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The Challenge

Any economy in an increasingly global setting, especially economies in transition need to be able to adjust and restructure with adequate speed and at the lowest possible cost. The imperative of fast change has been explicated from undergraduate to specialized high powered courses all over the developed world in alignment with the last of the staunch defenders of the neo-classical creed which is making its' last stand against a whole new people oriented policies and strategies. Flexible forms of work have been declared a must, since only they seem to be the answer to employers' need to remain flexible, and adjust to changing circumstances. At the same time, everyone is paying lip service to theories of human resource development which is supposed to be the be all and end all of the competitive advantage in a knowledge based society. These two threads are not good bedfellows and they beg some explanation. Some of the questions which come to mind are:
· Does the fact that the employer can easily and cheaply sack a worker increase his willingness and capacity to create new jobs?

· If it is cheap to lay off a worker, is that enough stimuli for the employer to engage more people simply because it is cheap to get rid of them?

Is a laid-off worker more mobile than an employed worker? 

Can the fact that women appear to mix work with parenthood with the latter keeping the priority position mean that women prefer to work in short term, often mindless jobs with no career prospect?
On the other hand, management gurus speak of the new Paradigm in business. Self-organizing firms, knowledge management and the learning organisation are concepts which depend very much on the value of human capital in successfull business solutions. The main challenge could thus lie in the answer to the following questions:

If people are the prime source of business excellence, how stimulative will an environment be in which you can find yourself on the street easily?

Can uncertainty, insecurity and fear be the driving force of a people oriented business of tomorrow?

The past decade has tought us several givens. Firstly, healthy economic growth can coexist with growing unemployment which is, for many, a one-way-street into poverty. Flexible forms of work have not helped to employ the army of the unemployed. Target levels for participation rates which have been set in the EU Employment strategies are being achieved with the help of international employment criteria i.e. an hour of work in the reference period. The incidence of flexible work forms do not necessarily satisfy this requirement unless participation full time equivalents are taken into account. Rigid labour legislation and the welfare state are blamed for low mobility, rent seeking, and unwillingness to accept available jobs but the dismantling of both in the last decade did little to improve chances of finding employment for many vulnerable groups. Active labour market policies became popular and they have been fine tuned to reduce the well known deadweight effects and substitution effects which were typical of the first generation employment policies. Huge expenses were incurred and then activation became the magic word. Preparation for job search, bolstering self-confidence, boosting skills and other remedies are now combined with the usual ALMPs and both design, monitoring and evaluation methods are becoming more and more refined. How well do these remedies work in transition countries?
The Croatian Labour Market: How Specific is it?
The labour market in Croatia is currently in a period of fundamental change. The recent change in labour legislature, reduction of the fiscal burden, institutional capacity building and the first attempts at facilitating better social dialogue and competency for designing efficient policy measures all work simultaneously, causing considerable change in the system.

The change is happening in a period of falling registered and ILO unemployment and a shy but sustained increase in employment. The positive macroeconomic environment can largely be attributed to an increase in industrial production, tourist services, rising consumption and an increasing importance of investment expenditure. A considerable share of the latter is government investment in infrastructure, namely roads and housing construction. 

The Croatian labour market is segmented, relatively undeveloped with a low level of spatial and intersectoral labour mobility but an increasing turnover of both labour and jobs. On the one hand, there is the relatively inflexible formal sector which is regulated by national legislature and on the other, a flexible informal sector part of which is legal but unregistered and the other both unregistered and illegal. The two segments are intertwined and react to policy measures as combined vessels -  increasing rigidity and lack of formal sector jobs results in the creation of more informal sector activities.

Long term movements of employment and unemployment in Croatia show the well known characteristics of a transitional economy with some specific features relating to the incidence of the aggression by Serbia and Montenegro and its' aftermath. The following graph shows the trends in major labour market movements in Croatia over the last 40 years.
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Chart 1. Source: CES, CBS authors' calculations.

During the socialist period employment grew steadily with oscillations linked to the liberalization reforms of the 60s and the oil shocks in the 70s. Unemployment did not seem to be related to the movements in employment to any large extent. In fact, increases in employment were usually accompanied by increases in unemployment
 as the labour force grew, fuelled by new job opportunities. It is interesting to note that the fall in employment and the rise in unemployment started at the end of the 80s and were, in fact only deepened by the transition and the war. Former Yugoslavia was then experiencing a deep recession, which had lasted some time, and this probably contributed to the build up of aggression in the country
. 

Activity rates in Croatia were low and they still remain low by European standards. In the 70's the activity rate was 54%, in the 80's it was 46% and in the 90's it was down to 45%. This figure understates the actual rate due to problems of measurement
 and the more representative rate from the LFS
 in 2002 was 50,9%. 

