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Employment developments in Central and Eastern Europe

lntroduction

After a period of deepening recession, tJle signs of
economic recovery which began to emerge in parts of
Central and Eastern Europe in the second half of 1992
became more evident and more widespread during
f993. GDP continued to increase in Poland, where
recovery dates back to the beginning of 1992, and, for
the Iirst Ume since the transition began, also rose in
Romanla and Albania. Moreover, while output declined
in the other four countries included in this review, it
did so at a slower rate than before. Furthermore, in the
first quarter of 1994, industrial output expanded in
Hungary and Slova}iia as well as in Poland and
Romania, and fell only slightly in the Czech Republic.

At the same time, though there was a conflnuing fall
employment in 1993 ttroughout the region, the net
rate of Job loss was less than in earlier years. As a
result, the rise in unemployment moderated signi{I-
cantly. Indeed in Hungary, despite declining employ-
ment, as well as in Albania - where it had reached a
much hlg[er level than elsewhere in the region - the
rate of unemployment fell during 1993.

There were also, however, less encouraging signs which
raise serious questionmarks over the sustainability of
recovery in the countries where it has occurred and
emphasise the difficulties of achieving economic
growth at a desirable rate elsewhere. In particular,
while inllation seems to have been kept under reason-
able control in most places, it remains in double figures
ever5rvuhere. More seriously, except in the Czech
Republic, the internal and external debt burden has
tended to increase significanfly as economies have
begun to recover. Imports have typically risen much
faster than exports and balances of payments were in
substantial deflcit in most countries in 1993. Equally,
tax revenue has not kept pace with public expenditure
and budget defieits impose a maJor constralnt on ex-
pansion ever5rwhere, apart perhaps in Czech Republic,
which has both budget and balance of palrments sur-
pluses.

In addition, though unemployment is increasing much
less rapidly than before, it remains high in most parts

and substantial numbers in tJle regions have been out
of work for a considerable time. With the constraints
on welfare orpenditure and real wages, this has led to
an increasing incidence of poverty and growing social
problems, which are not only of concern ln themselves
but are liable to undermine popular support for pro-
grammes of reform.

Moreover, for Romania, Bulgaria and Hungary, in par-
ticular, the continuing conllict in the former Yugoslavla
and the trade embargo which thds has caused have
severely dismpted exports and have forced Bulgaria to
suspend servlce of its foreign debt. With no end to the
conllict in sight, ttris make it even more difllcult for
countries to achieve satisfactory rates of econornic
growth and to attract the foreign investment which
would make this easier.

On the other hand, economlc recovery in Westem
Europe now seems to be flrmly underway, which, given
its major importance both as a market for e4ports from
countries in the regions and as a source of directinvest-
ment, could help to ease problems of development.

Output

Aft.er three years of substantial decline in most parts
of ttre region, GDP increased in 1993 in three of the
seven countries. In Poland, it grew by almost 4olo,

following a rise of 2'/rolo tn 1992. In Romania, though
growth was a modest 1ol0, this contrasts strongly with
falls of l3-l4o/o in both the preceding two years. In
Albania, where the economy is much less developed
than elsewhere and where more than half of GDP
comes from agriculture, output is estimated to have
expanded by 110/o in 1993 as against a fall of almost
300/o between 199O and 1992 (though the estimates for
Albania, both for GDP and other indicators, may be
subJect to a wider margin of error than for the other
countries).

In the other countries, the fall in GDPwas on a smaller
scale than in 1991 or 1992, ranging fromJust ovet 4o/o

in Bulgaria and Slovakia to an estimated 2oh in
Hungary and under '/r'to x, the Czech Republic.
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Nevertheless, all of the countries, even those orpeden-
cing growth in 1993, have some considerable way to go
before recouplng the losses Ir output suffered slnce
I 989. In Poland, after two years of growth, GDP ln I 993
was some 12% below lts level four years earlier. In the
other countries, the reduction has been much greater.
In the Czech Republic and Hungary, the decline in
GDP over these four yezrrs amounted to around 2ool0,

tn Slovalrda, to 23o/o, in Romania and Albanta to Just
under 300/o and in Bulgaria, to a massive 320lo (Graphs
L-7).

The loss in industrial output over thls period was even
largerthroughout the reglon as production shifted from
industry to services. This continued to be the case in
1993, industrtal output falllng by more than GDP in all
countries where the latter declined, except in Hungary,
where industrlal output increased by an estimated 4olo

despite the falt h GDP which was caused largely by a
decline in output tn agriculture, as noted below.

As a result, tndustrial production in 1993 was consid-
erably below the level four years earlier ire all of the
countries. Even in Hungary and Poland, where indus-
trial output rose by more than GDP ln both 1992 and
1993, the reduction over thls period was close to 3oolo.

In the Czech Republic, it was 360lo and in Slovakia,
43010, while in the other countries, it was as much as
50o/o or more. Indeed in Albania, estlmates suggest that
the level of production in the ffrst quarter of 1994 was
only around 3oolo of what it had been in 1989.

