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I ntroduction

This overview aims to provide a summary assessment of Serbia’s economy and prospects for
its development with a particular focus on the labour market, as the context in which refugees
and internally displaced populations are economically and socially reintegrated.

The authors begin with the premise that there is a strong, but non-deterministic dependence,
between the general and social and economic prospects of refugees and internally displaced
persons (IDPs) in the context of the ongoing economic transition. Hitherto, international and
local transition experience shows that such dependence, leads to increased social stratification
i.e. the appearance of transitional ‘winners’ and ‘losers’. The especially vulnerable groups,
including refugees and IDPs, are at greater risk of becoming, or remaining, transitional losers
both as a social group and as individuals.

Hence, the generally favourable picture of Serbia’s economy today and, its prospects that will
be presented in this text, cannot and should not be seen as an unreservedly optimistic
assessment of the status and socio-economic prospects of the refugee population. In contrast
to the generally favourable development prospects, the general labour market prospects
remain rather inauspicious. Unemployment and underemployment in the population will in all
likelihood remain Serbia’s direst problem, even when it joins the European Union (EU),
around the middle of the next decade. Moreover, the refugee and IDPs’ current status in the
labour market, appears to be far less favourable than that of the adult population. However, in
order to improve their status in the following years, real opportunities are available and these
will be described in the conclusion of the text.

In the text, the first section presents the current macroeconomic situation in Serbia, focusing
on its development and chief achievements since the fall of the MiloSevi¢ regime in October
2000, its present-day challenges, imbalances, and forecast of future trends. In the second
section, the situation in the labour market is described in detail, both in general terms and with
respect to relevant structural features. The third section describes in detail projections of
future trends in the labour market, and the fourth section presents Serbia’s national strategic
priorities with respect to development and employment. The fifth and final part attempts to
outline efforts of socio-economic prospects for the refugee and IDP population, without
focused action geared at promoting their status and based on currently available information
of their demographic traits and geographical distribution.



1. Macroeconomic Prerequisites for Economic Development in Serbia

1.1 Macroeconomic environment, overview of the main macroeconomic indicators and
theresults achieved over the past fiveyears

In order to analyse the state of Serbia’s economy, it is necessary to provide an overview of its
chief macroeconomic and economic developmental factors over the past six years. This in
turn provides a useful framework for analysing the situation in the labour market.

It is well known that Serbia embarked on reform much later than other countries due to events
in the 1990s. In the 2001-2007 timeframe, a legal and institutional basis was established in
Serbia speeding up structural reform in the real, financial and public sectors. Characteristics
of the past years include: macroeconomic stability, sustainable and stable economic
development, restructuring of large public firms, privatisation of companies and start of the
EU accession process involving numerous legal adjustments in all areas of the economy and
society.

The main economic policy objectives were to maintain macroeconomic stability and
simultaneously achieve high economic growth. Dynamic growth in the production activity
after 2000 was accompanied by an accelerated economic transition and reforms in the
economic system, labour market and social sector. The Dinar has remained stable and foreign
currency reserves are constantly increasing; prices and foreign trade have been deregulated
and liberalised and relations with international financial institutions have been re-established.
Considerable progress has been made in implementing structural reform, especially in the
areas of privatisation of companies and consolidation and privatisation in the banking sector.
Over 350 systemic laws have been adopted in line with structural reform.'

There is, however, a need to emphasise that Serbia’s economic development has encountered
numer ous constraints: the relatively low level of overall economic activity (according to the
EBRD, the 2006 GDP level reached two-thirds of the 1990 GDP level in real terms), low
level of investment activity, foreign and internal debt problems, high foreign trade deficit and
a low level of economic competitiveness. Moreover, Serbia faces socio-economic constraints
in the growth and development achieved — high unemployment and stable poverty rate (circa
10% of the total population), high overall economic growth and a rapid increase in social
inequality.

During the 2001-2006 timeframe, Serbia’s economy was characterised by high growth in
real Domestic Gross Product, with an average of 5.4% over the past five years (maximum
GDP growth of 8.4% was achieved in 2004).

Table 1.1 Economic Growth, 2002-2006

Economic Growth 2002 2003 2004 2005 2006
GDP, real growth (%) 42 2.5 8.4 6.2 5.7
GDP per capita (bln USD) 1933 2569 2938 3273 3518
GDP per capita (according to PPP, in USD)" | 4717 5812 7200 8320 9074

Source: Republican Statistics Bureau
Y Vienna Institute for International Economic Studies (WIIW)

! National Strategy of Economic Development of the Republic of Serbia 2006-2012.



Contrary to suggestions in Serbia’s GDP flow, tactual accelerated economic growth was
marked in Serbia in 2006. The economy in Serbia grew by 6.5% in 2006 compared to 5.5% in
2005 (excluding VAT). The alternative measure of economic activity - the non-agricultural
GDP - also reflects a greater economic growth in 2006 than in 2005 (6.8% versus 6.3%). This
production growth trend extended into the first quarter of 2007 when the GDP grew by 9%,
i.e. 10% excluding agriculture (Quarterly Monitor, 4/2006, 1/2007). GDP growth can mainly
be ascribed to an increase in productivity resulting from a restructuring of the inefficient part
of the economy. This, however, is still insufficient to generate net employment growth.

The use of the GDP is characterised by high private consumption, low investment and high
foreign trade as well as current account deficits. The ratio of gross investment in Serbia’s
fixed assets is substantially low, averaging only 15% in the last five years (much lower than
in other transition countries). Increased investment in the economic infrastructure and new
technology and equipment are a prerequisite for achieving higher GDP growth rates and
boosting competitiveness and exports. Investments averaging 25% of the GDP are necessary
in order to overcome the technological lag and succeed in economic development.

Foreign Direct Investments (FDI) amounted to 8903 million USD in the period between
2001-2006. The following table provides an overview of the FDI in the past five years:

Table 1.2 Total Foreign Direct I nvestments, 2002-2006

Foreign Direct Investments

2002 2003 2004 2005 2006
Net (in bln USD) 475 1360 966 1550 4387

Source: National Bank of Serbia (NBS)

The preceding timeframe has been characterised by insufficient FDI, especially in greenfield
investment i.e. foreign investment for creation of new companies rather than purchase of
existing ones. To date, most investments in Serbia have been brownfield i.e. related to
purchase of state and socially owned companies and banks at privatisation tenders and
auctions. The trend of increasing FDI inflow can be clearly seen in table 1.2.

Table 1.2 nevertheless indicates a trend of considerable acceleration of FDI inflow; there is no
doubt however that the 2006 level cannot be maintained in 2007 and 2008.

Stability in the exchange of foreign currency and continuing growth in foreign currency
reserves has helped to achieve relative stability in the price in the past five years. Inflation,
measured by retail prices, fell to 6.6% in 2006. Core inflation formed in the market by the
‘targeted inflation’ regime, recently controlled by the National Bank of Serbia (NBS), stood at
5.9% in 2006.

Table 1.3 Inflation and Foreign Currency Exchange, 2002-2006

Prices and Foreign Exchange Rate 2002 2003 2004 2005 2006
Retail prices - total (end of year) 14.8 7.8 13.7 177 6.6
Basic inflation (end of year) 4.4 6.1 11.0 145 59
Real Dinar/Euro exchange rate (base Dec. 02=100) 104.8 1024 1063 1058 974
Nominal Dinar/Euro Exchange Rate (period average) 60.68 6497 72.62 8292 84.19

Source: NBS (prices) and FREN (exchange rate)



High prices of petrol and basic metals in the world market and on a national level, an increase
in prices for administration and monopolisation, greater and more effective demand and
structural problems in Serbia’s economy, were all factors that contributed to the relative
increase in price until 2005. The root cause of inflation in 2005 was the major influx of
foreign capital resulting from access to foreign loans and privatisation (FDI). This translated
into supply growth and excess demand. NBS started to cut back the increase in inflation in
late 2005 and brought it to a halt in late 2006 and in the first quarter of 2007. The increase in
salaries in the public sector in late 2006, which was related to the political business cycle, will
be an additional source of pressure on inflation in 2007. In NBS projections for 2007, total
inflation stands at 6% and core inflation at approximately 3%, i.e. still higher than what is
standard for more developed economies. NBS predicts that there is a high risk that the target
corridor of inflation for 2007 (4-8%) may not be achieved.

The NBS has been managing a de jure floating foreign exchange regime. On the one hand it
has been guided by a need to achieve its primary goal — a low and stable inflation rate - and,
on the other hand, a need to achieve a sustainable balance of payments to position the country
in the medium term. The Dinar strongly appreciated in 2006 (12.1%) in real terms.
Nominally, the exchange rate remained de facto constant in the first half of the year, but it
grew by 9.2% in the second half of 2006. As already mentioned, this strong nominal and real
appreciation of the Dinar in the latter half of 2006 and the first quarter of 2007, played an
important role in halting inflation and simultaneously contributed to a growth in the foreign
trade deficit. Much of the domestic imbalance, measured by inflation, thus spilled over to
foreign imbalance, which is measured by the deterioration of the foreign trade deficit.

Given the positive results achieved in terms of economic growth and halting inflation, the
greatest cause of macroeconomic imbalance since 2001 can be attributed to the current
account balance of payments deficit. According to the NBS, the ratio of the current account
balance of payments deficit to the GDP stood at 2.7% in 2001, at 8.7% in 2002, and at 7.8%
in 2003. The following table provides detail of the structure and causes of the balance of
deficit pyments in the past three years.

Table 1.4 Balance of Payments, 2004-2006

Balance of Payments 2004 2005 2006
External debt 52.5 62.0 66.9
Public debt 415 448 37.7
Private Debt 11.0 17.2 29.1
Net external debt"” 412 43.0 29.4
Export of goods 15.2 19.0 20.9
Import of goods -42.1 -39.3 -40.9
Balance of Goods -26.9 203 -20.1
Current Transfer Balance -11.1 -8.6 -11.7

Source: FREN
D External debt less NBS foreign currency reserves.

The high current account deficit during this period can be attributed to a negative balance of
goods resulting from a much faster growth of imports than exports. Although exports marked
a solid increase in 2006 (circa 30% year-on-year) and continued to grow in the first quarter of
2007, their rising starting-point was low and the increase was therefore insufficient. Thus,
despite the relatively high growth in exports, Serbia’s already high foreign trade deficit



increased by 15.7% in 2006. The current account deficit also grew in 2006 and stood at 11%
GDP. This major deficit in the medium term may prove to be sustainable if funded from the
inflow of FDI. As mentioned above, until 2006, FDI had been insufficient to cover the current
account deficit. The question still remains whether the deficit can be sustained in the medium
term if the structure of FDI (currently dominated by brownfield investment) does not change.

Serbia’sforeign debt increased in 2006, reaching a level of 66.9% of GDP. The increase was
a result of private debt growth. According to World Bank criteria, Serbia falls within the
group of moderately indebted countries (a severely indebted country has a present value of
debt service to GNP of at least 80%).

The state of transition — Progress made in structural and investment reform is usually
expressed in terms of nine transition indicators defined by the European Bank for
Reconstruction and Development (EBRD). These indicators measure the synthesised
assessment of progress achieved in the four main elements of the market economy:
enterprises, market and trade, financial institutions and infrastructure. EBRD transition
indicators confirm that Serbia has successfully completed the first stage of transition by
achieving macroeconomic stability and has laid the foundation for the second stage of
reform. Its economic policy in the forthcoming period is to ensure economic growth, increase
in employment and increase in the living standards of the population.

Table 1.5 Annual EBRD Transition Indicators- Serbia, 2002-2006

EBRD Transition Indicators 2002 2003 2004 2005 2006
Price liberalisation 4.0 4.0 4.0 4.0 4.0
Trade and foreign exchange system 3.0 3.0 3.0 33 33
Small-scale privatisation 3.0 3.0 33 33 3.7
Large-scale privatisation 2.0 23 23 2.7 2.7
Enterprise restructuring 2.0 2.0 2.0 23 2.3
Competition policy 1.0 1.0 1.0 1.0 1.7
Banking reform 23 23 2.3 2.7 2.7
Non-bank financial institutions 1.7 2.0 2.0 2.0 2.0
Infrastructure reform 2.0 2.0 2.0 2.0 2.0
Average value of annual EBRD

indicators 2.3 24 25 2.6 2.7

Source: EBRD

According to the individual EBRD indicator values, Serbia’s progress in the field of
competition policy has been assessed as the least favourable, while reform in non-bank
financial institutions and infrastructure have been graded somewhat higher. Serbia
nevertheless did make progress with respect to the EBRD competition policy indicator in
2006 compared to the preceding years (from 1.0 to 1.7). The World Economic Forum World
Competitiveness Index also corroborates the improvement of the competitiveness of
Serbia’s economy in the past few years, although it still ranks Serbia as substantially low.
From the perspective of global competitiveness, which is an indicator of all factors
determining the prosperity of a national economy, Serbia’s economy improved its ranking
from 96th place in 2004 to 87" in 2006.2

Non-bank financial institutions in Serbia were assessed as relatively unfavourable, due to an
insufficiently developed insurance sector and domestic capital market. Significant

? National Strategy of Economic Development of the Republic of Serbia 2006-2012.



improvements ensued in the past two years following the adoption of the relevant systemic
laws. With regard to the infrastructure sectors, laws related to telecommunication, energy,
railways and PTT were passed and the process of restructuring public companies began
during that period.