The employment rate is also relatively low at 43,4% (50,7% for men and 37,1 for women) but slowly increasing. 

If we look at employment trends over the transition period they tend to show very different, if not divergent trends from the two sources as shown in the graph below.
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Chart 2 - Source: LFS 1996-2002, Priopćenja, Croatian Bureau of Statistics.

LFS data show a consistently higher level of employment than establishment sources. The difference can be attributed partly to the fact that the latter cover only persons with labour contracts, farmers and craftsmen while the LFS covers all types of economic activity within the UN production boundary which includes own account workers, helping family members as well as working pensioners and the working “unemployed”. On the other hand, the establishment sources, which depend on a monthly survey of all bigger enterprises and an underrepresented number of small and medium enterprises overestimate job loss and underestimate job creation. Certain corrections were made to the sample recently, but comparison both with administrative sources (Croatian Bureau of Pension Insurance and the Croatian Bureau of Health Insurance) show a higher level of employment in the formal sector.
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Chart 3 Source: CES, LFS various years, CBS

On the other hand, registered unemployment as published by the Croatian Employment Service (CES) and the LFS unemployment are converging through time. Analyses of the LFS data which also show persons who are registered as unemployed at the CES 
 point to the fact that the difference lies in the possibility of staying registered while working on short term contracts, in the shadow economy and in agriculture as member of household. Up until the introduction of the new Employment Law there were no provisions for checking behaviour of the unemployed regarding job search and availability for work, which, together with absence of work represent the international standard for definition of unemployment status.

The graph shows a time series of unemployment figures from the register of the CES and the LFS. The sharp increase in registered unemployment is very much reflected in the unemployment dynamics from the LFS but the level itself is consistently lower.

In the second half of 2002 there were 15,5 thousand registered unemployed who were actually employed according to ILO criteria which was 4.3 % of the total.   49,4 thousand or 13,7% were not looking for work, a further 8,2% were not available for work and 6,5% did not even want to work.  On the other hand, there were 32 thousand ILO unemployed who were not registered at the CES. The total difference between the two unemployment counts was 116 thousand. 

Since the introduction of the new Law on mediation and benefits during unemployment, the CES monitors active job search, availability for work and the incidence of employment. This practice has resulted in an increasing number of the registered unemployed being taken off the register mostly for reasons of having worked in the previous month.

As we can see below, the tendency is for employment to increase in the present year substantially in relation to the 6-year average. 
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Chart 4 - Source: CBS, establishment sources.

This is a good sign and it is mirrored in the increasing numbers who are employed from the unemployment register. Although outflows from the register have been greater than the inflows since spring of 2002, the number of employed from the register has exceeded the number of new entrants only during the summer months when seasonal employment growth dominates. For a very long period in the past, separations from the register were split between employment and inactivity or informal sector employment, and the latter used to dominate when job creation was low in the formal sector.

The exits from the register other than to employment have recently been attributed to implementation of the new law. Since it's implementation, around 800 (0,2%) persons per month have been taken off the register either because of earnings higher than the maximum legal amount, due to failure to search for work actively or due to unavailability for work. In the summer months of 2003, this figure was up to more than 4,5 thousand due mostly to short-term contract work in the tourist season.

One of the concerns linked to the implementation of the new legislature is that some of the labour market activities will start taking place outside the reach of the Croatian employment service. Since declaration of vacancies, which used to be mandatory for employers became voluntary, there has been a dramatic decrease of jobs available to the CES. This first-off decline is expected to recover but will require a major marketing effort and a higher quality of service towards the employers by the staff of the CES.

In conclusion, the transition labour market, has some specific features which have to be taken into account when comparisons are made with developed countries. Informal sector employment provides a buffer for inadequate job creation in the formal sector but most income support, unemployment and social benefits are linked to formal unemployment status. This makes the de facto living standard higher then can be interpreted from official statistics. Actual employment is understated while unemployment is overstated which has implications for the way corrective mechanisms need to be applied.

2.1 Labour market performance and employment stability/flexibility 

The aim here is to describe the dominant types of employment relationship in the country according to its degree of flexibility and/or stability. Formal sector of employment is always covered by labour contracts that can be permanent or temporary. Today, more than 75% of all new labour contracts are temporary
. In this way, the employers guard themselves against costs related to laying off persons with contracts without limit of time, i.e. severance payments and procedures of proving violation of responsibility or inability to fulfil the requirements of the job. The law
 states that any one person cannot continue working on a temporary contract for longer than 3 years and only on assignments that are by nature temporary. A person cannot be offered another temporary contract if less than six months have not passed since the last such contract.

