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PREFACE

Across the globe, young women and men are making an important contribution as productive

workers, entrepreneurs, consumers, citizens, members of civil society and agents of change. All too often,

the full potential of young people is not realized because they have no access to productive and decent jobs.

Although they are an asset in every country, many young people face high levels of economic and social un-

certainty. A difficult transition into the world of work has long-lasting consequences not only on youth but

also on their families and communities.

The International Labour Office (ILO) has long been active in youth employment, through its nor-

mative action and technical assistance to member States. One of the means of action of the Youth Employ-

ment Programme of the ILO aims to expand the knowledge base on the youth employment challenge across

countries and regions.

The working paper Youth Labour Markets in Bosnia and Herzegovina was drafted by Mr Niall

O’Higgins, Professor of Economics at the University of Salerno (Italy) and former employment specialist of

the ILO. It is part of a research programme that is coordinated by Gianni Rosas of the Subregional Office for

Central and Eastern Europe of the ILO. This programme seeks to increase knowledge of the quantitative and

qualitative aspects that determine the labour market outcomes of young people in South-Eastern Europe

with a view to supporting countries devise coherent and coordinated youth employment interventions at na-

tional and regional levels.

The empirical research that is presented in this paper was carried out in preparation for the Subre-

gional Tripartite Meeting of Experts on Decent Employment of Young People, jointly organized by the ILO

and the Ministry of Labour, Family and Social Affairs of Slovenia (Ljubljana, December 2007).1 In this

meeting, the experts from the Western Balkan countries and Slovenia shared national practice and experi-

ence. They also identified priority areas for future regional and national action by governments and employ-

ers’ and workers’ organizations. The last two chapters of the working paper were finalized by the

Employment Programme of the ILO for Central and Eastern Europe on the basis of the inputs provided by

the tripartite delegations of experts at the above-mentioned meeting and the review of employment policy of

Bosnia and Herzegovina that was conducted by the ILO and the Council of Europe between 2007 and 2008.

Mark Levin,

Director,

ILO Subregional Office for Central and Eastern Europe.

.
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CHAPTER 1.
OVERVIEW OF THE ECONOMIC AND SOCIAL CONTEXT

It is now firmly established that what happens in the youth labour market depends on what occurs

in the economy as a whole.2 In particular, youth unemployment rates are closely related to aggregate labour

demand and it is often argued that labour market regulations such as labour taxes, minimum wages and em-

ployment protection legislation are likely to disproportionately affect the labour market prospects of young

people. It is therefore essential that any analysis of the youth labour market be prefaced by a discussion of

what is happening at the aggregate level, this section of the paper aims to do that by reviewing the general

economic and employment situation in Bosnia and Herzegovina.

1.1 Macroeconomic overview

The first and most important aspect that must be mentioned is that the macroeconomic environ-

ment of Bosnia and Herzegovina is still adversely affected by the conflict of 1992-95. Although real eco-

nomic growth beginning in 2000 has remained strong and stable, the level is not comparable to the growth

rates experienced in the direct aftermath of the conflict, which were fuelled by the massive arrival of interna-

tional aid. Gross Domestic Product (GDP) per capita also seems to be on the increase, although comparisons

across time are problematic given the lack of reliable data on the total population.3

Inflation has remained low since 2000, with increases in 2005 and a marked surge in 2006 due to

the introduction of the value-added tax (VAT). Government expenditure as a percentage of GDP is rela-

tively high compared to other countries in South-Eastern Europe (SEE); however it has fallen significantly

beginning in 2000, while from 2003 the government budget has been in surplus. Sustained growth, together

with the improvement of public finances, reduced the country's external debt from nearly two-fifths of GDP

in 2000 to a little over one fifth in 2006 (Table 1.1).4

External imbalances remain the most serious challenge facing the country and the negative bal-

ance of payments reported in Table 1.1 is largely the result of a significantly negative trade balance. Trade

liberalization (along with an exchange rate pegged to the euro) meant a rapid increase in imports – mainly

consumption goods – whilst exports have largely remained in low value-added products (raw materials, ag-

.
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ricultural products and energy). There have been significant improvements recently, with the negative trade

balance falling from over 50 per cent of GDP in 2003 to less than 40 per cent in 2006, while in the same year,

imports originated mainly from Croatia (16.7 per cent), Germany (12.3 per cent), Serbia and Montenegro

(9.7 per cent) and Italy (8.9 per cent). This growth in exports (+29 per cent) combined with productivity

gains and increases in export prices, contributed to a real GDP growth of over 6 per cent. In the first four

months of 2007, exports continued to increase (+24 per cent) albeit at a slower pace compared to 2006. The

end result is that the current account deficit, as a percentage of GDP, was halved between 2005 and 2006

(from 21.3 per cent to 11.4 per cent).5

Table 1.1: Main economic indicators for Bosnia and Herzegovina, 2000-2006

2000 2001 2002 2003 2004 2005 2006
(est.)

2007
(proj.) †

Nominal GDP [Convertible
Marks (KM)]

10,713 11,599 12,829 13,443 14,678 15,791 17,750† 19,740

Real GDP growth rate 5.5 4.5 5.5 3.0 6.0 5.5 6.2 6.0

Gross investment (% of
GDP)†

20.4 19.4 22.0 16.2 19.8

Industrial production†
(% growth rate)

3.0 13.6 11.0 10.4 6.0

Inflation rate 4.8 3.1 0.4 0.6 0.4 3.8 7.4 -

Nominal GDP per capita
(KM)

2,833 3,054 3,351 3,508 3,819 4,108 4,671 -

Government
surplus/deficit (% GDP)

-6.5 -3.3 -0.1 0.8 1.7 2.6 3.0† -1.4

External debt (% GDP) 37.9 38.1 33.4 29.9 27.5 27.5 22.6 20.5

Govt expenditure (% GDP) 56.9 50.2 40.1 44.0 41.7 41.5 - -

Balance of payments
(% GDP)

-7.8 -14.1 -19.1 -20.9 -19.2 -21.3 -11.4 -13.4

- trade balance -54.8 -55.8 -53.7 -53.4 -49.0 -49.6 -37.1 -

FDI (% GDP) 4.3 4.9 7.1 5.2 3.7 11.5

Source: Central Bank of Bosnia and Herzegovina: Annual Report 2006 (Sarajevo, 2007); where indicated by †, International Monetary
Fund (IMF), Bosnia and Herzegovina: 2007 Article IV Consultation (Washington, DC, 2007).
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Figure 1.1 shows GDP by broad economic sectors: the service sector now accounts for more than

60 per cent of GDP, while the sub-sectors contributing most to observed economic growth in 2005 and 2006

were wholesale, retail and real estate, while manufacturing, electricity, gas and banking also made signifi-

cant contributions; all these sub-sectors together accounted for 54 per cent of growth in 2006. Other data

sources suggest that the tourism and construction sectors are also growing, however, their contribution to

registered economic activity is not significant, as the two sectors are the ones most subject to informality and

their contribution is not recorded in official statistics.

Several attempts have been made to estimate the size of the informal economy in Bosnia and

Herzegovina, for example, research conducted in 2003 reveals that the overall Non-Observed Economy

(NOE) in BiH was as high as 53 per cent of GDP, whilst the informal economy – defined as the share of GDP

hidden for economic purposes – comprised 33 per cent of national output.6

The data on registered employment by economic sectors in 1991 and 2006 reflect, inter alia, the

size of the informal economy (Figure 1.1); for instance, the comparison of Figures 1.1 and 1.2 shows that the

low level of registered employment in agriculture is due to the informal employment of workers in this sec-

tor: the agricultural sector’s contribution to Bosnia’s and Herzegoniva’s GDP is well over 10 per cent, how-

ever, employment in agriculture accounts for less than 4 per cent of registered employment. As labour

productivity in agriculture is generally lower than in industry and services, one would expect that the per-

centage of workers employed in agriculture be larger than the percentage of GDP produced by the agricul-

tural sector. However, official data shows the exact opposite: employment in agriculture is - in percentage

terms- less than half of agriculture’s contribution to GDP; the explanation for such inconsistency is to be

found in the extent of informal employment in agriculture.

3
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Figure 1.2 illustrates the substantial shift from employment in industrial production to the service

sector, which has been the characteristic of the post-war period: industrial enterprises, previously

state-owned, have since been privatized and have re-activated their production, although many remain at

very low levels of production or are not functioning at all, while in the service sector the fastest growing ar-

eas have been banking and retail and wholesale trade, both supported by Foreign Direct Investment (FDI).

From 1994 to 2006 foreign investments were largely from countries of the European Union (58.1

per cent) and South-Eastern Europe (22.6 per cent), Croatia and Austria being the largest contributors, ac-

counting for 15.9 per cent and 15.4 per cent of FDI respectively.

Persistent and continuing high levels of economic growth have produced improvements in pro-

ductivity, but have not yet led to employment growth, at least in the formal economy (Figure 1.4); only be-

ginning in 2003 there has been a sustained, albeit modest, growth in formal employment. This modest

increase, when compared to the increase in economic growth, is a fairly common feature of the early phases

of transition throughout the region.7 However – given the delayed introduction of a market economy due to

the upheaval of the conflicts – it is not unreasonable to expect that formal employment growth will soon fol-

low, particularly if the current attempts to encourage formalization of economic activities are further ex-

panded.8

4
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1.2 Poverty and social exclusion

The most recent estimates of poverty in Bosnia and Herzegovina are based on the Living Standard

Measurement Survey (LSMS) and refer to 2004; although the data suffer from sample and representative-

ness constraints, this survey has the major advantage of having systematically collected data every year from

2001 to 2004.9 According to these figures, the poverty rate has fallen from 19.5 per cent in 2001 to 17.8 per

cent in 2004 (Table 1.5).10

Table 1.2: Poverty rates in Bosnia and Herzegovina, 2001-2004

Poverty rate % change

2001 2004 2001-2004

BiH 19.5 17.8 -8.7

- FBiH 16.3 15.4 -5.5

- RS 24.8 20.8 -16.1

Source: Economic Policy and Planning Unit (EPPU): Medium-Term Development Strategy BiH 2004-2007 (PRSP), Revised Document,
(Sarajevo, May 2006).

Although poverty has indeed fallen, certain groups are more at risk than others: households with

two, three or more children (66 per cent); refugees and displaced persons (37 per cent); the elderly (31 per

cent); the unemployed (29 per cent) and people with only primary education or living in a household whose
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Note: The output index is calculated from real GDP growth rates and the employment index is based on registered employment data.
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head has only primary education (24 per cent and 25 per cent respectively).11 The Roma population in

Bosnia and Herzegovina is far more likely to be living in poverty than members of the majority, as is the case

in other countries of the region. A recent report on internally displaced persons (IDPs) and the Roma popula-

tion in South-Eastern Europe, found that the unemployment rates of the Roma population were over 70 per

cent higher than that of other groups; moreover, Roma individuals were around nine times more likely to be

living in poverty than individuals of the majority (i.e. with less than US$4.30 a day).12 13 The conclusion is

that although the Roma are doing better in BiH than in other countries of the region (Croatia being the only

country with a lower poverty rate for Roma), in terms of the relative position of Roma vis-à-vis the majority

population, BiH is ranked almost last in the region (Bulgaria being the only country with an even larger gap).

For young people, the report found that although Roma as a whole are much more likely to be un-

employed than their majority peers, the relative disadvantage of youth vis-à-vis adults is somewhat less

among the Roma. In other words, although it is true that young Roma are much more likely to be living in

poverty than their majority peers, the gap is less than the difference found between adults. This is a reflection

of the extremely disadvantaged situation of the Roma population as a whole: the employment and income

position of the Roma population is so poor in general that it is difficult for the relative situation of Roma

youth to be worse.

