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Abstract

The paper examines development of labor market in the Republic of Bulgaria during the
transition to a market economy and afterward in conditions to joining the EU. The questions
connected to the heritage at the beginning of the transition, structural changes in employment
and unemployment, individual labor supply and policy of building a functioning labor market
are discussed. Specific factors of the unemployment and the growth in the country are
scrutinized, as well as the movement of the flows of the unemployed. Some general conclusions
about future development are drawn on the basis of the examined aspects of labor market
development influenced by the periods of economic development and the place and the roles of

labor market policies in the general economic policy.
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INTRODUCTION

After World War II the actually existing conditions for full employment enabled almost
all countries to focus their efforts on the issue of labor efficiency, the behavior of the
participants in the labor process, the attitude to labor. After the 70s essential changes
happened in the economic and social life worldwide and they had an impact on
"attitudes regarding labor" and labor relations in the strict sense of the term. The

widening gaps between the demand and the supply of labor brought to the focus of
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attention a concept of the labor market in which the main emphasis was on the
relation between employers and employees. Major signs of the so called "black
economy" and "black labor market" came into existence. Quantitative and qualitative
discrepancies, on the one hand, resulted in measures for reducing the labor supply
and, on the other hand, in measures for stimulating the labor demand. The
marginalization of certain groups of the population and the rising inflation were
important issues in this period. In the European Union, the USA and Japan the
period after 1980 was characterized by some achievements in economic growth,
allowing for a corresponding increase in employment, albeit at a slower pace. The
structural changes in the economies were of such a nature that the use of the old
methods for regulating employment and unemployment were already inadequate.

At that time Bulgaria and the other socialist countries, which had been subject to the
idea of "full employment" for more than half a century, suffered the heavy
consequences of the transition and the economy restructuring, which seemed to be
most severe in employment. Bulgaria turned out to be relatively unprepared to meet
the challenges of the market economy in this field also because of the lack of public
attitudes towards greater personal activity, personal responsibility and
entrepreneurship. The expectations for a change were linked again and primarily to
the role of the state.

The specific objectives of labor policy and in particular of employment policy depend
on many circumstances. Taking as a starting point the consequences from
unemployment, theoretically one could formulate several main objectives:

. preservation and protection of the human resources as the most important

element of the productive forces of each country;

. integration of new generations to the values of work life and labor ethics;
. socially equitable distribution of labor in society;
. compliance with the principle according to which labor is the leading factor

determining the security balance of personality and the provision of social benefits

only replaces or supplements the income from work;

= preservation of social peace in society;
. solving the problems of employment not at the expense of higher inflation;
= using the efforts of the state as well as the ones of local communities and

voluntary associations in solving the problems of employment and unemployment.
In terms of the position of the state in the regulation of labor relations, in the
European Union one can differentiate three systems: the Roman-German (Belgium,

France, Germany, Italy, etc.), in which the state plays a central role in setting the
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rules for the functioning of the labor market; the English-Irish, in which the state
regulates only the rights and the obligations arising from the contractual relations
regarding labor and the Northern system, in which the state also has a limited role,
but the regulation of labor relations is carried out on the basis of agreements between
the labor unions and the employers in the labor market.

The subjects of the employment policy in Bulgaria include: the state and its
specialized bodies: the Employment Agency at the Ministry of Labor and Social Policy,
the National Council for Tripartite Cooperation (representing workers' organizations,
employers' organizations), the Agency for Social Assistance at the Ministry of Labor
and Social Policy; at regional level - regional governors, municipalities, regional
employment services and labor offices. The specified subjects are engaged in
institutionalized relations "regarding labor" and in these between employers and
employees. The institutionalized subjects also include the established and the
legalized private agencies and labor offices, some non-governmental organizations,
which, among their other social functions, perform intermediation in finding
employment for persons at risk and participate in the implementation of projects for
training, qualification and retraining of people in difficulty.

Pursuant to the act adopted by the XXXIX National Assembly in December 2001, the
public relations in promoting and supporting employment, the provision of
professional information and counseling, the training of unemployed and employed
for acquiring professional qualification and the intermediation in providing
information and employment for Bulgarian nationals in other countries and
Bulgarian and foreign nationals in the Republic of Bulgaria shall be governed by the
Employment Promotion Act.

After 1 January 2002 the policy in the labor market has been based on the provisions
of the Act on Protection against Unemployment and Employment Promotion and
includes a number of passive and active measures agreed with the social partners
and implemented by the employment services.

Since 1 January 2002 the existing Act on Protection against Unemployment and
Employment Promotion has in practice been divided into three parts. One part of it,
which relates to the insurance relations in case of unemployment, is included in the
Code of compulsory social insurance in part [Va, art. 54a — 54h. Another part relating
to the matters of employment is fully included in the new Employment Promotion
Act. A third part, relating to the promotion of employment, remains generally

unchanged and continues to be part of the current legislation.
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EPA regulates the basic employment issues. It covers issues related to the
employment bodies, the rights and the obligations of persons seeking employment
and employers who offer it; it also covers the measures for promoting employment,
training for acquiring professional qualification, etc. Outlined are the key issues in
connection with the active measures for promoting employment and professional
training, etc.

Subject of the employment policy are labor relations in the strict sense of the concept
and relations regarding the distribution of social labor. These relations affect the
entire population of working age and give reason to be said that the policy on
unemployment and employment is comprehensive in general. The measures, by
which these relations are regulated, are basically divided into traditional and
alternative (non-traditional). Alternative measures and programs in the field of
employment are usually associated with the implementation of the selective approach
and relate to specific groups of the population.

Risk groups are viewed as a specific subject of the labor policy and in particularly
employment and unemployment. As far as the risk groups of the population are
concerned, it is of particular importance that the employment problem is analyzed in
the context of labor distribution. In developed economies, permanent risk groups
appear to be those of women, young people, people with reduced ability to work,
workforces from ethnic groups, long-term unemployed.

Regarding the development of specific policies in the short, medium and long term, it
is of paramount importance to find out the reasons for the distancing of the risk
groups from the labor market. It should be clarified whether it is about direct
discrimination by legislation, indirect restrictive economic measures, actual non-
competitiveness due to low skills and education or livelihood options for earning one’s
living outside the world of work. These circumstances should be examined well so
that a policy can be developed for increasing the chances of risk groups to get engaged
in the institutionalized labor market.

Women as a risk group are characterized by the fact that, despite their relatively
uniform educational qualifications and skill levels as compared to these of men, they
are not preferred as workforce by employers and unemployment among women is not
only higher, but also long-term. Because of the fact that some of them are busy
working on family farms and perform unpaid labor, their economic independence and
social security are significantly lower. By reason of the devotion of some of their time
to bringing up children, they lose their professional qualities and become unequal in

the labor market.
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The reasons why young people belong to the risk groups in the labor market are
generally the following:

= high proportion of unemployed youths in the total number of unemployed;

* increasing proportion of youth workforce outside the institutionalized labor
market and participation of young people in the black economy;

= increasing duration of the period of youth unemployment;

= vocational training not meeting the needs of the economy;

= preference of employers for workers with experience.

From a social perspective, the emergent state of youth employment, which is typical
of the most European countries, brings a negative accumulating effect in itself.
Today’s discrimination of young people in the labor market will result in their
alienation from labor in general, forcing them to search for other sources of income
outside labor and will eventually lead to the social isolation of most of them.
Invalids are the generally acknowledged risk group in labor policy. Their disadvantage
is conditioned both by personal reasons connected with their health and ability to
work, but also by economic and social factors. They are characterized by the
following:

1) The risk group has a too heterogeneous composition in terms of the causes, the
nature and the time of acquisition of the disability, so this requires a significantly
larger variety of forms for adaptation to work, reaching to the development of
individual plans for job placement;

2) Disabled persons face objectively set barriers depending on their health status, in
terms of an equal start for participation in employment. At the same time it is a
scientifically proven fact that labor is a key factor for health and social integration of
people with ill health and impaired ability to work;

3) The disability (even when the disabled people are socially insured) gives them an
unsatisfactory economic status, accompanied by strong dependence on the insurance
and welfare institutions. In certain socioeconomic conditions the disability leads to
social isolation.

The risk group of the long-term unemployed is recruited from all the discussed so far
risk groups, especially the ethnic groups: Turks, Gypsies and others. The common
feature of the otherwise heterogeneous nature of this group is the unemployment for

more than one year. The characteristics of this group are:

o lower education and qualification level;
o personal initiative and activity in the labor market blunted over time;
o tendency for obtaining benefits from outside the world of work;
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o difficult adaptability to the requirements of the legal labor market.

This risk group is characterized by the highest degree of fragmentation in the labor
market. For a part of this group it is valid the so called concentration effect, which
means that some people in society are left in social isolation and it is getting more
and more difficult for them to overcome the border wall between the "ghetto" and "the
others."

The universal and conventional measures are not effective enough for the risk groups
and in many cases they are inaccessible because some of the long-term unemployed
have lost their rights.

The reduction of the share of industry in creating GDP and in aggregate employment
is a natural process marking the transition from industrial to information society.
This cardinal change in the structure of national economies is often accompanied by
a radical change in the professional careers of the employed, a rise in unemployment
and poverty, exacerbation of social conflicts. The transition from industrial
production to development of different types of services is difficult and often has a
high cost.

