers to: 1 – informal non-agricultural

wage-employment; 2 – informal non-agricultural self-employment; 3 – agricultural employment (whether formal or

informal); 4 – formal non-agricultural employment; 5 – unemployment (following the standard ILO definition); 6 –

in education; 7 – retirement; 8 – taking care of household; 9 – others; and 0 is the combination of unemployed

and ‘others’ for wave 3 in Bosnia and Herzegovina.
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Basic characteristics for group 4: Education

Albania Bosnia and Herzegovina

Sequence
pattern

* Frequency % in group
% of total
in sample

Sequence
pattern

* Frequency % in group
% of total
in sample

666 136 49.64 0.5 6666 185 51.25 3.8

669 33 12.04 0.4 6665 33 9.14 0.7

663 8 2.92 0.4 6669 18 4.99 0.4

366 7 2.55 0.3 6699 15 4.16 0.3

664 7 2.55 0.3 6664 13 3.6 0.3

966 7 2.55 0.3 6966 9 2.49 0.2

336 5 1.82 0.2 5666 6 1.66 0.1

661 5 1.82 0.2 6661 6 1.66 0.1

665 5 1.82 0.2 6656 5 1.39 0.1

696 5 1.82 0.2 6969 5 1.39 0.1

Total 274 — 6.34 — 361 — 7.48

Albania Bosnia and Herzegovina

Gender composition of the group (%)

males 47.48 46.23

females 52.52 53.77

Educational level (%)

primary 24.00 12.63

secondary 63.98 64.16

higher 12.02 23.21

Age

Mean age 19.2 19.8

Mobility

Average number of episodes of
labour market status in each
sequence
(Alb.: max=3; BiH: max=4)

1.66 1.74

* Only the ten most frequent sequences are shown. The code used refers to: 1 – informal non-agricultural

wage-employment; 2 – informal non-agricultural self-employment; 3 – agricultural employment (regardless of

formal or informal); 4 – formal non-agricultural employment; 5 – unemployment (following the standard ILO

definition); 6 – in education; 7 – retirement; 8 – taking care of household; 9 – others; and 0 is the combination of

unemployed and ‘others’ for wave 3 in Bosnia and Herzegovina.
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Basic characteristics for group 5: Agriculture

Albania Bosnia and Herzegovina

Sequence
pattern

* Frequency % in group
% of total
in sample

Sequence
pattern

* Frequency % in group
% of total
in sample

333 796 65.84 18.5 3333 103 54.21 3.8

339 67 5.54 1.6 9333 16 8.42 0.7

338 41 3.39 1.0 8333 15 7.89 0.4

388 38 3.14 0.9 5333 10 5.26 0.3

383 34 2.81 0.8 5133 6 3.16 0.3

399 32 2.65 0.7 1933 3 1.58 0.2

393 30 2.48 0.7 5338 3 1.58 0.1

322 23 1.9 0.5 1531 2 1.05 0.1

311 16 1.32 0.4 2233 2 1.05 0.1

331 15 1.24 0.3 2333 2 1.05 0.1

Total 1,209 — 27.97 — 190 — 3.94

Albania Bosnia and Herzegovina

Gender composition of the group (%)

males 43.96 61.98

females 56.04 38.02

Educational level (%)

primary 78.86 67.86

secondary 20.41 30.14

higher 0.73 2.00

Age

Mean age 37.0 41.0

Mobility

Average number of episodes of
labour market status in each
sequence
(Alb.: max=3; BiH: max=4)

1.47 1.73

* Only the ten most frequent sequences are shown. The code used refers to: 1 – informal non-agricultural

wage-employment; 2 – informal non-agricultural self-employment; 3 – agricultural employment (whether formal or

informal); 4 – formal non-agricultural employment; 5 – unemployment (following the standard ILO definition); 6 –

in education; 7 – retirement; 8 – taking care of household; 9 – others; and 0 is the combination of unemployed

and ‘others’ for wave 3 in Bosnia and Herzegovina.
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Basic characteristics for group 6: No attachment

Albania Bosnia and Herzegovina

Sequence
pattern

* Frequency % in group
% of total
in sample

Sequence
pattern

* Frequency % in group
% of total
in sample

777 175 13.61 4.1 8888 343 23.53 7.1

999 175 13.61 4.1 7777 188 12.89 3.9

888 91 7.08 2.1 9999 92 6.31 1.9

933 63 4.9 1.5 8883 35 2.4 0.7

833 45 3.5 1.0 9888 34 2.33 0.7

988 43 3.34 1.0 8833 29 1.99 0.6

555 35 2.72 0.8 5999 28 1.92 0.6

889 35 2.72 0.8 8889 27 1.85 0.6

989 34 2.64 0.8 8988 22 1.51 0.5

899 25 1.94 0.6 3888 20 1.37 0.4

Total 1,286 — 29.75 — 1,458 — 30.22

Albania Bosnia and Herzegovina

Gender composition of the group (%)

Males 34.79 24.41

Females 65.21 75.59

Educational level (%)

Primary 61.17 63.79

Secondary 35.58 33.36

Higher 3.26 2.85

Age

Mean age 37.3 46.4

Mobility

Average number of episodes of
labour market statuses in each
sequence
(Alb.: max=3; BiH: max=4)

1.86 1.93

* Only the ten most frequent sequences are shown. The code used refers to: 1 – informal non-agricultural

wage-employment; 2 – informal non-agricultural self-employment; 3 – agricultural employment (regardless of

formal or informal); 4 – formal non-agricultural employment; 5 – unemployment (following the standard ILO

definition); 6 – in education; 7 – retirement; 8 – taking care of household; 9 – others; and 0 is the combination of

unemployed and ‘others’ for wave 3 in Bosnia and Herzegovina.
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ANNEX 5: EDUCATIONAL ATTAINMENT LEVELS BY AGE AND
GENDER

All males and

females

Age group

25–34 35–44 45–54 55–64 25–64

Albania 2004

Low 57.0 53.7 56.6 72.0 58.6

Medium 34.7 38.9 31.7 17.3 32.1

High 8.3 7.3 11.7 10.7 9.3

Bosnia and Herzegovina 2004

Low 26.9 29.7 43.1 62.1 39.0

Medium 61.8 62.2 47.2 27.8 51.2

High 11.3 8.0 9.7 10.1 9.7

The former Yugoslav Republic of Macedonia 2005

Low 36.8 34.9 41.5 54.4 40.8

Medium 51.3 51.6 43.5 29.1 45.2

High 11.9 13.5 15.0 16.5 14.0

Serbia 2005

Low 16.9 21.7 36.7 47.2 30.4

Medium 69.2 62.8 40.7 37.0 52.8

High 13.8 15.5 22.6 15.8 16.8

Montenegro 2005

Low 15.0 17.1 21.6 39.7 22.2

Medium 66.9 63.6 63.2 47.6 61.2

High 18.2 19.3 15.2 12.7 16.6

Males
Age group

25–34 35–44 45–54 55–64 25–64

Albania 2004

Low 65.1 48.6 51.1 63.0 55.6

Medium 29.3 43.4 33.8 21.0 33.3

High 5.5 8.1 15.0 16.0 11.1

Bosnia and Herzegovina 2004

Low 24.2 18.8 30.1 47.2 28.8

Medium 66.1 73.9 57.6 38.6 60.6

High 9.7 7.3 12.3 14.2 10.7

The former Yugoslav Republic of Macedonia 2005

Low na na na na na

Medium na na na na na

High na na na na na

Serbia 2005

Low 15.1 19.7 35.8 34.8 25.7

Medium 73.7 66.3 34.8 45.1 56.2

High 11.2 14.0 29.3 20.1 18.1

Montenegro 2005

Low 12.7 17.2 15.5 22.3 16.6

Medium 69.7 62.3 64.9 59.5 64.3

High 17.6 20.6 19.6 18.2 19.1
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Females
Age group