The labour market will be addressed further in this paper. For now, chief traits will simply be
listed: high unemployment, high concealed unemployment, low percentage of employees in
the private sector and insufficient mobility in the workforce. Free determination of wages led
to an increase in salaries in real terms from 2001 — average net salaries increased from 90
Euro in 2001 to 260 Euro in 2006. Wages increased by 11% in real terms in 2006 and in the
preceding years by an average of 18% per annum, clearly much higher that the overall
economic activity and productivity.

Official assessment statistics (Arandarenko and Stani¢, 2006; World Bank, 2006) somewhat
overestimate increase in wages since they are based on information received from large
companies where salaries have grown more rapidly than in smaller, newly established
companies. In addition, when outlays like taxation on previously non-taxable meal and
holiday allowances in 2001 spilled over to salaries, and were recorded for the first time, this
also contributed cumulatively to a greater increase in wages. The growth of wages in Euros,
coupled with the appreciation of the Dinar, has resulted in lower economy competitiveness
and an increase in imports in an economy already suffering from a high trade deficit.

Table 1.6 Average wagesin Dinars, wage and work productivity growth rates

Aver age wages per employee 2002 2003 2004 2005 2006
Gross wages 13,260 16,612 20,555 25,514 31,745
Net wages 9,208 11,500 14,108 17,443 21,707
Year-on-year growth rate (%)

Nominal 713 24.9 22.7 23.6 245
Real 46.9 13.6 10.1 6.4 11.4
Work productivity (growth rate, %) 6 3.7 7.9 5.3 7.8

A major increase in wages in real terms (16%) ensued in the fourth quarter of 2006, when the
greatest increase in public sector wages were recorded as a result of the expansionistic fiscal
policy in the pre-election period. This led to the increase in work unit costs and decrease in

economy competitiveness. The high wage growth trend continued into the first quarter of
2007.

In concluding this section it can be asserted that despite major disparities — high foreign trade
deficit, inflatory pressure and high unemployment, macroeconomic trends that appear to be
relatively favourable and, should domestic, regional and external circumstances remain
consistent, relatively high economic growth and further macroeconomic stability can be
expected. Political constraints and threat to stability in the country such as the Kosovo issue,
cooperation with ICTY and consequently the pace of EU integration are however less
predictable. These issues and their impact on Serbia's political and economic future will not
be reviewed in this paper.



2. Overview of the Situation at the Labour M arket
2.1. Chief Labour Market Indicators

Macroeconomic stability and good progress in structural reform has contributed to
maintaining a positive economic growth (at an average 5% per annum) since 2000 without the
expected transition recession. Even conservative estimates predict that a 5% annual economic
growth will continue at least until 2008 (IMF, 2006). The recent and expected FDI revenue,
coupled with an ambitious National Investment Plan of Keynesian inspiration (which
envisages an amount of 1.6 billion Euros, funded from private revenues, to be spent on road
construction, farm and tourism infrastructure, health, education, science and culture over the
next four years) recently launched by the Government may potentially reduce macroeconomic
stability but may also boost growth predictions in the coming years. Expectations are that
socially-owned companies will be privatised and that restructuring of public companies will
be stepped up by end of 2008.

A drop in unemployment rates, traditionally high in Serbia did not however, follow the
considerable and incessant economic growth. Unemployment remains one of the key long-
term problems of economic policy in Serbia. Moreover, according to methodology of the
International Labour Organisation (ILO), unemployment rates have practically doubled from
2001 to 2005, 11% to 21.8%, due to restructuring in the economy and privatisation. This
unfavourable trend appears to have reached a standstill although not reversed in 2006. Data
from the 2006 Labour Force Survey (LFS) noted that there were approximately 692,000
unemployed people in Serbia, i.e. 26,000 less than in 2005.

According to ILO methodology, the unemployment rate stood at 21.6% in October 2006, a
negligible drop of 0.2 percent points over 2005. This rate is more than double the average
unemployment rate in EU27, which stood at 7.9% in 2006. No other EU member state has a
higher unemployment rate than Serbia. Only three European countries have a higher
unemployment rate than Serbia and all three were once part of the former SFR Yugoslavia:
The former Yugoslav Republic of Macedonia, Bosnia-Herzegovina and Montenegro. Kosovo,
now under UN administration also has a higher unemployment rate than Serbia.

Table 2.1 Unemployment Rate of the Working Age Population

Unemployment Rate (%) 2001 2002 2003 2004 2005 2006

Unemployment Rate — Total 122 133 14.6 18.5 20.8 20.9
Unemployment rate - (15-64 age category) 134 14.5 16.0 19.5 21.8 21.6

Source: 2001-2006 annual Labour Force Surveys

According to the National Employment Service (NES) data (based on formal employment
statistics collected from the Republican Statistics Bureau, RSB), 2,028,854 people were
employed in Serbia in 2006 (annual average, excluding farmers), or less than 2% in 2005.
Only 27.2% of the total population (53.5% of the population were of working age) were
employed.

Overall, registered unemployment is still on the rise. In December 2006, 916,257 unemployed
people were registered with the NES in Serbia, 53.9% of them women. According to the NES,
the registered unemployment rate in December stood at 28.05%, i.e. 2.3% more than at the
end of 2005. Higher rates of formal unemployment compared with the corresponding rates
defined by the ILO can be attributed to two factors — firstly, there is a considerable number of



informally employed or self-employed people who are not included in formal employment
statistics; secondly, a large number of informally employed, working-age people who are not
part of the labour force have been registered as unemployed in order to gain social benefits
and health insurance to which unemployed persons are entitle to.

Although growing unemployment can be interpreted as an inevitable consequence of
restructuring, especially if restructuring entails a privatisation model based on sale as in
Serbia, the absolute drop in employment until 2004, and its stagnation at a considerably low
level according to LFS, gives rise to the concern as is evident in Serbia’s economy, that it is
unable to transform economic growth into employment growth. This conclusion is further
corroborated by the fact that official indicators of employment (including self-employment)
have been slowly but steadily declining since 2001. Serbia’s relatively poor initiative in
creating jobs is, however, typical of states in the early stages of transition (World Bank,
2006).

Table 2.2 Chief Labour Market Indicators— Breakdown of the Working-Age Population
(15-64) by Gender, 2004-2006

2004 2005 2006

Total Men Women | Total Men Women | Total Men Women
Participation rate 664 751 579 65.2 743 56.2 63.6 72.7 545
Employment rate 534 63.1 44.0 51.0 612 4038 49.9 59.2  40.6
Unemployment rate 19.5 159 24.1 21.8 176 274 21.6 18.6 255
Long-term unemployment 775 757 79.0 79.0 784 79.6 80.6 76.7 843

Source: LFS 2004, 2005, 2006.

Table 2.2 sums up the chief working-age population labour market indicators, which apply
only to international comparisons, and analyses economically relevant national labour market
trends. The current levels of these indicators, notably the unemployed and unemployment
rates, have provoked a large number of different public assessments and interpretations.
Different opinions expressed by experts are of concern as they reflect insufficient knowledge
of the nature of the main contingents in the labour market and their essential features.
Different assessments arise mainly from a mix of economic and administrative definitions of
these contingents. This is either due to lack of knowledge or because there is a need to
illustrate a specific political stand by invoking a befitting — rosy or gloomy — set of data in
hand.

Economic definitions of the main contingent of the working-age population (employed,
unemployed and non-participants) are based on the real, economically relevant status of
working-age people. According to the economic criteria, a person is classified as employed if
s’/he was working in the reference period and therefore earned a specific income. A person is
unemployed if s/he has been seeking employment, is willing to accept it, and is able to
perform it, but has been unable to find any work in the reference period. Finally, a person is
not part of the labour force (employed and unemployed) if s/he has not worked, or has not
desired to work, or was temporarily or permanently prevented from working in the reference
period.

As opposed to the economic definitions, administrative definitions of the working-age
population contingent are based on their formal, registered status. According to the
administrative criteria, a person is employed if s/he has been registered as an employee with
an employer or if they are self-employed. A person is unemployed if s/he has been registered



as unemployed with the appropriate state service, and a person is not part of the labour force
if s/he does not fall under one of the two formal statuses mentioned above.

Despite varying interpretations and assessments of indicators in the labour market situation, it
is evident that all three of the main labour market indicators — participation rate, employment
and unemployment rate — reveal a trend of clear and consistent deterioration since 2001.

Labour market indicators for Serbia are much lower than the average EU labour market
indicators. The employment rate falls considerably below the 2000 Lisbon Strategy goal,
which envisages a 70% employment rate. Only half of Serbia’s working-age population is
employed. Equally, the unemployment rate in Serbia is twice as high as the average rate in the
EU and greater than the unemployment rate in any EU member state, including Poland and
Slovakia, whose unemployment rates in 2005 stood at 18.8% and 18% respectively, but were
reduced to above 10% by the end of 2006. Serbia ranks somewhere in the middle with respect
to labour market indicators when it is compared with other states and international
protectorates of the Western Balkans.

2.2 Structural Features of the Labour Force

The active working-age (15-64) population in 2006 decreased by 1.6% compared to 2005 and
continued the declining trend of participation which was characteristic of the preceding years
(Table 2.3). The trend of wage and salaried workers (73% of those employed) has continued
to grow, while the number of self-employed and contributing family workers have been
declining (Table 2.4). It is interesting to note that while the self-employed portion of total
employment has been growing according to administrative data, LFS shows the contrary.
Another interesting point to be consider, is that the administrative and economic (survey)
numbers of employed persons do not vary greatly. The reason for this may lie in the fact that
LFS covers only a portion of the informal unemployment and it is also likely that RSO has
overestimated the number of employed, especially in the entrepreneur and self-employed
categories (there are cases where there is duplication of informal work status or where
entrepreneurs have formally registered family members as employees to entitle them to
benefits.).



Table 2.3 Labour Market Indicators— Breakdown of the Working Age (15+) Population

by Age, 2004-2006

Total

2004 2005 2006

15-24  25-34  35-54 55-64 65+ | 15-24 25-34 35-54 55-64 65+ | 15-24 25-34 35-54 55-64 65+
Activity rate 37.0 83.3 81.9 41.1 144 | 358 82.3 81.9 39.5 114 | 374 80.5 80.3 36.1 7.9
Employment rate 19.2 64.2 70.1 37.3 143 | 187 59.0 68.6 35.4 11.3 | 195 59.4 66.9 32.6 7.8
Unemployment rate | 48.1 229 14.4 9.2 0.7 477 28.4 16.3 10.3 0.7 47.8 26.1 16.8 9.5 1.0
Inactivity rate 63.0 16.7 18.1 58.9 85.6 | 64.2 17.7 18.1 60.5 88.6 | 62.6 19.5 19.7 63.9 92.1

Men

2004 2005 2006

15-24  25-34  35-54 55-64 65+ | 15-24 25-34 35-54 55-64 65+ | 15-24 25-34 35-54 55-64 65+
Activity rate 40.9 90.9 89.8 56.8 19.5 | 40.8 90.0 90.4 55.7 15.8 | 439 89.2 88.3 51.5 10.6
Employment rate 22.0 75.4 80.1 50.9 19.4 | 225 71.1 79.5 49.5 15.6 | 25.0 69.8 75.9 47.1 10.5
Unemployment rate | 46.1 17.0 10.8 10.4 0.6 449 21.0 12.0 11.2 1.2 43.1 21.7 14.1 8.6 1.1
Inactivity rate 59.1 9.1 10.2 432 80.5 | 59.2 10.0 9.6 443 84.2 | 56.1 10.8 11.7 48.5 89.4

Women

2004 2005 2006

15-24  25-34  35-54 55-64 65+ | 15-24 25-34 35-54 55-64 65+ | 15-24 25-34 35-54 55-64 65+
Activity rate 333 75.5 74.1 26.9 10.5 | 30.6 74.3 73.7 243 8.1 30.1 71.6 72.6 22.1 5.7
Employment rate 16.5 52.7 60.3 25.0 104 | 14.8 46.2 57.9 222 8.1 134 48.9 58.1 19.6 5.7
Unemployment rate | 50.5 30.3 18.6 7.0 0.9 51.7 37.8 214 8.3 0.9 55.5 31.7 20.0 11.4 0.8
Inactivity rate 66.7 24.5 259 73.1 89.5 | 694 25.7 26.3 75.7 91.9 | 69.9 28.4 27.4 77.9 94.3

Source: LFS 2004, 2005, 2006

The breakdown of the labour force according to age in Table 2.3, clearly shows that the
younger membersof the labour force (15-24-year-olds) have the poorest status performance
because of extremely low rates of employment in this age category. Since most youths under
25 are first-time job seekers, unemployment rates are expected to be above average. The
number of employed youth in total employment is however disappointing. The youth
employment rate stood at a mere 19.5% in 2006 of the overall employment rate of 49.9% (as
shown in Table 2.2). On the positive side, the long-term unemployment rate in the 15-24 age
category is lower than in other age categories; this is largely as a consequence of the
considerable inflow into the labour market of new participants in this age group, which

inevitably lower the long-term unemployment rate.