The deindustrialization in Bulgaria has a number of specifics and as compared to
Western economies, it was determined not so much by the natural course of the
economic development, but rather by the initiated political changes and policy
reforms for transition to a market economy. So the process of deindustrialization had
to solve both economic and political tasks: the economy had to become efficient and
competitive, but together with that it had to change its ownership, scales and
features. The reforms began with the change of ownership, the restriction of
monopoly and environmental pollution, the eradication and limitation of inefficient
industries, and it continued to the establishment of a functioning market economy,
corresponding to the standards and the rules of the EU policy and the requirements
of the globalizing economy. These two essential transitional periods - to a market
economy and to integration into the EU - led to a radical restructuring of production
and employment. Unlike in other countries in Central and Eastern Europe, going
through similar transitions, in Bulgaria these processes had a high social cost and

significant impact on the incomes of the population, its security and employment.

THE HERITAGE FROM THE TRANSITION TO MARKET ECONOMY
In the years of socialism, the state policy was aimed at preventing unemployment,
which was happening at the expense of economic efficiency and productivity. New job

positions were opened all the time and all available labor resources were mobilized to
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participate in production. The mass accumulation of fixed capital and the major
investments in the development of the human resources of the country did not
contribute to the stable and continuous growth of productivity. There was a
development of the so called hidden unemployment connected with the inefficient use
of the already employed workforce, loss of working hours for various reasons, low
labor intensity and others.

By the mid-70s the economic growth was based on a continuous increase of the used
production resources (workforce, investment, raw materials and materials, energy) -
in proportion to the increase of production or at a faster rate. Long before the end of
the 80s, it started to become clear (and that’s why the question was openly posed)
that a further increase in production could not be provided following the previous
extensive path, i.e. through a steady increase in production factors. Attempts were
made for a shift to an intensive type of development through increasing the labor
productivity at a faster rate, in terms of used resources and production. However, the
conditions for this development were not provided - modernization of production, new
technologies and techniques and economic incentives for the employed in a more
productive labor. The deceleration of the economic growth rate in the 80s, related to
the detention and decline in the labor productivity, increased hidden unemployment.
Serious difficulties came out to maintaining the achieved standard of living of the
population.

The leaders of the enterprises were also interested in maintaining a higher
employment rate than the economically necessary one. The category of the company
and the level of the payment depended on its scale, including the number of those
employed in it. In addition, there existed a reserve of workforce that could be used, if
necessary, to complete or exceed the plan - usually at the end of the year or a five-
year period. The overexpenditure of means of production, including for salary, was
not penalized.

The distribution of the workforce between sector activities, sectors and economic
regions was done administratively. Insofar as under these conditions it could be
assumed that there existed a labor market, it had the following characteristics
(particularly in the last decade):

= the labor demand exceeded the labor supply, i.e. the number of jobs was
more than the number of the employable persons;

. high level of employment of the population, including women. Virtually all

employable persons, who did not continue their education in regular training and
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were not in the army, but were healthy, were involved in the economy, that is, were
employed;

. relatively low wages and little differentiation in the level of pay for various
groups of employees (by education, professional training and qualification, working
conditions and other factors for differentiating wages);

. continuous improvement of the level of education and professional training
of employees, mainly at the expense of the younger generation, regardless of the low
wages of skilled labor, often lower than the ones of the labor of workers with low
education and without vocational training;

. universal and guaranteed employment, a high degree of protection against
dismissal, until in fact the employee himself/herself wanted to be dismissed;

= controlled movement of the population and especially of the workforce to
the large towns;

. mandatory distribution of jobs to the university graduates and the
graduates from other professional schools (up to the early 80s);

= substantial share and priority of social benefits in enterprises in labor costs
and motivation to work in one or another organization such as opportunities for early
retirement, protection against dismissal - especially before retirement, before birth
and for mothers with small children, disabled and others; provision of
accommodation or hostels by the enterprise at symbolic prices; mandatory paid leave
for childcare (up to the age of 3 years of the child) and continuing education with
preservation of the workplace; free or relatively low-priced dining in the enterprises;
cheap annual family holidays by the sea and/or at the mountains; purchase of food
and other products from the enterprise at low prices; use of free medical, dental,
preventive and sports services in the enterprises; use of low-priced childcare places
at the enterprise; scholarships for the studying children of long-time employees of
the organization and others. In the second half of the XX century, the economy of
Bulgaria changed from a typical farming to a highly industrial one. In the early 50s
the predominant share of the production and of the employed was in agricultural
production.

The executed collectivization of agriculture in the 60s and the intensively pursued
policy of industrialization radically changed the structure of production and
employment. More than one million agricultural workers changed their occupation
with one in other sectors - mainly industry and to much lesser extent, construction
and services. The share of industrial production and employment was continuously

growing and at the end of the 80s, by share of industrial production, investment,
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long-term assets and employees, Bulgaria had the characteristics of a typical
industrial economy.

Several years before the beginning of the transition, in accordance with the ongoing
at that time attempts to reform the socialist economy, the distribution of the
workforce and its mobility was freed from administrative interference. The very
beginning of the transition to a market economy coincided with the realized
liberalization of the movement of the population and the workforce - in and outside
the country, between different settlements and to large towns; wages; employment
and dismissal and others.

The first half of the 90s was a period of economic reform: establishment and
development of markets, including the labor market; a change in the pattern of
employment and formation of adequate policies to address the social problems arising
from the privatization, the structural reforms and the evolved unemployment and
impoverishment of the population. Since the late 90s a policy of EU integration was
pursued and related actions of strategic plan character were carried out on reduction
of unemployment and increase of employment. Strategies were adopted (including
the Employment strategy and national plans) for linking the economic development
with job creation.

The inherited (considerable in volume and diversity) social benefits enjoyed by the
population at the time of socialism led to a kind of turn in the situation during the
transition. On the one hand, people expected that they would be preserved and on
the other hand, the budget constraints, the poor financial situation of the enterprises,
the uncertainty on the part of the management team regarding its own future and
that of the organization proved to be an obstacle to this.

In practice, the costs of these benefits increased labor costs, reduced profits,
worsened the economic conditions of the transforming state enterprises and for the
newly established small private enterprises there was a lack of practice and often
desire or inability to stimulate and motivate the staff.

In 1991 in the country was first introduced the negotiation of the employment salary
within the settlement of individual and collective labor relations. The corresponding
government act created three levels of formation of wages: national - for determining
the minimum wage for the country, the types and the minimum amount of the
additional payments for work (for continuous work, overtime work, etc.); collective
employment contracts — at sectoral and branch level and at enterprise level;

individual employment relation.
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Based on the legislation and the relevant regulations, there was a fundamental
change in the form of employment — through negotiation of both parties of the
employment relation and not as it was, unilaterally, by order of the respective head
of the enterprise. During these years of transition the existing situation in the labor
market predetermined that hiring took the form of fixed-term contracts (with a
maximum duration of three years under the current legislation). The practice and the
specific situation of the labor markets widely approbated the hiring under short-term
employment contracts (with up to 1 year) and the hiring not based on a contract, but
on civil contracts, the employment without any contract, without social insurance
and others.

The foundations of industrial relations, completely unknown and undeveloped at the
time of socialism, were laid during the years of the transition to a market economy.
This happened in the early years (1989-1990) and in the subsequent years they
developed and enriched. The legislation established the principle of tripartism in the
management of human resources at national level, determined the subject of the
three-way partnership (regulation of labor and social security relations and issues
related to the living standards of the population), regulated the manner of the state
partnership with the representative organizations of employees and workers
(consultation and cooperation), determined the basic criteria for representativeness
of the organizations of employees and workers and of employers (membership,
representation of sectors, availability of national and regional structures). The
institutions of industrial relations in Bulgaria were built. They came into existence
mainly in the form of tripartite cooperation councils (in enterprises - bipartite). For
this purpose, in this regard it was used the rich experience of the European countries
and the relevant conventions and recommendations of the International Labor
Organisation (ILO).

The creation of guarantees for the realization of the fundamental rights of workers
required the preparation and the adoption of a number of specific laws and the
development of the relevant institutions, funds and other conditions on their basis.
It was impossible for the National Assembly to prepare and adopt the numerous acts
on labor and social protection of the population for such a relatively short period.
Besides, in the same period there was a need to be adopted a number of laws in other
areas of the public life. That’s why the relevant governments prepared and adopted a
number of regulations (decrees, regulations, etc.) on the issues of the labor market
regarding the creation and development of its institutions, insurance and

unemployment assistance, stimulation of unemployed and employers to increase
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employment, vocational training and qualification, etc.; about the social insurance of
employed people and self-employed, entrepreneurs, people of liberal professions and
others; social assistance and social care; health care; education; wages; work
conditions and others. Based on that, the relevant institutions were also developed -
with central management and corresponding regional structures.

The development of the labor market followed the main trends in the economy -
restructuring, privatization, liquidation of inefficient industries and activities.
Throughout the first period there was a high labor supply and a shrunk, very limited
demand. This turned the low employment and the high unemployment into a
significant social problem for the successful integration into the EU.131

The changes in the volume of production affected the unemployment and employment
rate of the population.

In the process of the complex market restructuring of the Bulgarian economy, since
the late 80s specific factors of the actual situation have been generated and activated.
In the first period they suppressed the growth, leading to deterioration and even to
certain deformities in some key macroeconomic relations and proportions. During
this period the liberalization of trade and prices happened and the painful and
protracted reforms in the agricultural sector began.

The quantitative determination of the dependence outlines the lagging response to
the unemployment, which resulted in about three times smaller change in its rate
compared to the relative change in GDP. This was mainly related to three factors. If
interpreted more broadly and updated, these factors reveal some overt and covert,
indirect signs of unemployment, employment and labor productivity; intractable
differences between the statistically tracked and the actual dimensions of
unemployment. These factors include the following major impacts:

. In cases of a significant and prolonged decline in production, the process
of dismissing employees is accelerated, although it is possible that this process runs
with a different intensity. The unemployment rate increases at a slower pace (and not
similar), because for different reasons less (but not all) of the total number of
dismissed workers additionally fall into the group of unemployed.