25–34 35–44 45–54 55–64 25–64

Albania 2004

Low 51.6 58.4 62.4 81.9 61.2

Medium 38.2 35.0 29.4 13.3 31.0

High 10.1 6.6 8.3 4.8 7.7

Bosnia and Herzegovina 2004

Low 29.9 40.1 57.7 76.1 49.7

Medium 57.0 51.2 35.5 17.7 41.6

High 13.1 8.7 6.8 6.2 8.8

The former Yugoslav Republic of Macedonia 2005

Low na na na na na

Medium na na na na na

High na na na na na

Serbia 2005

Low 18.8 23.7 37.5 58.7 34.7

Medium 64.7 59.4 45.3 29.4 49.7

High 16.5 16.9 17.2 11.8 15.6

Montenegro 2005

Low 16.9 17.0 27.0 57.5 27.4

Medium 64.4 64.9 61.7 35.4 58.3

High 18.7 18.1 11.3 7.1 14.2

na: not available

ANNEX 6: ANNUAL CHANGES IN GDP AND AVERAGE GROSS
WAGES (AGW), 2001–06 (%)

2001* 2002 2003 2004 2005 2006

Albania

GDP 7.1 4.3 5.8 6.2 5.6 5.0

AGW 15.9 16.0 14.7 14.4 9.9 na

BiH

GDP 4.5 5.5 3.0 6.0 5.5 6.2

AGW 20.5 1.4 8.4 4.3 6.1 9.6

Croatia

GDP 4.4 5.6 5.3 4.3 4.3 4.8

AGW 1.3 6.0 4.8 6.4 4.4 6.2

fYR Macedonia

GDP -4.5 0.8 2.9 2.9 3.8 3.0

AGW 3.5 6.9 4.8 4.0 2.7 8.0

Montenegro

GDP -0.2 1.7 2.4 4.2 4.0 6.5

AGW na na na 11.7 8.0 15.6

Serbia

GDP 5.1 4.2 2.5 8.4 6.2 5.7

AGW 16.4 52.6 25.3 23.7 24.1 24.4

Kosovo (as defined by UNSCR 1244)

GDP na -2.4 -0.1 3.3 0.6 3.8

AGW na na 2.0 9.3 8.5 na

na: not available

Source: EC DG Economic and Financial Affairs, CCEQ,

http://ec.europa.eu/economy_finance/indicators/cceq_en.htm, July 2007; * EC DG Economic and Financial

Affairs, CCEQ, http://ec.europa.eu/economy_finance/indicators/cceq_en.htm, July 2006
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ANNEX 7: PUBLIC EMPLOYMENT SERVICES IN THE
WESTERN BALKANS

Albania

In Albania the NES has a staff of 431. Some 44 of these work in the central headquarters,
while the remainder (387) are based in 12 regional offices and 24 local labour offices.
(Each of the 12 regional offices also incorporates a local labour office, so that in all there
are 36 locations at which the NES delivers services to the public.) In the whole NES there
are 14 counsellors. The staff of the NES are well educated, as 340 are university
graduates and 91 secondary education graduates. In 2004 there were approximately
157,000 jobseekers registered with the NES. The service thus has one member of staff for
every 364 people registered as unemployed; the ratio of NES staff to the overall labour
force of 1.09 million is approximately 1:2,500. Both ratios suggest that NES staffing is
relatively low compared with that in the employment services of other countries, and its
potential workload is relatively very high.

Bosnia and Herzegovina

In Bosnia and Herzegovina the employment services are hard pressed and are not well
regarded. They are hampered by the institutional arrangements and by ambiguity in what
is expected of them. There is great scope for improvement in their performance, but this
will only come about when non-labour-market incentives for registering as unemployed are
removed and workloads are drastically reduced as a result. There are a number of areas in
which efficiency can be improved and the quality of service raised. Information technology
needs to be modernised and to support process improvements. Crucially, the
inadequacies in management and other statistics need to be addressed. Of course not all
employment services are at the same level, and these observations will not apply to all
with equal force. In particular, the employment service in Republika Srpska appears to be
more focused and innovative. Employment services have little or no impact on the scale of
the grey economy at the moment, but they could have an effect, especially if they work in
concert with the reformed labour inspectorate.

Croatia

The Croatian employment service is being modernised and transformed through the
introduction of modern management techniques, technology and advanced training for
managers and counsellors. It is a key instrument of the government policy in developing an
efficient labour market. It has been successful in introducing the measures arising from the
recent legislative changes, and it has the potential to play an even more effective role in
the labour market. It has a considerable body of knowledge on the labour market(s) in
Croatia and on unemployment, and is piloting arrangements for gaining a better
understanding of employers’ labour requirements.

The former Yugoslav Republic of Macedonia

In the former Yugoslav Republic of Macedonia the National Employment Service (NES)
employs 507 staff, 30 of whom are in the head office in Skopje, and 477 in a network of 30
local offices. At the beginning of 2005 there were approximately 380,000 jobseekers
registered as unemployed. The bureau thus has one head of staff for every 750 people
registered unemployed; the ratio of NES staff to the overall labour force of 860,000 is
approximately 1:1,700. Relative to the size of the labour force, NES staffing compares
reasonably with that in other countries. However, if it is measured relative to the high level
of unemployment its staffing is relatively low and its potential workload is relatively very
high.
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Montenegro

In Montenegro the Employment Agency of Montenegro (EAM) collects employment
contributions and manages both active and passive labour market policies, as well as a
number of active measures, including the successful self-employment loans scheme. It has
been very effective in reducing substantially the number of people who are registered
unemployed to levels closer to those reported in the LFS. However, although benefiting
from relatively substantial resources, a high proportion is spent on maintenance costs and,
once funds for the self-employment loans are subtracted, active measures receive very
limited funding. EAM revenues are also unstable and may vary substantially from year to
year. Passive measures represent an increasing portion of expenditure, while active
measures are decreasing.

Serbia

There have been frequent changes at director level in the Serbian Public Employment
Service (PES), and there is frustration that the service is not more effective. Around 1,670
people are employed by the PES in Serbia (excluding Kosovo and Metohija). Most (1,420)
work in the branch network and over 220 work in the central office. The staff within both
the central office and the branch and service offices are organised along functional lines:
737 staff work on activities associated with mediation – some 71% of all employees in
employment offices – and a further 117 (9%) deal with unemployment benefit. These core
services together account for little more than a half of all of the staff employed by the
employment service. Research into the actual work carried out by mediation staff – almost
all of them advisers – revealed that only 15% of their time was spent advising individuals
and 40% was spent on record keeping. This means that only around 7.5% of all the
employment service aggregate staff time is devoted to one of its key functions.

Kosovo (under UNSCR 1244)

Since 2001, the Public Employment Service (PES) offers employment counselling and
career guidance, together with job brokering and labour market training. Access to
employment services in Kosovo is open to all registered jobseekers, although registration
is mandatory only for social assistance beneficiaries. The high ratio of unemployed to PES
staff (1,600:1) contributes to the difficulties faced by the PES in fulfilling its main function,
i.e. to provide accurate information on the labour market and well-targeted job search
assistance, as well as addressing gender and ethnic inequality in employment. However,
this ratio has to be viewed with caution since the unemployment register is inflated by a
high number of people who are not actively looking for work, or are working informally, or
have abandoned the labour market. Enterprises do not need to notify the PES of any job
openings; information on open vacancies is collected by PES counsellors through direct
contact with employers. This fairly new task is not yet operational. The passive approach of
waiting for the employers to post vacancies still predominates with little effort put into
marketing the service. Hence, the service cannot adequately respond to the needs of both
jobseekers and enterprises. Service provision and procedures are not geared towards the
tiering of services, i.e. ensuring that assistance and labour market programmes target the
most vulnerable groups of unemployed. In addition, there is no performance evaluation
system to monitor the service’s impact. The overall strategy of the PES is affected by the
lack of balance between efficiency and equity targets and this, in turn, affects the capacity
of the Ministry of Labour to achieve employment policy objectives164.
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ANNEX 8: RESPONSIBILITIES FOR EMPLOYMENT POLICIES

Albania

The country has commenced a strategic approach to economic and social development,
with concrete and specific goals against which progress can be monitored. There has been
some overlap, confusion and inconsistency between the three broad strands of
government targets and priorities and their respective approaches to the monitoring of
progress, and inadequate integration with the process of actual budgeting and resource
allocation in the public sector under the government’s Medium Term Expenditure
Framework. Many of the planned actions either have not taken place or else have been
only partially implemented because of insufficient funding.