Short-term contracts should only be resorted to if the nature of the job is a once over activity that is not linked to the normal business processes. This type of contract is  legal and following the new law on mandatory contributions provides more social security for the worker since the employer has to pay the mandatory health and pension insurance. The only insurance that short contract workers do not have is unemployment insurance. The reason behind not extending this type of protection is based on the belief that temporary workers would be facing moral hazard and intentionally resorting to unemployment spells when they gather enough work time and become legible for unemployment insurance. Of course, these contracts are also temporary and are not covered by any other rights under the Labour Law.

Another type of contract is entered into with providers of intellectual services such as research analysts, consultancies, art and other authors’ contributions. This type of contract is exempted from the Law on Mandatory Contributions, mainly due to the strong lobbying by persons who use these types of contracts.

The fourth type of contract is a students' or pupils' contract, which is the cheapest legal type of contract. No income tax or contributions are paid on this contract, only the costs of mediation which is payable to services in universities or secondary schools who have a franchise to mediate for this category on the labour market. Technically, only regular students are allowed to work but sometimes students wave their right in favour of non-students for a fee, but this is not a very widespread phenomenon.

All other types of work are practically illegal but quite substantial. The table below shows all the various activity and employment statuses of the employed in the second half of 2002.

	Table 1 – Formal activity status of the employed in 2002, 2004

	
	Total employment
	Employed (employees, self-employed, farmers, helping family members, contract and own account workers)
	Formally inactive (pensioners, students, housewives)
	Unemployed (registered and unregistered unemployed)

	2002
	1533655
	1400392
	96837
	36426

	2004
	1542437
	1431669
	72433
	17084

	2002 %
	100
	91,3
	6,3
	2,4

	2004 %
	100
	92,8
	4,7
	1,1


Out of the 1,5 million ILO employed persons in 2002, 91,1 % have declared themselves to be working people, 6,3% were pupils, students, housewives, pensioners, 2,4% were «unemployed», and 0,3% were temporary and own account workers i.e. at least 10% of the workforce do not feature in the employment statistics from establishment sources. They represent the legal but unregistered or illegal employment in Croatia. There were in all 165,8 thousand persons working in the shadow economy that is represented by the shaded cells in the table. This has to be considered as only a smaller, measurable share of the actual informal sector. A 2004 status shows that the share of working pensioners and other inactive categories as well as formally unemployed has decreased to below 6%.

2.2. Wages and benefits

The degree of security that is present for workers on the labour market can be measured by the types of rights and benefits that the employed enjoy.  As shown in the table below, 77% employees have received wages or salaries and the full package of insurance guaranteed under the Labour Law. This includes health insurance, pension insurance and unemployment insurance. The remaining 32,1% only had partial benefits which means that they are missing any one of the above mentioned insurances or that they had not received any wages.
	Table 2 - The Employed by remuneration and social benefits in 2002

	 
	 All employed persons
	Employees total
	Employees private sector
	Employees public sector
	Employees in mixed sector
	Self-employed and helping family members
	Short  term contract and own account workers

	Total employment
	1,533,657
	1,179,497
	611,337
	535,063
	33,098
	313,206
	40,953

	Wages  and full insurance
	1,180,319
	1,052,516
	538,298
	485,120
	29,098
	125,720
	2,082

	Work with partial benefits
	492,227
	126,981
	73,039
	49,942
	3,999
	187,486
	38,871

	% full benefit
	77,0
	89,2
	88,1
	90,7
	87,9
	40,1
	5

	% partial benefit
	32,1
	10,8
	11,9
	9,3
	12,1
	59,9
	95


Source: LFS, CBS; LFS 2002/2.

The degree of security in the public sector is greater than in the private sector (90,7% coverage by full benefits and 88,1% respectively) but the share of stable returns for work is lowest for persons working on short term contracts, as own account workers (5% coverage) and the self employed (40% coverage). Since health insurance is a constitutional right of citizens in Croatia, the coverage by this type of insurance is not assured only through the work relationship but can be obtained through other types of status. Although some interviewees declare that they have no health insurance through work it does not necessarily mean that they are without it
. On the other hand, pension insurance is designed with a strong bias toward the full-time job relationship and all other forms of part-time work are recalculated to the full-time equivalents. The result is that persons working part-time have to have longer years of service regardless of the amount they pay, in order to receive a full pension. This is a systemic inflexibility that has been rectified in line with the more flexible legislature on mandatory contributions for work that is not full-time and permanent. Up until these amendments became operational, there was a clear bias in the system against atypical types of work in the social insurance system.