. One part of the discharged people relatively quickly orients to self-
employment, entrepreneurship (mostly in the field of small business), others give up
participating in labor activities, i.e. go into the group of economically inactive persons.
. Every more significant and lasting decline in production affects the length,
forms and nature of employment. The number of persons employed part-time is

increased. Because of the fact that the volume of production is reduced, due to the
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dropping revenues and profits, companies seek to reduce their costs in order to get
quickly out of the situation. Very often this results in a decline in labor productivity
and GDP growth rate. Part-time employment can be regarded as a form of flexible
employment, attainment of freedom of individuals in relation to the duration of their
work time, but also as an "intermediate" labor indicator that is formed on the border
between employment and unemployment, because human resources are
underutilized, employees receive a not rhythmic, significantly smaller pay which does
not satisfy them. Thus, although formally employed, part of the employees can be
defined as hidden unemployed. In practice, especially during the first period of the
transition, the employment in many enterprises did not comply with the definition of
employment, the longitude of the working time, the labor productivity and the receipt
of remuneration did not match the established standards. The employment of these
people was more limited and less reliable than the regular one. This happens mainly
in case of deterioration of the global economic growth of development, production
limitations for individual enterprises (markets, supplies, cooperated supplies, etc.),
resulting in deteriorated production and financial results and increased likelihood of
mass layoffs (dismissals, discharges).

Significant development happened in the informal economy and employment, there
was a particular increase in the insecurity of employees and the ones who had lost
their job.

Bulgaria registered the highest decline in employment: in the period 1989-2000 the
decline was 34.3%, in Romania - 17% (1987- 1990), in Hungary - 9% (1992-1998),
in the Czech Republic - only 4% (1985-1993). In 2002 the number of the employed
in Bulgaria was one-third less than the number of the employed in 1989, mainly due
to the reduction of the employment in manufacturing. The growth of the employment
in construction and services failed to offset the mass layoffs in the industrial sector.
To avoid at least taxation or because of financial distress, irregular incomes and the
uncertain future, some of the companies did not report the total volume of goods
manufactured or concluded transactions and sales. This effectively reduced the
volume of GDP produced in the country. For households, the relatively high income
from family farms kept stable.

The sphere of services is crucial in the modern structure of the Bulgarian economy.
Its share in different years was approximately 60%. These industries have a scope for
development and, on the other hand, they have a relatively high potential to increase
employment, because they are more labor intensive. But they require and hire more

workers with lower education and without appropriate professional training, for a
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lower pay, under fixed-term or civil contracts or without contracts, for seasonal or
temporary employment.

The industry branch, most affected by the process of privatization and reorganization
of the corporate activity, gradually overcame its lagging behind and already
predisposed to increased employment. Since 2005 there has been a rise in the
number of the employed in the manufacture of food products, textiles and clothing,
leather processing, wooden material and others. Because of the predominant
development of activities with high labor intensity, even the productivity growth of
about 7-8% annually, recorded during the last years, is not enough.

Prevailing are small and medium-sized enterprises which have limited opportunities
to generate jobs and growth. They often change employees, that is, they have a high
turnover of employees.

The unfavorable situation is predetermined by the choice of models and approaches

for economic reforms and their slow and inconsistent implementation.

STRUCTURAL CHANGES IN EMPLOYMENT AND UNEMPLOYMENT

The more significant changes in the employment of the countries in Eastern Europe,
including Bulgaria, have been: a drastic reduction in the employees in the public
sector - with a different rate for each country. There is an increase in the number of
the employed in the private sector by way of privatization and development of SME.
. significant reduction in the number of the employed in industry and an
increase in the number of the employed in services;

. development of a new structure of employment (by status) and emergence
of a trend of increase in the number of self-employed, entrepreneurs and employers;
= development, albeit with different scales in the countries, of the informal
economy and employment;

. diversification in the forms of employment and employment contracts, as a

rule reducing the security and stability in employment, and others.

Table 1. Restructuring of the employment in Bulgaria by sectors of the economy

Sectors| 1990 1995 1997 2000 2001 2002
[ndustry 44,7 33,8 27,5 28,3 28,1 28,0
Agriculture 18,4 23,8 25,3 26,2 25,8 25,6
Services 36,6 42,3 47,0 45,5 46,1 46,4
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For many years the registered unemployed exceeded the number of the vacancies
many times. Among the registered unemployed dominated the high proportion of
women, young people aged up to 29 and those over 50 years, low-educated and long-
term unemployed.

By parameters of unemployment Bulgaria ranked in one of the first places among the
European countries. In 2000 the unemployment rate was 12.4% on average for the
region, for Bulgaria - 19.7% (the highest) and in other countries - 18.2% (Lithuania),
6.9% (Slovenia), 7.2% (Hungary) and 7.4% (Czech Republic).

The unemployment fluctuated from its lowest level in 1990 (1.5%) to 17.9% in 2000
and 2001. Its annual change was uneven and was related to the irregularity and the
slowdown of the economic reform aimed to eradicate or strongly limit the inefficient
industries. During the 90s the economic growth was also uneven — with more
economic downturns, but with booms during some years. Therefore, the
unemployment was changing unevenly and ambiguously, but remained high. At the
same time, during this period the employment of the employable population declined
dramatically. The proportion of the people of working age, who were neither employed,
nor registered as unemployed, grew and reached the rate of the registered high
unemployment. Only after 2000 the employment began to grow and there was a
decline in the economically inactive population.

Among the reasons for the few significant changes in the unemployment in the 90s
were mostly mass layoffs of employed in the public sector and in large state or
privatized companies after the reorganization of their activity, the outflow of qualified
specialists in intensive emigration flows and others. Some of these factors were
temporary, short-term, and transient. The decline in the level of employment during
the period from 1995 to 2001 can be considered as a sign of the increasing efficient
use of the available functioning capital and the employed workforce. This trend,
however, turned for the period after 2001. The unemployment rate for the
fundamental 1990 was too low, unrealistic (1.5%), but this was the beginning of the
unemployment officially registered in the country over the past four decades.

The changes in the actual and cyclical unemployment were closely related to the
process of market transition, with the experienced deep financial and economic crisis
and the recently set under control variation in the growth rate, although they
happened relatively smoothly and monotonously. In the first 2-3 years of the period,
the unemployment dynamics was characterized by an explosive drastic increase and
a sharp drop in 1994. In the remaining years of the period it was oriented towards a

more moderate rate. So in 1993-1994 the unemployment rate fluctuated mostly
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within a more narrow range, regardless of the collapses, the booms or sometimes the
large variations in the rate of growth, showing only occasional distortions. The
proportion of the structural unemployment grew, driven by the simultaneous
introduction of radical branch, product and technological reforms and restructuring
of the national production. The provided benefits and other social payments in case
of unemployment had an adverse impact on the demand for employment and on the
long stay in unemployment.

Along with the rise in unemployment (in absolute terms, level and duration), there
was an increase in the gray economy and informal employment, production and
marketing without paying taxes, employment without employment contracts and
without insurance. The presence of hidden economy was visible by many indirect
indicators including the highest number and proportion of the people of working age,
who officially did not work, that is, did not receive income from work, nor were
registered as receiving social benefits (what is more, for many years) and the
difference between the total amount of the income received and the expenditure of
households.

The high number and the relative proportion of the working age population outside
the economically active population (employed and officially registered as
unemployed), i.e. inactive, had an adverse effect on the economic development, the
state budget and the social security funds and it became a source of social insecurity

not only for the moment, but mainly in perspective.

CHANGES IN THE BEGINNING OF 2000

Since the beginning of 2000 and especially after 2003, the reduction of
unemployment in Bulgaria has been associated with the attenuation of the processes
of privatization and liquidation of unprofitable businesses, as well as with the
pursued active policy, creating a high share of offered subsidized jobs. Since the
mid-2008 one could observe again processes of increase of the officially registered
unemployment, which are connected not only with the usual seasonal fluctuations
in production and employment, but also with the started global financial and
economic crisis, which had repercussions in Bulgaria — a country with an open
economy, with a significant export to the developed countries affected by the crisis
and with a high proportion of import of raw materials and materials, whose prices
were rising. The global financial crisis resulted in a drop of the foreign investments
in the national economy. An additional factor were the constraints, the drop in the

transfer of financial resources in the country by Bulgarian emigrants which were
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significant in volume and share, including in the financing of consumption and
investments and therefore in the GDP growth.

In the second period, the growth conditions were gradually recovered and improved -
mainly after the reduction in the intensity of denationalization and privatization. NSI
data show that in the beginning of 2007 the employment rate in Bulgaria was 47.2%,
including 52.4% for men and 42.5% for women.

The highest was the employment of people aged between 35 and 44 years (82.2% men
and 78.5% women). Much less was the employment among the young and the most
adult people of working age. The highest was the employment rate of people with
university education: 71.7% for men and 73.6% for women. The employment rate of
the persons with primary and lower education was respectively 13.5% for men and
5.7% for women.

For 2007 as a whole there were reported some of the best results for the entire period
of the labor market operation in the country. The employment rate of the population
between 15 and 64 years of age reached 61.7%, women (15-64 years) - 57.6%, adults
(55-64 years) - 57.6% and the total unemployment coefficient rose up to 6.9%.

The state of the workforce in the period from 2000 to 2010 depended on the
demographic trends during the year and on the economic conditions. The economic
situation, though changed in a positive direction, still did not provide favorable
conditions for a more open and dynamic labor market.