As well as these implementation issues, severe difficulties have been created for the initial
process of formulating employment policies by the lack of adequate data on employment
and the labour market in Albania. These difficulties mean that the analysis of the labour
market that underpins the Strategy on Employment and Vocational Training and the
related parts of the National Strategy for Social and Economic Development (NSSED) is
based on inadequate administrative data. As a result, employment policy in Albania is
rather patchy and lacks coherence.

Bosnia and Herzegovina

The institutional arrangements for the labour market in Bosnia and Herzegovina are
unusually complex. The state, the entities and the cantons all have involvement in aspects
of labour market regulation or provision through labour ministries, employment
agencies/services and labour inspection. The institutional architecture is complex and
makes awkward the development of clear active labour market policies and the efficient
delivery of employment services. The state plays a limited role in labour market policy,
although there are signs that the State Employment Agency is beginning to involve itself in
aspects of operational policy. Below state level an extraordinary number of institutions are
involved in both policy and operations. This has a significant cost in terms of the effort
needed to achieve reasonable coherence across the institutions and labour market(s); to
service the many political interfaces; to develop, install and maintain common information
systems and other operational processes; and to develop sufficient expert capacity in any
single organisation. This is true across the entities but especially so within the Federation
of Bosnia and Herzegovina as a result of the cantonal structure. The position in Republika
Srpska is relatively straightforward in so far as there is a single integrated employment
service and no political institution between the municipality and the entity government.

Croatia

The institutional arrangements in Croatia are clear. The Ministry of Labour is responsible
for policy and the Croatian Employment Service (CES) is responsible for operational
matters. The CES is the most developed employment service in the West Balkans in terms
of its clarity of purpose and operational procedures and capacity. The labour section in the
ministry is small and relies quite heavily on the CES to help develop policy and draft
legislation. Only in Croatia has the issue of people registering as unemployed in order to
get basic health insurance been resolved; and only in Croatia and Montenegro have
serious attempts been made to activate those who are unemployed.
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The former Yugoslav Republic of Macedonia

In the former Yugoslav Republic of Macedonia primary responsibility for employment policy
rests with the Ministry of Labour and Social Policy. Until a few years ago there was no
articulation of government employment policy. The National Action Plan for Employment
2004–05 (NAPE) was the first statement of employment policy. In framing employment
policies, NAPE takes explicit account of the government’s broader economic policy
objectives, and recognises the place of employment policies as contributing to the overall
process of structural reform.

Montenegro

In Montenegro the Ministry of Labour and Social Welfare is responsible for employment.
The ministry discusses with social partners the drafting of laws on employment and social
issues and compliance with the laws, while definition and implementation of the labour
market policies are delegated to a state agency, the Employment Agency of Montenegro
(EAM). This agency, as well as allocations from the state budget, also controls the
employment fund and retains income from privatisation for labour market policies. The
Montenegrin Ministry of Labour has a department for labour relations headed by a deputy
minister, with four units and 73 employees; most of the work is focused on labour
inspection, particularly health and safety and the payment of social contributions. Although
underresourced for the scale of the task, the labour inspectorate has contributed
successfully to the programme on Legalisation of Jobs.

Serbia

In Serbia the Ministry of Labour, Employment and Social Policy has an active labour
department and a dedicated department to ensure compliance with labour regulation.
Much of its work concerns health and safety inspection, but it is also increasingly involved
in business registration and combating the informal economy. It is important to recognise
the shift in the policy thinking of the ministry from ad hoc actions to mitigate or fight
unemployment towards strategic actions to support employment and improve the quality of
the labour supply. The objectives and methodology of the National Employment Strategy
under consultation demonstrate this shift. Moreover, there is a growing recognition of the
need to avoid excessively generous arrangements in future social programmes that
damage work incentives. However, policies have yet to be introduced that give greater
prominence to the needs of new entrants to the labour market and those who are
genuinely long-term unemployed.

Kosovo (under UNSCR 1244)

The Ministry of Labour and Social Welfare (MLSW) has a two-fold mission, which is
reflected in its organizational structure. The Social Welfare Department designs and
implements social policies and measures aimed at alleviating poverty and at providing
entitlements for retired persons. The Employment Department formulates and implements
labour law, employment and training policies and programmes. Employment and training
services are operated through a number of decentralised employment offices and
vocational training centres. The labour inspectorate has autonomous status within the
same ministry and is responsible for supervising compliance with legislation and
standards.
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ANNEX 9: INSTITUTIONS RESPONSIBLE FOR IMPLEMENTATION
OF THE SERBIAN EMPLOYMENT STRATEGY 2005–10 AND
THEIR RESPONSIBILITIES165

The first group includes ministries, agencies and other government institutions. The tasks
of the various institutions are defined as follows.

� The Ministry of Labour, Employment and Social Policy develops, implements and
coordinates the government’s employment and social policy, directly organises and
coordinates the creation of the National Employment Action Plan and, in cooperation
with other institutions, monitors the implementation of objectives and operational tasks
set forth in the strategy and the NEAP. This includes activities of the labour inspectorate
in transforming the illegal economy into a legal one.

� The Ministry of Finance has a key role in the preparation of the state budget and
improvement of the tax system, including introduction of income tax cuts.

� The Ministry of Capital Investments, along with other ministries – particularly the
Ministry of Economy, Ministry of International Economic Relationship and the Foreign
Investment Support Agency – has a key role in providing a favourable climate for
foreign investments, by offering support to investments in the high-technology and IT
industry, infrastructure food industry and other growing sectors.

� The Ministry of Education and Sports has a leading role in providing conditions for
economic growth based on knowledge, through enhancement of the level of knowledge
and skills of the labour force, as part of implementation of the strategy elements dealing
with education and investment in development of HR.

� The Ministry of Economy and other relevant ministries, together with the Agency for
Development of Small and Medium Enterprises, are responsible for the economic
development strategy and the implementation of economic policy aimed at stimulating
the development of small and medium-sized enterprises.

� Other ministries, within their portfolios, are also substantially involved in implementation
of the strategy.

The second group consists of the following institutions.

� National Employment Service is responsible for the efficient and effective
implementation of the NEAP and the balance of supply and demand, including
implementation of the active labour market measures.

� Employment agencies implement programmes and other employment policy measures
for the purpose of enhancing employability and alleviating structural aspects of
unemployment.

� Social work centres play an active role through cooperation with institutions responsible
for employment-related activities and the implementation of measures for reintegration
of certain disadvantaged groups into the labour market, preventing ‘double payment’ of
both assistance and compensation, and preventing the creation of permanent
dependence on pecuniary aid.

� Institutions offering education and training services are involved through the
development of appropriate programmes primarily oriented toward satisfying
requirements of local labour markets.

The third group comprises a wide network of social partners directly interested in
implementation of the strategy.

� Associations of employers, entrepreneurs and chambers of commerce appear to be
important partners in the articulation of further development of the economic policy, the
creation of a positive climate for new business operations and new jobs, the forecasting
of educational needs and the improvement of professional education and training of the
labour force.
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� Workers’ trade unions and organisations have a very important role in the implementation of
the strategy because of the influence they have in the realisation of collective agreements
and the affirmation of principles of profitability of work, and in improving the adaptability of
workers through participation in various measures of the employment policy.

� Socioeconomic Council is the key institution for achieving and maintaining the social
agreement of the government, employers and trade unions with the purpose of
increasing employment and the competitiveness of the Serbian economy.

� There is a network of regional and local employment coalitions, in which social partners
are involved at corresponding levels, educational institutions, development agencies
and NGOs.

� Professional associations and NGOs, as well as other bodies, should play a significant
role in implementing the key guidelines of the strategy, and in its monitoring.