The Medium Term Development Strategy was adopted in 2004 and it set a 20 per cent poverty re-

duction target to be achieved by 2007. Although there is no reliable data yet available, the reduction in the

poverty rate achieved from 2001 to 2004 was insufficient for the goal to have been met; in other words, the

growth rates sustained were not large enough for the reduction target to have been achieved. This conclusion

led the Economic Policy and Planning Unit (EPPU) to suggest that policies need to be drawn up and imple-

mented in order to ensure a greater participation of the poor in the benefits of economic growth.14

Notwithstanding the fact that the analysis of poverty rates in the region is hampered by a lack of

comparable data, the World Bank reports that in 2001 the incidences of poverty – relative poverty indices at

50 per cent and 66 per cent of median incomes – were 6.9 per cent and 16.7 per cent, respectively.15 The data

suggest that poverty in BiH is higher than in Croatia, roughly the same as in Romania and Albania, and lower

than in Bulgaria; while another poverty and inequality report puts BiH at the low end of the scale in

South-Eastern Europe.16 On the other hand, the absolute poverty indices show that the incidence of poverty

and extreme poverty in BiH are below those found in Albania, Bulgaria, the FYR of Macedonia, Romania as
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well as Serbia and Montenegro. Bosnia and Herzegovina also appears to be doing reasonably well in terms

of inequality; the World Bank poverty assessment suggests that, using consumption based estimates, there is

less inequality in Bosnia and Herzegovina than in Croatia and the FYR of Macedonia and slightly more than

in Bulgaria.17

1.3 Labour market dynamics

Table 1.3 shows the national labour force participation rates for Bosnia and Herzegovina, the two

Entities and the Brčko District; for comparison purposes the Table also includes information on neighbour-

ing and EU countries. Labour force participation rates in BiH are lower than in neighbouring countries with

the exception of Montenegro, this is due to the very low participation rates of women in BiH, as the partici-

pation rates of men are only marginally below those of Bulgaria, Croatia and Romania - those of women are

instead 20 percentage points lower than their Balkan neighbours, a very significant difference.

Table 1.3: Labour force participation for BiH and neighbouring countries

Country Men Women Total

Bosnia and Herzegovina 65.5 37.4 51.3

FBiH 66.0 35.9 50.7

RS 64.7 40.3 52.5

DB 61.2 34.1 47.8

Bulgaria 67.0 57.3 62.1

Croatia 70.0 56.7 63.3

Montenegro 57.4 42.9 49.9

Romania 69.4 55.3 62.3

EU25 77.8 62.5 70.0

Source: Statistical Agency of BiH: Labour Force Survey 2006, (Sarajevo, 2007) and own calculations; for other countries, European Com-
mission: Employment in Europe 2006, Directorate General for Employment, Social Affairs and Equal Opportunities, (Brussels, 2006).

Note: Data for BiH is for April 2006, while data for other countries is for 2005.

Table 1.4 reports the employment rates for the working age population in Bosnia and Herzegovina

and its Entities, as well as for neighbouring countries; it shows how extremely low the employment rates are

and how there is a large gap between men’s employment and women’s employment. To a certain extent,

BiH’s pattern is similar to that of Montenegro, both in terms of rates as well as in the gap between the

sexes.18
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Table 1.4: Employment rates in BiH and neighbouring countries

Men Women Total

Employment rate BiH 46.1 24.0 35.0

- FBiH 46.4 22.3 34.1

- RS 46.0 27.6 36.8

- DB 40.3 18.6 29.6

Bulgaria 60.0 51.7 55.8

Croatia 61.7 48.6 55.0

Montenegro 42.4 27.6 41.0

Romania 63.7 51.5 57.6

EU15 72.9 57.4 65.2

EU25 71.3 56.3 63.8

Source: For Bosnia and Herzegovina, author calculations on the data of the LFS April 2006; for Montenegro, see Council of Europe and
International Labour Office (ILO): Country Employment Policy of the Republic of Montenegro, (Council of Europe, Strasbourg, 2007); for
other countries, see European Commission (EC): Employment in Europe 2006, DG Employment, Social Affairs and Equal Opportunities,
(Brussels, 2006).

Note: Data for Bosnia and Herzegovina are for April 2006, for other countries data refer to 2005.

The registered employment data reported in Figure 1.3 suggest modest gains in employment be-

ginning in 2003, while the Living Standards Measurement Survey (LSMS) showed substantial gains in em-

ployment in the period from 2001 to 2004, largely attributable to gains in the informal economy.19 The

conclusion that can be drawn from the data is that, although the employment rate continues to be very low,

there is at least some evidence that it has increased from the values of 2001.

Figure 1.5 shows employment by broad economic sectors, these data are of particular interest and

offer a more accurate picture of sectoral employment in comparison with registered employment for they in-

clude informal work arrangements. The data also show employment in agriculture to be 20 per cent of all

employment and its concentration in the Republika Srpska (RS), as well as the concentration of women’s

employment in the service sector for the Federation of Bosnia and Herzegovina (FBiH). The comparison of

Figures 1.2 and 1.4 demonstrates how informal employment is the norm in agriculture, as the percentage of

employees in registered agricultural employment is only around 3 per cent compared to the 20 per cent re-

ported by the LFS.20
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Part-time employment follows the same pattern as in other countries of the region: it is not wide-

spread and accounts for only 11.5 per cent of employment overall. Where part-time employment is more

common is in the agricultural sector, with women and in the FBiH; in fact, approximately 56 per cent of

women working in agriculture in the FBiH do so on a part-time basis. The general pattern is that part-time

employment is found most often in the informal economy.21

The data from the LFS suggest that informal employment is around one-third of all employment,22

although when one compares this to the figures derived from the LSMS of 2001-2004 (Table 1.5) one can

see that informal employment has fallen slightly in recent years.23 However, given the different size and

sample base across the two surveys, said numbers need to be read with caution.

Table 1.5: Informal employment as a percentage of all employment

LFS 2006 LSMS 2001 LSMS 2004

BiH 33.6 36.5 41.3

- FBiH 28.3 32.8 36.3

- RS 42.4 40.9 48.8

- DB 33.2 - -

Source: Author’s calculations from Labour Force Survey, 2006 and World Bank: Bosnia and Herzegovina Labour Market Update: The Role
of Industrial Relations, (World Bank, Washington, DC, 2005).

Note: The informally employed are defined here as those whose (main) employment does not include either health or pension coverage.
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Figure 1.4: Employment rates by broad economic sector, 2006

Source: Author’s calculations from the Labour Force Survey, 2006.

21 5		����� �� ��� '(() 7 4! ' ��� 	��� �� ��� ��� '�, ��� 	��� �� ����� ���%�� � ��� �����
 �	����� ���� ����-��� 	�����	��� >�
��� ������
 �	�����! ����-��� ���
������ �		����� ��� '6�, ��� 	��� �� ���A� ���
������ ��� 11 ��� 	��� �� �����A�� >� ���
 ��������! ,F�) ��� 	��� �� ����� ���%�� � ���	�
���� �� �� � ��� ������
 �	����� ��� F2�) ��� 	��� �� ����� ���%�� � �-
�����
 ���	�
����
 �	����� �� �� �� � ����-��� ����! ���

�! ���� �� ��� ������� 3�3 ��� 	��� �� ����� ��� ���% ��� ����
��
���
�������	�����	��������	�
��������������������-���������

22 5� ��� ��� �������#��
� $��% ��������! ����� ��� ���% ��� �� ��� ������ ���� ���
�� ������ ������ ����� �� ���% ��� ������
����������������
����
�������

23 ����� �������� ��� � 
�� ��� ����� ����� �� B� &�

A5��� ��� �� /��
�� %!���� �� -���.�!��	�� %(����& ��  �!��� ���
"��#���	��� "845>&! 4�������! '((3*! ���	�� >������
 ���
������ E�?������� �� � ���	������ �� �����
 ���
������ E ���
� ��
������ F+ ��� 	���I ��� ���� ���� ������
 ���
������ � ������

� 	��	�������� � 
����� ������� �	����� E � ��� ���	�	 	���
���$<���������
����������������	�
����!�	������	���������������E����������������������	
���
��	���������������	��������



Furthermore, Figure 1.5 shows the LFS data on formal and informal employment by economic

sector, and highlights the concentration of informal employment in agriculture and its relative concentration

in manufacturing as opposed to services.

Interestingly, the incidence of informal employment is lower for women than for men, although

this is largely due to the sectoral distribution of informality along male/female employment patterns.

Women are more likely than men to work informally in agriculture, but employment in agriculture accounts

for around 20 per cent of overall employment, while in industry, which accounts for 31 per cent of all em-

ployment, men are much more likely to work informally than women, which results in a slightly higher inci-

dence of informal employment among men overall.24

Nominal wages in Bosnia and Herzegovina have risen fairly rapidly in recent years and at a faster rate

than both inflation and productivity, this is coupled with a convergence among the Entities of average wages

payed, which in turn coincides with a convergence of GDP per capita.25 Figure 1.7 shows that, despite rapidly ris-

ing prices in RS, the wage convergence is real, albeit much more modest than is depicted in Figure 1.6; real wages

rose by around 61 per cent in the Federation and by 85 per cent in the RS between 1998 and 2006.

However, increases in wages in BiH have been fairly modest when compared to the increases in

neighbouring countries (Table 1.6). In euro terms, BiH has the second-highest average monthly wage, al-

though that figure is less than half the figure recorded by the region’s leader, Croatia. This notwithstanding,

in terms of wage growth, BiH ranks only fifth among the seven countries considered, with its wages rising
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Source: Author’s calculations from the Labour Force Survey, 2006.
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by only one and a half times between 2000 and 2006, behind Romania, Montenegro and especially Serbia,

where wages (in euros) increased six-fold in the same period.26

Table 1.6: Average net wages for SEE countries in euros

Country 2006  ( ) Rank Change
2000-2006

Rank

Bosnia and Herzegovina 300 2 + 57% 5

Bulgaria 178 7 + 88% 4

Croatia 625 1 + 44% 6

Macedonia 219 6 + 27% 7

Montenegro 246 5 + 255% 2

Romania 254 4 + 137% 3

Serbia 275 3 + 505% 1

Source: Based on data from Economic Policy Research Unit (EPRU): Economic Trends, Annual Report 2006, (Council of Ministers,
Sarajevo, 2007); for 2006, World Bank: Bosnia and Herzegovina Labour Market Update: The Role of Industrial Relations, (Washington
DC, 2005); Table 1.8, p. 11, for the 2000 wage data.

The implication of these figures is that much of the economic growth experienced in recent years

has fed rising wages rather than encouraged the expansion of employment; furthermore, one might add that

rising wages tend to cause production costs to rise as well, which, in turn, are likely to damage the country’s

export performance while at the same time increase demand for imported (as well as domestically-produced)

consumer goods.
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Figure 1.6: Nominal net monthly wages in BiH and its Entities, 1998-2006

Source: State Agency for Employment: State Review of Employment Policies in Bosnia and Herzegovina for 2006, (Sarajevo, 2007),
op.cit.; Central Bank of BiH: Annual Report 2006 (Sarajevo, 2007), op.cit.