2. 3 Contracts without limit of time, fixed-term and short-term contracts

Another element of security on the labour market are the types of contracts by duration that are offered to workers. The table below shows the 4 usual types of contracts that could be found on the Croatian labour market in 1997 and 2002. A very high share of contracts without limit of time in the economy indicate that the degree of security of the work relationship is still high as in most other European countries. 88.3% share of contracts without limit of time in 1997 has decreased very slightly to 87.5% over the last 5 year period but the share of fixed-term contracts has increased from 6,7% to 9,7%. This indicates a tendency which has been fuelled by the practice of employers to employ new personnel on fixed-term contracts. Up till the mid 90s more than 50% of the contracts for new posts were permanent which has now gone down to just above 20% with a tendency for this share to fall to just over 10% in the tourist season when most of the hiring is temporary. There is also a tendency for temporary contracts to increase their share in the employee group especially in 2004.
	Table 3 – Types of contracts by duration 1997,2002,2004

	 
	2004/2
	%
	2002/2
	%
	1997
	%

	Contracts without limit of time
	1,071,707
	87.6
	1,092,040
	87.5
	1,147,803
	88.3

	Fixed-term contracts
	125,498
	10.3
	121,161
	9.7
	87,416
	6.7

	Seasonal contracts (also fixed-term)
	15,582
	1.3
	16,034
	1.3
	25,948
	2.0

	Short-term contracts
	10,170
	0.8
	18,905
	1.5
	38,107
	2.9

	Total*
	1,222,957
	100
	1,248,140
	100
	1,299,274
	100

	* Only employees and helping family members are included

	Table 4 – Duration of fixed-term contracts
	1997
	%
	2002/2
	%
	2004/2
	%

	Fixed-term contracts
	151,471
	100
	155,242
	100
	151,250
	100

	Duration of contract

	Less than 1 month
	4,402
	2.9
	4,851
	3.1
	3,118
	2.1

	1 - 5 months
	30,678
	20.3
	80,046
	51.6
	81,762
	54.2

	6 to 12 months
	31,773
	21.0
	24,406
	15.7
	26,305
	17.4

	Longer than 12 months
	22,934
	15.1
	13,830
	8.9
	14,176
	9.4

	As required
	61,685
	40.7
	32,109
	20.7
	23,713
	15,7


Source: LFS 1997, 2002/2, 2004/2 CBS, author’s calculations.

Source: same as above

The duration of fixed-term contracts is also an interesting indicator of the stability of the work relationship. There has been an increase in fixed-term contracts as already shown above, but there is a parallel tendency for fixed-term contracts to be of shorter duration.

In the table above, the number of 1-5 month contracts has gone up from 30,6 thousand in 1997 to 82 thousand in 2004, which increased their share in total fixed-term contracts from 20,3 to 54.2%. At the same time both the 6-12 month contracts and the longer-term contracts have reduced their share so that in 2004 only 9.4% of the contracts had duration of more than 12 months. There has also been a steep reduction of the so-called open-ended contracts whose duration depended on the requirements of the job from 40.7% to 15.7%. 

This indicates an increasing number of temporary jobs on the market but also a worsening position of workers who compete for the jobs. A higher turnover of workers is also apparent on the unemployment register as they register several times a year between short, temporary jobs usually on fixed-term contracts. The Law on mediation and benefits has recognized this tendency and has made access to benefits easier for persons who predominantly work on fixed-term contracts. Previously they had to work for at least 12 months over a period of 24 months if they wanted to claim benefit and now they need to work for 9 months and it is irrelevant over which period they attain the required number of months of work.
Short-term contract workers are in a worse position than persons with normal fixed-term contracts because they have no unemployment insurance and can therefore never claim unemployment benefit although they have access to pension and health insurance.

2.4 Job tenure – duration of employment with the same employer

Permanence of contracts, although an indication of intent by the employer at the beginning of the work relationship, is no safeguard against lay-offs. Most of the 800 thousand and more workers who lost their jobs during transition had, without exemption, contracts without limit of time. It is, therefore important to look at the duration of employment with the same employer to see the actual tendencies that are very much linked to the state of the economy and other factors that influence enterprise activity. Each enterprise has its core workforce who are guarantors of a stable production capacity. Other workers are more or less permanent. 

65% of those in employment in 2002 found their present job since the beginning of the 90s. A further 16,7% are in employment since the 80s, which together makes more than 88% of the employed labour force. The remaining 11,7% of the work force has been in employment for longer than 25 years.

In order to see the main tendencies in the duration of employment, the chart below shows employment duration of employees in 1998 and 2002. Almost half of the employees have been with their present employer for less than ten years and their share is increasing slightly.