The youth (15-24) unemployment rate in Serbia is higher than in EU25 (18.9% in 2004) or
than it was in other neighbouring countries in 2004 — the unemployment rates in Bulgaria and
Romania stood at 25.8% and 23.2% respectively that year. Therefore, despite relatively low
participation and employment rates in this age group, as many as one half of young people in

the labour force are unemployed. It should also be noted that 55.5% of women in this age
category are unemployed. Moreover, it should be emphasised that young people tend to
accept jobs in the informal sector more often than older people do which means that the

quality of their employment is lower than it is in other age groups.
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Table 2.4 Breakdown of the Working-Age Population by Labour Market Status

Serbia EU
% 2004 2005 2006 2006
Active population 66.4 65.2 63.6
Employed 534 51.0 49.9 63.4
Self-employed 22.5 20.6 20.1
Wage and salaried workers 70.3 71.3 73.0
Contributing family members 7.2 8.0 6.9
Unemployed 19.5 21.8 21.6 7.9
Men
Active population 75.1 74.3 72.7
Employed 63.1 61.2 59.2 70.8
Self-employed 29.0 26.2 26.6
Wage and salaried workers 67.6 69.6 69.8
Contributing family members 34 4.1 3.6
Unemployed 15.9 17.6 18.6 7.1
Women
Active population 57.9 56.2 54.5
Employed 44.0 40.8 40.6 56.0
Self-employed 13.4 12.2 10.8
Wage and salaried workers 74.0 73.9 77.6
Contributing family members 12.7 13.9 11.6
Unemployed 24.1 274 25.5 8.8

Sources: LFS 2004, 2005, 2006, Eurostat

Employment in socially owned companies dropped (Table 2.5) in 2005-2006, as it did in
other companies (co-operatives, mixed-owned enterprises, et al). The number of women
working in socially owned companies was nearly halved in the same period. The number of
employees in the state sector increased by 6.1% over 2005, while the number of men
employed in the state sector fell in that period, the number of women in this sector rose by
17.1%. Additionally, in 2006 there was an increase of 21% of people employed in privately
owned companies (including in agriculture).

The rate of self-employment in Serbia which exceeded 27%, is high in comparison to the 15
“old” EU member states, which stood at 15.7% in 2005 (OECD 2006). The male self-
employment rate of 19% and the female rate of 13.9% indicates that the gender gap of self-
employment in Serbia is much greater that in other EU15. Self employment rates however in
the three EU Mediterranean countries; Greece, Italy and Portugal are similar to those in
Serbia.
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Table 2.5 Breakdown of Employees by Form of Owner ship and Gender, 2005-2006

2005 2006

Total Men Women Total Men Women
Total 2,733,412 1,634,988 1,098,424 2,630,691 1,554,674 1,076,017
State owned companies 651,498 349,233 302,265 691,223 337,294 353,929
Privatelyowned companies | 1,640,139 1,011,254 628,885 1,632,617 1,006,960 625,657
Socially owned companies | 329,271 200,966 128,305 234,491 162,338 72,153
Other types of companies 112,504 73,534 38,969 72,360 48,082 24,278

%

State owned companies 23.8 214 27.5 26.3 21.7 32.9
Privatelyowned companies | 60.0 61.9 573 62.1 64.8 58.1
Socially owned companies 12.0 123 11.7 8.9 10.4 6.7
Other types of companies 4.1 45 3.5 2.8 3.1 2.3

Source: ARS 2005 and 2006

The working-age population unemployment rate dropped by 0.2% percentage points (691,877
unemployed) in 2006. After a considerable increase in unemployment in October 2005
compared to 2004, a decline of 25,000 was recorded in 2006. . This stagnant trend or mild
decrease is expected to continue in the following two or three years. This consequence is due
to two strong, mutually opposing parallel effects.

On the one hand employment in the private sector (SMEs, entrepreneurs, et al.) has visibly
grown and, on the other hand, restructuring, bankruptcy and privatisation of socially and
state-owned companies has left a large number of workers without jobs. Although there is
growth in the private sector, it is still, however, not possible to create new jobs in order to
absorb redundant worker from restructured companies and at the same time provide new job
opportunities to the existing contingent of unemployed people.

Measures taken to reduce the number of employees working in companies undergoing
restructuring were not helpful to the situation in the labour market. For example, a large
number of workers who, willingly or unwilling left their companies, were given severance
pay and were not included in any measures taken to improve employability level. They were
therefore registered with NES.

The majority of unemployed people are secondary school graduates — most are part of the
active labour population and on the same educational level. This, however, implies that
Serbia’s secondary school system is inadequate and non-responsive to the country’s economic
needs. A very small percentage of unemployed people (compared to the total number in the
active labour population with the same schooling) are college and university graduates.

The percentage of unemployed men who are of working age, has increased by 1 percentage
point while the unemployment rate of women of working age has dropped by 1.9 percent
points - this data indicates that there is an ongoing trend of growing unemployment amongst
men and a decline in the pronounced gender inequality in unemployment. The ratio of
unemployed men and women in Serbia is therefore close to the ratio EU member states’ ratio.

2.3 Labour Legidation and Labour Market Institutionsin Serbia

Three factors — the process of transition and privatisation; labour legislation and labour
market institutions; and the wage taxation system are often viewed as the main reasons for the
deteriorating situation in the labour market in the past five years. While the first two groups
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were earlier identified as the chief causes of the unfavourable trends in the Serbian labour
market (e.g. World Bank, 2004; Mijatovi¢, 2005), a recent study (Arandarenko and Stanié,
2006) incorporated into the new World Bank Serbian Labour Market Assessment (World
Bank, 2006) shifts the focus to several haplessly designed features of the Serbian system of
taxes and contributions on wages introduced in 2001.

Labour Legislation

The full flexibility of the labour market (the main, albeit not only, component which
comprises minimum regulations for hiring and firing workers i.e. the principle of voluntary
employment for both employers and employees, so-called employment at will) is a well-
known free-market recipe for achieving full employment. According to the standard doctrine
principle, ‘rigid’ legislation prevents the labour market from operating efficiently. It increases
unemployment above the natural level, while simultaneously reducing growth and labour
intensive investments, as employers do not have the incentive to hire new workers and fear
costs they may have to pay when they fire them. Traditionally low unemployment in the USA
and, more recently, in the UK, in comparison with the higher unemployment rates in
continental Europe is usually quoted as crown evidence that free employment contracting is
the key to addressing the unemployment problem.

However, more rigorous econometric research into how the regulation of employment affects
the general economic performance and labour market indicators, is not as unambiguous. A
large number of studies into the relationship between OECD, EU, transition and developing
countries have been published in recent years. Their conclusions vary, but most agree that the
correlation between regulation and unemployment is far from linear.

An influential study conducted under ILO auspices (Cazes and Nesporova, 2003) did not find
any statistically relevant effects of employment protection legislation on aggregate long-term
unemployment and youth unemployment rates in transition countries. The authors identified a
significant correlation between the degree of employment protection, on the one hand, and
employment and labour force participation rates on the other. They found however, opposing
trends in CEE transition countries and Western European countries. According to the study,
stricter employment protection legislation negatively correlated with employment and labour
force participation in the Western European countries; in CEE states, and contrary to
expectations, greater employment protection has helped boost employment and economic
activity, at least in the formal sector of the economy.

At the onset of reform in Serbia, the labour market situation was characterised by clear signs
of pronounced inefficiency, entailing high and growing unemployment, slow but continuous
decline in formal employment, alongside a growing concealed surplus of labour in the public
and ‘social’ sectors, an extremely rigid formal labour market, low wages and widespread non-
payment of wages, as well as huge informal employment as a last resort for many workers
(Arandarenko 2002).

It was clear that a radical reform was needed and that reform of labour market institutions and
the employment policy had to be coordinated with the general direction of the market reform.
But, as in many other transition countries, the main directions of the economic reform were
designed without a real grasp of the features of the labour market, either as a key endogenous
variable in the economic system or as a constraint to specific strategic policy directions.
Serbia, for instance, decided that sales privatisation was to be the only method of privatisation
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despite warnings that such an approach would entail extremely high unemployment over a
longer period of transition.

As in other countries, the reform strategists perceived labour market reforms as auxiliary
reforms, exogenous in essence. “Envisaged labour market reform should improve the
business environment and facilitate economic restructuring. The new legislation will:
(a) guarantee core labour standards; (b) streamline and reduce minimum statutory benefits for
employment termination and unemployment; (c) liberalise hiring procedures and allow for
flexibility in the modality of employment; (d) liberalise wage determination, except for the
minimum wage; and (e) bring statutory minimum leave and maternity benefits to levels
affordable to the majority of the economy.” (Government of Serbia Letter of Intent to the
IMF, 2001)

The new Labour Code was adopted in December 2001 as the Government had promised the
IMF. The draft law was deliberated with the trade unions within the already established
Socio-Economic Council and, despite the widespread dissatisfaction of their members, all
three representative trade union confederations were at one point willing to support the
compromise text they had agreed on with the Government and employers. After several
unilateral last-minute amendments ensuring greater flexibility, only the smallest
confederation, led by the then Labour Minister, ended up supporting the new legislation. The
other two confederations walked out of the Socio-Economic Council in protest. Although they
resumed participation a few months later, it appears that social dialogue, as an instrument for
the consensual reform of the labour market institutions and employment policy, had then been
dealt a blow it has not recovered from yet (Arandarenko and Stojiljkovi¢, 2006).

The course was nevertheless altered somewhat after a new Government was formed in early
2004. The new Minister decided to propose a new, more balanced and ‘Europeanised’ Labour
Code despite strong protests voiced by foreign investors, employer organisations, the World
Bank and the IMF. The sharpest criticism regarded the re-establishment of obligatory
collective bargaining, excessive protection of TU leaders, allegedly excessively generous
mandatory severance payments and the budgetary consequences of establishing solidarity
funds for surplus labour in bankrupt firms, as well as the introduction of a two-instance appeal
procedures for workers dismissed for underperforming. After a typical late-night crisis
meeting between the Government members and WB representatives, the Serbian Assembly
adopted a somewhat milder version of the initial text in early 2005.

Despite the fierce battles over the two Labour Codes passed after 2000, they appear to have
actually made little difference ‘in the field’. The chief reasons for this lay, on the one hand, in
their weak and inconsistent implementation, to say the least;® on the other hand, the labour
market is autonomously regulated by collective agreements and/or ‘inertia’ factors, such as
financial constraints and deals resulting in long-term implicit agreements, as well as by
customs, ‘gift exchange’ between the employers and employees, etc.

? Interestingly, companies undergoing privatisation hardly ever suffer legal consequences for failing to fulfil
their basic obligations (such as the failure to pay their workers their wages) because, under the law, they cannot
go bankrupt until the privatisation procedure has been completed. Moreover, small private companies often
apply the double payroll policy — they pay minimum wages into the employees’ accounts and minimum taxes
and contributions on these wages, and the rest of the agreed salary to the workers in cash; they do not pay taxes
and contributions on the part of the wages paid out in cash.
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The latest World Bank Assessment of Serbia’s labour market (World Bank, 2006) qualified
the changes introduced by the 2005 Labour Code as significant, but not as fundamentally
different from the prior law. The general conclusion after the analysis of the 2005 law is that
the regulation of the labour market in Serbia is not excessively rigid compared with that of
other SEE or OECD states. The OECD and WB recently separately calculated the
Employment Protection Legislation (EPL) Index for Serbia; they applied slightly different
methodologies and compared Serbia with different countries, but both ranked Serbia in the
middle range of the EPL Index. Moreover, relatively high informal employment and limited
inspection capacity in the formal sector have without doubt limited the extent to which labour
law affects labour market outcomes, which further improves Serbia’s relative position when it
is compared with OECD countries, if not in comparison with other SEE countries as well.

Several recent surveys of companies conducted by the WB and some other institutions also
indicate that, compared with other constraints, labour force regulation does not rank high on
the list of problems these companies face in doing business in Serbia. Nevertheless, about
one-third of the companies listed labour force regulation as a problem both in 2002 and 2005
(as opposed to only one-fourth of the companies in Europe, Central Asia and SEE). On the
other hand, nearly two-fifths of the surveyed companies in the EU8 (new CEE members of
the EU) perceive rigid labour force regulation as a problem (World Bank, 2006). What is even
more surprising is that while the share of companies perceiving rigid legislation as a
significant problem has grown from 2002 to 2005 in the other regions, the share of such
companies in Serbia has remained practically the same in the period, although a new Labour
Code, criticised by the employers for re-introducing excessive protection of workers,
characteristic of pre-2001 Serbian labour legislation, was adopted in the meantime.

It can thus be surmised that labour legislation and labour market institutions cannot be
identified as a factor that crucially worsened the situation on Serbia’s labour market in the
2001-2005 period. On the contrary, the worsening of key labour market indicators fully
coincided with the period during which the much lauded neo-liberal 2001 Labour Code was
applied. Causality, of course, does not follow from correlation, hence the deterioration of the
labour market situation cannot be brought into any connection with the 2001 Code. Some
other factors must have had much greater influence on that situation.

Wage Taxation

The main goals of the 2001 labour taxation reform included broadening the tax base, lowering
overall tax and contribution burdens on wages, and, given the weakness of the tax
administration at the time, preventing evasion of wage tax and social contribution payments
by ensuring universal coverage by abolishing tax exemption, fully taxing fringe benefits and
even by introducing minimal mandatory bases for calculating social contributions
differentiated by educational levels.