26 5
���� � ��� �	
���� �� 	�������
� ���� ���� ���� ��� ���
��
� ��� '(()� $������ '((( ��� '((3! 5
����� ����� ���� ��
������ 6+ ��� 	��� � ���� ����� �� � � ��������
� �� ������� ����! � �	
���� � ��� 	�
	�
�����! $���� ��� <��@������ ���
�
���%��?�������������������499�	�������������������������������



12

Employment Policy Papers • Youth Labour Markets in Bosnia and Herzegovina

0

100

200

300

400

500

600

1998 1999 2000 2001 2002 2003 2004 2005 2006

FBiH RS

A
v
e
ra

g
e

m
n
e
t

m
o
n
th

ly
w

a
g
e
s

8
K
M

),
1
9
9
8

p
ri

c
e
s

Figure1.7: Net monthly wages, FBiH and RS, 1998 prices

Source: Author calculations on the basis of data on wages of State Agency for Employment: State Review of Employment Policies in
Bosnia and Herzegovina for 2006 (Sarajevo, 2007), op.cit. On the cost of living see Central Bank of BiH: Annual Report 2006 (Sarajevo,
2007), op.cit.



CHAPTER 2.
ANALYSIS OF THE YOUTH LABOUR MARKET

In April 2006, the first national labour force survey (LFS) was undertaken in Bosnia and

Herzegovina, in 2007 the research was repeated, creating the basis for reliable data with which to study the

labour market in the country. Other information available on the labour market in BiH are the records on reg-

istered employment and unemployement as well as the data of the LSMS between 2001 and 2004, however,

the analysis that follows below is based on the LFS data.27

2.1 Socio-demographic characteristics of young people

2.1.1 Demographic trends

A large youth cohort represents both a potential problem – jobs have to be found for young people,

but also a potential asset – as a substantial youth population can make significant contributions to a country’s

economic and social growth in the long term. The entry in the labour market of large numbers of young people

is often associated with a falling dependency ratio, or, in other words, there is the potential for an increase in the

per capita labour supply. This is an opportunity for increased growth in the long term, due to the greater (po-

tential) labour supply which increases prospective output per capita, while a rising share of the working-age

population implies a higher rate of savings and investment, which in turn leads to increased growth. Yet an-

other factor is the level of human capita, similar to investment in physical capital, investments in the human

capital of young people, through education and training, are likely to lead to higher economic growth.

In contrast to these potential benefits it has been argued that in the short term, the larger the youth

population, the more difficult it is for labour markets to accommodate the inflows of new entrants; yet there

is little evidence to suggest that large youth cohorts cause significant unemployment problems for young

people. On the contrary, recent research has provided evidence that in OECD countries there was an elastic-

ity of the youth unemployment rate to the youth-to-adult population ratio of around 0.5.28 An elasticity of a

similar scale was found for thirty-two developing and transition countries.29

However, in both studies the extent of the effect of the relative size of the youth cohort is much re-

duced and/or loses statistical significance when adult employment and unemployment rates are introduced

in order to control for aggregate demand factors; while another recent study estimates similar models for a

range of developing and transition countries using a variety of specifications.30

The key finding is that there is no evidence that large youth cohorts cause greater unemployment

problems for young people, quite the opposite: an analysis of regional labour markets in the USA actually

found that the relative size of the youth group leads to a fall in unemployment rates. It is perhaps fairest to

.
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say that the explanation lies in the variability of the effects of large youth cohorts across countries, as so

much depends on how states handle large inflows of new labour market entrants.

Although data on the overall population of Bosnia and Herzegovina is unreliable - the last census

dates back to 1991, existing data suggest that the peak in Bosnian youth population (12-24 years) occurred in

1978 and that starting in 2005 it has fallen and will continue to fall at a little under 2 per cent per year, a

downward trend that is likely to continue until 2015.31

The situation in BiH is similar to that found in other SEE countries, with the exception of the for-

mer Republic of Serbia and Montenegro, all countries in the region reached their youth population peak be-

fore 1990 and all have experienced a yearly decrease of the youth population (12-24 years) of just under 2

per cent per year (with the exception of Albania which has experienced a slower decrease).

Figure 2.1 shows the share and future estimates of the youth population (15-24) in South-Eastern

Europe over the period 1980-2020; what can be seen is that in most countries, but not in Bosnia and

Herzegovina, there was a small increase in youth population during the late 1990s and/or early 2000s. What

the 2006 LFS shows is that young people in BiH comprise 14.7 per cent of the total population, which, by in-

ternational standards, is rather low; while the overall dependency ratio is also falling, similarly to other

countries in the region (Figure 2.2).
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Figure 2.1: Youth (15-24) population as a percentage of the total population, SEE, 1980-2020

Source: Author’s calculations based on ILO: Economically Active Population, Estimates and Projections 1980-2020, Vth edition,
(Geneva, 2007).

Note: The figures report estimates (1980-2003) and projections (2004-2020) of the youth population as a percentage of the total popu-
lation in SEE countries.
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2.1.2 Trends in education

Table 2.1 reports educational participation rates for teenagers (15-19) and young adults (20-24) in

2006, it shows that the primary reason for non-participation in the labour market is school attendance.

Table 2.1: Educational participation rate in Bosnia and Herzegovina, 2006 (per cent of age-group)

Men Women Total

15-19 BiH 75.0 78.8 76.8

- FBiH 74.3 79.0 76.6

- RS 76.5 78.6 77.6

- DB 74.9 74.9 74.9

20-24 BiH 25.8 32.9 29.2

- FBiH 28.0 34.1 31.0

- RS 20.7 30.9 25.6

- DB 35.0 19.9 72.6

Source: Author’s calculations on the basis of the Labour Force Survey, 2006.

Note: Based on the response to the question: “Did you attend any School or Training during the last four weeks?”

From the data above it would appear that educational participation is reasonably high in BiH, how-

ever, in the context of the Lisbon strategy, it is also important to measure the share of youth who completed

secondary education. Table 2.2 shows that BiH is faring reasonably well compared to neighbouring coun-

tries, it is close to the Lisbon target of 85 per cent of secondary completion, but fares worse in the less than

ten percent “dropout” target. In this area BiH is significantly behind the EU15 and EU27 averages – al-

though well ahead of the FYR of Macedonia and Albania – even more significantly, and in contrast to almost

all other European countries, the educational levels of women are lower than those of men.
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Figure 2.2: Dependency ratio in South-Eastern Europe, 1989-2006

Source: Based on data from the Transmonee 2007 database, UNICEF IRC, Florence, http://www.unicef-icdc.org/resources/

Notes: The dependency ratio is defined here as the percentage of the total population which is aged below 15 or above 59. The use of this
age group as opposed to the more usual 15-64 group depends on the data source. The Transmonee database uses the slightly shorter defi-
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rope. Data for Bosnia and Herzegovina based on US Census Bureau estimates of 2006.



Table 2.2: Educational attainment, Bosnia and Herzegovina, 2006 and comparable countries
(per cent of age-group)

Men Women Total

% of the population aged 20-24 having
completed at least upper secondary education

BiH 84.1 83.0 83.6

- FBiH 84.4 83.5 83.9

- RS 83.9 82.8 83.4

- DB 77.9 68.9 73.3

Bulgaria 80.0 81.1 80.5

Croatia 92.8 94.9 93.8

Romania 76.6 77.8 77.2

EU15 71.5 78.2 74.8

EU27 74.8 80.7 77.8

% of the population aged 18-24 with at most lower secondary
education and no further education or training.

BiH 19.6 26.0 22.4

- FBiH 19.4 25.7 22.2

- RS 19.4 25.6 22.1

- DB 30.5 38.0 34.5

Albania - - 61.9

Bulgaria 18.2 17.9 18.0

Croatia 5.3 5.3 5.3

Macedonia - - 36.2

Romania 19.1 18.9 19.0

Serbia - - 11.4

EU15 19.4 14.5 17.0

EU27 17.5 13.2 15.3

Source: BiH - Author calculations on the basis of the Labour Force Survey, 2006; Albania and Macedonia – European Training Founda-
tion (ETF): Key indicators on Vocational Education, Training and Employment in South Eastern Europe (Turin, 2005); Bulgaria, Romania,
EU15 and EU27, Eurostat web site: http://ec.europa.eu/eurostat
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2.2 Youth labour force participation

The labour force participation rate in Bosnia and Herzegovina (Table 2.3) is very low at 51.3 per

cent, a little above the rate of Montenegro, significantly below that found in other SEE countries (around

62-63 per cent) and much lower than the 70 per cent found in the European Union. The disaggregation of la-

bour force participation data by sex, age-group and Entity reveals that these low figures are the result of the

low participation rates of younger, older and women workers – particularly in the FBiH.

Table 2.3: Labour Force Participation rates in Bosnia and Herzegovina by age, sex and Entity, 2006

Men Women Total

15-64 BiH 65.5 37.4 51.3

- FBiH 66.0 35.9 50.7

- RS 64.7 40.3 52.5

- DB 61.2 34.1 47.8

Bulgaria 67.0 57.3 62.1

Croatia 70.0 56.7 63.3

Montenegro 57.4 42.9 49.9

Romania 69.4 55.3 62.3

EU15 78.9 63.2 71.0

EU25 77.8 62.5 70.0

By age group

BiH 15-24 40.1 26.3 33.4

25-49 81.9 50.0 66.0

50-64 53.4 22.1 36.6

65 and over 7.9 3.9 5.6

- FBIH 15-24 39.5 26.6 33.2

25-49 83.6 47.8 65.6

50-64 53.6 19.8 35.1

65 and over 4.4 2.3 3.2

- RS 15-24 41.7 25.4 33.7

25-49 78.8 54.5 67.0

50-64 54.0 26.0 39.3

65 and over 12.5 6.2 9.0

- DB 15-24 38.9 28.0 33.5

25-49 78.1 46.3 63.4

50-64 43.4 20.2 30.6

65 and over 9.5 0.6 4.5

Source: For Bosnia and Herzegovina, author calculations on the data of the LFS April 2006; for Montenegro, see Council of Europe and
International Labour Office (ILO): Country Employment Policy of the Republic of Montenegro (Council of Europe, Strasbourg, 2007); for
other countries, see European Commission (EC): Employment in Europe 2006, DG Employment, Social Affairs and Equal Opportunities
(Brussels, 2006).

Note: Data for Bosnia and Herzegovina are for April 2006, for other countries data refer to 2005. EU15 and EU25 are the EU members
pre- and post- the 2004 accession. EU-NMS comprises the 10 acceding countries at that time (i.e. excluding the most recent entrants
Bulgaria and Romania).
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2.3 Youth employment

Table 2.4 shows the employment rate, both in the formal and informal economy, recorded by the

LFS in 2006 according to age-group, economic sector and form of ownership; what it shows is the very low

employment-to-population ratio of teenagers in BiH, which is partly due to educational participation and

partly to the high rates of unemployment and joblessness that will be further discussed below.

The employment figures also show that that there is a relatively high concentration of young peo-

ple employed in agriculture, particularly in the FBiH, and among teenagers most of all. The table goes on to

show how private sector employment and employment in the informal economy are far more common

among young people than adults, and again, this is most marked among teenagers.