ANNEX 10: STATISTICS ON DEMOGRAPHY

1.1 COUNTRY PROFILES

Albania

2001 2002 2003 2004 2005

Total population (thousands) 3,063 3,069 3,103 3,120 3,135

% female 50.1 50.1 50.2 50.2 50.2

% 0–14 29.5 29.3 28.1 27.3 26.5

% 15–24 17.1 17.2 17.9 18.3 18.7

% 25–64 45.8 45.9 46.3 46.5 46.8

Dependency ratio 58.7 58.3 56.1 54.8 53.4

% change 0.2 1.1 0.5 2.3

Source: ETF calculation on INSTAT data

Bosnia and Herzegovina

2001 2002 2003 2004 2005

Total population (thousands) 3,798 3,828 3,832 3,842 3,845

% female na na na na na

% 0–14 na na na na na

% 15–24 na na na na na

% 25–64 na na na na na

Dependency ratio na na na na na

% change 0.8 0.1 0.3 1.2

Source: ETF calculation on Wiener Institut für Internationale Wirtschaftsvergleiche (WIIW) database incorporating

national statistics

na: not available

Croatia

2001 2002 2003 2004 2005

Total population (thousands) 4,437 4,443 4,442 4,442 4,444

% female 51.9 51.9 51.9 51.9 51.9

% 0–14 17.0 16.7 16.4 16.3 16.0

% 15–24 13.6 13.6 13.5 13.4 13.3

% 25–64 52.1 52.3 52.4 52.4 52.6

Dependency ratio 49.4 48.9 48.8 48.8 48.7

% change 0.1 0.0 0.0 0.1

Source: ETF calculation on Central Bureau of Statistics data
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Kosovo (under UNSCR 1244)

2001 2002 2003 2004 2005

Total population (thousands) na na na na na

% female 49.2 50.3 49.5 50.4 49.8

% 0–14 32.2 30.6 32.1 31.9 30.6

% 15–24 20.1 20.8 20.2 20.0 19.1

% 25–64 41.2 42.0 41.5 42.1 43.4

Dependency ratio na na na na na

% change na na na na

Source: LFS

na: not available

The former Yugoslav Republic of Macedonia

2001 2002 2003 2004 2005

Total population (thousands) 2,035 2,039 2,027 2,033 2,037

% female 50.0 50.0 49.8 49.8 49.8

% 0–14 21.8 21.5 20.7 20.2 19.7

% 15–24 16.3 16.2 16.2 16.2 16.1

% 25–64 51.6 51.7 52.2 52.5 52.9

Dependency ratio 47.4 47.1 45.8 45.0 44.4

% change 0.2 -0.6 0.3 0.1

Source: ETF calculation on State Statistical Office data

Serbia

2001 2002 2003 2004 2005

Total population (thousands) 7,213 7,500 7,481 7,463 7,441

% female 47.8 51.4 51.4 51.4 51.4

% 0–14 17.7 16.1 15.9 15.9 15.8

% 15–24 14.3 13.5 13.4 13.3 13.1

% 25–64 60.7 53.2 53.1 53.2 53.3

Dependency ratio 39.6 48.7 48.9 49.0 49.0

% change 4.0 -0.3 -0.2 3.2

Source: ETF calculation on Republic Statistical Office data

Montenegro

2001 2002 2003 2004 2005

Total population (thousands) 665 618 619 621 623

% female 50.2 50.6 50.7 50.7 50.8

% 0–14 22.4 21.4 21.1 20.8 20.5

% 15–24 15.8 16.0 16.0 16.0 15.9

% 25–64 50.0 51.2 51.2 51.2 51.3

Dependency ratio 50.9 48.9 48.8 48.9 49.0

% change -7.2 0.3 0.3 -6.4

Source: ETF calculation on MONSTAT and LFS data
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1.2 COUNTRY AND TERRITORY COMPARISONS

Graph 1: Total population 2005 – % of females

Graph 2: Total population 2005 – % of young people

Graph 3: Total population 2005 – Dependency ratio

191

ANNEXES

48%

49%

50%

51%

52%

fYR
Macedonia

Kosovo Albania Montenegro Serbia Croatia

26.5 18.7 54.8

16.0 13.3 70.7

32.2 20.1 47.7

19.7 16.1 64.2

20.5 15.9 63.6

15.8 13.1 71.1

Albania

Croatia

Kosovo

fYR Macedonia

Montenegro

Serbia

% 0-14 %15-24 % 25+

40%

44%

48%

52%

56%

fYR
Macedonia

Croatia Serbia Montenegro Albania



1.3 POPULATION PYRAMIDS
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ANNEX 11: STATISTICS ON EMPLOYMENT

2.1 COUNTRY PROFILES

Albania

Activity rates by age and gender

2002 2003 2004

Male Female Total Male Female Total Male Female Total

15–24 58.01 48.25 52.42 50.68 40.77 45.38 50.11 37.52 43.57

25–34 86.48 67.08 75.54 87.01 62.97 73.37 85.64 61.60 71.78

35–44 91.86 73.15 82.23 95.59 68.81 81.72 94.27 69.85 81.51

45–54 93.24 63.34 79.22 93.20 62.38 78.02 92.88 63.43 78.49

55–64 66.52 30.24 48.72 60.43 23.97 42.46 63.93 27.60 45.94

Total 79.16 58.24 68.05 76.92 53.18 64.48 76.10 52.75 63.92

Source: ETF calculation on LSMS data

Activity rates by education level and gender (population aged 25–64)

2002 2003 2004

Male Female Total Male Female Total Male Female Total

Low 87.6 60.7 72.8 87.6 56.0 69.8 87.2 56.7 70.1

Medium 86.9 65.5 77.1 86.1 58.8 72.5 87.3 59.4 73.4

High 87.4 81.8 85.1 88.7 81.0 85.4 85.0 79.4 82.4

Total 87.3 63.3 75.0 87.2 59.0 72.3 86.9 59.5 72.4

Source: ETF calculation on LSMS data

Employment rates by age and gender

2002 2003 2004

Male Female Total Male Female Total Male Female Total

15–24 49.29 43.34 45.88 41.50 36.34 38.74 42.42 33.93 38.01

25–34 76.98 60.98 67.95 80.00 58.42 67.75 81.96 57.56 67.89

35–44 83.26 65.65 74.20 90.04 63.10 76.08 91.01 65.64 77.75

45–54 88.10 60.38 75.11 89.12 59.11 74.34 90.79 60.66 76.07

55–64 63.79 29.92 47.18 58.59 23.97 41.52 62.11 27.60 45.02

Total 71.72 53.24 61.91 71.00 49.20 59.58 72.00 49.55 60.28

Source: ETF calculation on LSMS data

Employment rates by education level and gender (population aged 25–64)

2002 2003 2004

Male Female Total Male Female Total Male Female Total

Low 81.0 57.4 68.0 82.6 53.1 66.0 84.7 54.7 67.9

Medium 78.8 55.9 68.2 80.5 53.2 66.9 83.6 54.0 68.9

High 82.4 79.1 81.0 86.6 79.6 83.6 83.2 76.5 80.2

Total 80.3 58.1 68.9 82.2 55.3 68.1 84.1 56.3 69.4

Source: ETF calculation on LSMS data
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Unemployment rates by age and gender

2002 2003 2004

Male Female Total Male Female Total Male Female Total

15–24 15.0 10.2 12.5 18.1 10.9 14.6 15.3 9.6 12.8

25–34 11.0 9.1 10.0 8.1 7.2 7.7 4.3 6.6 5.4

35–44 9.4 10.3 9.8 5.8 8.3 6.9 3.5 6.0 4.6

45–54 5.5 4.7 5.2 4.4 5.2 4.7 2.3 4.4 3.1

55–64 4.1 1.0 3.2 3.0 0.0 2.2 2.8 0.0 2.0

Total 9.4 8.6 9.0 7.7 7.5 7.6 5.4 6.1 5.7

Source: ETF calculation on LSMS data

Unemployment rates by education level and gender (population aged 25–64)

