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Main 1ssues

Labour is a comparative advantage of
the Central European NMS vis-a-Vvis

EU-15.

On the other hand, economic growth
has not been accompanied by
significant employment growth in
these countries.
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Relatively low labour cost in the NMS

(Total labour cost in the business sector in 2003; source: Eurostat)
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Contained ULC dynamics

(average annual growth 2000-2005; source: AMECO)
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L_ong-run wage convergence

Key determinants:

= Productivity growth
(upper bound)

= Tightness of labour

market
(excess labour supply, some
bottlenecks)

= Economic policy

(minimum wages, public
sector wages)
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Various employment performance
(% among 15-64 I):_/i?gztzlg in 2004; source: | I .
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L_ow labour contribution to growth

(average contribution to annual GDP growth; source: IMF)
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Sources of employment growth

(employment growth between 2000-2004/5 excl. agriculture; source: Eurostat)

100 — e —+— 3,5

0 +— [ | —+ 3
80 + -+ 2,5

70 + - 2
60 + + 1,5

S 50 - | o +—1
40 101 | e —+— 0,5

30 + + 0
20 — | ---- B — -0,5

10 —{ |- .- - -1
0 -1,5

EU-25 Czech Hungary Poland Slovakia Slovenia Estonia Latvia Lithuania
Rep.
O Share of government and other B Share of industry and services

< Employment growth (annual average, right scale)

8/8 Dzl Sirget, Blckigest, rl-LLLe
Fel/Feve: -F86 L 248-1160 =-rrzll: gffice@icaegec. ril WweaositaiWwwy.icegec, fiu



What hinders employment growth?

* Transition:
* restructuring and early retirement

= obsolescence of skills

* Inflexible labour markets
= EPL and hiring/firing costs do not seem to

matter
» part-time and temporary employment does

= High taxation of labour
* informal economy?
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Non-typical forms of employment

(percentage of employees in 2004; source: Eurostat)
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High tax wedge on labour

(single w/o children, 67% of average wage in 2004; source: Eurostat)
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Conclusions

* Cost advantage of Central European
NMS over EU-15

* Low employment / high unemployment
IS a problem

= Potential policy measures:
* education
* more flexible labour markets
* reduction of tax wedge
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