The labor market as a whole retained its stability and development trends, despite
the deterioration of the economic situation and the business environment in the last
two years.

As a result of the economic crisis, the number of the employees was reduced and
their average annual number dropped to and below the level of 2006 — 3052.8
thousand people.

Compared to the previous year, the employment coefficient declined by 2.7% and
reached 46.7%.

Given the comparability of the data for Bulgaria and the European Union, under
consideration shall also be the employment coefficient in the age range 15 to 64 years.
In 2010 in Bulgaria it was 59.7% and also declined by 2.9 percentage points annually.
According to Eurostat data, for 2010 the employment coefficient for the population
aged 15 to 64 years in the European Union was 64.2%, as compared to 64.6% for
2009 (Fig. 1).

62 |



ISSN 2367-8127

m Bulgaria @ European Union (EU-27)

2010 o464,

2009
2008

2007

2006 64,5

2005 635

2004 63

2003 62,6

2002 62,4

0 10 20 30 40 50 60 70
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Over the last two years the changes in the structure of employment by gender were
in favor of women. More than half of all employees were still men - 52.7% (1608.3
thousand people, as compared to 53.2% in 2009), but their proportion was reduced
in 2010. Women represented 47.3% (1444.5 thousand people), with 46.8% in 2009.
The dynamics of the age structure of employees showed signs of deepening of the
observed trends, decline in specific age groups. In 2010 the coefficient of employment
of all age groups declined, as the highest coefficient could still be observed in the
group of those aged from 35 to 44. The lowest coefficient of employment was the one
of persons aged 65 and over — 2.8%. The greatest decline was observed in the
employment coefficient for those between 25 and 34 years of age.

The proportional dependence between the level of education and the value of the
employment rate remained unchanged in the educational structure of the employed,
as the amplitude between the two extreme values was very large.

The highest was still the employment rate of people with university education -
70.01%, with 72.7% in 2009. For those with secondary education it was 57.7%, with
61.6% in 2009. For people with primary education — 20.0%, with 23.2 percent in
2009. The lowest employment rate was the one for persons with elementary or lower
education - 8.5%, with 11.2% in 2009.

The dynamics of the education structure of employees showed a continuing decline

of employment in all groups, with the largest decline for those with secondary
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education (by 3.9 points less), followed by the employees with primary education (by
3.2 percentage points less) and the group with elementary or lower education (by 207
percentage points less).

In terms of the employment of the population at the age over 15 years by residence,
one can notice a declined employment rate in large towns (from 54.1% to 51.4% - by
207 percentage points less) and in villages (from 38.0% to 35.2% - by 208 percentage
points less). The situation of uneven distribution between urban and rural areas
remained unchanged.

The employed in large towns were 2390.8 thousand people or 78.3% of all employed
and in villages - 662.0 thousand people or 21.7% of all employed. These processes
were influenced by the economic crisis and the different employment opportunities
offered by large towns and villages. This process was long-term and was increasingly
deepening.

The impact of the global financial and economic crisis, that started to occur in
Bulgaria at the end of 2008, worsened the economic situation in the country during
the period from 2009 to 2011, turned the direction of the firm trend of economic
growth and significantly changed the situation in the labor market causing a rise in
the number of unemployed. The unfavorable economic environment resulted in
market contraction, reducing the workload in many economic activities, cost
optimization, implementation of structural changes and reduction of the employees
in companies. According to the National Statistical Institute, in the period 2009 -
2010 over 300 thousand jobs were closed.

The average annual number of the unemployed in 2010 was 350944 people, which is
close and goes back to the recorded value in 2006 (Fig. 2).

Similar findings were reported by the Labor Force Survey of the National Statistics
Institute for the average annual number of unemployed persons, which in 2010
increased to reach 348000 people.

Average annual number and average level of unemployment of the unemployed
persons at the age of 15 and over in the period from 2000 to 2010, according to the
Labor Force Survey of the National Statistics Institute.

The average annual rates in the country during the period from 2001 to 2008 showed
a lasting positive downward trend, but in 2009 and 2010 they increased as compared
to the previous year. In 2010 the unemployment rate was 10.20% and was 3.40
percentage points higher, reaching the level of 2005 (Fig. 3).

In 2010 and 2011 the registered unemployed in labor offices significantly increased.

The average annual number of the unemployed registered in labor offices was 350
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944 people. Compared to the previous year, there was an increase by 69 964
unemployed persons (Fig. 4).

At the end of 2010 the unemployed were 342419, increasing from the beginning of
the year by 24 468 people or 6.7%. In 2010 the average annual unemployment rate
was 9.47%. Compared with the previous year, it had increased by 1.88 percentage
points. In 2010 the unemployment rate gradually declined from 10.26% in February

to 9.24% in December and became almost equal to the values of December 2009.
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Fig. 2. Average annual number and average level of unemployment of the
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There was a persistent downward trend in the average annual unemployment rate in
Bulgaria, according to data of the National Statistics Institute and anticipatory
estimation of the reported average annual unemployment rate in the European Union

(Fig. 5).
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Fig. 5. Unemployment rate in 2009 and 2010

In 2010 the reported average annual unemployment rate in Bulgaria was higher than
the EU average one. According to Eurostat data, the average annual unemployment
rate in 2010 in the Euro area was 10.00% and for the European Union - 9.60%
(Fig. 6).
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Fig. 6. Average unemployment rate in the EU

Under the impact of the global financial and economic crisis, in almost all states of
the European Union the average annual unemployment rate in 2010 increased, as
compared to the previous year. The largest increase was observed in three countries,
among which Bulgaria was also (Lithuania by 4.10 percentage points, Estonia by
3.10 percentage points and Bulgaria by 3.10 percentage points).

A large increase was also observed in Slovakia (by 2.50 percentage points), Greece
(by 2.50 percentage points), Spain (by 2.0 percentage points) and Latvia (by 2.10
percentage points).

In the other member states of the European Union the increase in the average annual
unemployment rate varied in the range of 0.10 percentage points in Sweden and 0.20
percentage points in Finland, Great Britain and France, to a growth by 1.40
percentage points in Denmark, Portugal and Poland, 1.50 percentage points in
Cyprus and 1.60 percentage points in Ireland.

In 2010 the average annual unemployment rate showed a decline compared to the
previous year only in four states of the European Union. The greatest decline was
observed in Germany (by 0.70 percentage points), followed by Luxembourg and
Austria (by 0.40 percentage points) and Malta (by 0.30 percentage points).

In the ten districts of the country the unemployment rate was lower than the national
average, while in the other 18 areas the rate had values above the average for the
country. The trend of the previous years was retained and the lowest unemployment
rate was again recorded in the districts of Sofia-city 3.47%, Burgas — 6.48%, Gabrovo

- 6.59%, Varna - 7.22%, Stara Zagora - 7.43%, Plovdiv - 8.26%, Pernik - 8.80%, Veliko
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Tarnovo - 9.23%, Ruse - 9.34% and Haskovo - 9.37%. The highest rate was recorded
in the following districts: Smolyan - 17.34%, Targovishte - 16.14%, Montana -
15.39%, Shumen - 14.75%, Vidin - 14.71%, Razgrad - 14.27%, Silistra - 13.72% and
Vratsa- 13.49% (Fig. 7).
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Fig.7. Unemployment rate in 2009 and 2010 by administrative districts

In 2010 there was an interruption in the long lasting positive trend of shrinking of
the variation range in the values of the unemployment rate in the country. The
variation range showed the difference between the reported minimum and maximum
values of the unemployment rate in the country, respectively in Sofia-city and
Smolyan District. The value of this indicator increased by 2.16 percentage points
compared to 2009 and reached 13.86 percentage points, with 11.70 percentage
points in 2009.

The variation range, showing the difference between the reported minimum and
maximum average monthly unemployment rate in the municipalities of the country,
rose to 48.98 percentage points. In the last ten years these two municipalities had

been on the two extremes.
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The trend that the municipalities with the highest unemployment rate were
concentrated in the North, Northeast and Southwest planning regions, remained

unchanged.

MAIN STRUCTURES OF THE UNEMPLOYED

In 2010 the labor demand was formed mainly under the influence of the economic
situation in the country, the seasonal factor and the active employment policy. At the
end of 2010 the total business climate indicator, according to data of the National
Statistics Institute, showed an increase trend compared to the end of 2009, while the
rate remained unchanged as compared to the rates in 2000-2001.

The main reasons were the uncertain economic environment and the market
contraction. The consequences were insufficient financial security, reduction in the
consumption of goods and services, reduction of the volume of production, closure of
companies, substantial limiting of foreign investment in new productions or for
expanding existing productions, cost optimization and more. The specificity of the
reactivity of the labor market to the changes in the economy over the year explains
the continuing decline in the labor demand on the primary market, regardless of
some optimistic signs at the end of 2010. At the same time, the efforts of the Ministry
of Labor and Social policy and the Employment Agency to balance the labor market
were related to the implementation of an active policy for promoting employment
through the state budget and the European Social Fund, respectively the Operational
Program "Human Resources Development” and the announcement of a large number
of jobs for subsidized employment.

As a public recruitment agency, the Employment Agency was among the major and
preferred intermediaries in the labor market. Through its services connected to the
labor demand and supply, in spite of the competitive environment created by private
employment agencies, print and electronic media, specialized sites, etc., it had a
market share of almost 25%.

In 2010 the contraction of the labor market continued as a result of the negative
impact of the economic crisis in the country. It dramatically affected the labor
demand and the trend of reduction of the announced jobs in labor offices continued.
Due to the crisis, a significant decline (compared to 2009) was observed in the real
economy and in particular in the private sector. There was also a great reduction in
the number of jobs for subsidized employment within programs.