2002 2003 2004

Male Female Total Male Female Total Male Female Total

Low 7.6 5.4 6.6 5.8 5.1 5.5 2.8 3.5 3.1

Medium 9.3 14.8 11.5 6.5 9.6 7.8 4.1 9.2 6.2

High 5.7 3.3 4.8 2.4 1.8 2.2 2.1 3.6 2.7

Total 8.1 8.1 8.1 5.6 6.3 5.9 3.2 5.4 4.2

Source: ETF calculation on LSMS data

Bosnia and Herzegovina

Activity rates by age and gender

2001 2002 2003 2004

Male Female Total Male Female Total Male Female Total Male Female Total

15–24 40.9 24.0 32.8 42.2 28.9 35.6 nc nc nc 52.6 30.4 41.7

25–34 76.8 42.0 59.8 83.1 48.2 65.8 nc nc nc 87.4 59.5 74.3

35–44 82.0 50.3 65.9 88.6 54.1 71.4 nc nc nc 86.4 55.7 70.6

45–54 78.5 39.3 58.9 83.1 42.6 63.2 nc nc nc 84.2 46.9 66.1

55–64 36.9 9.8 21.8 45.9 15.2 28.8 nc nc nc 49.5 19.9 33.1

Total 64.0 33.7 48.7 69.2 38.0 53.5 nc nc nc 73.3 42.7 58.0

Source: ETF calculation on LSMS data

nc: not computable

2006

Male Female Total

15–24 40.1 26.3 33.4

25–49 81.9 50.0 66.0

50–64 53.4 22.1 36.6

15–64 65.5 37.4 51.3

Source: LFS
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Activity rates by education level and gender (population aged 25–64)

2001 2002 2003 2004

Male Female Total Male Female Total Male Female Total Male Female Total

Low 60.1 22.4 36.5 69.6 25.5 42.1 nc nc nc 70.2 31.7 46.1

Medium 76.7 53.2 67.4 82.0 58.2 72.5 nc nc nc 84.1 60.9 74.8

High 82.0 70.6 77.1 81.9 76.9 79.7 nc nc nc 81.1 75.6 78.7

Total 72.1 38.4 55.5 78.3 42.9 60.9 nc nc nc 79.8 47.6 64.0

Source: ETF calculation on LSMS data

nc: not computable

Employment rates by age and gender

2001 2002 2003 2004

Male Female Total Male Female Total Male Female Total Male Female Total

15–24 25.6 14.3 20.2 22.9 14.5 18.7 28.2 19.6 24.1 30.2 17.0 23.8

25–34 63.7 33.5 49.0 62.7 34.0 48.5 62.0 40.7 51.6 64.7 42.4 54.2

35–44 75.0 44.0 59.2 77.3 44.3 60.8 74.0 45.2 59.4 71.3 43.0 56.7

45–54 70.6 35.2 52.9 75.7 36.0 56.2 76.7 36.9 57.3 74.6 39.0 57.3

55–64 34.3 9.6 20.6 43.5 13.7 26.8 37.2 15.3 25.1 44.4 19.2 30.5

Total 54.2 27.7 40.9 56.3 28.5 42.3 56.5 31.8 44.1 57.8 32.3 45.0

Source: ETF calculation on LSMS data

2006

Male Female Total

15–24 16.0 9.0 12.6

25–49 60.0 33.0 46.5

50–64 44.3 18.7 30.6

15–64 46.1 24.0 35.0

Source: LFS data

Employment rates by education level and gender (population aged 25–64)

2001 2002 2003 2004

Male Female Total Male Female Total Male Female Total Male Female Total

Low 50.8 19 31 57.3 19.9 34 53.9 23.3 34.7 54.5 26.3 36.9

Medium 68.5 45.2 59.3 70.5 45.5 60.5 68.8 47.3 60.2 70.4 45 60.3

High 77.8 66.5 73 77.7 69.3 74.1 74.9 65.9 71 71.5 67.1 69.6

Total 64.1 33.2 48.8 67.2 34.3 51 65.1 36.7 51.2 65.9 37.6 52

Source: ETF calculation on LSMS data

196

LABOUR MARKETS IN THE WESTERN BALKANS



Unemployment rates by age and gender

2001 2002 2003 2004

Male Female Total Male Female Total Male Female Total Male Female Total

15–24 37.3 40.4 38.4 45.7 50.0 47.4 nc nc nc 42.6 44.0 43.1

25–34 17.1 20.2 18.1 24.6 29.4 26.3 nc nc nc 26.0 28.7 27.1

35–44 8.5 12.7 10.1 12.8 18.2 14.9 nc nc nc 17.5 22.7 19.6

45–54 10.0 10.4 10.1 9.0 15.4 11.1 nc nc nc 11.4 16.7 13.3

55–64 6.9 1.7 5.6 5.4 9.8 6.7 nc nc nc 10.2 3.4 7.9

Total 15.2 17.6 16.1 18.6 25.1 21.0 nc nc nc 21.3 24.4 22.4

Source: ETF calculation on LSMS data

nc: not computable

2006

Male Female Total

15–24 60.2 65.7 62.3

25–49 26.7 34.0 29.5

50–64 17.1 15.2 16.4

15–64 29.5 35.7 31.8

Source: LFS data

Unemployment rates by education level and gender (population aged 25–64)

2001 2002 2003 2004

Male Female Total Male Female Total Male Female Total Male Female Total

Low 15.4 15.0 15.3 17.7 22.0 19.3 nc nc nc 22.4 16.9 20.0

Medium 10.6 14.9 11.9 14.1 21.7 16.5 nc nc nc 16.3 26.1 19.5

High 5.1 5.8 5.4 5.1 9.8 7.0 nc nc nc 11.9 11.2 11.6

Total 11.2 13.6 12.0 14.1 20.1 16.2 nc nc nc 17.4 21.0 18.7

nc: not computable

Croatia

Activity rates by age and gender

2001 2002 2003

Male Female Total Male Female Total Male Female Total

15–19 18.7 15.3 17.0 19.5 18.6 19.0 16.1 14.5 15.3

20–24 64.2 58.0 61.2 65.9 55.4 60.8 67.3 53.4 60.6

15–24 42.4 36.7 39.6 42.5 37.1 39.9 41.7 33.6 37.8

25–34 88.6 80.9 84.6 87.3 78.6 83.0 89.3 78.7 84.0

35–44 89.5 78.9 84.1 89.9 81.1 85.4 88.5 79.9 84.1

45–54 81.0 57.9 69.4 82.0 64.7 73.1 81.8 62.1 72.1

55–64 38.3 14.7 25.3 40.7 19.7 29.0 41.7 20.2 30.0

Total 68.5 53.8 61.0 69.6 56.5 62.9 69.3 55.3 62.2

2004 2005

Male Female Total Male Female Total

15–19 19.0 17.5 18.3 18.0 15.8 16.9

20–24 65.2 58.7 62.0 65.7 54.9 60.5

15–24 42.9 38.6 40.8 41.9 35.4 38.7

25–34 89.3 80.6 84.9 88.3 78.5 83.4

35–44 89.2 78.4 83.7 89.8 81.6 85.6

45–54 81.5 60.2 70.7 82.2 63.9 72.9

55–64 37.4 15.5 25.3 38.0 18.4 27.3

Total 68.9 54.7 61.6 69.2 56.3 62.6

Source: ETF calculation on LFS data
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Activity rates by education level and gender (population aged 25–64)

2001 2002 2003

Male Female Total Male Female Total Male Female Total

Low 84.9 83.3 84.1 85.5 85.1 85.2 86.7 86.9 86.8

Medium 62.1 36.9 46.0 64.8 39.1 48.6 65.5 40.5 49.9

High 79.0 69.0 74.5 79.0 68.8 74.4 78.5 67.1 73.3

Total 75.8 58.1 66.6 76.9 61.2 68.7 76.7 60.4 68.4

2004 2005

Male Female Total Male Female Total

Low 68.0 41.4 51.4 66.9 42.6 51.4

Medium 78.1 69.3 74.1 78.0 68.1 73.5

High 86.9 85.4 86.1 85.2 85.1 85.2

Total 77.2 62.1 69.5 76.9 62.2 69.4

Source: ETF calculation on LFS data

Employment rates by age and gender

2001 2002 2003

Male Female Total Male Female Total Male Female Total

15–19 7.9 8.0 8.0 8.0 8.7 8.4 8.8 7.3 8.1

20–24 43.0 32.6 38.1 47.4 40.4 44.0 46.3 34.4 40.6

15–24 26.2 20.4 23.4 27.6 24.6 26.1 27.6 20.6 24.2

25–34 76.3 65.9 70.9 76.0 62.7 69.5 77.1 63.7 70.4

35–44 81.3 69.8 75.4 80.7 71.3 75.8 80.9 69.6 75.1

45–54 72.1 50.8 61.4 74.6 57.4 65.8 74.2 55.3 64.9

55–64 35.7 14.4 24.0 37.1 18.6 26.8 38.2 19.3 27.9

Total 58.7 44.4 51.4 60.1 47.4 53.6 60.2 46.3 53.2

2004 2005

Male Female Total Male Female Total

15–19 7.5 8.0 7.7 8.1 7.0 7.6

20–24 42.7 35.3 39.1 46.6 37.9 42.3

15–24 25.7 21.9 23.8 27.4 22.4 25.0

25–34 76.0 63.7 69.7 76.0 62.3 69.2

35–44 81.0 68.5 74.7 80.4 70.6 75.4

45–54 73.5 53.1 63.2 75.3 56.7 65.8

55–64 34.9 14.8 23.8 34.8 17.3 25.3

Total 58.9 44.6 51.6 59.8 46.7 53.1

Source: ETF calculation on LFS data

Employment rates by education level and gender (population aged 25–64)