Table 2.4: Employment by age-group, economic sector and form of ownership, 2006

15-19 20-24 25-64 15-64

BIH

Employment rate 4.2 21.2 41.3 35.0

-Agriculture 39.0 18.4 17.8 18.1

-Industry 28.6 31.2 31.8 31.8

-Services 32.4 50.5 50.4 50.1

- Private 87.1 85.0 55.6 58.0

- Non-private 12.9 15.0 44.4 42.0

- Formal 26.5 54.4 70.1 68.4

- Informal 73.5 45.6 29.9 31.6

FBIH

Employment rate 3.7 18.9 41.1 34.1

-Agriculture 45.3 17.3 12.4 13.1

-Industry 33.3 31.6 33.9 33.7

-Services 21.3 51.1 53.7 53.1

- Private 85.7 86.8 53.9 56.4

- Non-private 14.3 12.2 46.1 43.6

- Formal 24.6 52.6 74.7 72.7

- Informal 75.4 47.4 25.3 27.3

RS

Employment rate 5.7 26.5 41.9 36.8

-Agriculture 29.9 20.6 27.5 27.1

-Industry 21.7 30.5 28.4 28.4

-Services 48.5 49.0 44.1 44.5

- Private 89.2 81.9 58.1 60.3

- Non-private 10.8 18.1 41.2 39.7

- Formal 29.7 56.7 61.8 61.0

- Informal 70.3 43.3 38.2 39.0

Source: Author’s calculations on the basis of the Labour Force Survey, 2006.
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The most significant result that can be inferred from the data is that what happens in the youth labour

markets in Bosnia and Herzegovina is, to a large extent, determined by what happens in the informal economy,

as around three-quarters of employed teenagers (15-19 years), and nearly half of young adults (20-24 years)

work in the informal economy; and although there are differences across Entities, these are much less signifi-

cant than the differences across the various age groups.32 However, teenagers account for a very small portion

of the workforce, only around one in twenty teenagers, while one in five young adults are in employment.

Nearly forty percent of employment in RS is in the informal economy, while the figure for the

FBiH is slightly below 30 percent; for young people, the situation is reversed: in the FBiH a larger propor-

tion of both teenagers and young adults are informally employed than in the RS.33 Conversely, in the FBiH

the incidence of informal employment is almost twice as high for young people (15-24 years) as it is for

prime-age adults (25-49 years), whereas the incidence in the RS is about 1.4.

Table 2.5 depicts the incidence of informal employment by economic sector, sex and by age group,

this data show a rather more varied pattern: in the country as a whole teenage girls are more involved in the in-

formal economy than their male peers; young men are more represented in the informal economy than young

women, while the highest incidence of informal youth employment is found in agriculture. Finally, the table

demonstrates how all teenage girls working in agriculture are employed informally in both Entities, whilst

teenage boys in the RS are less likely to be working informally compared to their female peers.

Table 2.5: Incidence of informal employment by age, sex and industrial sector

FBiH RS BiH

Men All sectors 15-19 68.9 77.0 72.0

20-24 49.2 46.2 47.7

Agriculture 15-19 100.0 88.9 95.9

20-24 86.2 91.7 88.7

Industry 15-19 47.1 66.9 52.3

20-24 40.5 40.1 40.0

Services 15-19 54.9 72.7 64.7

20-24 41.0 29.4 35.8

Women All sectors 15-19 93.4 54.6 77.2

20-24 44.5 37.6 42.0

Agriculture 15-19 100.0 100.0 100.0

20-24 100.0 90.9 96.2

Industry 15-19 52.7 100.0 76.1

20-24 16.8 8.4 14.1

Services 15-19 100.0 28.3 51.7

20-24 39.2 30.3 36.3

Source: Author’s calculations on the basis of the Labour Force Survey, 2006.

Note: Each cell in the table reports the percentage of workers of that type (defined by sex, age and sector) who are employed in the infor-
mal sector as previously defined.
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Given the concentration of informal employment in agriculture and among teenagers, it is likely

that informal employment prevails among the poorly educated; Table 2.6 confirms this assumption: simi-

larly to what occurs for youth unemployment, employment in the informal economy is pervasive among

those with relatively low levels of education.

Table 2.6: Incidence of informal employment among young people (15-24) by education level

Primary education
or less

Secondary education Tertiary education All

BIH 81.8 43.6 33.5 50.4

- FBiH 86.4 45.0 35.5 52.2

- RS 75.7 41.5 33.1 48.2

Source: Author’s calculations on the basis of the Labour Force Survey, 2006.

Although informal employment may provide young people with a foothold in the labour market

from which then to progress onto formal employment, there is actually very little evidence that supports this

view; what instead is clear is that employment in the informal economy is characterized by decent work defi-

cits, with no protection and low wages.34

Table 2.7 highlights the low mobility between informal and formal employment: it shows the labour mar-

ket position of individuals in 2002 and 2004 compared to their employment status in 2001; only around 14 per cent

of those in informal employment in 2001 were able to move to formal employment in 2002 and only around 19 per

cent managed the transition to formal employment within three years. Conversely, of all those formally employed in

2001, nearly 85 per cent were still formally employed in 2002 and 76 per cent in 2004.

The data does highlight that the main route out of unemployment to employment is through jobs in

the informal economy, among individuals who were unemployed in 2001, only one in five managed to move

to formal employment three years later. In other words, the predominant pattern is that the unemployed who

found work did so in the informal economy and were unlikely to make it to formal employment; on the other

hand, formal employment, once obtained, was likely to be held on to long-term.

Finally, the data also indicate that, whilst the majority (62.4 per cent) of the working-age popula-

tion had a job at some stage over the four years covered by the survey, only 19.3 per cent (or one in five) had

a job in the formal economy during the same period.

Table 2.7: Mobility between labour market statuses, 2001-2004

Activity in 2002 Activity in 2004

FE IE U I FE IE U I

Activity
in 2001

Formal employment 84.9 4.7 3.3 7.1 76.0 7.6 6.0 10.3

Informal employment 13.9 51.6 13.4 21.1 18.7 48.8 12.2 20.3

Unemployed 12.3 25.3 32.4 29.9 19.9 25.3 24.4 30.4

Inactive 4.6 10.2 12.9 72.3 8.4 13.2 14.3 64.2

Source: Extracted from European Training Foundation (ETF): Labour Market Review of Bosnia and Herzegovina (Turin, 2006),
Table 5, p. 21.

Note: The table reports raw percentages.
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2.4 Wages and working conditions of young workers

The LFS data on the type of employment and the hours of work show that young people, particu-

larly teenagers, are much more likely than adults to be on temporary (fixed term) and part-time work, the re-

sults are shown in Table 2.8. The balance between these two contractual arrangements is different across the

Entities; in the FBiH, young people are less likely to be on temporary contracts, but twice as likely to work

part-time, when compared to the RS.

Furthermore, despite the relatively high incidence of part-time employment in both Entities, the

reported hours of work remain fairly long, even teenagers work around 36 per week and only in the FBiH are

weekly mean and median values below 40 hours.35

Table 2.8: Temporary and part-time work and hours of work

15-19 20-24 25-64

BiH

% of employees on temporary contracts 63.1 37.2 13.5

% of employees working part-time 42.2 15.2 9.7

Mean hours of work per week 35.8 43.9 43.6

Median hours of work per week 40 40 40

FBiH

% of employees on temporary contracts 57.8 39.5 12.4

% of employees working part-time 50.8 18.9 11.0

Mean hours of work per week 31.7 42.0 41.9

Median hours of work per week 30 40 40

RS

% of employees on temporary contracts 68.0 34.4 16.0

% of employees working part-time 29.7 9.4 7.1

Mean hours of work per week 41.8 46.9 46.3

Median hours of work per week 40 48 40

Source: Author’s calculations on the basis of the Labour Force Survey, 2006.

Table 2.9 shows the major source of difference between the reported wages for different groups in

the LFS, which is participation in the informal economy.36 Overall, youth wages are around 70 per cent of

adult wages both for young men and women in both Entities, however, the most striking difference relates to

the narrower gap found between youth and adult wages in the informal economy (youth wages are 90 per

cent of adult wages), this may be explained by the lower skills level of informal economy workers and which

results in a lower youth/adult wage gap.
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Table 2.9: Youth and Adult Wages in BiH (KM per month)

15-24 25-64 Youth wages as
% of adult wages

BiH All 489 679 72.0

Formal 528 717 73.6

Informal 400 442 90.4

Males 531 805 66.0

Females 415 630 65.9

FBIH 555 752 73.8

RS 383 535 71.6

Source: Author’s calculations on the basis of the Labour Force Survey, 2006.

The data on formal and informal wages, disaggregated by individual characteristics, show that

young workers’ wages in the informal economy are closer to adults’ wages except in the case of the RS (Ta-

ble 2.10). In addition, although informal economy wages are lower than formal wages for all groups and in

both Entities, reported monthly averages are above the minimum wages established in the FBiH (308 KM)

and in the RS (205 KM); these are important findings that will be discussed further in the chapter on mini-

mum wages.

Table 2.10: Youth and adult wages (KM per month) – formal versus informal employment

15-24 25-64 Youth wages as a
% of adult wages

BiH Formal All 528 717 73.6

Agriculture - 756 -

Industry 588 657 89.4

Services 489 747 65.4

Males 568 748 75.9

Females 460 661 69.6

FBiH 617 796 77.5

RS 408 553 73.8

Informal All 400 442 90.4

Agriculture - 275 -

Industry 490 457 107.2

Services 338 453 74.6

Males 450 473 95.1

Females 309 349 88.5

FBiH 436 452 96.5

RS 310 432 71.8

Source: Author’s calculations on the basis of the Labour Force Survey, 2006.
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2.5 Youth unemployment and joblessness

The youth unemployment rate, the most commonly used indicator of the disadvantages faced by

young people in the labour market, is very high in Bosnia and Herzegovina (Table 2.11); it is roughly three

times higher than in Bulgaria and Romania and nearly four times the EU15 average. However, the ratio of

youth to adult unemployment rates is not particularly large when compared to neighbouring countries (Fig-

ure 2.3) and as youth unemployment is largely determined by insufficient aggregate demand – the general

lack of jobs – rather than deficiencies specific to the youth labour market, actions to combat youth unem-

ployment should be part of a more general strategy that promotes employment creation.

Table 2.11: Youth unemployment and jobless indicators, Bosnia and Herzegovina, 2006

Men Women Total

Youth unemployment rate

BiH 60.2 65.7 62.3

- FBiH 65.2 68.9 66.7

- RS 48.7 58.4 52.3

- DB 74.6 63.5 70.0

Bulgaria 18.9 20.3 18.9

Romania 22.3 20.2 21.4

EU15 15.7 16.4 16.1

EU27 17.1 17.9 17.4

Ratio of youth to adult (25-54) unemployment rates

BiH 2.3 2.0 2.2

- FBiH 2.6 2.1 2.4

- RS 1.8 2.0 1.9

- DB 2.5 1.4 2.0

Bulgaria 2.5 2.4 2.4

Romania 3.1 3.7 3.3

EU15 2.6 2.1 2.4

EU27 2.6 2.2 2.4

Youth jobless rate

BiH 35.0 36.6 35.8

- FBiH 36.4 36.8 36.6

- RS 31.7 35.6 33.6

- DB 37.3 44.9 41.1

Source: For Bosnia and Herzegovina, author’s calculations on the basis of the Labour LFS 2006; for Albania and FYR of Macedonia, Euro-
pean Training Foundation (ETF) Key indicators on Vocational Education, Training and Employment in South Eastern Europe (Turin,
2005); for Bulgaria, Romania, EU15 and EU27, Eurostat web site: http://ec.europa.eu/eurostat

Similarly to other countries in the region, the unemployment rate of young women is slightly

higher than that of young men, while in terms of differences across Entities, both the youth unemployment

rate and the ratio to the adult unemployment rate are lower in the RS than in the FBiH due to the more wide-

spread informal economy in the RS.

The usefulness of the youth unemployment rate as an indicator of youth labour market problems

has increasingly been questioned over the last decade; attention has instead shifted towards discouraged
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young workers – i.e. young people who are neither in education nor employment and who are not actively

searching for work – and who are not captured by youth unemployment statistics.37

How discouragement is defined varies – although it can be argued that it should include only those

who are not searching for work because they believe that no work is available - in practice it usually includes

all those who are not in education or employment.38 In other words, it comprises all young people who are

not engaged in a ‘useful’ or ‘productive’ activity as well as jobless youth.39 The youth jobless rates are

shown in the last section of Table 2.11.