However, in four of the couritries - the exceptlons
being the Czech Republic and Romanla as well as
Albania - industrial output was higher in the ffrst
quarter of 1994 as compared wtth the level one year
earller, the increase being Just over 100/o in Poland,
almost l0olo t: Hungary and just under 9olo in Bulgaria

- the ftrst rlse in the latter since the transition began.

Throughout the region, agricultural production has
declined considerably since the reform process began,
especially in countries where agriculture had been
relatlvely efficient. A maJor reason for this has not only
been ttre way the pdvatsation of land has been im-
plemented and tJle break-up of the former system of
collectlvisatlon, but also the substantial reduction in
agricultural support, particularly for cooperatives,
which has led to a lack of capital and poor equipment.
In 1993, output fell signiffcantly in Bulgaria and
Hungary. In the former, because of the very slow
implementation of the land reform and severe draught,
production declined by I7o/o and in the latter, by 60/o.

Indeed in Hungary, output in 1993 was 3O%o lower than
the average level over the period f981 to 1984.

Agricultural production also fell in the Czech Republic
Ar 1993, though by only Lo/o. Ott the other hand, ln
Romania, where output had also fallen sharply in

prevlous years, it increased by over 12olo in 1993,
assisted by government support for tJle purchase of
equipment and fertllisers, favourable climatic condl-
tions and an improved legal framework.

Trade developments

Wlth the exceptionoftJre Czech Republic and Romania,
the trade balance deteriorated in all the countries in
the region in 1993, in some cases, signiflcanfly so. The
most extreme case was Albania, where imports ln US
dollar terms increased by over three tlmes durtng the
year as GDP rose significanfly. Thougfr exports valued
in the same terms also lncreased for the first time since
1989, the rlse was nowhere near enough to match the
surge in imports. As a result the trade deflcit reached
crisis proportions at four tlmes the value of exports.

While the sltuaUon ls less desperate in Hungary, the
gfowth of consumers'expenditure ln 1993 was accom-
panied by a rise in the dollar value of imports of some
t3olo. Since exports fell by l7o/o over the same period,
the trade deflcit increased markedly, to around 4Oo/o of
the value of exports. There are, however, signs of an
improvement in trade performance in the ffrst half of
1994 with exports groudng at constant prices by L8o/o

relatlve to the same period one year earlier.

Growth of e4renditure was also associated with a sharp
rise in imports in Poland of l8o/o in dollar terms. Though
exports also grew, assisted by the steady depreciation of
the exchange rate, the rise (7%d was signiflcanfly less than
this and the trade deflcit, which was already substantial,
almost doubled during the year. While imports also
increased in Romania, the rise was smaller - reflecting
a growth of essenflal items such as energl/ and raw
materials, which accounted for over half of the importbill,
rather than a rise in consumer goods - and was more
tllan matched by an increase in orports (of 60lo), so that
the trade deflcit narrowed sliglrtly in 1993.

In Bulgaria, though imports declined, exports fell by
more - by around 8olo in dollar terms - with the result
that the trade surplus was stgnificanfly reduced and
problems of debt servicing became acute. (Figures from
border declarations show a signiffcant deficit rather
than a small surplus in 1993 but a similar deteriora-
tion in trade performance - see Notes to statistical
tables.) This was coupled with rising internal debt
problems, with the budget deflcit increasing to 9olo of
GDP reflecting not only the shrinldng tax base but also
the difflculty of collecUng tax revenue. (In contrast, the
budget dellcit in Romania was reduced from 3t /2o/o ln
1992 to orily 2o/o ile 1993.)

For the other two countries, the Czech and Slovak
Republics, there are problems in assessing changes in
trade performance, since before 1993 theywere part of
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the same country - the former Czechoslovakia. Ttade
between the two, therefore, changed from being inter-
nal to being external. The effect has been to lmprove
the balance of payments accounts of the Czech
Republic since ithas a signillcant surplus ontradewith
Slovakia, and to worsen the accounts of the latter. The
apparent shift from deficit to surplus in the Czech
Republic in f993, therefore, is wholly a consequence
of this.

In sum, therefore, the Czech Republtc was the only
country of the seven with a trade surplus tn 1993,
though lt was also the country where exports of ser-
vices were most important (exports of goods were in
deffcit). All of the countries, however, have succeeded
in shifting trade away from tradittonal markets to
Western Europe, despite recession ln the latter for
much of the transitlon period. In the case of Czech
Republic, for example, exports to the Community grew
by 24o/o in 1993 and oqports to developed countries
amounted to 7Oo/o of the total, excluding trade with
Slovakia.

Renewed growth of the Western European market as
economic recovery occurs, given its new-found tmport-
ance, can only help to relieve constraints on develop-
ment in Central and Eastern European countrles by
boosting export earnlngs - and there are some sigps
of this occurrlng in the ffrst part of 1994.

It is also likely to improve the prospects for direct
investment whtch in some of the countries has been
greatly depressed by the recesslon in the Community.
In the Czech Republic, for example, lnvestment inllows
were down by 4Oo/o in 1993 and tJ'e United States was
a far more important source of direct irrvestment in the
year than Germany or other Western European coun-
tries (accounting for 45o/o of the total, three times as
much as Germany). On the other hand, in Slovakia,
there was 630lo more foreign capital in 1993 than in
1992, while in Romanla, there was 460lo more at the
end of the year than at the beginning. In both countries,
however, foreign investment had previously been at a
relatively low level.