2001 2002 2003

Male Female Total Male Female Total Male Female Total

Low 80.0 76.5 78.3 79.7 78.6 79.1 81.9 80.3 81.1

Medium 55.1 31.9 40.2 56.4 33.4 42.0 56.9 34.5 42.9

High 69.6 58.6 64.6 70.5 57.9 64.8 70.3 56.9 64.3

Total 67.7 50.4 58.7 68.8 52.9 60.6 69.0 52.4 60.5

2004 2005

Male Female Total Male Female Total

Low 59.5 34.9 44.2 58.9 37.2 45.1

Medium 70.2 58.7 65.0 70.5 58.4 65.0

High 80.7 80.0 80.4 80.3 80.5 80.4

Total 69.5 53.7 61.4 69.7 54.8 62.1

Source: ETF calculation on LFS data
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Unemployment rates by age and gender

2001 2002 2003

Male Female Total Male Female Total Male Female Total

15–19 57.7 47.6 53.2 58.8 53.1 56.1 45.1 49.8 47.3

20–24 33.0 43.8 37.9 28.0 27.2 27.6 31.1 35.5 33.0

15–24 38.2 44.6 41.1 35.1 33.6 34.4 33.8 38.7 35.9

25–34 13.9 18.6 16.2 13.0 20.2 16.3 13.7 19.0 16.2

35–44 9.1 11.5 10.3 10.3 12.1 11.2 8.5 12.9 10.7

45–54 10.9 12.2 11.5 9.0 11.3 10.0 9.3 10.9 10.0

55–64 6.9 2.4 5.5 8.7 5.9 7.6 8.5 4.4 7.0

Total 14.3 17.5 15.8 13.6 16.1 14.8 13.1 16.3 14.5

2004 2005

Male Female Total Male Female Total

15–19 60.5 54.6 57.7 55.2 55.6 55.4

20–24 34.4 39.9 37.0 29.1 31.1 30.0

15–24 40.0 43.2 41.5 34.7 36.6 35.5

25–34 15.0 20.9 17.8 13.9 20.6 17.0

35–44 9.1 12.6 10.8 10.4 13.4 11.9

45–54 9.8 11.8 10.6 8.4 11.3 9.7

55–64 6.9 4.7 6.1 8.4 5.8 7.4

Total 14.6 18.4 16.3 13.7 17.0 15.2

Source: ETF calculation on LFS data

Unemployment rates by education level and gender (population aged 25–64)

2001 2002 2003

Male Female Total Male Female Total Male Female Total

Low 5.7 8.1 6.9 6.7 7.6 7.2 5.5 7.6 6.6

Medium 11.3 13.7 12.5 12.8 14.4 13.6 13.1 14.8 14.0

High 11.9 15.0 13.2 10.8 15.8 12.9 10.4 15.1 12.4

Total 10.7 13.3 11.9 10.4 13.6 11.9 10.1 13.3 11.6

2004 2005

Male Female Total Male Female Total

Low 12.5 15.7 14.1 11.9 12.5 12.2

Medium 10.1 15.4 12.3 9.6 14.3 11.6

High 7.1 6.3 6.7 5.8 5.4 5.6

Total 10.0 13.5 11.6 9.4 11.9 10.5

Source: ETF calculation on LFS data

Kosovo (under UNSCR 1244)

Activity, employment and unemployment rates, by gender

Activity rate Employment rate Unemployment rate

Males Females Total Males Females Total Males Females Total

2001 64.5 26.8 45.6 31.1 8.1 19.6 51.8 69.9 57.1

2002 72.9 34.5 52.8 39.4 8.8 23.8 45.2 74.5 55.0

2003 71.7 29.5 50.3 42.8 8.3 25.3 40.3 71.9 49.7

2004 67.8 25.2 45.9 46.4 9.9 27.7 31.5 60.7 39.7

2005 68.3 29.7 48.7 45.8 11.7 28.5 32.9 60.5 41.4

Source: LFS
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The former Yugoslav Republic of Macedonia

Activity rates by age and education level

2001 2002 2003

Low Medium High Total Low Medium High Total Low Medium High Total

15–19 14.4 32.4 nc 19.5 14.1 26.8 nc 16.7 11.8 28.7 nc 15.4

20–24 62.7 59.6 58.1 60.5 59.2 54.6 38.7 55.5 60.8 52.9 50.2 55.2

15–24 28.7 51.3 58.1 39.9 26.7 47.7 38.7 35.6 25.3 47.0 50.2 35.3

25–34 64.6 83.8 88.5 77.2 63.0 84.8 88.3 77.4 62.7 85.0 89.5 77.5

35–44 66.0 89.3 94.2 80.8 65.0 89.0 96.0 81.0 62.2 90.1 95.1 80.3

45–54 57.2 79.7 91.2 70.9 55.3 79.0 90.6 69.9 55.9 79.5 90.8 70.9

55–64 26.9 32.3 59.3 31.9 25.2 33.7 57.3 31.1 30.9 34.5 62.4 36.4

15–64 47.0 72.0 85.1 61.8 44.0 71.5 83.9 59.8 45.2 72.0 85.5 61.3

2004 2005

Low Medium High Total Low Medium High Total

15–19 50.1 31.1 nc 47.2 9.9 26.8 100.0 14.7

20–24 56.7 47.9 69.6 51.2 57.5 47.6 66.4 51.0

15–24 51.3 43.3 69.6 48.7 22.6 42.0 68.3 33.1

25–34 60.2 81.8 90.4 74.4 57.3 85.3 89.7 75.5

35–44 59.9 87.2 95.6 78.2 58.1 89.1 97.3 79.4

45–54 59.5 79.4 94.0 72.2 55.4 84.0 94.8 73.8

55–64 44.9 43.6 62.0 46.3 27.9 40.6 72.4 38.9

15–64 40.4 69.8 87.4 58.8 42.5 71.3 86.9 60.5

Source: ETF calculation on LFS data

nc: not computable

Activity rates by education level (population aged 25–64)

2001 2002 2003 2004 2005

Low 53.7 50.9 53.1 55.5 49.6

Medium 79.2 78.8 80.0 77.7 80.7

High 86.4 85.9 86.7 88.0 89.3

Total 68.7 67.4 69.5 68.9 69.2

Source: ETF calculation on LFS data

Activity rates by gender (population aged 15–64)

Male Female Total

2001 72.2 51.2 61.8

2002 71.7 47.6 59.8

2003 72.8 49.4 61.3

2004 70.5 46.7 58.8

2005 71.9 49.1 60.7

Source: ETF calculation on LFS data
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Employment rates by age and education level