The jobless rate may be larger or smaller than the unemployment rate, according to whether the

proportion of the inactive population not participating in education is larger (or smaller) than the proportion
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Figure 2.3: The ratio of youth (15-24) to adult (25-54) unemployment rates in selected transition
countries

Source: N. O’Higgins: Youth Labour Markets in ECA (World Bank, Forthcoming).
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of the active population who is unemployed.40 Other things being equal, the higher the educational participa-

tion rate, the lower the jobless rate vis-à-vis the unemployment rate.

Although it is less common than the youth unemployment rate, this indicator has some useful char-

acteristics that justify its use in conjunction with the youth unemployment rate, for this combination helps to

pinpoint youth labour market problems.41 Its use has three main advantages: first, it includes all those young

people who are not actively seeking work, but would work if conditions in the labour market allowed it. Sec-

ondly, it provides an indication of the size of youth labour market problems in relation to the youth popula-

tion as a whole, for it is possible for youth unemployment rates to be very high but, if labour force

participation itself is very low, this affects only a very small proportion of the youth population as the youth

jobless rate is an indicator of the incidence of youth labour market problems among young people as a

whole.42 Finally, the comparison of youth jobless with youth unemployment rates can better explain the sig-

nificance of the youth unemployment rates themselves, it then becomes possible to argue that discouraged

young workers are the group most in need of policy intervention in order to prevent their permanent detach-

ment from the labour market.

The rates of youth joblessness in BiH are much lower than the youth unemployment rates, this

means that youth joblessness is largely the result of unemployment; in other words, due to the extensive in-

formal economy, the proportion of young discouraged workers is, relative to the unemployed, rather small,

as the majority of young people not actively searching for work are either employed or in education. Specifi-

cally, among jobless youth, 58.2 per cent are unemployed; a stark contrast to adults, where only 26.4 per cent

of jobless adults (25-64) are unemployed.

The jobless rate indicates that there is less difference in youth employment problems between En-

tities, for although the unemployment rates of young women are higher than their male peers in all Entities,

the difference between the jobless rates of young men and young women is smaller.43 This implies that dif-

ferences in youth unemployment are due to factors of labour supply rather than labour demand.
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Figure 2.4 looks at the relation between youth joblessness and education level, it reports data for

people aged 25 to 34 years of age, as using the traditional youth age-group will inevitably produce a dis-

torted picture.44 What is shown is a clear inverse relation between education level and jobless rate in Bosnia

and Herzegovina comparable to that found elsewhere in South-Eastern Europe.45

However, the relation is somewhat less marked in Bosnia and Herzegovina than in other countries,

especially when compared to Croatia. This is likely due to the relatively low level of average educational at-

tainment in BiH, compared to Croatia, and to the relatively large size of the informal economy, as the human

capital requirements of the informal economy tend to be lower than those of the formal one.46

As mentioned above, one purpose of the jobless rate is to broaden the focus in order to include dis-

couraged workers; Figure 2.5 does this more explicitly by disaggregating the jobless into unemployed dis-

couraged workers and inactive youth - those who are neither searching for, nor wish to work. As mentioned

above, most jobless youth are unemployed, while among jobless youth not seeking work, discouraged work-

ers are the majority, with the exception of teenage women.

In the inactive group, nearly one in four young men gave as reasons for not seeking work either ill-

ness or disability, whereas for young women, the main reason for inactivity (just over one-third) was child
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Figure 2.4: Youth jobless rates by standardized level of education in SEE

Source: Bosnia and Herzegovina – author’s calculations on 2006 LFS; other countries - N. O’Higgins: Youth Labour Markets in ECA
(World Bank, Forthcoming).
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care (or care of other non-independent persons). It has been argued that youth unemployment is a less serious

problem than it first appears from an examination of youth unemployment (or jobless) rates alone; this is because,

although youth unemployment rates are higher than adult ones almost everywhere, what really counts is the dura-

tion of unemployment itself, which tends to be far shorter for young people. It is also argued that short unemploy-

ment spells are not really detrimental to young people’s long-term employment prospects and a higher

unemployment rate is a natural consequence of the process of labour market entry where young people ‘shop

around’ for an appropriate job. However, the extent to which young people are subject to significantly shorter

spells of unemployment than adults has been questioned by many researchers.47

Table 2.12: Incidence of long-term unemployment by age and sex

15-24 25-49 50-64 All age groups

BIH 78.0 88.8 89.9 85.9

- Men 78.3 88.3 87.5 85.4

- Women 77.5 89.3 95.6 86.5

FBIH 79.0 89.2 90.3 86.1

- Men 78.3 88.7 86.4 85.2

- Women 79.9 89.8 98.1 87.3

RS 75.5 87.9 89.6 85.4

- Men 78.4 87.5 89.0 85.7

- Women 71.4 88.4 91.5 84.9

Source: Author’s calculations on the basis of the Labour Force Survey, 2006.

Note: The table reports for each sex, age and geographically- defined group the percentage of the unemployed who have been out of work
for at least 12 months.
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Source: Author’s calculations on the basis of the Labour Force Survey, 2006.
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In Bosnia and Herzegovina, the extremely high youth unemployment rates suggest that it is un-

likely that the bulk of youth unemployment can be accounted for by this type of frictional unemployment;

indeed, the data on the incidence of long-term unemployment (Table 2.12) show that whilst the duration of

unemployment does increase slightly with age, it is extremely high for all age groups. In 2005 the incidence

of long-term unemployment for adults was 45 per cent in the EU25 and 42 per cent in the EU15; while

among Bosnian youth, nearly four out of five of the unemployed had been seeking employment for over a

year.48

For young people, initial spells of unemployment have lasting negative consequences: being job-

less raises the probability of experiencing a subsequent spell of being our of work by up to 30 per cent even

two years later, as well as reducing subsequent wages of those who do find work by around 10 per cent, the

same comparable effects for other age-groups.49

Finally, the duration of unemployment falls with increasing educational levels (Table 2.13).50 This

evidences that higher levels of education provide a partial way out of the difficult labour market situation

faced by young people; the incidence of unemployment and joblessness is lower and its duration shorter for

youth with college or university degrees.51

Table 2.13: Incidence of long-term unemployment among young people in BiH by education level

Primary
education or less

Secondary
education

Tertiary
education

All

Total 81.6 77.8 56.3 78.0

- Men 83.5 77.5 69.9 78.3

- Women 78.3 78.3 45.7 77.5

Source: Author’s calculations on the basis of the Labour Force Survey, 2006.

Note: See note for Table 10.
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Figure 2.6 looks at the job search methods used by the young unemployed; most youth seek em-

ployment either through the public employment service (PES) or through informal networks (friends and

relatives), while relatively few of them make use of private employment agencies and newspaper advertise-

ments.
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Figure 2.6: Principal methods of job search used by the unemployed

Source: Author’s calculations on the basis of the Labour Force Survey, 2006.





CHAPTER 3.
POLICIES TO PROMOTE YOUTH EMPLOYMENT52

3.1 Macroeconomic policy

It is clear from the previous analysis that the difficulties faced by young people in gaining a foot-

hold in the labour market are closely related to the macroeconomic environment. Furthermore, the transition

to a market economy in the countries of South-Eastern Europe has brought into question the positive link be-

tween employment and growth due to the futile attempt to mitigate the impact of massive industrial restruc-

turing by maintaining unproductive employment.53 In the case of Bosnia and Herzegovina this was further

exacerbated by armed conflict, a serious combination of factors which delayed change and – to a certain ex-

tent – hampered the creation of new productive employment.

The medium-term macroeconomic outlook in Bosnia and Herzegovina is reasonably positive; al-

though there was a significant drop in investment in 2006, due to a smaller participation of foreign firms in

the privatization process and a failure to attract greenfield investments, but this is expected to positively re-

cover in 2007 and gross capital formation is expected to return to its prior level of 20 per cent of GDP, in line

with the EU average.54

Concern has been expressed in some quarters at the low level of investment due to the expansion of

credit to households rather than to enterprises; however, both the pace of financial deepening and the initial

concentration on lending to households is in line with that of other CEE and SEE countries, while the privat-

ization of the telecommunications sector and substantial investment in hydro-electric power plants and

roads are also expected to make significant contributions to growth in the coming years.55 56 57

The most effective way of promoting employment is to ensure an economic policy environment

that stimulates growth with high job creation; this requires a high rate of economic growth coupled with in-

centives and institutions that make said growth employment-intensive, as well as labour market policies that

improve employability, ease transitions in the labour market and match labour demand with labour supply in

order to help reintegrate vulnerable groups.

The central goal of the Medium Term Development Strategy (MTDS/PRSP) is the reduction of

poverty; this Strategy clearly recognizes the connection between poverty reduction and employment growth

and assigns priority, for the 2004 to 2007 period, to labour market reform, achievable through changes in in-

stitutions, labour laws and regulations, as well as through the implementation of a series of labour market

.
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measures.58 Overall, the implementation of several of the 11 policy changes and 12 labour market measures

has not been completed or has not yet started; however, the Unit for Economic Policy Planning (EPPU) of

the Council of Ministers of BiH is currently working on a new development strategy for the period

2008-2013 which will combine priorities for poverty reduction with those required by preparation for acces-

sion to the European Union.59

Making employment central to economic and social policies can do much to foster employ-

ment-rich economic growth and, as such, employment must become a central element of the new develop-

ment strategy of BiH, as this would ensure that macroeconomic and sectoral strategies be a central part of

economic development and job creation. An active policy on employment can also promote an efficient and

equitable functioning of the labour market, it is therefore important that the mid-term development strategy

identify policy priorities which foster employment and devise policy objectives and targets that are related

to other economic and social policies.

3.2 Education and training

Education and training plays a central role in determining youth labour market outcomes; higher

education levels improve individuals’ job and wage prospects in the short term and – through their impact on

growth prospects in the longer term – promote the general outlook of the economy and therefore youth (and

adult) employment growth.60

The institutional set-up governing the education system in BiH is complex: there are fourteen Min-

isters responsible for education; one at State level (Ministry of Civil Affairs), one in each Entity, one for the

Brčko District and one for each of the ten Cantons of the FBiH. Beginning in 1996, a number of reforms of

the education system were undertaken in order to remedy its complexity, inefficiency and in order to over-

come administrative fragmentation. In 2002 the ministries of education of the two larger Entities adopted the

Education Reform Document aimed at achieving universal primary education by 2010, the elimination of all

forms of discrimination, increasing modernization and improving the quality of education at all levels, as

well as adopting a comprehensive legal framework and financing system.

Although it has been in preparation for years, little progress has been made in adopting education

legislation: the only comprehensive framework adopted relates to primary and secondary education and it

was enacted in 2003; this framework envisages the introduction of nine years of basic education and the es-
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tablishment of a common core curriculum, and has already been introduced in all of the country with the ex-

ception of two Cantons.61

Notwithstanding the provisions of the Framework Law on common core curriculum and the rights

of teachers and students to use their own mother tongue, the practice of “two schools under one roof” remains

widespread; indeed, the bill on Higher Education has been passed by only one of the two Houses of Parliament,

while the bills on the Education Agency, the Framework Law on Vocational Education and Training and the

Framework Law on Pre-school Education are still pending in both Houses of Parliament.62 63

The box below provides an overview of the current education system, however, the national classi-

fication of education does not follow the International Standard Classification of Education (ISCED), al-

though in order to facilitate international comparison, the education structure of BiH has been matched with

the main ISCED levels.