Countries in the region, however, are differentially
placed to benefit from renewed expanslon of foreign
investment. Thus, whereas for the more developed
countries in the region, most of the inllows come from
advanced economies in Western Europe and from the
United States, in the case of Bulgaria, for example,
which is both less developed and less favourably
regarded as a location for investment, most of the
foreign capital comes from Greece, Turkey, a fewArab
countries and Russia. Moreover, it very much tends
to be concentrated in distributlon and retailing rather
than industry (there are 279 partly or wholly foreign
owned companies in the former sector, just 44 in
industry).

Employment

Despite the growth of GDP in three of the countrles and
the slowdown in the rate of decline elsewhere, employ-
ment continued to fall throug;hout the reglon in 1993.
Except in Hungary and Romanta, however, the fall was
smaller than in the previous year, ranging from only
around'/ro/oln Poland (thougtr if private agriculture is
excluded the decline amounted to around 20lo during
1993) and l'/roto tn Bulgaria, the Czech Republic,
Slovakia to almost 4olo in Romania,60/o ln Hungary and
over l3olo in Albania (which, however, was less than the
20olo decline recorded ln 1992). Moreover, ire Hungary,
data for the llrst half of 1994 show that the decltne in
emplo5rment has slowed down since 1993. (See the
special article below for a discussion of what these
changes imply for employment ln relaUon to working-
age population.)

Nevertheless, in spite of the slowdown ire netJob losses,
apart from in Bulgaria and Slovakia, employment de-
clined by more than output in all of the countrles so
that there was some increase in GDP per person em-
ployed in 1993. In tJ:e Czech Republic and Romania,
this was the flrst year since the transltion began that
this was the case. Indeed, in both of these countries,
the level of GDP per person employed Ar 1993 was
signiffcanfly lower than in 1989 - lOo/o lower in the
Czech Republic and over 2Oo/o lwer in Romania. As
such, in both these countries, the numbers in employ-
ment have been maintalned in some degree by accept-
ing reductions in labour producUvity. Thts also seems
to be the case in Bulgarta and Slovakia where GDP per
person employed was, ln the former, some 8olo lower in
1993 than four years earlier and in the latter, some
15olo lower (Graphs 1-7).

By contrast, h Hungary and Poland, as well as apparently
inAlbania, labour productMty, as measured by GDP per
person employed, increased slightly.

These dlfferent patterns of productivity change may
reflect different policies towards the maintenance of
employment in the different countries. At the same
time, it is hazardous to read too much into them, if only
because countries maywell have started from different
posltions as regards the extent of overmanning. In
Poland, for example, studies tended to show that the
scale of overmanning was considerable in the late-
198Os as the transition got underway (some estimates
put the stze of hidden unemployment represented by
overrnanning at around 25o/o of employment at thCs

time).

In both the Czech Republic and Hungary, much of the
fall in employment contlnued to be concentrated in
agriculture. The numbers employed in this sector fell
by l7o/o in 1993 in the former and by 24o/oln the latter,
with the result that in the two countries, agriculture
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provided only around half theJobs as in 1989 (Just over

half in the Czech Republic, just over half in Hungary).
In both cases, however, thls statistic may overstate to
some extent the reduction which has actually occurred
both because of organisaflonal changes and some re-

classiflcation of activities from agriculture to industry
and services.

In the other countries in 1993, there was either a much
more modest reduction - as in Poland or Slovakia
where the declfuee was only 2-3o/o - or a marked
increase, partly due to the process of land reform and
the restitution of agricultural land to its former owners.
Thus, inAlbania, employment in agriculture o<panded

by 180/o and in Bulgaria, by 260/o as the number of
individual holdings increased by 2OOo/o. (In the latter,
it should be noted, however, that those who are g;iven

back land are immediately classified as employed in
the sector, whereas in practice there is usually a lag
between when they become owners and when they
actually start farming.) Similarly, agricultural employ-
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ment increased for the third successive year in
Romania - by 5o/o - the only country in the region
where the numbers employed in the sector 1993 were
higher than before the reform process began.

As lr: earlieryears,Job losses in 1993were inmost cases

most pronounced in industry (including constmction),
despite growth of output in three of the countries. The
decline was most dramatic in Albania where the num-
bers employed declined by 28o/o, with an apparent fall of
over 7U/o in constmcton alone' Nevertheless, in both
Bulgaria and Hungary, industrial emplo5rmentwas down
by almost 1Oolo over the year, the fatl being particularly
large in construction (14%o) irr the former and in mining
tr: the latter (2@/o). Therewere also signiffcantreductions
in Romania, Poland and Slovakia, the numbers em-
ployed falling by 6-7o/o.T\efigures in the latter two cases,

however, conceal substarrtial increases in emplo5rment

in power and water (L7o/o artd 38olo, respectively) and
large reductions in construction (downby 150/o in Poland

artd 25o/o in Slovakia).
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