Chart 5 - Source: LFS 1998 and 2002/2, CBS, authors' calculations
The share of employees with 11 to 20 years of service has decreased in this period from 23,6% to 20,3%. Tendencies in the opposite direction are in the categories of workers at the both ends of the spectrum; the share of those with less than a year and those with more than 20 years of service is increasing. Since the age structure of the workers coming to the register from firms in restructuring indicates that older workers dominate (31% of the registered unemployed in December 2003 were older than 45) the rising share of persons with more than 20 years of service is possibly a demographic phenomenon in that baby boom generations which are in employment have been in employment for longer than 20 years. 

Job tenure and gender


[image: image5]
Chart 6 - Source: LFS 2002/2, CSB, 2003 author's calculations.

Generally speaking there is no great distinction between men and women regarding the duration of employment. The share of men in employment of shorter duration is higher than womens' share and the opposite is true for jobs of longer duration where the share of women is slightly higher. When this information is linked to the characteristics of unemployment by gender we see that men were more prone to risk of unemployment at the beginning of the transition and during the war. After the mid 90s, however, the traditional female domination in unemployment reasserted itself and women now dominate on the register, they wait longer for a job, especially older women.
Well over half of both employed men (57,9%) and women (54,2%) found their present job since the beginning of the transition. If we include the 5 years prior to transition we can see that 71,7% of the male and 65,4% of female employment began over the last 15 years.
Some additional insights into gender issues concerning employment can be seen in the charts below where duration of employment is linked to average age and earnings for men and women.
Men by age, earnings and duration of employment
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Chart 7 - Source: LFS 2002/2, CBS
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Chart 8 - Women by age, earnings and duration of employment

Source: LFS 2002/2, CBS

The charts show the following gender differences concerning the relationship between age, earnings and employment duration:

· Men, on average, earn more than women at all ages and employment duration levels,

· There is a steep increase in earnings with age and job tenure until the early 40s for men and late 30s for women,

· At the point of 10 years of service, there is a slight decline in earnings with age and job tenure which is more rapid for women than it is for men,

· In the mid 50s and a job tenure above 30 and under 35 there is a steep decrease in earnings which is much more rapid for women than for men,

· Employees above the age of 60 have very low earnings but they are three times lower for women then for men.

The average age of the employed, both male and female is rather high at 47 and 45 years of age respectively. Even the employees with less than a year of service have an average age around 30, which depicts the difficulties the young are facing when entering the labour market. 

This analysis has shown that gender differences are considerable on the labour market both as far as net earnings are concerned even though it has not been shown that the differences in job tenure are that large. 
2.5 Multiple job holding

A comparison of average earnings per month and the relatively high costs of living in Croatia indicate that some workers and indeed many other groups of working-age population such as the registered unemployed have to work in order to make ends meet. The first table shows the incidence of multiple job holding in 1998 and 2002 by employment status, hours of work and regularity.

	Table 5 -  Characteristics of multiple job-holding

	
	1998
	
	2002
	

	Total employment
	1.549.237
	100
	1.533.657
	100

	Multiple job holders
	72.008
	4,6
	44.807
	2,9

	Regularity
	
	%
	
	%

	Regular multiple job holders
	33.909
	47,1
	22.289
	49,7

	Seasonal
	14.204
	19,7
	9.265
	20,7

	Occasional
	23.895
	33,2
	13.254
	29,6

	Hours of work
	
	%
	
	%

	1 to 10
	31.830
	44,2
	16.929
	38,0

	11 to 20
	23.659
	32,9
	18.639
	41,8

	20+
	16.519
	22,9
	8.984
	20,2

	Employment status
	
	%
	
	%

	Employee in public sector
	38.523
	53,5
	19.111
	42,7

	Employee in the private sector
	21.159
	29,4
	19.552
	43,6

	Employee in the mixed sector of ownership
	4.639
	6,4
	1.210
	2,7

	Farmer
	3.369
	4,7
	1.682
	3,8

	Helping family member
	1.688
	2,3
	716
	1,6

	Craftsman
	1.359
	1,9
	941
	2,1

	Owner of enterprise
	1039
	1,4
	631
	1,4

	Own account worker
	232
	0,3
	238
	0,5

	Freelance work
	
	0,0
	188
	0,4


Source: LFS 1998, 2002/2, CBS, author's calculations.

There is a clear decrease of multiple job holding since 1998 from 4,6 to 2,9% of the employed but the regularity characteristics have not changed significantly, with about ½ of such workers having regular additional jobs, a 1/3 working occasionally and about 20% seasonally. 