Gross wage became the general basis for calculating all taxes and social insurance
contributions. A single wage tax rate of 14% was introduced; social insurance contributions
were considerably lowered, down to 32.6% of the gross wage. Until 2004, companies had also
been obliged to pay a 3.5% tax on the payroll fund. The combined social insurance
contributions were slightly raised in 2003, to 33.6% and subsequently to 35.8% in 2004. The
latest increase in the tax burden was compensated by the abolition of the tax on the payroll
fund.
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Table 2.6 Legislation Regulating Wage Taxes and Contributionsin Serbia, 2001-2007

June 01 - 1 May 03 1 May 03 — 1 Sept 04 1 Sept 04-1Jan 07  As of 1 Jan 2007

Wage tax 14% 14.0% 14.0% 12.0%

Tax exemption in Dinars* n/a n/a n/a 5000

Payroll fund tax until 1 July 2004 3.50% 3.50%

Contributions paid by employees: 16.30% 16.80% 17.90% 17.90%
- Pension and disability insurance 9.8% 10.3% 11.00% 11.00%
- Health insurance 5.95% 5.95% 6.15% 6.15%
- Unemployment contribution 0.55% 0.55% 0.75% 0.75%

Contributions paid by employers: 16.30% 16.80% 17.90% 17.90%
- Pension and disability insurance 9.8% 10.3% 11.00% 11.00%
- Health insurance 5.95% 5.95% 6.15% 6.15%
- Unemployment contribution 0.55% 0.55% 0.75% 0.75%

Total % of tax and contributions on

gross wages 59.9% 61.4% 60.8% 58.8%

* Exemption regards gross wages

The pronounced regressiveness of the wage taxation system in force in Serbia between 2001
and 2007 was an extremely specific feature of the system not found elsewhere in Europe. The
volume and consistency of regressiveness in taxing earnings is the most obvious if one
analyses the tax burdens on various wage levels by using the internationally accepted OECD
methodology (OECD, 2006). According to wage taxation and mandatory contribution
calculation regulations applied in Serbia until the end of 2006, the tax burden on a person
earning a very low income amounting to 33% of the average wage stood at 47.1%; it stood at
42.2% in case of workers earning average wages, while in the case of a worker, whose salary
was eight times the average wage, the tax burden was even lower, standing at 34.5% (in the
latter two cases, including the calculation of the annual income tax).

An alternative measure of tax burden is the effective implicit tax rate (ITR), a macroeconomic
indicator calculated on the basis of aggregate national account data. ITR on labour is the ratio
between the total collected taxes and wage contributions and total costs of labour in a specific
territory. Serbia’s ITR on labour stood at 40.8% in 2004, which is much higher than the EU15
average of 35.9% in 2003, or the average of new EU members standing at 34.5%, including
all EU8 countries (The Czech Republic — 40.1%, Latvia — 38.4%, Lithuania — 36.4%,
Slovakia — 32.4%, Slovenia — 38.4%, Hungary — 39.2%, Estonia — 38.6%).

ITR on labour data obviously place Serbia within the group of countries with an extremely
high overall labour tax burden. This result was expected as the wage taxation system in Serbia
knows no exceptions and family reliefs with respect to taxes and contributions, with the
exception of persons earning extremely high levels of income subject to annual income
taxation.

Overview and analysis of the latest changes in the legislative and strategic frameworks of the
employment policy and recent effects of employment-related measures

The Serbian Assembly adopted amendments to the Personal Income Act and the Act on
Mandatory Social Insurance Contributions in July 2006 and these legislative amendments
came into effect on 1 January 2007. The amendments provide for tax relief and aim at
disburdening the employees earning the lowest wages, stimulating youth employment and
encouraging the development of labour intensive industrial branches in undeveloped regions.
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The reform reduced the wage tax from 14% to 12% and the minimal social insurance
contributions from 40% to 35% of the average gross wage. More importantly, 5,000 Dinars of
every monthly wage are non-taxable under the amendments, which brings substantial relief
with respect to employees with low incomes and their employers, especially those hiring
labour with lower qualifications in less developed regions. Although experts expressed
concern that lower budget revenues may upset the budget balance, the revenues are not
expected to fall spectacularly, nor is the reduction of the average tax burden on labour for
companies expected to fall — even at the current level of 38.5%, it will remain a bit above the
average in EU and OECD member states. This reform was nevertheless welcome as it has
corrected the structural anomalies caused by the regressiveness of taxing income effectively
in force since 2001. Elimination of regressiveness with respect to at least 98% of the
employed is the most important consequence of the new tax regulations.

Amendments to the laws on income tax and social insurance contributions offer a set of
strong incentives - significant tax and contribution reliefs - to employers hiring younger
(under-30) workers. Notably, an employer who hires a first-time worker, under 30 years of
age, on the day s/he is hired and registered as unemployed with the NES, is exempted from
the obligation to pay the wage tax for that employee over the next three years. If the new
employee had held a job before and was registered with the NES as unemployed for at least
three months, the employer is relieved of paying wage tax over the following two years. The
employer may claim these exemptions if the hiring of a new employee has resulted in the
increase in the total number of his/her employees over 1 September 2006. Employers are
granted similar relief with respect to the social insurance contributions they pay — three-year
relief for first-time workers and two-year relief for all other newly employed young people
under 30.

It is too early to assess the effectiveness of this large-scale programme as it has not been
implemented for long. According to initial unofficial data, the employment of around 2,500
young people was subsidised in the first four months of 2007. The NES, however, reported
that employment of first-time workers has fallen by 2.3% in 2006 over 2005. The universal
character of the programme obviously leaves room for the appearance of some well-known
undesired effects. The deadweight effect appears whenever an employer gets a subsidy for
employing a young person, although s/he would have employed a young person even if no
subsidies were granted or if they were lower. This effect is expected to be the strongest
amongst young college graduates in certain professions in high demand, such as economists,
managers, IT experts etc, and in regions with relatively strong labour markets. Another
problematic aspect of the current design is that the subsidies are proportional to salaries
(instead of being fixed per individual employee or at least having a ceiling) - this may
additionally expose the programme to the deadweight effect. The substitution effect may also
ensue — greater employment of young people due to new regulations may be accompanied by
lesser employment of persons who are not eligible for these subsidies.

Similar relief has been introduced for employers hiring persons aged above 45 and above
50, but the employers’ interest in hiring them has been quite bland. According to the
regulations valid since September 2006, employers are granted two-year income tax
exemption and subsidies for contributions they pay for a person above 45 they hire, who has
been looking for a job over 6 months, on condition that the hiring of that person has increased
total company employment. These regulations for the first time introduce three-year income
tax exemption and subsidies for contributions paid by employers for hiring persons with
disabilities under the same general conditions applying to other subsidised categories.
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As both categories (long-term unemployed persons over 45 years of age and persons with
disabilities) are genuinely in an extremely disadvantageous position on the labour market, the
deadweight effect will be less with regard to both categories, especially with regard to persons
with disabilities rather than with regards to young people. This instrument could, however,
also be improved by introducing a fixed or maximum subsidy.

Moreover, many of the unemployed over 45 have been dismissed from their companies and
received severance payments. The introduction of a programme giving incentives for the
productive investment of severance payments in new employment (either through self-
employment or employment with a new, private employer) would supplement the existing
measure, as older unemployed people would be motivated to find a job immediately, not after
a protracted experience of minimum six-month unemployment.

The programme of public works was introduced in 2006. Under the programme, salaries of
workers registered with the NES and hired for the public works are subsidised, as is part of
the material expenses of companies and institutions carrying the public works out. The
programme aims at addressing local infrastructural, social and cultural needs. Given that the
total programme budget slightly exceeded one million Euro in 2006, its effectiveness may be
limited and its final effects modest even if it is implemented fully and successfully.
Expanding this programme would, however, be desirable, especially since specific regional
employment policies can be conducted by it, which is especially significant in a country with
major and increasing regional differences in a labour market such as Serbia.

A total of 337 firms were privatised in Serbia in 2006 (1.5% less than in 2005) - these
companies had employed 58,811 people (7.6% less than the companies privatised in 2005
had). However, only 50 of the 74 large public firms have been privatised to date, nearly half
of them in 2006. It should be noted that only one large company was restructured and
privatised by 2004. That has been one of the main reasons for the huge increase in
unemployment in the recent period. These companies had downsized their workforce by
6,904 in 2006, notably: Serbian Railways laid off 1,883 people, JAT Airways laid off 349,
Serbian Electric Company laid off 2,478, Telekom laid off 634, Dunav Insurance 610 and the
Serbian Petrol Industry 941 workers. Privatisation still awaits socially and state-owned

companies (excluding public companies) employing some 250,000 people (Government of
the Republic of Serbia, 2007).

According to administrative data, the increase in the number of employed persons in 2006
was recorded only in the categories of entrepreneurs and private companies. The share of
entrepreneurs and their employees in the total employed population rose by 2% in 2006 over
2005 (and stood at 28.5%). Although the total number of employed people fell 2% in 2006,
the number of employees in the entrepreneur category increased by 8.9%. These figures
should, however, be taken with a grain of salt not only because the trends do not coincide
with the LFS results. The upsurge in number of entrepreneurs and their employees is most
likely the consequence of major lay-offs of workers in the social and public sectors due to the
restructuring and privatisation of those companies. As their workers had received sizeable
severance payments, it would be realistic to presume that some of them invested the money
into launching private businesses. Another reason for the increase in the number of
entrepreneurs lies in the increasing fiscalisation of the existing but unregistered shops.
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Work on the further development, consolidation and promotion of the development of SMEs
and entrepreneur ship has continued, by:

1. Encouraging the founding of new SMEs (45,400 new shops and 11,300 new firms
have been registered);

2. Non-financial support (the Ministry of Economy funded a project providing the
following expert services to entrepreneurs: training for potential and future SME
owners, business counselling, business exchange organisation, consultations, aid for
participation in entrepreneurship fairs);

3. Direct funding and financial support (funds in the state budget were allocated to
encourage launching own businesses and employment. The Development Fund
approved 1,258 credits totalling 14.5 billion Dinars under favourable conditions).

4. Aid and support to establishing new regional agencies and centres (the process of
establishing a Regional SME Development Agency for the Macva and Kolubara
Districts has been launched) (Serbian Government, 2007).

2.4 Position of the Especially Vulnerable Categorieson the Labour Market

Serbia’s legislation relating to the protection of especially vulnerable groups from
discrimination in employment is relatively harmonised with European regulations and
prohibits discrimination in employment. A law on the professional rehabilitation and
employment of persons with disabilities is being drafted, as is a general anti-discrimination
law.

Guideline 7 of the European Employment Strategy is devoted to promoting the integration of
and combating the discrimination against people at a disadvantage in the labour market.
According to the Guideline, Member States are to foster the integration of people facing
particular difficulties in the labour market, such as early school leavers, low-skilled workers,
people with disabilities, immigrants and ethnic minorities, by developing their employability,
increasing job opportunities and preventing all forms of discrimination. The policies will aim
to achieve by 2010: an EU average rate of no more than 10% dropouts and early school
leavers; a significant reduction in each Member State in the unemployment gaps for people at
a disadvantage according to any national targets and definitions; and a significant reduction in
each Member State in the unemployment gaps between non-EU and EU nationals, according
to any national targets.

The groups warranting special attention in Serbia in that respect include:
e Persons with disabilities;
e Roma as an especially vulnerable ethnic minority;
e Refugees and IDPs.

The Position of Refugeesin the Labour Market
Table 2.7 presents the results of the two most comprehensive censuses of refugees and IDPs
in Serbia. The 2002 data were extracted from the national census conducted by the

Republican Statistics Bureau and refers only to refugees. The 2007 UNHCR census included
both refugees and IDPs.
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Table 2.7 Refugeesin 2002 and 2007 and IDPsin 2007 — Breakdown by District

2002

CENSUS | UNHCR 2007

Refugees | Refugees IDPs Total
City of Belgrade 111300 27546 58420 85966
Northern Backa District 13022 3158 2795 5953
Central Banat District 11797 2807 1015 3822
Northern Banat District 5401 1362 254 1616
South Banat District 16850 4452 2057 6509
West Backa District 22570 6387 676 7063
South Backa District 63553 14053 5148 19201
Srem District 53270 14255 1169 15424
Macva District 17450 5522 977 6499
Kolubara District 5134 1432 892 2324
Danube Valley District 5238 1522 11156 12678
Brani¢evo District 4743 1566 2322 3888
Sumadija District 7283 2062 18145 20207
Morava Valley District 5143 1800 8609 10409
Bor District 1787 572 1319 1891
ZajecCar District 1846 594 1530 2124
Zlatibor District 5584 1209 1722 2931
Moravica District 5604 1596 3964 5560
Raska District 5037 1202 30269 31471
Rasina District 3507 1159 11228 12387
Ni$ District 6462 1140 12367 13507
Toplica District 1278 355 12148 12503
Pirot District 1144 240 601 841
Jablanica District 1896 421 6659 7080
P¢inja District 2236 260 11655 11915
TOTAL 379135 96672 207097 303769

Source: 2002 RSB Census, UNHCR 2007 Census

Comparison of the second and third columns of Table 2.8 below shows that the regional
breakdown of refugees is quite favourable - refugees are concentrated in more developed
regions (according to the regional development degree composite criterion applied in
Arandarenko, ed. 2006). The relevant Spearman rank correlation coefficient is positive and
quite high, standing at 0.605. On the other hand, the positive correlation of the relative share
of refugees and IDPs in the population of the regions, on the one hand, with the degree of
development of the regions, on the other, becomes much less pronounced, when the refugee
and IDP populations (UNHCR 2007 data) are added up, as the relevant rank correlation
coefficient falls below 0.2. Hence, the regional distribution of IDPs is much less favourable
than that of the refugees.
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Table 2.8 Correlation of the Ranks of Regional Development Levels with the Share of
Refugees (and I1DPs) in the Total Population

District Regional Rank according to | Rank according to
Development Share of Refugees in | Share of Refugees
Rank according to | the Total Population, | and IDPs in the Total
MTRS 2006 2002 Census Population, 2007

City of Belgrade 1 4 5

Northern Backa District 4 5 13

Central Banat District 13 6 19

Northern Banat District 14 9 23

South Banat District 8 7 16

West Backa District 10 3 11

South Backa District 2 2 12

Srem District 11 1 8

Macva District 22 8 17

Kolubara District 15 10 22

Danube Valley District 9 12 4

Brani€evo District 5 14 18

Sumadija District 7 13 3

Morava Valley District 6 15 9

Bor District 17 22 21

ZajecCar District 18 20 20

Zlatibor District 16 16 24

Moravica District 19 11 15

Raska District 12 17 2

Rasina District 21 19 7

Ni$ District 3 18 10

Toplica District 24 21 1

Pirot District 20 23 25

Jablanica District 25 25 14

Pcinja District 23 24 6

TOTAL

The unemployment rate amongst the refugee population (excluding IDPs) stood at 30.6% in
2006, according to a survey conducted by the NGO Group 484 (Babovi¢ et al, 2007).
Therefore, the share of unemployed persons in this category of the population is greater than
in Serbia’s general population. As the authors of the survey themselves warned, the survey
sample was not representative of the entire refugee population and had focused on categories
of refugees with specific advantages in the labour market (such as males, refugees with higher
education degrees, refugees residing in cities). It can thus be safely presumed that the results
would have been even less favourable had the Group 484 sample reflected the make-up of the
refugee population more accurately.