Box 1: Bosnia and Herzegovina’s education system at a glance, 2004 – 2005

ISCED National classifications

0 Pre-primary education starts at the age of 3. In 2004, approximately 13,100 children (around 8 per
cent of the age cohort) were enrolled in pre-primary education provided by 200 pre-school institutions
(123 in FBiH and 80 in the RS).

1 and 2 Basic compulsory education, extending over 9 years since the reform enacted by the Framework Law on
Primary and Secondary Education, comprises 5 years of primary education (ISCED 1), starting at the
age of 6 (level I to V), and 4 years (level VI to IX) of lower secondary education (ISCED2). In the school
year 2005-2006, there were 1,830 schools with 375,690 students (51.4 per cent boys and 48.6 per
cent girls).

3 Upper secondary education starts at the age of 15. It consists of three streams: general secondary
education (4 years) providing access to university, four-year technical education and three-year
vocational training. The majority of students enrolling in upper secondary education take the vocational
training and occupational streams. A total of 165,192 students were enrolled in the existing 304
secondary education institutions in the school year 2005-2006 (49.7 per cent girls and 50.3 per cent
boys)

5 and 6 Higher education (according to the Law on Higher Education already approved by one of the two Houses
of Parliament), is organised into three cycles. Colleges can grant Bachelor degrees, while only
Universities can offer all three cycles. The first cycle of higher education (ISCED 5) lasts 3 to 4 years
and leads to a Bachelor degree. The second cycle envisages postgraduate specialisation (1-2 years) and
leads to a Master of Arts or Science, while the third cycle (ISCED 6) awards a doctoral academic degree
or equivalent and lasts three years. In the school year 2005-2006 there were 105 higher education
institutions in BiH of which 8 were universities (6 in FBiH and 2 in RS) with 93,686 students enrolled
(55.8 per cent women and 44.2 per cent men). At present, less than 25 per cent of youth is involved in
higher education, with an average graduation time of 5 to 7 years.

Source: Statistical Agency of BiH: Gender 2007, op. cit; UNDP: National Human Development Report 2007, op. cit.; Framework Law on
Primary and Secondary Education (OG RS, No. 38/04), Draft Law on Higher Education and information provided by the State Ministry of
Civil Affairs.

The vocational education and training (VET) system is still undergoing reform, many schools

have been rebuilt and provided with new equipment, while some piloted new approaches and curricula. Un-

til 2000 there were almost 130 different curricula and qualifications offered in BiH, more than double the av-
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erage of EU member States and mostly preparing students for jobs that no longer existed. The work

undertaken by the EU-PHARE Programme beginning in 2001 produced a new classification of occupations,

composed of 13 major occupational areas with a total of 100 occupations, which are now part of the draft

Framework Law on Vocational Education and Training.

The VET reform has been slow: the planned large-scale modernization of education and training

has not yet materialized, most of the equipment available in VET schools is outdated, the number of teachers

trained in new teaching methodologies is still limited and opportunities for work experience in an enterprise

are minimal, as the largest efforts have been concentrated on developing mutual understanding and consen-

sus between the many educational stakeholders at Cantonal, Entity and State level.

The VET system currently attracts as many as 60 per cent of secondary education students

(slightly more than 60 per cent of them are boys and less than 40 per cent girls) who take vocational educa-

tion for a period of three years (vocational education) or four years (technical education). These three-year

VET programmes normally lead to employment, but have a further option to proceed to the next educational

level by taking additional exams; technical education programmes instead lead to employment or to enrol-

ment in post-secondary vocational training or in higher education.

The relevance of VET outcomes to labour market requirements is rather mixed; while the interna-

tional trend: “the lower the education and training, the higher the unemployment” appears to find confirma-

tion in BiH, a number of considerations are needed to better understand VET performance in the country.

The finding that the number of unemployed with secondary education attainment is higher than that of the

unemployed with primary education should be read with caution, in order to avoid the misconception that

education and training have little impact on Bosnia’s and Herzegovina’s labour market.

The fact that the employment rates of workers with secondary and higher education are almost

three times those of workers with primary or lower education (74 per cent versus 25 per cent) provides a

strong argument to policy-makers for investing in education and training. Similarly, inactivity affects 66 per

cent of those with primary or lower education, compared to only 33 per cent of those with secondary and

higher education.

As is the case in most countries, in BiH education remains a good investment for the individual;

completion rates average about 8 per cent, with higher rates for the sciences and humanities and lower rates

for agricultural sciences and other technical subjects.64 University graduates are also less likely than those

with lower levels of education to be unemployed and much more likely to be employed in the formal econ-

omy. Interestingly, people with university degrees are also more likely to be discouraged workers, i.e. with-

out work but not actively searching for employment; in this respect, the tertiary education system seems to

be failing to provide graduates with the appropriate skills that respond to the needs of a dynamic labour mar-

ket.65
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Although the evidence is more anecdotal than in the case of secondary education, students, professors

and other stakeholders report that tertiary programmes suffer from outdated teaching methodology, curricula and

textbooks, as well as suffering from mono-disciplinary programmes which are highly theoretical and unrelated to

labour-market realities. The reason for the disconnect between the demand for, and the supply of, university

courses, partly lies in the fragmented nature of the tertiary education system and its ineffective management and

lack of accountability. The deficency in inter-faculty cooperation leads to costly duplications in teaching, each

faculty organising its own courses without communicating with other faculties and universities. It is also quite

possible that the inadequate organization of the university system may be a reason for the low graduation rates.

The weaknesses of BiH’s formal education system are compounded by those pertaining to the supply

of quality adult training opportunities, as a result, those exiting the formal system with skills that are ill-suited to

the labour market have great difficulty surmounting these shortcomings due to the lack of (re)-training and work

experience opportunities. Only a small proportion of the working age population (3.3 per cent of youth and 1.9

per cent of adults) currently have the opportunity to upgrade or change their skills, although adult training is of-

fered by a variety of providers, including schools offering second-chance programmes for adults, universities

providing courses on managerial skills or for enterprise development as well as a few adult training centres and a

number of non-governmental providers offering courses in entrepreneurial skills, information and communica-

tion technology, foreign languages and work-related training for disadvantaged groups.66

Although training by enterprises was the principal source of adult training in the former Yugosla-

via, very little job training by enterprises takes place in BiH today.67 For the limited amount of enter-

prise-based training that does take place, there is no adequate institutional structure for recognising

certificates and diplomas and when training is regulated, this is done merely for standards (input) rather than

for assessing trainees’ competencies (output).68 Adult training methodologies and approaches that are

self-paced and learner-centred, that build on prior experience and allow flexible entrances and exits at vari-

ous times in working life, are scarcely found in BiH.

The education sector is funded by the budgets of 13 administrative units: the State, the Entities (the

Cantons in the FBiH), the Brčko District and the municipalities; the RS allocates approximately 4 per cent of

GDP to education, the FBiH approximately 6 per cent and the Brčko District 3.5 per cent. Total public educa-

tion expenditure has been growing steadily in the last three years, however, while the overall percentage of

GDP spent on education is higher than the regional average and than average spending in OECD countries, in

nominal terms the amount spent is around US$ 535 million per year, given the very low GDP of BiH.

Moreover, the education system is extremely expensive because of its fragmentation: nearly 55

per cent of overall public expenditure is allocated to primary education, with secondary education being al-

located 28 per cent and higher education only 17 per cent of the total; furthermore, salaries account for the

largest part of budget expenditure by far (88 per cent of total expenditure on education). 69
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Thus far relatively little is known about the impact of education on the employment experiences of

young people in Bosnia and Herzegovina, due the paucity of information available.70 The returns on educa-

tion estimated on the basis of the LSMS data are positive at all levels, although there is a substantial differ-

ence between the benefits of secondary and tertiary education.71 Vocational training has little impact on

earnings, except for the youngest of workers, for whom participation in vocational training seems to bring

substantial earnings gains.72

The data on educational attainment presented in the previous chapters and the link found between

education levels on the one hand, and unemployment and employment in the informal economy on the other,

suggest that the country needs to improve the performance of the education system at all levels.

3.3 Labour market policies and institutions

3.3.1 Employment protection legislation

Employment protection legislation (EPL) is said to have a variety of possible effects on employment

and productivity, some favourable, others unfavourable.73 The main objective of EPL is to provide employ-

ment and income security to workers, particularly when they are at high risk of redundancy; in the countries of

Central and Eastern Europe a fairly stringent protection was introduced following the collapse of socialism, to

mitigate the consequences of the severe recessions which affected most economies during their transition to a

market system. Under pressure from the Bretton Woods institutions, and more recently from the EU,

South-Eastern European countries began the process of reviewing their EPL, while Western Balkan countries,

given the late start of the transition due to armed conflicts, have been slower to remove protections for workers.

The argument often heard is that EPL increases the costs of firing workers, which in turn reduces

both hiring and firing, thereby lowering labour turnover as a whole. Whilst labour turnover may facilitate in-

dustrial restructuring and improve productivity through better job-matching, the lower job security that ac-

companies it often impedes in-firm training and, in general, the accumulation of firm-specific human

capital. Firms and individuals are less willing to invest in human capital development when the returns on

such investment have a shorter or less certain duration, as occurs with the reduction of expected tenure that

accompanies a more liberal EPL.

The main negative consequences of a strict EPL are most likely to be felt by those at the margins of

the labour market, and in particular by new entrants. A strict EPL may contribute to the creation of a signifi-

cant pool of long-term unemployed who, as the duration of unemployment increases, find it more and more

difficult to re-enter the labour market; it may also contribute, along with taxation and more restrictive busi-
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ness regulations, to the growth of the informal economy, as firms seek to avoid the application of norms and

regulations. The most recent research carried out in OECD countries indicates that EPL tends to have a

stronger impact on the distribution of unemployment rather than on its level per se; in particular, it makes it

harder for new entrants and re-entrants to (re-)gain a foothold in the labour market.74

In Bosnia and Herzegovina, the analysis of the impact of Employment Protection Legislation is

complicated by the lack of a State-level framework, as the EPL is decided at the Entity level (in FBiH at the

Cantonal). In practice however, regulations governing the hiring and firing of workers are very similar, al-

beit not identical, in the three Entities.

Table 3.1 below summarizes the EPL index calculated on the basis of the OECD methodology and

compares BiH to neighbouring countries. In common with other Western Balkan countries, the index in BiH

is a little higher than the EU and the OECD average index; this is particularly true for the RS, while both the

FBiH and the District of Brčko (DB) have indices comparable to those of the EU (in the late 1990s).

Table 3.1: EPL indices for Bosnia and Herzegovina and neighbouring countries

Year Regular contracts Component Indices
Temporary contracts

Collective
dismissals

EPL summary
index

BiH

- FBiH 2007 1.9 2.6 3.3 2.4

- RS 2007 2.1 3.6 3.3 2.9

- DB 2007 1.9 2.6 3.3 2.4

Albania 1995 2.1 3.0 2.8 2.6

Bulgaria 2003 2.1 0.9 4.1 2.0

Croatia 2003 2.7 2.8 2.5 2.7

Romania 2003 1.7 3.0 4.8 2.8

Serbia and
Montenegro

2001 2.2 3.1 3.8 2.9

EU15 Late 1990s 2.4 2.0 3.4 2.4

OECD Late 1990s 2.0 1.8 2.5 2.0

Source: For Bosnia and Herzegovina, author’s calculations on the basis of Entity labour legislation; for all other countries, S. Cazes: Com-
bining flexibility and security for employment in the Western Balkans (ILO, Geneva, 2006).