In terms of hours of work, the duration of additional work has increased so that in 2002 most of the workers worked from 11 to 20 hours while the share of those working 1 to 10 hours has declined.  

The structure of multiple job holders according to employment status shows that those who already have an above average stable job and regular earnings also have the highest share among multiple job holders, i.e. the public sector employees with 42,7% and private sector employees with a 43,6% share. The obvious reason is that employees per se have more or less fixed working hours, which makes it possible to allocate free time to additional economic activities. However, those categories which may be in greater need of additional earnings are already putting in more than the average working hours into their main jobs and little time remains for additional sources of income.

2.6 Summary 
The flexibility characteristics of the labour force have been looked at by considering 5 different indicators. First, the structure of the employed was looked at in terms of formal and informal employment status.  About 6 to 10% of the employed were not supposed to be working being either pensioners, shadow workers, unemployed etc.   The second indicator concerned wages and benefits by employment status and 32% of all employed had partial benefits or had not had wages paid in the reference period. Typically those employed in the informal sector were in a worse position and among them workers on short-term contracts and the self-employed had the highest percentages of partial benefits.

The third indicator relates to the types of contract entered into on the labour market. Although the present employees predominantly held contracts without limit of time, only 15 – 20% of the new entrants on the labour market managed to acquire such a contract while others held either fixed term contractor short-term contracts. If this trend continues, the share of the employees holding contracts without limit of time will rapidly decrease. The reason why the share of contracts without limit of time has decreased very little from 1997 is the fact that although many fixed-term jobs are created over the year, especially during the summer season, most of these jobs are gone again and these changes cancel one another out when yearly averages are looked at. It is likely that the tightening of the Labour Law provisions on fixed-term contracts may make it more difficult for employers too use this type of contract for permanent types of jobs which may reduce the use of fixed-term contracts.

The fourth indicator was job tenure with the present employer and this particular job characteristic was looked at by age, gender and sector of ownership, i.e. status in employment. The findings point to a situation in which 65% of the employed found their present employment since the beginning of the transition. However, the average age of the working population is above 40 for both men and women, indicating that the young are at a decisive disadvantage at the entrance to the labour market. Gender issues do not seem to be very important in the duration of employment and women seem to dominate among those with longer tenures. However, women earn less at all tenure levels and years of service. Particularly older women have very low incomes that are three times lower then for men. The duration of employment by sector indicates that the longest tenures are in farming and among helping family members while the shortest are among short-term contract workers and private sector employees.

Multiple job holding as an indicator of the need to supplement income from the main job in order to earn enough for sustenance has shown that this activity is on the decline and that the persons who take part are predominantly those who already have above average jobs either in the private or the public sectors and not necessarily in the informal economy.

In summary, the basic hypothesis that more flexible types of work which are typically characterised by frequent changes of job, partial benefits and inadequate social security and shorter job tenure sometimes occur in the formal sector, especially in the private formal sector, but are much more characteristic of the informal sector of the economy. These findings confirm the hypothesis that the two segments of the labour market have very different work characteristics and that one is much more precarious than the other.

3. Labour market flexibility vs. income security issues 

One of the important features of a flexible labour market are well-interlinked systems of employment and social protection. If employment protection is reduced, this loss of security must be replaced by similar levels of security in the social security area. In the welfare state concept there was an across the board high level of social protection mostly of the passive kind. There was an income support system, which ensured a high level of the wage replacement rate as well as a system of active labour market measures, which increased the chances of redeployment for some groups. Although most systems had a certain amount of targeting for employment protection as well as passive measures and active labour market policy, these legal provisions were not considered part and parcel of one system. For example, employment protection is ensured through the Labour Code while the active labour market policies are part of the Employment Code while all other aspects of protection are parts of other specific types of legislature in the area of insurance. Although care is taken that no one falls out of the social welfare net by making interlink ages across legislature, social policy has rarely succeeded to streamline legislature linked to the labour market efficiently. What has changed since then in the thinking and practice in this area is that individuals are expected to take responsibility for their own lives, that the drive for competitiveness needs to take major responsibility for social security off the shoulders of the firms if we want them to open new workplaces and that the role of government has to take over some of the costs of labour market restructuring from the employers. Therefore, access to benefits becomes contingent of individual behaviour, labour market policy becomes much better targeted on those groups who are in danger of becoming long-term unemployed and the costs of severance payments and lay-off periods have partly been taken over by the government and transferred to recipients as upgrades in their unemployment benefits and their duration. However, if access to benefits is not equal for everyone, the whole mechanism will be inefficient and would not yield the required trade-off effects. 