The relative fragility i.e. instability of the refugee population’s position in the labour market
and the lower quality of jobs available to refugees are corroborated by this survey as well - a
significant number of the surveyed refugees (about one-third) has switched from employment
to unemployment and vice versa at least once in the past year.

The survey conducted in June 2007 within the Employed, Empowered project paints a

somewhat more optimistic picture, estimating refugee and IDP unemployment at 27.9%
(Opaci¢, 2007). It should, however, be borne in mind that there are many seasonal jobs on
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offer in June, wherefore it may be presumed that the latest survey has reaffirmed that the
unemployment rate amongst refugees and IDPs is nearly 50% higher than the unemployment
rate in general.

The flows between employment and unemployment are more intensive than the flows
between the formal and informal sectors, while the tendencies to launch own businesses are
the least pronounced. If entrepreneurs and self-employed refugees are excluded from the
group of surveyed refugees, who had at least once tried to set up their own business or work
as self-employed even informally, it transpires that merely 3% of the surveyed refugees, who
are not entrepreneurs or self-employed, have tried to work on their own. The 3% can also be
considered as having failed to start their own businesses. Only 1.2% of the surveyed refugees
have tried to launch a business more than once (Babovi¢, 2007).

The above data leads to the conclusion that the flows between employment and
unemployment are the most dynamic; the survey shows that 14% of the surveyed refugees
have switched between the formal and informal sectors. The size of the sample precludes a
comprehensive analysis of the internal features of specific sub-groups and trends. Moreover,
there is no such data on the general population of Serbia, wherefore it is impossible to
compare the features of the dynamics of changes in the labour market status.

A total of 71.2% of the surveyed refugees without Serbian citizenship were active in the
labour market. The percentage of surveyed refugees with Serbian citizenship active in the
labour market was much higher, standing at 82.7%. These and other related data show that
citizenship is positively correlated with participation in the labour market and with
participation in formal forms of employment and self-employment.

Given that the surveyed refugee population comprises the 15-65 age groups, a comparison
was made of the share of the active population aged 15-65 in the total population of Serbia
(68.4%) and the share of the active refugee population in the sample (78.4%). The share of
employed persons in Serbia’s general population aged 15-65 stands at 54.1% while the share
of employed refugees in the total surveyed refugee population stands at 54.4% - this indicates
that increased activity amongst refugees can be almost exclusively attributed to the group
actively looking for a job, not to the employed refugees. A comparison of the breakdown of
workers by status shows that the greatest difference between the surveyed refugee population
and the total population of Serbia is that the former has a greater share of entrepreneurs and
self-employed and a smaller share of persons with the status of contributing family workers.*

* Contributing family workers are persons helping another family member in a family business but are not
formally employed and do not formally earn an income.
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Table 2.9 Breakdown of the Employees in the General and Surveyed Refugee Populations in
Serbia by Work Status, in %

Work Status Employed Employed
Population of | Surveyed Refugee
Serbia Population

Self-employed’ 20.6 27.6

Employed workers® 71.3 70.2

Contributing family workers 8.1 2.2

Total 100 100

Source for the general population of Serbia: LFS 2005

The survey conducted within the Employed Empowered project (Opaci¢, 2007), however,
leads to an opposing conclusion about the relative importance of salaried employees and the
self-employed in the refugee and IDP population. It indicates that the self-employed account
for 10.2% of the total employed refugees and IDPs i.e. their share is more than 50% less than
the share of self-employment in the general population, which stands at 21.4% according to
the 2006 LFS. There are at least two reasons for the major differences in results — the
Employed Empowered survey also included the IDP population, in which the share of self-
employment is much lower than amongst refugees. In addition, there are strong indications
that the sample of the former survey included an above-average share of the better educated
population, which has higher self-employment rates.

Unfortunately the general population data collected during the Labour Force Survey do not
enable differentiation between the formally and informally employed and preclude comparing
these data with respect to the general population and the surveyed refugee population. It
should, however, be noted that 27% of the employed surveyed refugees work for employers
without formal labour contracts. Moreover, as many as 37% of the self-employed surveyed
refugees are informally self-employed, i.e. are working, although they have not registered a
company or a shop. Only 1.8% of the sample were farmers (2.2% of the active refugee
population category), wherefore this part of the sub-sample could not be statistically analysed.
It can only be noted that none of the nine surveyed farmers had received any educational or
financial assistance when they went into agricultural production.

Although the share of long-term unemployment is much higher in all educational categories
of unemployed refugees, the refugees with university degrees unemployed less than a year
account for 40% of the high education category, whereas the share of refugees with
secondary schooling and unemployed less than a year stands at merely 15%. These trends are
characteristic also of the unemployed in the general population as the labour market currently
impedes employment of persons with secondary and lower education.

Long-term unemployment prevails amongst the surveyed unemployed refugees. Merely
16.5% of the unemployed have been jobless less than a year, while the remaining 83.5% have
been unemployed for over a year. Moreover, 68% of the unemployed have been jobless for
over 5 years. The duration of unemployment does not differ much between the refugees from

> The category of self-employed comprises all forms of self-employment: entrepreneurs employing workers, the
self-employed without employees and self-employed who have or have not registered businesses.

% The category of employed workers comprises persons employed in businesses and institutions, both those with
and without formal labour contracts.
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Bosnia and Croatia and between those who have acquired Serbian citizenship and those who
have not.

Over one-third of the unemployed refugees (33.9%) have never held a job, while 14.5% were
left jobless due to the restructuring or liquidation of the companies they had worked for or
were simply dismissed. According to the 2005 Labour Force Survey, 39.2% of the
unemployed in the general population had never been employed and were looking for their
first job, while 29.8% had become jobless because they had been dismissed, because the
companies they had worked for had been liquidated et al. It can be presumed that the
unemployed in the refugee population were relatively less affected by the restructuring of
companies because they were less integrated in the part of the labour market exposed to
restructuring.

According to the survey, 27% of the employed refugees were working for employers without
formal labour contracts. Moreover, as many as 37% refugees were informally self-employed,
1.e. were working although they had not registered a firm or a shop. The vast majority (87%)
of employees working without formal contracts is employed in the private sector, 4% work in
socially-owned companies; the ownership status of companies for which the rest of the
informally employed refugees work remains unknown.

Position of Roma on the Labour Market

A survey conducted by the Belgrade agency Strategic Marketing (SMMRI) in 2006 shows
that 60% of the Roma population is unemployed and is thus the most vulnerable ethnic
community on the labour market. The fewest jobless Roma were found amongst the above-50
age category (38%). Most of the unemployed have been looking for a job over 5 years (51%),
while as many as 64% have never held a job. Only 10% of the surveyed Roma are formally
employed (registered). Of the total number of employed Roma, most work in construction and
public utilities (40%), industry and mining (16%), trade, hospitality and tourism (12%). Sixty-
three percent are employed as semi-qualified or unqualified workers, while 21% are
performing qualified or highly qualified jobs. Most of the employed Roma are currently
working in socially-owned companies (29%) and state institutions (29%). Fewer work in the
private sector — 26% of them in registered private companies and 14% in unregistered private
companies. Fifty-one percent of the surveyed Roma are permanently employed, 21% hold
temporary jobs without prospect of permanent employment, while 18% are working without
contracts. Before getting the jobs they were holding at the time of the survey, 56% had been
seeking a job via the NES, 48% through personal connections, while 34% applied directly
with companies. Most, however, say that they got their jobs through personal connections
(36%), while 26% state they had found jobs through the NES; 12% found jobs by directly
applying for them. Only 2% of all the pollees had launched their own business.

The NES has been actively involved as a social partner in the implementation of the
programme of providing around 250 Roma with functional elementary education. In
accordance with its 2006 Work Programme, the NES invited unemployed persons to apply for
self-employment subsidies: 7,878 applications on behalf of 8,721 persons were filed; 98 of
the applicants were refugees or IDPs; 224 of them Roma, applied for such subsidies for the
first time.

The adoption of the Act on the Prevention of Discrimination of Persons with Disabilities and
the Strategy for Improving the Status of Persons with Disabilities in the Republic of Serbia
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was the first and extremely important step towards regulating the protection of personswith
disabilities in the Republic of Serbia. The NES Work Programme envisages the employment
of 200 unemployed persons with disabilities through the provision of financial support for
adapting workplaces to accommodate persons with disabilities. A total of 208 persons with
disabilities had been employed by the end of 2006.

2.5 Education and Life-long L earning in Serbia — Problems and Prospects

The educational breakdown of Serbia’s population is unfavourable notwithstanding the
significant number of highly educated and qualified people. Nearly 50% of the adult
population has merely elementary schooling or less. This means that around 2 million people
over 15 years of age do not have the adequate labour and life skills and competences and that
many of them have great difficulties finding and keeping a job.

The educational breakdown of the employed population shows that there is a significant
number of educated and qualified workers, but the share of unqualified labour is still very
high. Unqualified and semi-qualified labour still predominates in the unemployed population;
however, the number of educated and highly-qualified unemployed has also been dramatically
rising. Unemployment, notably the inflexibility of the labour market (lack of programmes
satisfying the labour market demands for specific knowledge and skills, career counselling
and guidance, a system for recognising and identifying competences and qualifications and
active employment policy) is one of the chief obstacles standing in the way of overall
sustainable socio-economic development.

The adult education system inherited from socialism and based on “workers’ universities” had
collapsed in the nineties and has not been adequately replaced yet. In late 2006, the
Government adopted an Adult Education Development Strategy; the Action Plan for its
implementation is yet to be drafted.

According to the Adult Education Development Strategy, the creation of a broad network of
institutions and organisations for adult education aims at: expanding real possibilities for adult
education and learning: creating a well structured market of educational programmes and
services in which institutions and organisations produce and offer education and training
programmes under equal conditions and in line with adopted standards; satisfying the labour
market and individuals’ needs for knowledge and skills. Under the Strategy, the adult training
and education programmes shall be realised by schools for adult elementary education and
ordinary elementary schools fulfilling the requirements for working with adults; by vocational
high schools, i.e. their centres for continual i.e. adult education; by universities and colleges
i.e. their specific organisational units (continual education and advanced training centres); by
people’s, workers’ and open universities; by companies/firms and their associations; and, by
other associations and institutions.

Adult education shall, notably, target the following groups: illiterate individuals and persons
who have not completed elementary education; persons without an occupation or
qualifications; the unemployed; redundant staff; the employed, notably categories at risk of
losing their jobs; entrepreneurs and persons launching a private business; persons with special
needs; ethnic and minority groups, especially the Roma; women; the rural population. These
target groups need to be provided with genuine access to education and training through the
development of elementary and vocational education programmes and programmes of
training for the labour market. Refugees and IDPs are thus not treated as a specific target
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group. However, they are expected to significantly benefit from these programmes like the
rest of the labour force if an effective and comprehensive adult education system is
established.

2.6 Resear ch and Development

The evident increase in investments in research since 2000 needs to be bolstered if Serbia is to
conform its allocations for research and development with its own plans and EU requirements
(3% GDP) by 2010. The process of reform in science and research has taken the following
directions:

- reform of the science and research system and development of a successful national
innovation system, which are to lead to the development of creative ideas and their
transformation into successful innovative products and services on the global market;

- completion of the ownership and structural transformation of the economy to enable
its greater acceptance and successful application of contemporary technology, new
knowledge and development of new innovative products for the world markets in
cooperation with scientific and specialised organisations;

- increase in investments in research and development to enable Serbia’s economy and
budget to ensure 3% GDP investments by 2010.

These goals shall be realised by adopting a new scientific and research and innovation policy
and a new relevant legislative framework for scientific research and innovation activities; by
encouraging research and development in areas ensuring Serbia’s dynamic economic and
social development; by creating an innovative system bringing together education, scientific
and developmental research and the development and work of innovative companies; by
considerably increasing the share of developmental research and technological innovation
development in the funding of research; by directing basic research towards universities and
national scientific institutes; by transforming scientific institutes to improve their quality and
effects of their work results; and by considerably rejuvenating the research staff.

Science and research in Serbia is funded in accordance with the Law on Scientific and
Research Activities. Under the Law, research is funded from the budget solely through
scientific research and developmental projects, while the other costs related to science are
covered through special programmes listed in the Law. As opposed to other countries, the
Law envisages that the budget funds allocated for science and research may be granted only to
scientific and research organisations registered with the Ministry of Science and Environment
if they satisfy the defined requirements. The reason for such strict requirements lies in the
limited budget funds. These requirements can be expected to be relaxed as the budget funds
grow.