In 2010 the proportion of vacancies in the primary market, in the structure of the

requested jobs, increased by 2.4 percentage points compared to the previous year
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and reached 66.0%. This change happened at the expense of the proportion of jobs
under employment programs, which decreased to a value of 31.9%, due to limited
financial resources. The EPA measures retained their relative proportion (from 2.2%
in 2009 to 2.1% in 2010).

In terms of professional-qualification structure of the requested jobs, there was still
a steady trend, people to seek mostly low-skilled labor in labor offices. A slight
increase by 0.5 percentage points was recorded, as in 2010 the proportion of the jobs
for persons without qualification and profession reached 79.5%.

For the period 2000-2008 the number of the registered unemployed persons without
specialty dropped significantly and in 2009 and 2010 one could observe a logical rise,
given the increase of unemployment in the country. Extremely high values of the
supply of this kind of labor were reported during the first three years of the period.
The situation changed in 2003, with the launching of the National program “From
Social Assistance to Employment”, which resulted in the creation of a large number
of jobs, mainly for unskilled workers. The launch of the program coincided with the
revival of the economy in the country and these circumstances led to a certain
balance between the demand and supply of unskilled labor in the following years.
With the reduction of the program, the demand for workforce decreased from 2005
on. In 2010 the labor demand for people without education and qualifications
dropped more sharply than in the previous years, while at the same time the supply
significantly increased. This resulted in a turn of the proportions. These processes
formed a large discrepancy between the demand and the supply of labor for people

without qualification.

INDIVIDUAL LABOR SUPPLY

In its essence the model of labor supply is an application of the theory of rational
consumer behavior. In it the task of the individual is (with predetermined and
exogenous for the model period, prices and limited income) to obtain maximum utility
of its consumption C (measured by the real total individual income and including all
the benefits available to the individual, with the exception of time) and the hours
during which the individual does not work for some remuneration or income L
(conditionally, these hours are called leisure and include the time for rest, work in
the household, education and training).

It should be noted that the solving of this problem comes not from the combination
of labor and consumption, but from the combination of consumption and leisure that

maximizes the individual utility under the given constraints. This formulation of the
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problem is generally acknowledged and is done so that it can fully satisfy the
assumptions of the standard model of consumer choice. In this way it is relatively
easy to explain the choice of leisure, and then, considering that the total time
available to the individual is fixed and is divided only between labor and leisure, the
composed model becomes also a model of the individual labor supply.

The choice of an individual of a combination of consumption and leisure (C, L) is
dependent on his/her preferences. They are based on different economic,
psychological and sociological motives - economic necessity, striving for a social
status and realization, family commitments and roles, material and psychological
conditions of labor, inner desires and aspirations.

The presence and relative strength of these motives depend on the specific situation
and the subjective attitude of the individual to the situation. For example, the reasons
for the demand of leisure and hence for the supply of labor are linked to marital
status, gender, age and education. In general, economic motives dominate over non-
economic in periods and countries experiencing greater economic difficulties. If the
reasons for labor supply are available, they, taken in their totality, make labor supply
a basic need of the personality and rise attitude and willingness in the individual to
work.

The analysis of these questions about the nature and the origin of individual
preferences is in the field of social psychology and personality psychology. The
economic model of individual labor supply considers the preferences not as
endogenous, but as predefined and sets as its single task their description by a utility
function. This function has the general form U = U (C, L; a, u) and shows the utility
U, which the individual with individual characteristics a (such as age, gender and
education) and tastes u (which, unlike the individual characteristics, are
unobservable and explain the different preferences of individuals with similar
characteristics) obtains from the use of different combinations of points C and leisure
L, wherein it is assumed that the preferences are complete, double consistent and
transitive and unsaturation exists.

Graphically the preferences and the function of individual utility are represented
through a map of indifference. It contains a countless number of continuous curves
of indifference, each of which is a geometrical locus of the combinations of
consumption and leisure equally desired by the individual. From the assumptions for
transitivity and unsaturation follows that the individual curves of indifference do not
intersect or touch and that the utility reflected by the more remote curves of

indifference is greater than that associated with the ones closer to the beginning.
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Each of the indifference curves is characterized by its slope and shape. The measure
of their slope is calculated by differentiating the utility function U = U (C, L; a, u).
The requested jobs in the real economy continued to become less, as a result of the
stagnation and the economic crisis in the country. The impact of seasonal factors on
the primary market was significant.

In 2010 there was a continuation of the negative trends in the labor market in the
real economy. The private sector employers were reluctant to creating new jobs and
the market was formed mainly by jobs resulting from the staff turnover in the
companies. It is known that new jobs are opened more slowly than they are closed,
as employers balance the workforce and their costs and they are cautious about
increasing them.

During the year in the primary market 123887 vacancies were announced in labor
offices - which means 18926 (13.2%) jobs less. The largest number of jobs was
announced by the private sector - 91787, representing 74.1% of all the jobs
announced in the real economy. The jobs announced by the private sector became
less in number and in share. Their proportion decline was 6.4 percentage points for
a year and their number was 23188 less. The data show that the private sector was
more affected by the crisis than the public one.

During the year in almost all economic activities there was a registered decline in the
labor demand. The demand was unchanged in the production of electricity, gas and
water and in financial intermediation. Growth in demand was observed only in the
field of state government (by 1754), which has its explanation. The change in the
Employment Promotion Act in 2010 had a significant impact. Since August all
employers of state and municipal enterprises and the administration were obliged to
declare in labor offices the vacancies for employment relations. A reflection of this
can be seen in the direction of increasing the jobs in the government, administrative
and complementary activities. Except in quantitative terms, the effect was reflected
in the quality of demand - provided were jobs suitable for professionals and for this
group of unemployed the demand was insufficient.

The number of the new jobs in the economy is symptomatic of its state. In times of
economic crisis, the creation of new jobs is sharply declined as a consequence of the
unfavorable economic situation. Companies focus their efforts on keeping the most
effective employees and on cost optimization.

When one analyzes the sought jobs in the real economy in the professional section,
as in 2009, the most sought after through labor offices turn out to be the jobs in the

textile and clothing production - tailors, machine operators in the textile and clothing
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production and others (over 13400 jobs). During the year there was also a great
demand for workers in agriculture, forestry and hunting, gardeners, plant-growers,
forestry workers, stock-breeders, producers of mixed products and others (almost
9440 job positions), kindergarten teachers, teachers in elementary, primary and
secondary schools, university teachers and others (over 9200 jobs), administrative
and office staff, secretaries, lawyers and others (around 9000 jobs).

Unlike in other years, there was a significant growth in the demand for care workers
(domestic helpers and related to them - approximately 7700 jobs). In labor offices
there was a considerable number of vacancies advertised in the area of tourism and
hospitality: administrators, bartenders, waiters, maids (over 7600 jobs) and in the
manufacturing industry: workers in manufacturing industry (for manual operations)
- also over 7600 jobs.

The jobs under the measures of the Employment Promotion Act can be considered
part of the primary market, but of mixed nature, since for their creation and filling
employers make use of preferences and because of this they are defined as jobs for
subsidized employment.

The subsidized jobs requested under employment measures during the year were
3867. A decline was registered by 992 jobs (20.4%). The largest number of jobs was
announced under the promotion measure, encouraging employers to create jobs for
internships, thus hiring unemployed persons under 29 years of age (art. 41 of the
EPA). Under this measure 1180 jobs were announced. Employers were very interested
in the preference for hiring persons with disabilities (art. 52, para 1 of the EPA) and
under the measure (art. 52, para 2 of the EPA) 889 and 566 jobs were respectively
created. Next in new jobs was the measure that promoted hiring unemployed to work
part-time (art. 51 of the EPA), as 474 jobs were announced under the measure.

The imbalance between the demand and the supply of labor in the labor market
continued to deepen. The crisis mostly affected the most vulnerable groups in the
Bulgarian labor market. In this situation the employment programs and schemes
under the Operational Program "Development of Human Resources" had a significant
role in reducing tensions in the labor market. They were used as a tool for providing
greater access of disadvantaged groups to the labor market.

During the year the filled vacancies were 153669. Their number fell by 65732 jobs
(30%) compared to 2009. 96623 were employed in the primary market. The decline
in the number of filled vacancies in the real economy was by over 40000. The data
suggest that the filled vacancies in the primary market declined at a more rapid rate

than that of the announced ones, which is an indicator of the disparity between the
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characteristics of the supply and the demand of labor. The data for a total increase
in the remained unfilled vacancies at the end of each month can be considered an
argument in that direction. Within incentives of the EPA 3374 jobs were taken and
under employment programs 53672 jobs were utilized. The closest values of the
announced and the filled vacancies were the ones for January and November, when
the vacancies under employment programs (mainly under the National program
“From Social Assistance to Employment”) were filled in priority.

The regional differences in the labor demand remained the same. The situation of the
local labor markets was directly determined by their socioeconomic development.
Differences were recorded both between districts and between the municipalities
within one district. Many factors determined the uneven distribution of vacancies in
the country - the specificity of the branch structure of the local economy and the
seasonality, the size of the region, in terms of the number of economically active
population and the traditions of the population in employment, which is decisive in
the search in the primary market.

The opportunities for the unemployed to find employment in the labor market are in
a direct and significant correlation with the gender, age, vocational and educational
characteristics of the unemployed.

An increase in both groups of unemployed (men and women) was recorded in the
structure of the unemployed according to Paulsen. The average annual number of
women registered in 2010 was 191684 and that of unemployed men - 159260.