2001 2002 2003

Low Medium High Total Low Medium High Total Low Medium High Total

15–19 7.0 11.3 nc 8.2 6.2 8.2 nc 6.6 4.4 8.0 nc 5.2

20–24 26.6 26.8 31.9 26.9 22.3 24.2 18.8 23.4 18.0 19.2 26.3 19.1

15–24 12.8 22.0 31.9 17.5 10.7 20.2 18.8 14.8 8.1 16.5 26.3 12.1

25–34 33.4 53.5 55.7 46.3 28.3 53.3 59.9 45.0 23.1 48.8 61.4 41.1

35–44 44.1 70.6 82.9 61.9 40.9 68.3 82.7 60.1 35.4 66.2 80.3 56.6

45–54 45.4 65.8 84.3 58.9 41.6 63.3 84.9 56.7 38.6 63.9 79.6 55.2

55–64 23.7 26.9 51.9 27.7 20.5 26.8 51.8 25.8 24.5 25.5 48.1 28.2

15–64 30.4 49.2 70.0 42.6 26.4 48.6 70.4 40.4 24.1 45.9 68.0 38.5

2004 2005

Low Medium High Total Low Medium High Total

15–19 1.8 5.7 nc 2.4 4.6 7.2 0.0 5.3

20–24 15.6 20.7 22.4 19.2 19.4 18.8 20.5 19.0

15–24 4.2 16.6 22.4 8.8 8.5 15.7 19.3 12.2

25–34 22.0 51.2 61.3 40.9 26.6 50.9 55.5 42.5

35–44 26.9 64.1 82.5 52.8 32.1 60.7 82.9 53.7

45–54 29.8 58.1 85.7 48.7 36.9 58.5 86.4 53.7

55–64 14.3 20.2 53.4 19.9 19.7 25.4 44.2 25.4

15–64 21.3 43.5 71.3 36.8 23.5 43.8 73.3 38.1

Source: ETF calculation on LFS data

nc: not computable

Employment rates by education level (population aged 25–64)

2001 2002 2003 2004 2005

Low 36.8 32.6 30.5 22.9 28.9

Medium 58.7 57.3 55.4 52.7 52.7

High 71.8 72.7 69.3 73.2 68.7

Total 50.6 48.4 46.8 41.6 45.2

Source: ETF calculation on LFS data

Employment rates by gender

Male Female Total

2001 50.6 34.5 42.6

2002 48.6 32.0 40.4

2003 45.6 31.3 38.5

2004 44.4 28.9 36.8

2005 45.4 30.1 37.9

Source: ETF calculation on LFS data
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Unemployment rates by age and education level

2001 2002 2003

Low Medium High Total Low Medium High Total Low Medium High Total

15–19 51.5 65.2 nc 58.0 55.7 69.4 nc 60.2 62.9 72.1 nc 66.6

20–24 57.6 55.1 45.0 55.5 62.3 55.6 51.5 57.8 70.5 63.7 47.6 65.5

15–24 55.5 57.1 45.0 56.1 59.8 57.5 51.5 58.4 67.9 64.9 47.6 65.7

25–34 48.3 36.2 51.1 40.0 55.2 37.2 43.7 41.8 63.2 42.6 42.6 47.0

35–44 33.1 21.0 12.8 23.4 37.1 23.3 15.2 25.8 43.1 26.5 17.0 29.5

45–54 20.7 17.5 7.8 16.9 24.8 19.8 6.5 18.9 30.9 19.6 13.3 22.1

55–64 11.7 16.8 13.4 13.2 18.7 20.3 10.0 17.1 20.9 26.0 27.8 22.7

15–64 35.4 31.7 20.0 31.1 40.0 32.0 18.0 32.4 46.6 36.2 24.1 37.2

2004 2005

Low Medium High Total Low Medium High Total

15–19 7.7 66.8 nc 13.7 54.1 73.0 100.0 64.2

20–24 61.8 62.6 67.9 62.6 66.3 60.5 69.2 62.7

15–24 18.2 63.5 67.9 33.2 62.4 62.7 71.7 63.0

25–34 51.5 43.4 45.1 44.4 53.5 40.3 55.2 43.7

35–44 39.1 31.5 15.1 30.6 44.7 31.9 16.3 32.3

45–54 23.4 26.7 9.3 22.2 33.4 30.3 9.3 27.1

55–64 12.7 25.6 14.9 16.1 29.4 37.5 41.9 34.8

15–64 47.2 37.6 21.3 37.4 44.7 38.7 18.6 37.1

Source: ETF calculation on LFS data

nc: not computable

Unemployment rates by education level (population aged 25–64)

2001 2002 2003 2004 2005

Low 31.5 35.8 42.6 31.5 41.8

Medium 25.9 27.3 30.8 33.8 34.7

High 16.9 15.3 20.0 16.9 23.0

Total 26.4 28.1 32.7 30.2 34.7

Source: ETF calculation on LFS data

Unemployment rates by gender (population aged 15–64)

Male Female Total

2001 30.0 32.6 31.1

2002 32.2 32.7 32.4

2003 37.4 36.7 37.1

2004 37.1 38.0 37.4

2005 36.9 38.8 37.6

Source: ETF calculation on LFS data
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Serbia

Activity rates by age and gender

2001 2002 2003

Males Females Total Males Females Total Males Females Total

15–19 nc nc nc nc nc nc nc nc nc

20–24 nc nc nc nc nc nc nc nc nc

15–24 37.4 29.7 33.7 38.5 28.7 33.8 41.5 25.8 33.8

25–34 89.4 76.2 83.0 87.5 76.5 82.0 88.5 74.3 81.8

35–44 95.8 79.2 87.5 96.1 81.1 88.5 97.0 77.9 87.5

45–54 90.5 70.0 80.2 89.7 68.9 79.2 90.4 68.8 79.4

55–64 50.2 22.4 36.0 52.9 23.7 38.1 56.8 25.3 40.7

Total 74.4 56.6 65.6 74.5 56.9 65.6 76.3 55.0 65.7

2004 2005

Males Females Total Males Females Total

15–19 20.3 14.5 17.4 22.5 15.4 19.1

20–24 59.6 50.1 54.7 59.0 35.6 48.4

15–24 40.8 33.2 36.9 40.9 24.8 33.3

25–34 90.9 75.5 83.3 89.6 74.6 82.2

35–44 93.9 81.8 87.8 94.8 81.2 87.9

45–54 86.2 65.3 76.0 80.1 74.0 76.7

55–64 54.3 25.5 39.0 55.7 24.2 39.4

Total 74.8 57.2 65.9 72.1 56.4 64.1

Source: ETF calculation on LFS data

nc: not computable

Activity rates by education level and gender (population aged 25–64)

2004 2005

Male Female Total Male Female Total

Low 76.8 44.7 57.3 76.2 39.5 54.5

Medium 84.6 69.7 77.9 80.8 74.7 77.9

High 85.8 83.2 84.5 85.7 81.7 83.8

Total 82.9 63.0 72.9 80.5 63.6 71.8

Source: ETF calculation on LFS data
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Employment rates by age and gender

2001 2002 2003

Males Females Total Males Females Total Males Females Total

15–19 nc nc nc nc nc nc nc nc nc

20–24 nc nc nc nc nc nc nc nc nc

15–24 19.6 14.0 16.9 21.6 13.8 17.9 23.0 11.7 17.5

25–34 74.1 53.3 63.9 70.6 52.5 61.5 69.0 54.4 62.1

35–44 88.3 70.5 79.5 85.6 70.8 78.1 84.0 66.6 75.4

45–54 85.3 65.0 75.1 84.0 64.0 73.8 82.7 61.0 71.7

55–64 47.7 21.7 34.4 49.5 23.0 36.1 52.3 23.7 37.7

Total 65.5 47.1 56.4 64.6 47.0 55.8 64.4 44.9 54.7

2004 2005

Males Females Total Males Females Total

15–19 9.1 5.3 7.2 12.1 6.0 9.1

20–24 33.8 26.6 30.1 32.8 27.3 30.3

15–24 22.0 16.5 19.2 22.5 16.0 19.4

25–34 75.4 52.7 64.2 70.0 46.4 58.3

35–44 83.5 64.7 74.0 82.5 61.3 71.8

45–54 77.1 60.3 68.8 66.0 58.9 62.1

55–64 48.1 23.6 35.1 49.4 22.3 35.4

Total 62.8 44.5 53.5 57.8 41.6 49.6

Source: ETF calculation on LFS data

nc: not computable

Employment rates by education level and gender (population aged 25–64)

2004 2005

Male Female Total Male Female Total

Low 67.0 35.3 47.8 65.7 29.0 44.1

Medium 73.3 56.0 65.5 65.0 53.9 59.6

High 77.1 72.2 74.7 77.3 67.6 72.6

Total 72.5 51.2 61.8 67.4 47.4 57.1

Source: ETF calculation on LFS data
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Unemployment rates by age and gender