The major difference in the EPL index across Entities arises from the different regulation of tem-

porary and fixed term contracts. In this sense, the relatively high index of the RS is consistent with the find-

ing of a much larger informal economy mentioned in prior chapters.75 However, a more rigid EPL is not

accompanied by relative higher unemployment rates for young people: the ratio of youth and adult unem-

ployment rates is rather low in BiH compared to other countries in the region; in addition, the RS, which has

the strictest EPL, also has the lowest ratio of youth to adult unemployment rates. The implication is that – on

the basis of these purely descriptive statistics – the EPL contributes to the distribution of employment be-
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tween the formal and informal economy, as opposed to overall employment or the distribution among age

groups. However, a proper investigation of this would require a more sophisticated analysis than the one

presented here.

3.3.2 Minimum wages

It is often argued that minimum wages may, like a strict EPL, hamper youth employment, the evi-

dence, however, is somewhat mixed; the most recent review finds estimates of teenage employment elastic-

ity with respect to minimum wage ranging from below -1 to above 0.76 The authors conclude that the existing

evidence points to a negative employment effect of the minimum wage on young people. Of the over one

hundred studies considered, nearly two-thirds found negative – albeit often not statistically significant – em-

ployment effects, whilst only eight found convincing positive effects. However, the emphasis on demon-

strating that the effect is generally negative, misses a key point: the effect of minimum wage in the vast

majority of cases is small; in this sense, such results are in line with other reviews that found little or none

(i.e. not statistically significant) employment effect of minimum wages for young people.77 The effects of

minimum wages vary considerably (from negative to positive) according to the presence of other labour

market institutions (employment protection legislation, active labour market policies and so on) and the neg-

ative effects are most pronounced in unregulated labour markets.

Minimum wage setting is an area where the two larger Entities differ markedly – at least in terms

of regulations; in the FBiH, the minimum wage, established in August 2005, stands at 1.75 KM per hour,

which corresponds to a net monthly wage of 308 KM.78 In the RS, the minimum wage, following its most re-

cent revision in March 2006, stands at 205 KM and, in contrast to the FBiH, allows a sub-minimum wage to

be paid to young people. The absence of an hourly minimum wage in the RS is certainly a contributory factor

to the very low level of part-time employment in the Entity (8.7 per cent of the employed compared to 15 per

cent in the FBiH). In addition to the divergence in average wages between the two Entities, there is also a

substantial difference between the Entities in terms of the minimum wage expressed as a percentage of the

average wage; in the FBiH, the minimum wage is approximately 53 per cent of the average, whereas in the

RS it stands at just under 40 per cent.79

The minimum wage might be expected to have a greater impact on wage compression (and there-

fore a greater detrimental employment impact) in the FBiH than in the RS, however, the analysis of the

World Bank suggests that the wage distribution (around the mean) in the FBiH appears to be almost identical

to that found in RS;80 this implies that the informal economy in the FBiH allows employers to pay lower
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wages as well as avoid EPL and tax and social insurance contributions, whilst in the RS informal economy

wages are more in line with those of formal economy workers.81

At first glance, the greater concentration of young people in the informal economy in the FBiH

might be assumed to reflect the higher minimum wage in that Entity. As noted above, the incidence of infor-

mal employment is roughly twice as high for youth as it is for adults in the FBiH, whereas the incidence in

the RS is of the order of 1.4.82 One might think that this could be due to a greater propensity of employers to

avoid paying the higher minimum wage to young people in the FBiH, however, closer inspection of the

available data suggests that this is not the case.

Firstly, the overall incidence of informal employment is much higher in the RS than in the FBiH, if

minimum wages were playing such an important role, one would expect the reverse. Secondly, the analysis

of reported wages shows that – according to the LFS 2006 data – mean youth wages (in the informal and for-

mal sector) are just over 70 per cent of adult wages in both the FBiH and the RS; in the formal economy,

youth wages as a percentage of adult wages are similar in the two Entities, while in the informal economy

youth wages are much closer to adult wages in the FBiH than they are either in the formal economy in the

FBiH or the informal economy in the RS. If the avoidance of the minimum wage was playing a role, one

would expect the opposite.83 Finally, average wages in the informal economy are well above the minimum

wage level in both Entities; the minimum wage does not seem to be an important contributing factor to the

lack of employment growth in the country, although – like EPL – it may have some impact on the distribu-

tion of employment.

3.3.3 Payroll taxes and social security contributions

Between 1999 and 2005 tax revenue as a percentage of GDP fell slightly (from 42.5 per cent to 41.7

per cent).84 Such a figure is comparable to the level of tax revenues in the EU15 (40.6 per cent of GDP in 2005)

and puts Bosnia and Herzegovina in the higher range among countries of Central and Eastern Europe. Tax rev-

enues are evenly divided between deductions on income and taxes on goods and services – the lion’s share

being taken by social security contributions, which amount to 15.8 per cent of GDP (or 38 per cent of tax

revenues), while indirect (sales) taxes account for 17.1 per cent of GDP (or 41 per cent of tax revenues). By

comparison, income taxes (personal and corporate) are low, contributing to only 3.9 per cent of GDP (or 9.4

per cent of tax revenues).

The introduction in 2006 of a flat VAT rate at 17 per cent is likely to increase the proportion of tax

revenues on goods and services and preliminary results suggest that indirect taxes accounted for over 50 per

cent of tax revenues in the first ten months of 2006; while the introduction of a single rate VAT also marks a
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significant move towards the harmonization of tax levels across Entities.85 86 However, a flat rate tax without

exemptions is likely to increase the pressures on the poorest groups of the population and this is exacerbated

by the reliance on indirect as opposed to direct (and progressive) forms of taxation. Furthermore, research

conducted in OECD countries in 2006 found a robust negative impact of payroll taxes on youth employ-

ment, it is then reasonable to argue that such taxes – and above all, social security contributions – are far

more significant than the minimum wage in determining outcomes in the BiH labour market. 87

There are significant differences in tax policy between the two larger Entities, taxes and social

contributions are levied at different rates and on different measures of income; in the FBiH, personal taxes

and contributions are levied on gross wages, which include the base wage in addition to the employers’ share

of social security contributions, but exclude allowances (for transport costs and meals). In the RS, taxes and

contributions (paid entirely by employers) are levied on the basis of the net wage, including allowances.

These differences are – to a certain extent – more apparent than real, both in terms of their impact

on overall labour costs and on the “tax wedge”: the percentage of total labour costs accounted through tax

and social security contributions. The World Bank calculates that in 2004 the tax wedge at the average wage

was 34 per cent in both the FBiH and the RS.88 This is lower than any other SEE countries except Albania,

where the wedge is a couple of percentage points lower.89 Given the relatively high rates of pay in the coun-

try compared to its neighbours, the existing tax wedge is likely to be a significant factor in pushing firms to-

wards the informal economy – far more than the minimum wage.

This is also in line with recent findings in both the OECD and countries of Europe and Central Asia

region, which suggest that high payroll taxes – and, in CEE, the “business climate” in general – are more sig-

nificant factors in determining employment levels than either the strictness of EPL or minimum wages.90

In addition, whereas in the FBiH the tax wedge is progressive, i.e. as wages increase so does the tax

wedge, in the RS the wedge is purely proportional.91 A more recent analysis notes that until 2006 the tax

wedge in the RS was essentially regressive, by 2007 it had become roughly proportional or very slightly pro-

gressive, while in the same year, the FBiH tax wedge was significantly progressive, although not at lower in-

comes.92 Given the lower wages paid in the informal economy, this represents a much stronger candidate for

explaining the pattern of informal employment found in the country.
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Currently, both Entities are reforming their taxation system with a view to move towards greater

rate harmonization as well as improving tax administration. At the end of 2006, corporate tax was 30 per

cent in the FBiH – with a complex system of exemptions and allowances– and 10 per cent in RS. Beginning

in January 2007, a new corporate tax rate of 15 per cent was introduced in RS and it is expected that an analo-

gous measure will be introduced in the FBiH in the course of 2007 to reduce the tax rate from 30 to 15 per

cent. Similarly, progressivity in personal income tax started in the RS in 2007; the flat income tax rate of 10

per cent was replaced by progressive rates ranging from 0 to 15 per cent, the lower rate applied to earners of

the minimum wage in order to encourage their move to the formal economy.

In the FBiH the situation is further complicated by the fact that income tax is also determined at the

Cantonal level, although the system does have a degree of progressivity with a base rate of 5 per cent of gross

wages and a higher rate applied to incomes above a certain level (varying by Canton). In addition, the per-

sonal income tax system is being reviewed and it is expected that new legislation will be introduced in the

FBiH in the year 2007.

3.3.4 Active labour market policies

The administration of labour market policies involves a State Employment Agency, with represen-

tation and coordination functions, Entity-level employment services, and, in the FBiH, Cantonal employ-

ment services. In the RS, the Employment Agency is responsible for performing all the employment service

functions, while in the FBiH, this responsibility is devolved to the Cantons. Financing also differs across En-

tities, for although in both cases the bulk of financing accrues from payroll contributions, contributory rates

differ considerably across Entities, while the two larger Entities also differ in the composition of expendi-

tures.93

In the FBiH, administrative costs account for 21 per cent of expenditure, passive measures for 33.7

per cent and active labour market policies (ALMPs) for 45.3 per cent. In the RS, administration accounts for

34.3 per cent of expenditure, passive measures total 50.4 per cent and only 15.2 per cent of total expenditures

are allocated to ALMPs. Although the number of registered unemployed in the FBiH is 2.3 times higher than

in RS, the total expenditure in the FBiH is nearly seven times higher than in the RS.

Access to employment services in BiH is universal, i.e. all job-seekers can use the employment

service provided that they register and this registration gives access to health insurance. In fact, the employ-

ment service estimates that between 30 and 40 per cent of the unemployed register in order to access health

insurance and that as many as 50 per cent of registered unemployed are in reality not actively seeking work.

The high number of registered unemployed results in poor service delivery, inadequate assessment

of multiple layers of disadvantage and a lack of focus on the groups most at risk of labour market exclusion.

Indeed, it appears that at the moment, the primary function of the employment service in BiH is registering

the unemployed, checking their eligibility for unemployment and health insurance benefits while providing

basic information on job openings. On the other hand, a number of important functions such as job
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brokering, personalized counselling and guidance, screening of the unemployed for participation in active

labour market policies (ALMPs) and systematic collection, analysis and dissemination of labour market in-

formation are functions not fully performed by the employment services for a number of reasons.

Firstly, the employment services operate under laws and structures that are not conducive to effi-

ciency and effectiveness, for although the employment service is the main institution for implementing la-

bour market policy, when this policy is not coherently expressed, it is difficult for the service to be an

effective mediator between labour supply and demand. Secondly, unemployment registers that are inflated

by individuals not actually seeking work and the predominance of back-office staff, make it difficult to man-

age day-to-day work as well as to track the employment status of the registered unemployed.94

Slimming down the unemployment register, shifting the balance between back and front staff,

better monitoring of the job-search activities of unemployed and the availability of a self-service informa-

tion system, as well as a more proactive approach in canvassing employers, would certainly improve the ef-

fectiveness of the service across Entities. Finally, a revenue system which is based on unpredictable

variables such as trends in net/gross wages and the number of reported employees in a highly fragmented

and dualistic labour market makes a coherent delivery of the services even more problematic.