The economic crisis mostly affected the economic activities in which the workforce is
dominated by men - construction, agriculture and forestry, manufacturing and
others.

The monthly dynamics expressed by the average monthly rate of change was almost
the same for unemployed women and men. The average monthly rate of decline in
the number of unemployed women was 0.6% (with an increase of 2.2% in 2009), while
that of men was decreasing - 0.7% (with a growth of 4.5% in 2009).

The ratio women: men (54.6%: 45.4%) continued to shrink in favor of women, as in
2010 there was a significant reduction in the proportion of women - by 3.1 percentage
points (with 57.7%: 42.3% in 2009 and 62.5%: 37.5% in 2008).

In the crisis 2010 the dynamics in the age structure of the unemployed mainly
concerned the groups at the most active working age (from 35 to 44) in the direction
of increasing their proportion and the group of the youngest (up to 19) and the elderly
(over 55), whose relative shares continued to decline. The steady trend of population

aging over the last decade is the reason why the age groups over 45 continued to be
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the most numerous in number and with the highest proportions. In 2010 the average
annual number of unemployed increased in all age groups.

In the age structure of the unemployed, with the lowest relative share was still the
group of young people under 29. The unfavorable upward trend in the number of
persons over 50 years, observed in all years since 1991, continued.

Young people under 29 and people over S0 are among the main target groups of the
active policy in the labor market pursued by the Employment Agency in recent years.
The structure of the unemployed by occupation includes the following occupational
groups: people with worker specialty, specialists and people with no specialty.

The unemployed with worker specialty registered in labor offices were 82058 people.
For a year they increased by 20289 people (32.8%), as the average monthly rate
(monthly dynamics) showed a decline by 0.6% (with a growth of 4.2% in 2009). Their
proportion for one year period was increased by 1.4 percentage points up to 23.4%.
On average for a year, the group of the unemployed specialists included 70945
people, with an increase of 14438 (with 25.6%). The average monthly rate of decline
in their group was 0.4% (with a growth of 3.7% in 2009). The proportion of the
unemployed specialists remained almost unchanged - 20.2% (only by 0.1 percentage
point more).

The increase of unemployment in these two professional groups was mainly due to
dismissals and layoffs of qualified staff from enterprises as a result of the economic
crisis, as before that the employers had dismissed the low-skilled staff.

The unemployed without qualification and specialisation were the largest group in
the professional structure of the unemployed, including 197941 persons - with 35237
people (21.7%) more than in the previous year. The average monthly rate of decline
in their group was 0.7% (with a growth of 2.5% in 2009). The relative share of the
unemployed without qualification and specialty continued to be high in 2010, but at
the same time one could observe a decline in their share from 57.9% in 2009 to 56.4%
in 2010 for the third consecutive year.

The economic crisis affected very negatively the disadvantaged groups in the labor
market, for which there is an increased risk of social exclusion and poverty. These
groups include young people under 29, people over 50, long-term unemployed,
unemployed persons with permanent disabilities and other smaller groups. They were
a priority of NEAP (National Employment Action Plan) in 2010 and respectively the
action plan of the Employment Agency.

In 2009 and 2010, in parallel with the increase in the total number of registered

unemployed, there was an increase in youth unemployment. The persons under 29
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years form one of the disadvantaged groups, as during economic crisis most
employers prefer to dismiss mainly employees without experience for the position.
There is another unfavorable fact - the majority of the unemployed young people
under 29 registered in labor offices have very low education and skills.

In 2010 the unemployed young people up to 24 years were 30168 on average for a
year and for one year they increased by 5449 persons or 22.0%. Their proportion,
however, declined from 8.8% in 2009 to 8.6% in 2010 of the total number of registered
unemployed. The long lasting trend remained unchanged - the highest relative share
(67.2%) among the unemployed youths under 24 was the one of those without
qualifications.

The group of the unemployed young people up to 29 years included 63500 people,
with an increase by 12165 persons (by 23.7%). Their proportion was 18.1% of the
total number of registered unemployed.

The unemployed persons over 50 were 131887 people, with 23.7% (25240 people)
more. In recent years (after the introduction of the point system for retirement in
1999), the group of the persons over S0 years stood out with a permanently growing
proportion, but in 2009 this many-year unfavorable trend was interrupted and in
2010 their proportion of the total number of the unemployed in the country continued
to decline from 38.0% in 2009 to 37.6% in 2010. The reasons for the decline in the
proportion of this group were related to the fact that it was among the priority target
groups of the active policy pursued by the Employment Agency in the labor market
and also because of the bigger number of dismissals in the lower age groups (35 to
44 years) during the year.

The long observed trend was preserved among the unemployed over 50, with the
highest relative share of those with no qualifications (55.7% in 2010, 57.5% in 2009)
and with elementary or lower education (52.9% in 2010, 55.9% in 2009), but these
values were significantly lower.

There was a significant rise in the number of long-term unemployed in 2010, both in
number and share. The average annual number of the long-term unemployed
registered in labor offices for more than one year was 110848 people, as it had
substantially increased by 39.0% (31120 people) in comparison with the previous
year. The average monthly rate (monthly dynamics) of long-term unemployed had
increased by 2.3% (with much lower rate of 0.6% in 2009). Their proportion also
increased substantially (by 3.2 percentage points) from 28.4% in 2009 to 31.6% in
2010.
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The proportion of the long-term unemployed (for more than a year) remained high in
the districts of Targovishte (45.6%), Razgrad (43.0%), Kardzhali (41.9%), Silistra
(40.7%), Sliven (40.5%), Shumen (39.6%) and Montana (39.0%), with the lowest
proportion in the country in Sofia-city (7.8%). In the districts of Burgas (13.6%),
Gabrovo (21.1%) and Varna (21.8%), the proportion of the long-term unemployed for
more than one year also had much lower values.

There was a sharp increase in the number of the long-term unemployed registered in
labor offices for one to two years, with a turn in the observed downward trend in this
group from 2002 on. Furthermore, in almost all previous years, the long-term
unemployed for one to two years were the smaller part of the total number of long-
term unemployed for over a year. In 2010 the long-term unemployed for one to two
years were 59495 people and they increased by 34145 persons (2.3 times), as their
proportion of all long-term unemployed reached 53.7%. The average monthly rate in
this group of long-term unemployed showed a significant growth of 3.9% (with an
even higher growth of 5.4% in 2009). Their proportion also almost doubled by 8.0
percentage points compared with 2009 to 17.0% of all unemployed registered in labor
offices. This change was a result of the economic crisis, which led a large number of
unemployed persons in the labor market over the previous two and a half years -
people who had permanently lost their jobs. In fact the significant growth in the
number of long-term unemployed for more than one year as a whole was due to the
sharp increase in the group of long-term unemployed for one to two years.

In 2010 the average length of the stay of unemployed in the labor market significantly
increased, compared to the previous year, by 9.1 months, as it reached 14.7 months,
i.e. exceeded one year. Among women, the average length of registration in labor
offices increased by 9.6 months to reach 15.9 months. The average length of the stay
of men in labor offices also increased, but less - by 8.6 months up to 13.5 months,
as they retained their lower average duration compared to that of women and the
total average duration of unemployment. The problem with long-term unemployment
is lasting and extremely important.

The unemployed persons with permanent disabilities were 13657, with 883 people or
6.9% more. For unemployed persons with disabilities labor offices provided the major
opportunity for employment.

Single mothers form a specific group, particularly disadvantaged in the labor market.
An annual average of 2906 women got registered in labor offices - single mothers, as

their number increased by 17.0% (423 women) compared to the previous year.
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Another disadvantaged group among unemployed women is that of mothers with
children up to three years of age, who were 7745 people on average for 2010. They
showed a considerable growth of 25.7% (by 1585 women) compared with 2009.

BUILDING A FUNCTIONING LABOR MARKET

The institutions and the legislation related to the labor market were created at the
beginning of the transition and this gave the opportunity to have them developed in
accordance with the existing ones in the European Union countries.

At the outset of the transition, with the advent of the first groups of unemployed, was
adopted a special government decree (Decree NoS57 of the end of 1998), which
regulates the establishment of employment services and cash payments in case of
unemployment - benefits (for the insured) and social benefits (for those with no
insurance, mainly the ones graduating from secondary and university education
institutions, with vocational training and registering as unemployed in employment
services). This regulation, which has been changed (supplemented, amended or
elaborated), gave rise to conditions for:

o registration of unemployed and others seeking employment and of the
vacancies from employers;

o payment of cash benefits to employees dismissed not because of their fault,
but on the initiative of employers and mainly due to full or partial liquidation of
enterprises, structural changes, cuts in the number, expiration of the employment
contract;

o payment of cash benefits to registered unemployed graduated from
secondary schools and universities with vocational training, registered in public
employment services (labor offices);

o training, career guidance and retraining of employees, dismissed from the
organizations. This training was organized by labor offices at the expense of the
special fund "Professional Qualification and Unemployment" (Fund "PQU") aiming at
the more rapid return of the unemployed to work;

o development of a state system for organizing mediation, retraining,
registration, payment of benefits and unemployment benefits, implementation of
state employment policy and regulation of the labor market - National Employment
Service at the Ministry of Labor and Social Affairs, which includes the central
management, 9 regional offices and labor offices (some of them with branches) in all

district centers and larger towns and settlements in the country;
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o formation of a special fund for the unemployed - for the payment of cash
benefits in case of unemployment, recruitment mediation, training and other active
employment measures - Fund PQU whose source are the monthly contributions of
employers from the business sector (currently 5% of the accrued funds for salary)
and the state budget.