2001 2002 2003

Males Females Total Males Females Total Males Females Total

15–19 nc nc nc nc nc nc nc nc nc

20–24 nc nc nc nc nc nc nc nc nc

15–24 47.6 53.0 49.8 43.8 51.9 47.1 44.5 54.7 48.3

25–34 17.1 30.0 22.9 19.3 31.4 24.9 22.1 26.9 24.1

35–44 7.8 10.9 9.2 10.9 12.7 11.7 13.3 14.5 13.9

45–54 5.8 7.2 6.4 6.4 7.2 6.8 8.5 11.3 9.8

55–64 5.0 3.1 4.4 6.3 2.9 5.3 8.0 6.0 7.4

Total 12.0 16.7 14.0 13.3 17.3 15.0 15.6 18.3 16.8

2004 2005

Males Females Total Males Females Total

15–19 55.0 63.5 58.6 46.2 61.0 52.0

20–24 43.3 46.8 45.0 44.4 23.2 37.3

15–24 46.1 50.3 48.0 44.9 35.7 41.6

25–34 17.0 30.3 22.9 21.9 37.8 29.0

35–44 11.0 21.0 15.7 13.0 24.5 18.3

45–54 10.6 7.7 9.4 17.7 20.4 19.1

55–64 11.5 7.5 10.1 11.2 8.0 10.2

Total 16.1 22.2 18.8 19.7 26.3 22.7

Source: ETF calculation on LFS data

nc: not computable

Unemployment rates by education level and gender (population aged 25–64)

2004 2005

Male Female Total Male Female Total

Low 12.8 21.0 16.7 13.7 26.4 19.2

Medium 13.3 19.7 15.9 19.6 27.9 23.5

High 10.1 13.2 11.6 9.9 17.3 13.3

Total 12.6 18.6 15.2 16.3 25.5 20.5

Source: ETF calculation on LFS data
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Montenegro

Activity rates by age and gender

2004 2005

Males Females Total Males Females Total

15–19 17.3 13.5 15.6 17.6 8.2 13.4

20–24 59.9 47.5 54.1 59.4 44.7 52.7

15–24 38.3 30.3 34.5 37.8 26.3 32.6

25–34 88.2 66.4 76.8 86.4 64.4 74.4

35–44 93.4 75.7 84.7 93.1 75.3 84.3

45–54 80.2 61.9 70.6 77.0 64.1 70.1

55–64 51.6 19.2 34.2 41.7 20.9 31.4

15–64 69.1 51.5 60.2 66.2 51.8 59.0

Source: ETF calculation on LFS data

Activity rates by education level and gender (population aged 25–64)

2004 2005

Male Female Total Male Female Total

Low 66.9 30.0 43.7 62.0 28.7 40.7

Medium 82.7 66.2 74.8 77.2 64.9 71.1

High 88.4 87.1 87.8 86.4 91.9 88.8

Total 80.6 58.0 68.9 76.4 58.8 67.3

Source: ETF calculation on LFS data

Employment rates by age and gender

2004 2005

Males Females Total Males Females Total

15–19 6.5 3.1 4.9 6.1 2.7 4.6

20–24 25.1 19.2 22.3 28.2 17.1 23.1

15–24 15.7 11.1 13.5 16.8 9.8 13.7

25–34 65.4 36.8 50.5 59.1 34.1 45.5

35–44 77.5 54.8 66.3 76.5 48.6 62.7

45–54 69.5 51.5 60.0 63.9 50.2 56.6

55–64 45.2 15.7 29.4 35.6 19.7 27.7

15–64 52.5 34.3 43.3 48.7 33.2 40.9

Source: ETF calculation on LFS data

Employment rates by education level and gender (population aged 25–64)

2004 2005

Male Female Total Male Female Total

Low 45.3 18.2 28.3 41.8 17.5 26.2

Medium 69.3 45.6 57.9 60.7 40.8 50.8

High 78.0 74.5 76.4 74.9 77.9 76.2

Total 66.1 41.4 53.3 60.3 39.6 49.6

Source: ETF calculation on LFS data
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Unemployment rates by age and gender

2004 2005

Males Females Total Males Females Total

15–19 62.4 77.0 68.4 65.3 67.1 65.8

20–24 58.1 59.6 58.7 52.5 61.8 56.1

15–24 59.1 63.5 60.9 55.6 62.6 58.1

25–34 25.8 44.5 34.3 31.6 47.0 38.8

35–44 17.1 27.7 21.7 17.8 35.4 25.6

45–54 13.4 16.7 14.9 17.0 21.7 19.3

55–64 12.3 18.5 14.2 14.7 5.8 11.8

15–64 24.1 33.5 28.1 26.4 35.9 30.6

Source: ETF calculation on LFS data

Employment rates by education level and gender (population aged 25–64)

2004 2005

Male Female Total Male Female Total

Low 32.3 39.1 35.3 32.5 39.3 35.6

Medium 16.1 31.1 22.5 21.4 37.2 28.5

High 11.8 14.4 13.0 13.4 15.2 14.2

Total 17.9 28.7 22.6 21.1 32.6 26.4

Source: ETF calculation on LFS data

2.2 COUNTRY AND TERRITORY COMPARISONS

Working-age population

Sources: LSMS 2004 (AL); LFS 2005 (HR, MK, SR, CG, KS); LFS 2006 (Bosnia and Herzegovina).
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Young population

Sources: LSMS 2004 (AL); LFS 2005 (HR, MK, SR, CG); LFS 2006 (Bosnia and Herzegovina).

Employment rate by gender

Sources: LSMS 2004 (AL, Bosnia and Herzegovina); LFS 2005 (HR, MK, SR, CG, KS).
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Employment rate by education level

Sources: LSMS 2004 (AL, Bosnia and Herzegovina); LFS 2005 (HR, MK, SR, CG)

Note: Croatian data refer to population aged 25–64.
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DEFINITIONS

Dependency ratio

The ratio of dependants (people younger than 15 or older than 64) to the working-age
population (aged 15–64).

Percentage change in the population

For the values observed in two different years, t1 and t2, this percentage is calculated using
the formula: (t2 - t1) / t1

Activity rate

The proportion of the population aged 15–64 that is economically active (i.e. all people who
supply labour for the production of goods and services during a specified period).

Employment rate

The proportion of the population aged 15–64 that is employed.

Unemployment rate

The number of unemployed people expressed as a percentage of the labour force (i.e. the
employed plus the unemployed) aged 15–64.
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ACRONYMS

AGW average gross wage

ATP Autonomous Trade Preference

BEEPS Business Environment and Enterprise Performance Survey

BiH Bosnia and Herzegovina

CARDS Community Assistance for Reconstruction, Development and Stabilisation

CAT Change Agent Team

CEC Commission of the European Communities

CEFTA Central European Free Trade Agreement

CSW Centre for Social Welfare

EBRD European Bank for Reconstruction and Development

EES European Employment Strategy

ESC Economic and Social Council

ESF European Social Fund

ESI European Stability Initiative

ETF European Training Foundation

ETUC European Trade Union Confederation

EU European Union

FBiH Federation of Bosnia and Herzegovina

FDI foreign direct investment

fYR Macedonia the former Yugoslav Republic of Macedonia

GCA General Collective Agreement

GDP gross domestic product

GNI gross national income

HR human resources

HRD human resources development

HSPS Household Survey Panel Series

ICT information and communication technology

ILO International Labour Organisation

IPA Instrument for Pre-Accession Assistance

ISCED International Standard Classification of Education

ISCO International Standard Classification of Occupations

LFS labour force survey
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LSMS Living Standards Measurement Study

NEAP National Employment Action Plan

NES National Employment Service

NGO non governmental organisation

NQF national qualification framework

OECD Organisation for Economic Cooperation and Development

PES public employment service

Phare Community aid programme for central and east European countries

PIRLS Progress in International Reading Literacy Study

PISA Programme international pour le suivi des acquis des élèves

PPP purchasing power parity

RTC Regional Training Centre

SME small and medium-sized enterprise

SWOT Strengths, Weaknesses, Opportunities and Threats

TIMSS Trends in International Mathematics and Science Study

UN United Nations

UNDP United Nations Development Programme

UNICEF United Nations Children’s Fund

UNMIK United Nations Interim Administration Mission in Kosovo

UNSCR United Nations Security Council Resolution

USAID United States Agency for International Development

USD US dollar

VET vocational education and training

WBA Western Balkans
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