4 . Policy Recommendations : Addressing the Challenge
In a global market, firms find themselves in more turbulent competitive conditions and their survival has become more uncertain. Adjust or die is the creed today and this has brought in the pressure for more flexibility on the labour market – the shouldering of insecurity is being diverted from the firms to the workers. Not surprisingly, in a world where the tradition of workers rights has deep roots (both in the socialist and the capitalist European economies), there is huge opposition to this process. The question is: can the workers be protected when their firms are exposed to competition? National legislatures, workers organisations, human rights organizations both international and national have defined very high standards for individual rights both in life and in work. How can these laudable goals be achieved in a national and a European setting? The worse effect of globalisation is the deepening of the rift between the skilled, who have learning opportunities in and outside work especially in technologically developed sectors and those without skills and little opportunity for acquiring them. 
Competitiveness today depends mostly on the quality of the labour input, its’ innovativeness, ingenuity and joint vision. On the other hand, community development both economic and social is a prerequisite for sustainable economic growth and high social costs of fast growth without raising the quality of life for the majority can create barriers for further growth. In such a complex setting, can the drive for flexibility be the answer? 
In transition countries job security had been total and they are an example of how a lack of competition and “security” which goes with it can lead to stagnation. Yet, these countries have a high level of flexibility in their shadow economies and yet there is very little evidence that the informal sectors have a level of performance which outstrips that in the formal sector by any means. It is usually economic activity which workers resort to in absence of a better solution in the formal sector with lower productivity levels. 

The labour market segmentation which arises from these differences in the working environment in transition countries requires policy options which aim to decrease the existing segmentation. This may mean that the labour legislature in the formal sector needs deregulating and that efforts have to be made to improve, i.e. legitimize and/or squeeze out the informal sector economic activities. This has to be done in such a way that all types of work ensure same levels of social security and that can only be done if interventions are done in the tax system, the labour legislation and the social security arrangements. Employers and their behaviour under conditions of abundant labour is such that many workers lack basic insurance, wages are not guaranteed and decent remuneration for work is often absent. Once the labour legislature puts all types of work on an equal footing, labour inspectorates need to be more widely present with power of authority to close establishments, which employ people without registering them at the mandatory social insurances. The dichotomy between permanent and fixed-term contracts should be withdrawn and all contracts be made permanent but the ease with which they can be terminated and the costs associated therewith should be further reduced.

Social protection for the unemployed should make it possible for them to survive on the unemployment benefit rather than to condone moonlighting.  

Croatia has made very important changes in the legislature, which go towards equalizing the position of all who work.  Issues of social security have also been solved in this way as all persons working on short-term contracts who could not previously have access to social security now have this privilege. 

There are some weaknesses still in the segment of the legal protection of workers, large arrears in work related court suits, a weak labour inspectorate and weak trade union activity in the private sector and in the secondary market. Certain moves have been achieved in the new law, which regulates workers’ arrears prior to bankruptcies, and it is clear that more pressure on employers will have to be applied in order to get more efficient protection of workers rights. At the same time, lay-off periods, severance payments and other costs of mobility need to be traded-off for longer and, in time higher, unemployment benefits. If the benefit is not high enough to cover simple costs of living, the informal markets will have to supply the difference and this will feed the shadow economy. In this vicious circle, the break must come if and when the point is reached where more jobs are being created and employment becomes a realistic opportunity for the unemployed. There is no third way. 

A further question, which needs to be looked at in terms of policy recommendations, is the link between employability, security and income. Today, security can no longer be linked to preservation of existing jobs no matter what. Mobility is good for development and it should be promoted especially in periods of rapid structural change. The main source of stability as well as income potential stems from employability rather than protection through a rigid legal framework, trade unions and worker oriented labour courts. It is still rather unclear to some that preventing adaptation of firms to new circumstances even by reducing the workforce is not something that firms do because they are habitual law breakers but rather they try to adapt in the short term in order to maintain the company alive. 

The role of ALMPs in job security

Policies that should facilitate restructuring in flexible labour markets should include the following provisions:

· Mobility or redeployment centres for pending large redundancies whose aim is to put back into work workers who will loose their jobs

· Identify unemployed who belong to categories of potential long-term unemployed and help them regain competencies which are in demand on the labour market

· Place very high importance on the activation principle which requires more individualized or group oriented services in the public employment service

· Introduce the workfare principles for persons who use the social welfare system such that they receive training during their community based work

· Develop public-private partnerships which will facilitate networking of all stakeholders in the area of employment, development and education

· Introduce effective mechanisms for giving support to the job seeker in his job-search and career guidance.