Essentially there are two contradictory trends in the developed and functioning state
Employment Agency- decentralization of most of the functions and at the same time
centralization, administration regarding the provision of resources for the various
institutional levels in the labor market, development of strategies and measures of
active employment policy and others.

The role of a main mediator in the labor market is assigned to labor offices. Over the
past years their functions have evolved, their priorities have enriched and changed.
In the early years they mainly carried out functions of registration of unemployed,
announcing vacancies to them and paying cash benefits and benefits to the
unemployed. Until recently these activities of the so-called "passive policy" occupied
over 90-95% of the work of labor offices. And still today, although much less, there
are labor offices for which these functions are the main or sole ones. Unemployed still
got registered in labor offices mainly because of the opportunity to receive benefits or
unemployment benefits. In support of this claim come the data for the relatively mass
refusal of the unemployed to retain their monthly registration at labor offices after
the expiry of the term for receipt of these cash payments. This means that the
unemployed do not trust, do not expect that, by using public employment services,
they would return to work.

In the public employment services there has been a gradual development of the
activities of the so-called "active" employment policy:

o recruitment mediation, including information on vacancies and work
conditions, vocational guidance, motivation and professional qualification with the
purpose of getting jobless people employed in the available jobs on the market;

o stimulation of self-employment, entrepreneurship of the unemployed;

o implementation of programs and other measures of the state policy for
regulation of the labor market;

o performance of specialized control over the observance of laws and other
normative documents in the field of unemployment insurance, payment of cash
benefits and compensations, use of the provided incentives for hiring unemployed for

the purpose intended, entrepreneurship and others.
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During the first transitional period, passive policy measures prevailed in the labor
market. The share of the costs of this policy varied from 93.7% (1991) to 68% (1999).
The majority of the measures were in the form of unemployment benefits paid only
to the people dismissed. At first, their size was generously determined and depended
on the remuneration received by then, and the period of receipt of the benefits was
the same for all. Very soon another, more restrictive system was introduced.

The policies got more oriented towards the labor supply and less towards the labor
demand. Dominating were passive policy measures: payment of benefits and social
benefits for certain groups of unemployed, encouraging early retirement and
withdrawal from the labor market of part of the working age population. The number
of the people who continued their education increased; there was also considerable
external migration, which reduced the supply of labor.

There was a lack of purposeful state policy for employment restructuring. Significant
development was given to the social policy and the passive policy for the labor market,
with adverse long-term consequences for the economic activity of certain groups of
the population.

The deindustrialization resulted in the implementation of employment programs with
sectoral focus — for qualification and employment of the massively dismissed workers
from the restructuring or the closure of inefficient industries (ore mining and coal
mining, steel industry, etc.).

Since the late 90s, and especially since the beginning of the new millennium, there
has been a change in the strategy on the labor supply - from passive to active
measures; from social benefits to employment; from individual measures and
programs to national action plans in favor of employment.

The employment policy got included in the macroeconomic and regional policy. There
emerged the understanding that employment policy is rather an economic than a
social problem and that the solution to the problems of high unemployment and
poverty is in the economic and not in the social policy, social benefits and temporary
subsidized employment. The employment policies started to become more regional.
There appeared more programs that reflected the socioeconomic priorities of the
regions.

Business promotion and mitigation of social problems are among the main
guidelines. The actions are aimed at:

o supporting the establishment and operation of small and medium-sized
enterprises, particularly in the regions in need of diversification of the economic

structure (regions of industrial decline, underdeveloped rural areas);
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o projects for employment and restructuring of manufacturing plants, mainly
in regions with high unemployment and risk of exacerbation of social problems;

o creation of entrepreneurial and innovative environment (establishment of
networking cooperation, regional marketing and distribution of information, support
to the creation and operation of market and technological infrastructure, business
services, improving the quality of human resources, improving the quality of the
environment as a general condition for increasing the investment attractiveness, etc.).
The programs with a focus on infrastructure sites are aimed at the reintegration of
unemployed and are expected to have a positive impact on the development of
municipalities.

The total effect of the transition from a planned-distributive to a market system in
key economic areas such as changing the form of ownership through privatization or
transformation of the financial system from a state to a mixed one (establishing a
system of commercial banks, stock and other exchanges, etc.), seems relatively
transparent today. The area related to labor relations remains more diffuse. It is
generally accepted that an economic planning and distribution system inherently
denies the existence of market regulators of labor processes. At first glance, it is true.
In the planning and distribution system one of the fundamental public relations — the
right of labor - is interpreted as an obligation of people to engage in socially useful
labor. In contrast, in a market economy voluntary labor is fundamental - the right of
people to choose freely between self-employment and voluntary unemployment
without any coercion.

In the two systems the state's role in providing employment is determined in a
different way. If in the first case, in response to the binding nature of labor, the state
declares a guaranteed provision of work to its nationals, in the second case, by virtue
of the different distribution of rights and responsibilities between the nationals and
the society, there is no such guaranteed obligation in respect to every person. If the
planning system based on state ownership involves the regulation of wages
centralized through a unified tariff network or system, in the market economy operate
more complex mechanisms that involve wage determination by the labor market,
through a developed system of collective contracting (but not in all countries), a
legislative determination of the minimum wage, limiting the wage growth in order to
curb inflation, etc.

The planning system also uses its immanent instruments to influence the demand
and supply of labor, the regulation of hiring and dismissal of workers. Among these

tools are: statutory limits on numbers, rules for determining the wage, the ratio
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between the increase of wages and the labor productivity, a progressive tax on the
raising of wages, payment for labor resources, the institute of address registration,
planned distribution of university graduates, agricultural migration, organized
borrowing of workers, etc. Such tools are not characteristic of the market economy.
However, despite the quality differences, the staunch opposition is not always fair.
The constitutional obligation of people to work, for example, was combined with the
free choice of profession. In the search of a job employees had the right (with certain
restrictions related, for example, to the place of residence) to communicate freely with
employers. In turn, employers had relative freedom in choosing the needed employee
(within, for example, the staff listing and the settlement). Employees had the right to
leave of their own free will, which is more characteristic of the nature of a market
economy. Generally the freedom of movement of employees from one establishment
to another was not restricted. If tariff rates were determined at the central level,
within the established systems of labor remuneration, non-cash income (company
housing) turned into a factor of market differentiation. These and many other facts
are evidences of the presence of elements of market labor relations in the planning
and distribution system characteristic of Bulgaria.

Perhaps the main difference between the two systems, erected years ago to the rank
of a political advantage of the planned economy, is the absence of open
unemployment. Since it was believed that full employment was achieved, there was
no policy on unemployment. The main task of the state was to maintain full
employment and its rationalization. This policy direction was determined as
employment policy. Given that the chronic problem of the Bulgarian economy was
not unemployment, but the deficit of personnel, the senior management considered
the provision of workforce for the national economy as a main economic objective of
the employment policy.

However, in the 70s and 80s there was an observed retreat from the pure planning
system. Problems, connected not with the shortage of staff, but with the possible
deficit of jobs were indirectly recognized. Thus, for example, one of the main tasks of
a number of decrees and regulations was connected with an improvement in the
organization of wages and introduction of new tariff rates and wages for the workers
in the productive sectors of the national economy and in achieving a better balance
between the number of jobs and the number of employees. This expanded the degree
of freedom of employers to dismiss workers for economic reasons. The possible
occurrence of unemployment forced the taking of such decisions (as temporary rules)

on the procedure for recruitment and retraining of workers exempt from associations,
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businesses and organizations, as well as to ensure effective employment of the
population, improvement of the employment system and increase in the social
guarantees for workers.

However, these and other changes took place within the existing political and
economic paradigm. Its change at the beginning of the reforms in the 90s questioned
the basic steps of the transition and the features of the transitional period itself.
Perhaps the least dramatic turned out to be the transition related to the return of
democratic civil rights. The Act on Protection against Unemployment and
Employment Promotion of 1997, and before that the new Constitution of the Republic
of Bulgaria adopted in 1991, gave the statutory right of citizens to self-administer
their ability to work without any coercion. But in economic aspect this transformation
proved much more dramatic. On the one hand, many workers remained "attached"
to the companies through different non-monetary levers (housing, kindergartens,
etc.), with the preserved institute of address registration, the absence of housing
market, etc. Job loss or change meant also loss of significant social benefits. On the
other hand, the redistribution of economic responsibility between citizens and the
state led to the irrelevance of the state's obligation to ensure the provision of jobs for
its citizens. The latter became impossible due to the leveling of the balance of the
rights and the obligations of employees and employers. Unlike within the previous
centralized system, the state lost its right to dictate the conditions of employment for
people in need of work (through mechanisms of non-economic coercion) to the
increasing range of privatized enterprises. The shrinked public sector of the economy,
on which the state could have a direct influence (e.g. by increasing the jobs in the
civil service), had its limitations and by volume it could not accumulate all who lost
their jobs. But, if the legislative recognition of the new relations required minimum
time, the formation of new institutions and instruments to support employment,
offsetting to some extent, the old ones, could not be achieved so quickly. As a result
of such transformations inequality arose in the labor market. Graduates, persons
returning from places of detention, women trying to return to work after maternity
leave due to pregnancy and childbirth and many other groups of citizens found
themselves in a more disadvantaged position in the labor market. Inadequate tools
or lack of tools for their support and their return to employment, implemented in the
market economy, brought back the attitude to the state as to an institute obliged to
provide guaranteed employment. But very rarely one could find an answer to the

question where these people could be employed.
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Another consequence of the democratic changes in the labor law in the transitional
period was the increase of discrimination in recruitment and dismissal. But, as in
the previous case, these processes were caused not only by the nature of the labor
market, but rather by the transition state, when the area of traditional state control
over the compliance with the labor rights of citizens narrowed and new tools and
institutes (institutions) had not yet been created or were not working effectively
enough.