The 2007 budget envisages a 1% GDP allocation for science and research. Current economic
investments are negligible (less than 0.1% GNP). It needs to be noted that, the budget
allocation for science and research although still quite limited has quadrupled since 2001.

In addition to increasing investments in research and development, the latter’s influence on
economic growth also needs to be ensured. This influence is realised by increasing the
economy’s interest in adopting new technologies, both by replacing the existing ones by
investing in innovation, which would be realised in SMEs, and where it is not necessary to
make major investments in development and capital equipment i.e. where human knowledge,
creative, research and highly qualified labour predominates and where it is possible to create
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conditions for the development and production of internationally competitive products.
Hitherto analyses and assessments have indicated that these requirements are satisfied by
information technologies (development of applicative software, bioinformation technology),
biotechnology (agro-biotechnology) and genomics (molecular biomedicine).

Where research requires major investments, focus should be placed on developing research
staff capable of acquiring knowledge of these technologies and subsequently introducing and
applying them in industry. These technologies include nanotechnology, notably,
nanomaterials, and technologies using renewable sources of energy.

To achieve the set goals and planned level of investments in science and research, the
following needs to be done:

e the dynamic of growth of budget allocations for science needs to be established;

e complementary measures to increase industry and private sector investments in
research need to be defined;
incentives for innovative research need to be defined;
measures to increase the number and mobility of researchers need to be identified;
the procedure for the mutual recognition of research titles need to be defined;
excellence centres, which will rally a critical mass of researchers, need to be set up;
incentives for the development and application of information technologies need to be
defined;
e [T-related legislation needs to be conformed to that of the EU.

Serbia has recently made the following two steps in this respect — it has become a full member
of the EU Seventh Framework Programme for Research and Technological Development to
be implemented in the 2007-2013 period and it adopted its Information Society Development
Strategy in late 2006.

2.7 Labour Market Analysis— Regional Approach

The problems of Serbia’s regional development are reflected in the regional disproportions in
the levels of development of specific areas, the underdevelopment of a large number of
municipalities, lack of structural co-ordination, institutional problems, negative demographic
trends and material constraints. Serbia tops the list of uneven regional development in Europe;
moreover, this disparity has been rising year in and year out (the ratio of most and least
developed municipalities’ - the NUTS-4 level - has increased from 1:19 in 2000 to 1:26 in
2004).

Serbia’s overall economic development is plagued by huge disproportions between its regions
- economic development to date has resulted in stark disparities between various regions,
between regional centres and the smaller neighbouring communities, the villages and the
cities. Moreover, the collapse of some public firms and the transition led to an additional
decline in parameters of development in the traditionally underdeveloped south of Serbia® and
the Sandzak area.” The once developed industrial regions today face dire economic and social

7 Excluding Belgrade municipalities, measured by the GDP per capita.

8 South Serbia includes the municipalities of the Jablanica (Bojnik, Vlasotince, Lebane, Leskovac, Medveda and
Crna Trava) and Pcinja Districts (Bosilegrad, Bujanovac, Vladi¢in Han, Vranje, PreSevo, Surdulica and
Trgoviste).

? The Sandzak comprises the municipalities of: Priboj, Prijepolje, Tutin, Sjenica, Nova Varo§ and Novi Pazar.
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problems; consequently, Serbia now has new undeveloped areas (Eastern Serbia, parts of
Central Serbia, regional mining and traditional industrial centres) and devastated areas."

The extent of the “asymmetry” between the more developed north and undeveloped south of
Serbia is best illustrated by the following performances of the regions (municipalities):

1. City of Belgrade, in which 21% of Serbia’s population live (and which takes up 4% of the
republican territory), employs 29.6% of the population. Its processing industry alone accounts for
25.6% of the total GDP of Serbia and over half of all university graduates in Serbia work in it.

2. The least developed part of Serbia comprises the municipalities in the Toplica, Jablanica
and Pc¢inja districts, as well as the SandZak municipalities — 23 municipalities in all. Together,
they take up 11% of Serbia’s territory and are populated by 10.8% of its total population. The
processing industry in this area, employing 7.9% of all employed in the Republic, accounts
for merely 5.2% of the GDP (2004). In general, the identified problems of the
underdeveloped parts of Serbia above all lie in their lack of qualified workforce and
undeveloped infrastructure capacity, lack of entrepreneurial initiative and specific know-how.

The disparities between the regions in Serbia have grown during transition. The greatest
differences between them pertain to their demographic features, human potentials, economic
structures and efficiency, social and economic infrastructure, environmental protection
problems and internal homogeneity.'' The anatomy of economic decline can be measured by
a series of indicators, but the most illustrative one entails the analysis of the coefficient of
variation of GDP per capita, unemployment levels, original budget revenues, the road
infrastructure development levels and the Human Development Index.'? The recent past was
characterised by the concentration of scientific, research and innovation potential in the major
centres, whereby they have in a way become “alienated” from addressing concrete economic
problems, i.e. applying their knowledge to boost local and regional development. It was thus
possible to conduct such activities only at universities, colleges and institutes. This led to the
migration of human resources from specific regions, the very resources that could have
spearheaded their development; meanwhile, no fresh human or material investments were
made in the infrastructural facilities that had once been used.

Regional inequality, in general, and inter-regional differences in the labour market, in
particular, have been gaining importance in Serbia. Literature on transition has already noted
that economic restructuring tends to deepen the gap between the robust labour market in the
capital and several developed regions with a favourable geographic position, on the one hand,
and the rest of the country, on the other. The survey conducted in 2004 within the
environment study prepared for the National Employment Strategy and the study Serbia
Labour Market Map (2006) corroborated the existence of this pattern in Serbia as well.
Regional unemployment rates by district, for instance, vary in ratios exceeding 1:3. Growing
regional inequality has led to numerous economic, social and political risks, wherefore the
economic policy designers need to address this problem.

' The Government of the Republic of Serbia in 2004 passed a Decree on the Criteria and Indicators for
Identifying Devastated Areas of the Republic of Serbia (Official Gazette of the Republic of Serbia, No 58/04)
Under the Decree, the following municipalities were qualified as devastated areas: Majdanpek, Bor, Priboj,
Medveda, Knjazevac, Prijepolje, Kragujevac, Loznica, Leskovac, Kraljevo, Sid, Raska and Dimitrovgrad. The
following three municipalities were added to the list in 2006: Vlasotince, Svrljig and KurSumlija.

" The draft Act on Encouraging Balanced Regional Development of Serbia defines the criteria for identifying
areas in need of assistance — areas with specific developmental problems.

'2 National Strategy of Economic Development of the Republic of Serbia 2006-2012.
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There are at least three reasons why the problem of unemployment in Serbia needs to be
viewed from the regional perspective. First of all, the scope of labour market varieties
amongst the regions in Serbia is extremely big and there are plenty of indications that it is still
growing. Second, labour market institutions, such as, for instance, the employment and
dismissal regulations, wage bargaining, social insurance, retirement regulations and the tax
system are the same for all the regions. Third, excessive and persistent differences in the
regional features of the labour market, notably salaries and unemployment rates, are a sign of
the inefficient allocation of labour, which is a fundamental economic resource. Reducing
regional differences in labour market indicators inter alia leads to greater productivity and
lesser pressure on inflation growth.

A priority goal in Serbia’s 2005-2010 National Employment Strategy is to slow down the
deepening of regional differences until the privatisation and restructuring process ends in
2007-2008, and, subsequently, to reverse the trend and increase regional equality by the end
of the decade.

In view of the still considerable rigidity on the labour market and outside it, including the
relatively high cost of living outside one’s town of permanent residence, and the secular
sociological factors underlying the relatively limited mobility of the labour active population
in Serbia, expanding employment opportunities within the regions themselves needs to
become the most important mechanism for controlling regional differences in the labour
market. As per encouraging mobility across the country, the approach departing from the
premise that jobs should be brought closer to the workers has an additional advantage - it
helps revive the more backward parts of the country and prevents their depopulation.

The National Employment Strategy defines the general directives for overcoming regional
disparities, notably:

1. Develop a comprehensive regional policy concept that will comprise all available
instruments of financial aid to businesses and the labour market;

2. Design special regional development and employment strategies in co-operation with
all relevant local stakeholders and activate social partners in the fields of employment,
education and development at the regional level.

3. Continue the local self-government development process, which entails increasing the
purview and responsibilities of local government bodies. The process ought to be
accompanied by appropriate budget decentralisation and enable better identification
and addressing of local needs and the design of local economic development
strategies.

4. Elaborate a uniform methodology and relevant legislation for appraising the

development levels of individual municipalities to enable accurate assessments of the

lagging municipalities’ needs for assistance.

Improve systemic measures to increase business and employment opportunities.

Develop infrastructure enabling balanced regional development.

Develop specific programmes attractive to local and foreign investments.

Expand active labour market policy measures with special focus on and additional

funds for the less developed regions.

9. Redirect international developmental credit support and donor pilot projects to
particularly disadvantaged regions.

N
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3. Projection of the Main Labour Market Trendsuntil 2012

Employment by main contingents, quantity and quality of employment within them.
Identification of the turning points by contingent — Current situation and projections for the
2006-2012 period.

In view of the Serbian Government’s determination to complete the privatisation of socially-
owned enterprises by end 2008 and to intensify the restructuring and preparations for the
privatisation of state-owned public and local companies, it can be expected that the 2007-
2008 period will be marked by intensive changes in the ownership structure that will entail
also major changes in the rate of employment and its breakdown by various sectors of
ownership and by main types of employment (salaried employment, self-employment,
agricultural employment).

As there is a large surplus of labour in companies that have not been privatised or restructured
yet, salaried employment is expected to stagnate during this period, while employment in new
and previously privatised companies is expected to grow. The most desirable and most stable
form of employment — salaried employment — is expected to consolidate and grow as of 2009,
above all, thanks to the dynamic growth of private sector employment, especially due to the
growth of the service sector. On the other hand, self-employment and agricultural
employment shall in this period gain much in terms of quality but lose in terms of quantity, as
a consequence of the decline in excessive employment in these types of labour force
engagement.

Table 3.1 gives a short overview of the expected employment trends by sector of ownership
and type of employment.
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Table 3.1 Employment Trends by Sectors of Owner ship and Type of Employment

Employment
Contingents by
Sector of Owner ship

Quantitative Employment Trends
and Turning Points

Changesin Quality of
Employment and Productivity

Public sector

Budget Sector

5-10% cumulative destruction of the
current employment level until 2008;
0.5-1% annual growth as of 2009.

Surplus labour to be reduced to a
sustainable level as of 2009. Quality
of employment to grow thanks to a
better educational breakdown.

State-Owned Public

10-15% cumulative destruction of the

Surplus labour to be reduced to a

Companies current employment level until 2008. | sustainable level as of 2009. Quality
Stagnation as of 2009 of employment to grow thanks to a
better educational breakdown.
Local Public Stagnation until 2007; 10% Surplus labour to be reduced to a
Companies cumulative destruction between 2008 | sustainable level as of 2011. Quality
and 2010; 0.5-1% growth after 2010 of employment to grow thanks to a
better educational breakdown.
Socially-Owned Destruction to be completed by end
Property 2008. Employment to move primarily

to various forms of employment in the
private sector (up to 80%), the
unemployment contingent (10%) and
outside the labour force (10%)

Mixed Property

Destruction practically to be
completed by end 2010. By 2008,
employment will move to various
forms of employment in the private
sector (up to 85%), the unemployment
contingent (8%) and outside the labour
force (7%). Transformation to
continue after 2008 without decline in
employment.
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Table 3.1 continued

Employment
Contingents by
Sector of Owner ship

Quantitative Employment Trends
and Turning Points

Changesin Quality of
Employment and Productivity

Private Property

Private companies

Privatisation to be the main source of
growth until end 2008; as of 2009,
growth of existing and establishment
of new companies. 10% annual
employment growth until the end of
2008, 3-4% annual growth
subsequently. Also, gradual increase
in employment in de NOVO companies
from under 20% in 2005 to 50% in
2012.

Productivity and quality of
employment to stagnate as a
consequence of privatisation until
2008 (decline in companies
privatised after 2004, rise in de novo
companies and those privatised
before 2004). After 2008, the quality
of employment and productivity to
grow constantly, especially in the de
NOVO sector.

Private
entrepreneurs and
their employees

Considerable (15% cumulative)
growth until the end of 2008, mostly
at the expense of the privatisation of
socially-owned companies, to be
followed by the maintenance of the
achieved level with high parallel rates
of destruction and job creation

Productivity and quality of
employment to stagnate or decline
mildly until the end of 2008 as a
consequence of mostly unwilling
entry into the contingent due to
privatisation; both to grow
considerably after 2008 due to the
gradual decrease of the self-
employment segment as
‘employment of last resort’.

Agricultural
employment

Mild declining trend due to the
absorption of part of the employment
destroyed in socially-owned /mixed/
and public companies until the end of
2008; greater decline, 2% per annum,
as of 2009.

Productivity to stagnate or grow
mildly until 2009, then to grow
significantly. Gradual decline in the
share of ‘employment of last resort’
in agricultural employment.