Active labour market policies aimed at reducing imperfections in the labour market are justified

when they are geared towards alleviating inequalities and social exclusion through better integration of

job-seekers and workers through fairer income distribution. International experience indicates that the im-

pact of such active labour market measures is higher if they are effectively targeted, responsive to labour

market requirements, linked with work experience and part of a comprehensive package of services.

Throughout Central and Eastern Europe, ALMPs have played a key role in bridging the gaps due

to the initial failure of the education and training systems to adapt to the market transition and are likely to

continue doing so for some years to come. Recent evidence suggests that ALMPs targeting young people

have been more successful in Central and Eastern Europe countries compared to their effectiveness in the

United States and the EU15. Moreover, there is international evidence suggesting that the most successful

programmes are those targeting specific groups of disadvantaged youth.95

The current portfolio of ALMPs across Entities is rather limited, with an emphasis on wage subsi-

dies to employers (for the creation of new jobs, but also to maintain existing ones) and self-employment,

while simpler and more cost-effective programmes (job-search, counselling and other basic job-brokerage

functions) remain largely underdeveloped. In many countries the labour market information available to

young people does not allow them to make realistic choices about the options available to them; indeed the

design of ALMPs has increasingly included orientation and guidance through which young people are made

aware of available career and job alternatives. This has proven to be a relatively cost-effective form of inter-
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vention which often obviates the need for more expensive programmes, such as employment subsidies and

labour market training.96

The main programme targeting young people is the programme for college and university gradu-

ates administered in both the FBiH and, beginning in 2006, the RS. This programme provides subsidies for

the employment of highly educated young people and although the results of monitoring suggest that the

programme is popular with potential participants, no evaluation has been carried out so far.97 An impact

evaluation will be undertaken to measure the net impact of the programme; however, irrespective of the suc-

cess of the programme among participants, it does not target the groups of young people who have the great-

est difficulty in obtaining employment – those with lower levels of education and/or school dropouts.

The current design and targeting of ALMPs does not cater to the needs of the most vulnerable cate-

gories among the unemployed, i.e. those who face multiple disadvantages in accessing the labour market,

such as individuals with a low level of education, displaced persons, refugees and members of the Roma

population. Overall, both targeting and performance monitoring of ALMPs are weak, and rigorous impact

evaluation analyses are not conducted.

The importance of measuring the absolute and relative impact on men and women of the measures

implemented by the employment services cannot be overestimated; as it is also important for assessing the

cost-effectiveness, relevance and impact of the interventions, as well as for drawing lessons for future

programmes. In this respect, the availability of labour market information is essential for the design and

monitoring of initiatives.

3.3.5 Passive labour market policy

The social protection system in Bosnia and Herzegovina comprises social insurance schemes

funded from payroll contributions and programmes funded from general revenues. For both Entities, the so-

cial insurance system provides pensions (old-age, disability and survivor), unemployment benefits and

health insurance; in the RS, the system also provides child allowances and maternity benefits. Benefits under

passive programmes include unemployment benefits for registered unemployed with paid contributions,

health insurance coverage for all persons registered as unemployed, and in the RS, pension insurance cover-

age for recipients of unemployment benefits; it is this free health insurance coverage that is the major incen-

tive to register with the employment services.98
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It is often argued that high unemployment benefits represent an obstacle to the employment of

jobseekers of all age groups, however, the extent to which this is relevant in the SEE region has been ques-

tioned. The unemployment benefit coverage in BiH is lower than in neighbouring countries; in 2004, less

than 1.9 per cent of the registered unemployed received benefits (2.2 per cent in the RS and 1.5 per cent in

the FBiH), compared with 12 per cent on average among the SEE countries.99 The coverage is even less for

young workers: the LFS 2006 reports that only a little over 1 per cent of young people registered at employ-

ment offices received unemployment benefits.

More significant are health insurance benefits, as around 80 per cent of young people registered

with the employment services receive health benefits. However, this does not seem to be strictly related to

employment or unemployment per se, as around 30 per cent of young people registered at the employment

offices are actually employed.100 Entitlement to free health insurance for the duration of unemployment reg-

istration seems to provide an incentive to stay in the informal economy and avoid paying social insurance

contributions.
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CHAPTER 4.
KEY ISSUES AND IMPLICATIONS

Macroeconomic developments have been mostly positive in Bosnia and Herzegovina, the medium

term outlook is promising and it appears likely that the country will continue to maintain its sustained level

of economic growth for the foreseeable future. However, the positive economic performance of the last pe-

riod has not been accompanied by employment growth: the economy has entered into a jobless growth path,

at least with regard to jobs in the formal economy. The most significant single factor affecting the labour

market experiences of young people is the extensive informal economy in the country: more than half of the

young people who manage to find jobs do so in the informal economy and for teenagers the proportion is

close to three-quarters. These are jobs with poor quality employment conditions and lack of access to social

security and pension benefits; in the short term, informal employment also appears to impede the longer

term integration of young people into formal employment, in other words, rather than being a stepping stone

to the formal labour market, it appears to be more like a gangplank to poverty.

In order to counter some of the labour market problems, the main employment policy priorities for

Bosnia and Herzegovina should revolve around the development of the following objectives and policy ar-

eas: i) development of an active policy on employment; ii) enforcement of employment protection legisla-

tion to cover unprotected workers in the informal economy; iii) education and training; and, iv) employment

services and active labour market policies.

Active policy on employment

Although employment promotion is identified as a priority in the national policy agenda, there are

no stated employment policy objectives that go in tandem with other economic and social development ob-

jectives, nor are there quantitative targets for employment growth. The governments of Bosnia and

Herzegovina should consider establishing inter-institutional mechanisms which include representatives of

various line ministries and the social partners, all of them tasked with identifying the mix of economic and

social policies considered most effective in promoting not only more, but also better employment.

To make sure that employment is considered in its own right and is anchored to economic and so-

cial development objectives, it is essential that these representatives take part in shaping the country’s devel-

opment frameworks; employment objectives should be made operational by developing and implementing

gender-sensitive employment strategies and related periodical action-plans that address both efficiency and

equity targets.

To ensure that the employment policy actually achieves its targets, tight monitoring and evaluation

should underpin the overall implementation process. The latter would require strengthening the labour ad-

ministration system in order to make it more efficient as well as clarifying tasks that are mandated to institu-

tions at different levels; the existence of an adequate system of labour market information is a key

pre-requisite for the development of specific interventions, for it can help, inter alia, to identify priority ar-

eas for action and the specific groups that are to be targeted by interventions.

.
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Here it is important to emphasize the difference between the monitoring of outcomes – for instance

the post-programme employment rates of participants of a labour market programme – and the evaluation of

impact that involves assessing the change in outcome(s) induced by the programme itself. Currently, in

Bosnia and Herzegovina, much work remains to be done to improve the quality of monitoring and to intro-

duce mechanisms for the evaluation of impact. Policy monitoring at present is only understood to mean

monitoring that the funds allocated for specific policies are spent, adequate monitoring instead requires the

establishment of articulated (and relevant) targets.

The end goal should be the introduction of evaluation mechanisms to measure the extent to which

policy interventions helped in achieving specific policy targets – for instance the reduction of informal em-

ployment or of long-term unemployment – which can then be used to revise policy in order to improve it.

Employment protection legislation

The analysis found that there appears to be little or no basis to argue in favour of a relaxation of

employment protection legislation or a reduction of minimum wages – or indeed the introduction of a spe-

cial lower rate of minimum wages – to promote youth employment. Two areas where policy action is instead

needed are: i) the structure of social security contributions, for it is often regressive and should be made more

progressive by the introduction of income thresholds below which contributions are not required; and, ii) the

relaxation of the regulation of temporary and part-time employment. Both of these measures would remove

disincentives from participation in the formal economy.

Improving education and training outcomes

The need to reform the education and training system is widely acknowledged, policy action

should therefore emphasize the improvement of general and job-specific skills for those at the lower end of

the spectrum, as the country experiences significant early school-leaving and the analysis in this paper

clearly demonstrates that youth unemployment and employment in the informal economy are concentrated

among those who have not completed secondary education.

The vocational education and training system is currently undergoing reform. The main features of

the reform revolve around the establishment of a common core curriculum based on broader occupational

content, the adoption of a modular approach to competency-based VET, the requirement for VET schools to

have an advisory council comprising the social partners, and the possibility for VET schools to canvass ad-

ditional sources of funding through the establishment of public-private partnerships. To make VET more

relevant to labour market requirements, it is of the utmost importance to speed up these reforms, since simi-

lar actions undertaken by neighbouring countries in recent years have yielded positive results which have re-

dressed the skills mismatch and reduced unemployment among young people.

Progress on the reform of adult training and lifelong learning has been less than satisfactory; cur-

rent adult training and lifelong learning opportunities only extend to a very small share of the working age

population. This is in clear contrast with the profound changes experienced by the Bosnian economy over

the past few years and put many workers at risk of losing their jobs because their skills risk become obsolete.
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Policy-makers should promote learning and training for adults, especially low-skilled workers and the

long-term unemployed; skills training is also important to foster enterprise competitiveness and enhance

worker productivity, in order to improve the quality of employment among those young workers who cannot

find jobs other than in the informal economy. Adult training and lifelong learning reforms are urgently

needed to introduce employment-oriented approaches that allow flexible entrances/exits at various times in

working life while recognising prior learning acquired through work experience.

Targeting active labour market policies towards disadvantaged groups

The current portfolio of ALMPs in BiH is rather limited and centred on encouraging employers to-

wards creating more jobs and recruit unemployed people through loans, grants and subsidies. More should

instead be done to integrate active measures with other aspects of employment service work (i.e. counselling

and job-search assistance) and to sequence them, in order to match them with the disadvantages faced by the

job-seeker. An adequate mix of preventive policies could address joblessness and low educational attain-

ment through cost-effective investments in education, as well as with targeted employment programmes that

have clear equity objectives. Sequenced counselling, guidance and labour market training – designed to re-

spond to labour market requirements and targeting the unemployed with low educational attainment – could

effectively decrease the risk of long-term unemployment.

Active labour market policies addressing young people in BiH are currently mis-targeted; the only la-

bour market programme explicitly aimed at youth is directed towards those with relatively high levels of educa-

tion. Despite the significant waste of resources – in terms of unused investment in human capital– entailed by the

high unemployment rates of highly educated youth, the findings of the analysis indicate that young people with

lower levels of education are the ones most in need of assistance to complete the transition to decent work.

Youth employment policy should shift its focus towards young people who are disadvantaged in the la-

bour market, especially those with lower levels of education and early school leavers; indeed, a better design of

ALMPs would go a long way towards remeding educational failures and may also be used as a means to coax

firms away from the informal economy. Job search assistance and employment counselling to navigate the labour

market has been found to be a very cost effective means of facilitating the entry of young people in the labour

market; it would therefore be useful for this function of the public employment services to be expanded and

strengthened. This combination coupled with more intensive types of assistance – labour market training and em-

ployment subsidies – can also improve the overall labour market impact of programmes on final beneficiaries.

There is currently no knowledge of either the efficiency or the effectiveness of the ALMPs imple-

mented so far in Bosnia and Herzegovina; impact evaluation of ALMPs should be carried out to determine

whether these programmes are adequately designed, targeted, sequenced and administered and the establishment

of a system of both quantitative and qualitative indicators could help assess the programmes’ performance.

More specifically, this monitoring and evaluation system would serve to measure the impact on indi-

viduals in terms of employment and income, would help identify distortions often produced by these

programmes, compare the outcomes of different programmes and identify what does work and for whom. These

evaluation results would in turn help improve both the quality and the targeting of programmes as well as inform

policy-makers and decision-takers on future financial allocations for programmes that have proved successful.
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