Roles of individuals, companies, social partners, labour market institutions and the State in a changing labour market

Individuals

The role of the individual in seeking and finding work has become much greater now that information sources have become open to all those who care to look. State paternalism is over and individual responsibility for ones' life has become the norm, especially among the unfortunate who are out of work.

Companies

In the business world today a paradigmatic shift is becoming visible. Corruption and cutthroat competition have characterized the biggest firms and questions of ethics are beginning to be asked once again. People are becoming a key competitive advantage and this trend will slowly push out those companies, which are not capable of mobilizing motivated, capable and creative employees. As such, they will be in a good position on the labour market if and when they give up their present jobs.
Social Partners

The present role of the trade unions is to slow down or stop the process of reform on the labour market. This needs to change in view of the need to provide equal standards of protection for all workers and not just some of them. The real challenge is how to provide protection for the shadow economy worker rather than how to further increase the level of protection in the already highly protected public sector workers. The second biggest challenge is to focus on training as an obligation of the employer and introduce this element into the labour legislation as well as in delivery of support and services to employees.
Labour market institutions

Both public and private institutions such as job agencies and the public employment service need to work together to increase the accessibility of information. Further, the public employment service must build competencies for early identification of potentially excluded categories and cooperate more closely with the social welfare system, the non-governmental organisations and all those who have an interest in the same target population. More involvement in development initiatives on the one hand and community works set up on the other is the expected orientation for the public employment services in the future.

The State

The role of the state should be reduced to macroeconomic policies that will provide a stable and predictable environment with as few bureaucratic ways of providing services to citizens, companies and other organisations as possible. The fiscal system must promote the value of work and it should have the widest possible base. Support to start-ups and a conducive entrepreneurial environment is essential. However, the biggest obligation of the state is to invest in a good education system as well as support scientific research. A crucial feature is an up-to-date adult education system, which is capable of providing skills needed on the labour market. Also, a sophisticated system of data collection from the sector of enterprises, educational establishments, employment services and the government needs to be set up in such a way that a good information system for the labour market starts developing.

Worker security based on adherence to existing jobs at all costs is a stance, which will create problems in achieving global competitiveness in a small open economy. The key to security on the labour market is though training, personal development and activation. 
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� Croatia had a long term mismach between labour demand and supply which was evident in the relatively low participation rates. This means that potential labour force was inactive due to a slack demand for labour and tended to become active in periods of  stronger job creation. Such increases in the labour force were evident both in the growth of employment and of open unemployment which explains why these two groups tend to show simultaneous increase.


� One of the causes of the aggresion in ex-Yugoslavia was the weakening economic position of the two republics which had contributed most to the GDP of the country, i.e. Slovenia and Croatia. Most of the other countries were net recipients of transfers through a system of support for the less developed republics and their position became increasingly volatile without this support.


� The coverage by official sources of statistics of all economic activities of the population was inadequate in the socialist period because it measured only employment in the socialist sector. When large firms started to go bankrupt their overrepresentation in the samples used showed a more drastic fall in employment than actually took place because there were no instuments in place to measure increases in employment in the sector of small and medium enterprizes. These problems were gradually improved upon, but the labour force survey remains the only source which gives an indication of the actual scope of economic activity. However, even this source shows relatively low activity rates as labour force reserves remain high.


� LFS – Labour Force Survey


� The two sources of administrative data also have their problems. For example, the Croatian bureau of pension insurance has a certain number of insurees who are on payrolls of enterprises in the previously occupied areas in Eastern Slavonia but they had not worked since the beginning of the occupation. There are also persons who have the opportunity to pay for extended pension insurance although they are not employed. It is planned to bring in substantial adjustments and improvement of establishment sources in the Bureau of Statistics in the near future.


� CES – Croatian Employment Service


CBS – Croatian Bureau of Statistics





� CES exchanges data with Regos, and institution responsible for monitoring the payments of contributions which are now levied both on labour contracts and short term contracts equally. 


� Source: CES, Monthly Bulletin, Table 2.


� The Labour Law, Article 10.


� Most research institutions subsist partly on projects where the main means of payment are authors contributions. The authors are, therefore, often employed and only pay personal income tax on their income. Self employed authors such as painters or freelance newspapermen are often insured through their professional associations.


� This calculation is possible due to special questionnaire design in the Labour force survey which applies the ILO standards for economic activity. First the employed are identified by international criteria and these persons are asked for a self-evaluation of their formal status. This many working pensioners, students, housewives and registered unemployed are found to be economically active. A further decomposition of the employed can yeald an estimation of shadow economy employment. 


� Health insurance ia a Constitutional right and one can become insured through a working member of family or through the local authorities if there are no working family members.