Table 3.2 gives a quantitative projection of employment trends by sector of ownership and
type of employment on an annual basis in the period covered by Serbia’s Strategy of
Economic Development.
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Table 3.2 Employment Trends by Sector of Ownership and Type of Employment 2006-

2012
2005 2006 2007 2008 2009 2010 2011 2012

Budget Sector 325,147 | 315,000 | 305,000 | 300,000 | 303,000 | 306,000 310,000 315,000
Public Firms 112,303 | 106,000 | 102,000 | 100,000 | 102,000 | 102,000 102,000 103,000
Local Firms 61,388 62,000 63,000 60,000 60,000 58,000 60,000 62,000
Public Sector — | 498,838 | 483,000 | 470,000 | 460,000 | 463,000 | 466,000 472,000 480,000
Total
Socially-Owned | 258,217 | 200,000 | 150,000 | 100,000 | -
Firms
Mixed Firms 357,524 | 320,000 | 270,000 | 220,000 | 160,000 | 100,000 -
Socially-Owned | 615,741 | 520,000 | 420,000 | 320,000 | 160,000 | 100,000 - -
Sector — Total
Private Firms 421,490 | 500,000 | 590,000 | 680,000 | 825,000 | 920,000 1,055,000 | 1,090,000

(70000 (75000 (75000 (110000 | (55000 + | (95000 +

+ + + + 40000) 40000)

10000) 15000) 15000) 35000)
Entrepreneurs 531626 | 560,000 | 590,000 | 610,000 | 635,000 | 650,000 665,000 680,000
and their
employees
Agriculture 641720 | 630,000 | 630,000 | 620,000 | 610,000 | 600,000 590,000 580,000
Private Sector — | 1594569 | 1690000 | 1810000 | 1910000 | 2070000 | 2170000 | 2310000 2350000
Total
Total 2709148 | 2693000 | 2700000 | 2690000 | 2693000 | 2736000 | 2782000 2830000
Employment

Projection of the main labour market contingent trends

The projection of the main labour market contingent trends is based on several key premises.
The first relates to the existence of a sizeable surplus of labour in companies that still have not
been privatised or restructured within the public and social sectors. The second relates to the
existence of considerable reserves of ‘employment of last resort’ (practically, forced
employment i.e. employment in an inferior ‘secondary’ sector), above all amongst farmers
and independent entrepreneurs. This leads to the prediction that the process of faster salaried
employment growth upon the completion of privatisation will be accompanied by the faster
decline in the two sectors of ‘last resort’, which means that productivity will grow much more
rapidly than employment. The third premise relates to the pro-cyclical character of the
working-age population’s participation in the workforce — in other words, to the empirical
rule that the growth of employment is accompanied by the growth in the number of those
switching from non-participation to participation, usually by first passing through a period of
unemployment. This feature will keep the unemployment rate under control in the first sub-
period, during the stagnation or mild decline in employment, in the second sub-period, as
employment grows, it will slow down the fall of the unemployment rate. That simultaneously
constitutes the fourth premise — the unemployment rate will be stable in the first sub-period,
but mostly due to the mild fall of participation; in the second sub-period, its decline will be
greater, but it will remain relatively high, partly due to the growth of participation.

These projections suggest that the quantitative labour market indicators will show significant
stability over the following years and that spectacular success in reducing employment cannot
be expected even in optimal economic growth scenarios. The quality of employment on the
labour market will, however, improve significantly in this period especially due to the
significant increase in productivity and average wages, the elimination of surplus labour in the
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company sector and its reduction in the self-employment and agricultural employment
sectors.

Table 3.3 sums up and gives a projection of the trends of the basic labour market variables
based on these premises on a yearly basis.

Table 3.3 Projections of the Main Labour Market Contingents. Working-Age
Population (15-65), Employment and Unemployment, L abour Force

2005 2006 2007 2008 2009 2010 2011 2012

Potential 4990000 | 4975000 | 4960000 | 4945000 | 4930000 | 4915000 4900000 | 4885000
Labour Force

Labour Force 3429000 | 3403000 | 3393000 | 3377000 | 3367000 | 3377000 3381000 | 3385000

Employed 2709000 | 2693000 | 2700000 | 2690000 | 2693000 | 2736000 | 2782000 | 2830000

Unemployed 720000 | 710000 | 693000 | 688000 674000 | 641000 599000 | 555000
(according to
LFS)

Participation 68.7 68.4 68.4 68.3 68.3 68.7 69.0 69.3
Rate

Unemployment | 21.0% 20.86% | 20.42% | 20.37% 20.01% | 18.98% 17.72% | 16.4%
Rate

Employment 54.29% | 54.13% | 54.44% | 54.4% 54.62% | 55.67% 56.78% | 57.93%
Rate

Explanations:

The potential labour force was estimated on the basis of the RBS demographic projections for the
2002-2012 period — the RBS expects a linear annual fall of 15,000 in the 15-65 age category.

The number of employed was taken from employment projections by the sector of ownership (Table
3.2)

The participation rate was assessed as a pro-cyclical employment variable (the fall of the
employment rate reduces the participation rate and vice versa). In the first year, it was arrived at by
adding up the estimated number of employed in 2005 and the number of unemployed according to the
2005 LFS.

Thelabour force was arrived at by multiplying the potential labour force and the participation rate.

The number of unemployed was arrived at by subtracting the number of employed persons from the
labour force.

The unemployment rate was arrived at by multiplying the fraction of the number of unemployed and
the labour force by a 100.

The employment rate was arrived at by multiplying the fraction of the number of the employed and
the potential labour force by a 100.

Detailed Explanations of the Labour Market Projections

Farmers accounted for a sizeable part - 23.8% - of the employed population in 2005 —
agriculture was the primary occupation of 641,720 persons according to the October 2004
LFS. Comparison of the high share of farmers and the share of agriculture in the GDP
suggests that there may be a considerable surplus of labour i.e. underemployment of the

34




labour force in agriculture. Agriculture recorded a much lesser decline in GDP than the other
branches of economy in the nineties; in the first half of this decade, the share of agriculture in
the GDP fell much more rapidly than the share of agricultural employment in total
employment. The modest drop in total agricultural employment (from 691,729 in 2001 to
641,720 in 2004) is, on the one hand, to be ascribed to the lack of alternative employment
opportunities in non-agricultural sectors, and on the other, to the return to agricultural
employment from non-agricultural sectors due to restructuring and the resolution of surplus
labour problems during the first stage of transition. Most of those employed in farming have
chosen the occupation unwillingly, as the so-called ‘employment of last resort’.

The situation is similar with respect to the other major contingent of employed in the private
sector — private entrepreneurs and their employees. This contingent recorded the greatest
growth in new jobs in the 2001-2005 period, from 357,933 to 531,359 persons (230,000 of
whom are entrepreneurs and 300,000 their employees, often their family members) and has
contributed the most to keeping overall employment at approximately the pre-transition level.
The dual character of employment within this contingent should, however, be borne in mind.
On the one hand, new employment in this sector can partly be ascribed to the so-called ‘pull’
factors, which include better business conditions, a better investment climate, access to credits
and new markets. On the other hand, growth in the number of persons employed in this
contingent can also be attributed to the predominant impact of the so-called ‘push’ factors, i.e.
unwilling self-employment as ‘employment of last resort’ for many workers who had been
left jobless due to privatisation and restructuring of socially- and state-owned companies. The
impact of the ‘push’ factors on long-term growth will be less favourable.

It should be noted that encouragement of self-employment (and, similarly, the setting up of
micro and small enterprises) is an important element of the employment policy i.e. the active
labour market policy in transition, but that self-employment is not the predominant form of
employment in any developed country. Actually, the self-employment rates in Serbia are
much higher than in most OECD member-states. In 2004, the overall self-employment rate
(including agricultural self-employment) stood at 31.4% in Serbia vis-a-vis an average 17.4%
in OECD member states (only Turkey and Mexico had higher self-employment rates than
Serbia). Of countries in transition, only Poland, with a self-employment rate of 27%, can
compare with Serbia. Self-employment accounts for 15% of total employment in Hungary,
the Czech Republic and Slovakia. The self-employment rate stands at 15.7% in the EU and at
7.6% in the USA.

On the other hand, it seems there is more room for growth of self-employment outside
agriculture. The rate of self-employment (excluding agriculture) stood at 11.5% in 2005. It
should, however, be borne in mind that the self-employment rate reaches 25.6% when those
employed by private entrepreneurs are included in it.

Standard (salaried) employment in private companies is the third contingent in private sector
employment. Although this contingent has recorded the greatest growth, as it more than
doubled in the 2001-2005 period (from 208,546 to 421,490), this growth can primarily be
attributed to the privatisation of the socially-owned or mixed companies, not to the
establishing of new private companies.
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Labour Supply Trends — Demographic Projections

Although the share of the potential labour force i.e. the working age population in the total
population according to the narrower definition (from 15 to 65 years) is expected to increase
from 67.1% in 2002 to 68.3% in 2012, its absolute number is to drop by nearly 150,000, from
5,030,000 in 2002 to 4,885,000 in 2012, due to the net population loss of some 350,000 over
the ten-year period. Therefore, the working age population of Serbia is expected to annually
decrease by 15,000 in the 2006-2012 period. The ageing of the population, including that of
the labour force, will additionally intensify in this period.

Participation Rate Trends

The participation rate in Serbia ought to be pro-cyclical in character vis-a-vis the employment
trend. In other words, it is expected to continue falling mildly, following the mild fall in the
employment rate until the turning point: the completion of the privatisation of socially-owned
and mixed companies by end 2008. It is then expected to begin growing, because the growth
of employment, productivity and wages will attract the discouraged members of the working-
age population to rejoin the labour force and motivate the new entrants to make a faster
transition from education to work.

Unemployment Rate Trends

The unemployment rate is a variable derived from the estimated employment values and the
participation rate. It is expected to remain stable until 2008 and then to begin gradually
dropping due to the increase in number of employed rather than the decrease in the number of
unemployed.

Changes in the Relative Importance of Economic Branches and within the Industry in the
2005-2012 Period

According to the analyses and projections in Serbia’s Economic Development Strategy, the
creation of a competitive economy based on the dynamic development of the private sector
will lead to considerable albeit not dramatic changes in the production and export structure of
the Serbian economy. The share of the service sector will increase, the secondary sector will
stagnate, while the share of agriculture in the creation of the social product will fall.

The processing industry structure will change in 2012 in favour of high technology industrial
branches, and its share is to increase from 14.6% in 2005 to 18% in 2012. The share of
medium technological industries will fall from 48.3% to 45.9%, while the share of low
technology industries is expected to go from 37.1% in 2005 down to 36.1% in 2012. Table 3.4
gives a more detailed assessment of the changes.
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Table 3.4: Structural Changesin Serbia’sIndustry in the 2005-2012 Period

in %

2000 2005 2012
Foodstuffs, beverages and tobacco 28.7 31.9 31.3
Textile and textile products 9.5 4.1 3.7
Leather and leather products 1.6 1.1 1.1
Wood processing 1.1 1.0 0.5
Paper and publishing activities 4.9 5.7 4.9
Coke and petroleum products 1.5 4.7 4.0
Chemical products 12.6 12.3 12.7
Rubber and plastic 4.8 4.4 5.0
Products manufactured from non-metal minerals 7.3 5.2 4.8
Metals 11.9 12.7 12.0
Machines and devices 4.1 6.7 8.0
Electrical and optical devices 3.9 4.3 5.0
Transportation means 5.1 3.6 5.0
Other industry 2.8 23 2.0

Source: Serbian Government: National Strategy of Economic Development of the Republic of Serbia, 2006-
2012

Summary Assessment of Changes in the Breakdown of the Labour Force and Employment
(by Age, Gender, Education, Sector)

Changes in the breakdown of the labour force and employment in terms of demography,
education and sector will be of greater intensity throughout the period. With respect to the
breakdown of the labour force by age, the process of its ageing will continue. In terms of the
breakdown of employment and unemployment, the rate of employment of young people
(between 16 and 25 years of age) will increase and the currently high youth unemployment
rate will decrease; the low participation rates will remain at the present levels, inter alia
because of the expected continual increase in the student population. Contrary trends are
expected with regards to the over-50 labour force — the comparatively extremely high
employment and participation rates are expected to fall and the unemployment rate of this age
category is expected to rise. These trends will be more pronounced in the first rather than in
the second sub-period.

As per the gender breakdown of the labour force, the current trends indicate that the status of
women is gradually deteriorating: notably, the unemployment rate of women exceeds the
unemployment rate of men by a third. It remains unclear how gender inequality will evolve in
the labour market. A targeted intervention entailing institutionalised promotion of gender
equality to reverse the present trend is obviously necessary.
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With regards to the educational breakdown of the labour force, it is expected to improve
rapidly in response to the already noted increasing education returns typical of transition.
Increase in the share of the highly educated labour force in the total labour force is an
especially important goal for Serbia, which is seriously lagging behind the EU countries in
that respect.

In terms of the breakdown of employment by sector, faster growth is expected in the service
sector; so is a stable share of the secondary sector in total employment. Agricultural
employment will remain extremely high, concealed unemployment will form a significant
part of it, especially in the first sub-period; it is expected to start dropping significantly in the
second sub-period.
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4. Priorities Defined by the National Employment Strategy and Other
Strategic Documents

4.1  TheNational Employment Strategy of Serbia (NESS)

The National Employment Strategy of Serbia (NESS), adopted in April 2005, is the chief
strategic document aimed at encouraging employment in Serbia in the 2005-2010 period. Its
implementation period, therefore, mostly coincides with the implementation period of
Serbia’s National Strategy of Economic Development, covering the period from 2006 to
2012. The NESS is inspired by the European Employment Strategy (EES) given Serbia’s
clear commitment to join the European economic and social processes as soon as possible.
The NESS, however, takes into account Serbia’s specific reality — Serbia is an
underdeveloped post-conflict European country, which entered transition with a significant
delay. This reality is also reflected by the difficult situation in the labour market.

The NESS comprises three comprehensive goals of the 2000 Lisbon Strategy, notably:

1.  Full employment,
2. Improving quality of jobs and productivity of labour; and
3. Strengthening social cohesion and inclusion.

The NESS accordingly incorporates the ten action priorities defined by European
Commission Guidelines of April 2003. These priorities comprise:

assist job seeking and prevent long-term unemployment;

foster entrepreneurship and improve the business start-up climate;

promote the adaptability to change of workers and companies;

ensure greater and higher-quality investments in human resources;

increase labour supply and promote active ageing;

support gender equality in terms of employment and pay;

combat discrimination against people at a special disadvantage in the labour market;
make work pay off through incentives to enhance work attractiveness;

considerably reduce informal labour;

support professional and geographic mobility.

In view of the specific problems and needs of Serbia’s labour market, the NESS includes two
additional priorities:

e support FDI and investment activation of domestic savings to maintain and create
employment; and
e reduce regional labour market disparities.

Another important source of the NESS comprises the adopted official strategic documents of
the Republic of Serbia and the existing legal and institutional frameworks relevant to the
labour market. The NESS is complementary with Serbia’s Poverty Reduction Strategy and the
Strategy for the Development of Small and Medium-Szed Enterprises, as well as with other
strategic documents related to sectoral and regional development and transition to a more
developed market economy. The NESS also relies on the existing labour-related legislation,
primarily the Labour Code and the Employment and Unemployment Insurance Act.
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The NESS, however, was not designed as a mere synthesis of European (and other)
experiences and elements of the existing national strategic documents related to the
encouragement of employment. Its key purpose is to indicate specific directions for
addressing unemployment problems in the perhaps most sensitive stage of transition in Serbia
and to offer adequate solutions given the available human and financial resources. The
solutions are to be elaborated in greater detail in employment action plans. That constitutes
the third source of the Strategy, the chief features of which include:

First, the NESS lays strong emphasis on the need to take a regional perspective of the labour
market in Serbia and accordingly define goals and recommend measures to boost employment
not only at the national but also at the regional i.e. district levels. The main units on which
NESS, hence, focuses are: three larger regions (Belgrade, Vojvodina and Central Serbia) and.
25 districts - these units reflect the administrative division of Serbia and the way the National
Employment Service has been organised.

The regional approach is necessary in the context of extremely restricted workforce mobility.
As labour force mobility cannot be improved much in the medium term, the authors of the
Strategy opted for the principle that the jobs should be brought closer to the workers rather
than vice versa. The regional approach also allows for a differentiated analysis of the trends of
the main economic and labour market indicators, the specific features of sectoral changes and
the rate at which the economy is restructured, which is measured by the rate of privatisation,
volume of FDI and SME growth. By applying a specially developed set of indicators, the
NESS allows for defining high-, medium- and low-risk regional labour markets. Both general
and specific measures for encouraging employment can thus be proposed for each of these
groups during the elaboration of the Strategy through national and regional action plans.

Second, the strategy insists on the necessity of increasing FDI and considerable investment
activation of national savings as the key prerequisites for economic growth and greater
employment. In the regional context, both greenfield and brownfield FDI are necessary if an
optimal economic structure is to be established and the competitiveness of the major
producers maintained. FDI are also an important prerequisite for the successful operation and
long-term viability of SMEs as they help maintain flexible reproduction chains. The NESS,
hence, needs to be complemented by active measures envisaged by other development
policies and by measures aimed at improving the business environment, stimulating the
opening up of the economy and increasing investments to achieve economic development
based on accelerated job creation.

In that respect, the NESS fully embraces the integrated approach in the European
Employment Strategy’s open method of coordination, according to which the strategic
employment guidelines “are not restricted to active labour market policies, but extend to
social, educational, tax, enterprise, regional and other relevant policies. Structural reforms
cannot be obtained through isolated and dispersed actions or measures, but require consistent
and concerted action over a wide range of policies and measures. These measures need to be
tailor-made to address diverse needs and conditions. This means that the 'Luxembourg
process' is not 'owned' by the Ministries of Labour and Employment, but calls for
comprehensive employment policies committing Governments as a whole, as well as a wide
range of stakeholders.(European Employment Strategy).
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Third, the NESS departs from the need to achieve social agreement by organising continuous
social dialogue at all levels between the representatives of the main industrial stakeholders —
employees, employers and representatives of public interests. Moreover, the NESS insists on
the necessity of creating efficient national, regional and local competitiveness and
employment coalitions modelled after the contemporary European national and regional
competitiveness and employment agreements.

4.2 Employment Policy and Active Labour Market Programmes — Recommendations

The contemporary approach to explaining the causes of unemployment is multidimensional.
The labour market is not an independent part of the economic system. Rather, it reflects and
simultaneously affects the structural and dynamic features of the entire economy. Stable and
high economic growth is the best way to reduce unemployment in the long term. In transition
societies, however, there is a greater need to affect the labour market flows to alleviate the
inevitable adverse effects of restructuring. This is why the search for a combination of
economic policy measures and instruments to address the problem of unemployment during
the extremely sensitive period of transition entails the need to define the broader concept of
“employment policy”, the concept of “labour market policy” constituting part of the
“employment policy”, and the concept of “active labour market policy”, which is, in turn, a
component of the “labour market policy”.

Employment Policy comprises all aspects of economic policy directly or indirectly affecting
the use of the labour force as a factor of production. In certain aspects, it entails the fiscal
policy (taxes, subsidies, public spending), the monetary policy (interest rates, money supply)
and the foreign exchange, wages and foreign trade policies, which are the primary regulative
and macroeconomic economic policy spheres. It also comprises spheres of the sectoral
education and training policy, social policy, industrial policy, agricultural policy, trade policy,
and of regional policy and the SME promotion policy.

Labour market policy, on the other hand, comprises only labour legislation, the passive
labour market policy and the active labour market policy. Labour legislation sets the
institutional framework for the functioning of the labour market; the active labour market
policy helps the unemployed find new jobs, while the passive policy measures provide them
with financial and other forms of assistance while they are unemployed.

Active labour market programmes fall within the following three categories:

1. Active job search is conducted by the basic “brokering” i.e. mediation activities of
employment services, which bring together available jobs and job-seekers. This assistance
involves initial interviews in the employment services based on which the profiles of the job-
seekers are designed, continuous counselling during the unemployment period, job seeking
clubs, labour exchanges, etc.

2. Labour market training develops basic and specialised job skills and qualifications.

3. Job-creation programmes are subdivided into three sub-categories:

e Wage and employment subsidies,
e Public works, and
e Development of micro enterprises/self-employment assistance
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Wage and employment subsidies most often take the form of direct subsidies - compensation
of the employers for their wage or social insurance outlays. These programmes are to target
long-term unemployed, areas or sectors with high unemployment rates and specific groups of
workers (e.g. youth). Public works (also known as temporary local works programmes and
work assistance projects i.e. workfare) aim at reducing unemployment or short-term poverty
by creating temporary jobs for the especially vulnerable, poor or long-term unemployed
workers enabling them to get back in touch with the labour market and restore their self-
confidence. Finally, the development of micro enterprises and self-employment assistance
entails provision of financial aid and counselling to establish business incubators or
temporarily cover the current business expenses of small enterprises.

Table 4.1 gives a concise overview of the objectives, symptoms and recommended measures
for addressing the main types of general economic problems and specific labour market
deficiencies in the effort to find an optimal set of recommended employment policy measures
in the 2006-2012 period.
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Table 4.1 Employment Policy and Active Labour Market Programmes in the 2006-2012
Period — Recommendations

Objective

Symptoms

Recommended Measures

Alleviate cyclical
and transition-related
contraction

Considerable worsening of
dynamic indicators

Direct job  creation; wage
subsidies; training and retraining;
self-employment aid; support to
labour force mobility;

Reduce structural

High level of job vacancies in

Revise the school infrastructure and

labour market combination with a high level | curriculum; improve the

imbalances of unemployment performance of the National
Employment  Service;  support
private employment  agencies;
training and retraining; support
labour force mobility

Support  especially | Widespread long-term Srengthen the employment service

vulnerable groups of
workers

unemployment; greater share of
Roma in the labour force; high
unemployment and low
employment of persons with
disabilities, refugees and IDPs

(counselling, job seeking aid); wage
subsidies, public works; special
programmes for bringing
vulnerable and especially
vulnerable groups into the labour
mar ket

Support to workers
with low earnings

Large number of employed
earning minimum wages or
less; late or irregular payments
of salaries

Introduce tax reliefs, including the
non-taxable portion of salaries
equalling the minimum wage

Reduce youth
unemployment and
increase their
participation in the
labour market

High youth unemployment and
low youth participation rate

Introduce special incentives for
employing youths; continue reform
of the educational system, notably
of secondary vocational education;
encourage transition from school to
work; promote trainee employment
and on the job training of young
workers;

Improve the overall
functioning of the
labour market and
labour force skills
and productivity

Under-average labour market
indicators; low educational
level of the labour force;
employment concentrated in
labour-intensive sectors

Activity of the public employment
service,
Training and retraining

Improve the
demographic
situation

Low share of the under-18 age
category in the total population

Improve educational infrastructure;
launch regional revitalisation
projects

Support investments
in undeveloped
regions

Low GDP
Lack of FDI

Develop infrastructure;
create additional incentives for
investors
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5. Conclusion

The analysis of the hitherto economic and labour market transition trends, Serbia’s overall
economic developmental prospects and the labour market’s transformation prospects leads to
the following summary assessment. Serbia has good prospects of successfully completing the
transition to a market economy. However, the problems on the labour market, notably high
unemployment, will remain pronounced until Serbia joins the EU, which is not to be expected
before the middle of the next decade. Notwithstanding the relative stability of the main labour
market indicators (the participation, employment and unemployment rates), the labour market
will undergo far-reaching structural changes in the upcoming period.

The employment category will above all be dominated by employment in privately-owned
enterprises; employment in the public sector will stagnate, while employment in the socially-
owned sector will disappear with the sector itself. As per form of employment, salaried
employment is expected to increase mildly at the expense of self-employment. The
formalisation processes will result in a considerable decline in informal employment. The
breakdown of employment by sector will change significantly — service sector employment
will rise while agricultural employment will fall. In the service sector, the services based on
modern, information technology and high education will grow faster than the classical
services. In the industrial sector, high technology branches will record a growth but the share
of medium and low technology will remain predominant. The educational levels of the
employed will improve and focus will shift from the ‘classical’ to the modern skills. The
regional breakdown of employment will remain uneven and employment rates in the more
developed regions and major city agglomerations will be considerably higher than in other
parts of the country.

The improvement of the general economic climate, greater job opportunities, growth of
wages, living standards but of living expenses as well, and the moderate demographic decline
in the working age population will lead to a moderate rise in the participation rate. Labour
productivity and quality of employment will grow faster than employment, wherefore
unemployment will remain considerable. The unemployment reservoir will be filled not only
by new cohorts of young labour market entrants but by the returning discouraged labour
market participants as well; unemployment will also rise as the low productivity activity in
the informal economy, agriculture and amongst contributing family workers halts. Residents
of rural and undeveloped regions, persons lacking specialised qualifications, older persons
and members of especially vulnerable groups will account for the above-average share of the
unemployed.

Although refugees and IDPs fall within the category of the especially vulnerable, many of
their structural features could actually prove conducive to the improvement of their genuinely
inferior relative position on the labour market at present. This text will indicate the structural
features that may give the refugee and IDP population an advantage over the general
population on the labour market as well as the circumstances that may further aggravate the
relative position of the former on the labour market.

It should be noted that no primary research dealing exclusively with the position of IDPs on
the labour market has been conducted yet. The survey conducted within the Employed,
Empowered project indicates that their position on the labour market is somewhat better than
that of the refugees; IDPs, however, at the same time face a greater risk that their relative
labour market position will aggravate. This risk stems from the following reasons: the IDP

44



population has had less time to adjust to life in immigration; it has a lower level of education
at an average; and, when compared with the refugee population, more IDPs are currently
employed in the public and social sectors, while fewer work in the private sector.

The following factors may be listed as the potential advantages of the refugees and IDPs vis-
a-vis the general population on the basis of the above general labour market trend indications
and their comparison with the structural features of refugees and IDPs:

Relatively favourable educational level of the refugee and somewhat less
favourable educational level of the IDPs;

Greater geographic mobility vis-a-vis the general population in principle (due
to non-ownership of property);

Relatively higher concentration in the developed regions (more so amongst
refugees but pertaining to IDPs as well);

Higher relative concentration in cities;

Lesser engagement in agriculture;

High current level of participation in the labour market;

Better age structure;

Greater employment in the private sector which is expected to grow rapidly;
Lesser employment in the public and social sectors which are expected to
stagnate and disappear respectively;

Faster expansion of social networks — this is also a spontaneous process of
integration and it takes time.

The list of adverse circumstances i.e. risks that may further aggravate the position of refugees
and IDPs in the labour market appears somewhat shorter:

Excessive share of employment in informal economy (which will decline and become
less and less gainful);

Higher self-employment rate

Lesser access to credits (due to non-ownership of property);

Fewer training and re-qualification opportunities (due to focus on survival);
Considerable concentration in the undeveloped parts of south and central Serbia (IDPs);
Insufficient access to increasingly attractive public sector jobs;

Lesser share of highly qualified persons in the labour force vis-a-vis the general
population

High opportunity costs of tertiary/extended education of younger members of the
refugee and IDP population.
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