The transformation of the Bulgarian economy into a market one revealed numerous
peculiarities and paradoxes in the formation of the labor market, which are not
usually characteristic of the countries with a traditional organization of the market
economy. Thus the absence of major economic growth in the first years of the reforms
contributed to the establishment of a view of the uniqueness of the Bulgarian
transition phase in the sense that the successfully selected macroeconomic strategy
resulted in the avoidance of serious problems in the labor market. This "success"
however was accompanied by hypertrophic appearance of intermediate forms in the
status of the employees who were not completely unemployed, but were also not
working. "Unemployment in the workplace", including the one connected with the
preservation of excessive, economically unjustified employment, paradoxically
coupled with a shortage of staff. The actual unemployment resulting from a periodic
change of jobs met the inflexible employment system, the weak points of the labor
market, the insufficient understanding of the role of some market mechanisms such
as the employment services (primarily with their functions in informing about
available vacancies and workers seeking employment). Structural unemployment,
usually determined by the recession in some industry branches and the growth
(including the increase in the number of jobs) in new sectors is generally eliminated
by systems for retraining of employees. But in the transition conditions in Bulgaria,
the compensating creation of new jobs was clearly insufficient, and the new jobs often
required no training but professional habits and skills of a lower level than the ones
in the previous job. In response to cyclical unemployment (unemployment of
insufficient demand) are often used measures for recovery of aggregate demand (or
for retention of its decline), promotion of job creation (tax concessions, removing the
obstacles to the creation of small businesses, provision of know-how, etc.), promotion
of part-time employment. But in the Bulgarian transitional conditions, cyclical
unemployment rather took the form of systematic unemployment as a result of the
continuous and prolonged economic recession, sectoral imbalances and other causes

that put into question the traditional means of counteracting to unemployment.
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Similar paradoxes of the labor relations in an economy in transition often suggest
that the measures of state influence on the labor market make no sense in such a
situation. Therefore, their application should be postponed until the moment when
the labor market and the economic system as a whole finally acquire classic market
features. But the problem is that not only the listed, but also many other paradoxes
of the transitional period entirely dictate the situation in the labor market. The
increasing discrimination in hiring and dismissal, for example, can hardly be
attributed to the regularities of the transition. Even the distortions related to the
causes of unemployment cannot be used to deny the fact that each year tens of
hundreds of people change their jobs remaining in a state of frictional unemployment
for a certain period of time. Structural changes, although acquiring the form of almost
universal, but uneven decline, coexist with different points of growth both in new
sectors (e.g. financial and commercial sector) and within the industries that are
experiencing recession (some companies hire new workers and others dismiss
workers). The weak points of the institutions in the labor market, regulating the wage
dynamics (e.g. employment contracts and agreements) can not also be used as a
starting point for conclusions about their temporary inappropriateness. Nowadays
the transformation of the labor relations from such that are typical of the planning
economy to ones typical of the market economy is significantly delayed, compared
with the advent of other attributes of the market (formation of different forms of
ownership, financial and other markets). A delay of this kind may become an essential
factor leading to the delay in the completion of the transformation period. It could be
stated that this period will not end if the labor relations, the creation of effective
institutions in the labor market remain inadequate to the other economic
transformations.

It seems that one of the main differences in the regulation of the processes connected
with the employment of the population in a planning and market economy is the
unacceptability (to a large degree) of the linear management dependencies,
characteristic of the previous economic system, in the new conditions. The relations
between the state (guaranteeing a job for everybody) and employees (bound by the
state to work) were replaced by more subtle and complex relations, free from such a
direct dependence (it is required to maintain employment while respecting the right
of people to work or not work and the right of employers to hire only the needed
workers in the right amount). Furthermore, the state is no longer the sole participant
in the policy in the labor market. The role of employers (through their associations)

and employees (with trade-unions) is increased. There is a change in the distribution
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of competencies between government bodies. In place of the state planning system
(such as the Ministry or Planning Committee) as the primary institute for planning
the distribution of labor resources is established a new division of labor between
government structures that have an impact on the processes of generation,
distribution and utilization of workforce. This division of labor is impossible without
a proper division of responsibility within a unified state employment strategy. Such
a strategy is a targeted image of the employment arrangement and a kind of a set of
actions in different areas (finance, taxation, employment relations, income,
education, labor market, etc.), which are implemented by legislative and executive
state bodies and are aimed at non-inflationary achievement of full, productive and
freely chosen employment.

One of the areas of influence on the state of employment and unemployment, whose
role remains undervalued to this day, is connected with the policy of the state on the
labor market. The nowadays existing variety of interpretations of the term "labor
market", the influence of the state on it, but also of the factors that directly or
indirectly affect its condition and functioning, are also a reflection of the state of

transition.

SPECIFIC FACTORS OF THE UNEMPLOYMENT AND THE GROWTH

In such circumstances the increase in unemployment as a result of an accidental,
single drop of the real GDP is due to the formation of cyclical unemployment, which
is limited - about one percentage point. That’s why A. Okun puts special emphasis
on these few more important factors with indirect influence that lower the actual or
the recorded unemployment rate and retain the growth of labor productivity. Some
of these factors have a manifestation in Bulgaria, while at the same time the
dependence between GDP and the unemployment in the country is also under the
influence of a set of other specific conditions.

The changes in the actual and the cyclical unemployment are closely related to the
process of market transition and its recessive impulses, the experienced deep
financial and economic crisis and the recently set under control variation in the
growth rate. However, they run fairly smoothly and monotonically. The
unemployment dynamics was characterized by an explosive, dramatic increase in the
first two or three years of the period (for example, by 9.6 percentage points in 1991
and by 3.8 points in 1999) and by a sharp drop by 3.6% in 1994. In the other years

of the period there was a shift to more moderate changes.
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So after 1993-1994 the unemployment rate fluctuated mainly in a more narrow
range, changing by 1.1 to 1.9 percentage points per year, regardless of the declines,
the moments of boom or sometimes the large variations in the growth rate. This was
accompanied by a reverse dependence to the growth rate, which showed only
occasional distortions. But the values of the changes in the unemployment rate still
exceeded the surveyed ones by A. Okun and this affected the figures of the measured
coefficients.

Any recorded rate of actual unemployment includes a certain rate of natural
unemployment. It is based on current and structural conditions for the movement of
the workforce, which are constantly present in the economy, regardless of the
situation. In this sense natural unemployment is insuperable. By introducing the
assumption that the natural unemployment rate remains constant and by fixing it
on a particular level, A. Okun has the opportunity to express only the cyclical
component through the changes in the actual norm of unemployment. But the
natural unemployment rate may be different and variable, especially in a longer
period and in case of more dynamic economic processes. During the first years of the
transition in Bulgaria, it increased, which further raised the actual unemployment
rate and distorted the assessment of the cyclical unemployment rate.

The natural unemployment growth is predetermined by cardinal economic changes,
specific personal motives and objective conditions which determine a relative share
of friction that is higher than the most prevalent (about 1%) and especially regarding
the structural component.

The relative weight of the friction component increases due to the intense internal
migration, the gradual expansion of the private sector share and the differences in
the amount of wages, the higher requirements to the professional skills of workers,
the demand for workers with other specializations, the need for updating the
vocational training or the retraining of specialists. There is a growth in the proportion
of the structural unemployment, determined by the simultaneous introduction of
radical branch, product and technological reform and restructuring of the Bulgarian
production. The low unemployment benefits provided until recently have a
discouraging effect on employment. The composition of employees (classified
according to different criteria) is gradually changing, with an increase in the
participation of certain groups of employees, of whom are typical more frequent
fluctuations, change in the workplace and hence a higher level of unemployment.
Furthermore, at the outset of the transition a significant part of the previously

employed (almost completely, but inefficiently used workforce) left the sphere of
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production and did not get back into it. In some cases these people got transferred to
the group outside the active workforce, in others they made attempts to develop their
own small business or remained long-term unemployed. Among the reasons for this
movement were the difficulties encountered in finding other suitable employment,
especially for people over a certain age limit, the emerged and partly preserved up to
now mismatch between the demand and the supply of labor for some specialties and
professions, the increasing share of the hidden economy and the employment in it,
the reduction of real wages and the availability of savings from previous periods, etc.
As a result, the number of the discharged exceeded the one of the registered
unemployed.

A more accurate picture of the impact of GDP on unemployment cannot be obtained
also because of the (updated and standardized) methods for calculating the relative
amount of unemployment, applied in our country. This indicator includes not only
the people already registered in labor offices, but also other groups of job seekers
within a variety of own initiatives. Thus the scope of the indicator is widening but
this also provokes the overlapping of more elements that cannot be correctly recorded
and evaluated in an approximate and expert way. So in many cases, for example,
after acquiring secondary or university education, young people do not turn to the
relevant state employment institutions and rely on other options (such as personal
contacts, private agencies etc.) to find their first job.

It is comforting that very little (only about 8%) of the people seeking their first job are
specialists with university education (bachelor, master and doctorate). But the
proportion of long-term unemployed still remains significant (almost 60% of all
unemployed in 2005), among whom there are people discouraged or completely given
up the services of employment services. Job seeking through a variety of other
resources and the long duration of unemployment (going beyond the period for receipt
of unemployment benefits) are indicative of the persistent distrust to labor offices as
a trusted intermediary in finding work, of the higher actual versus officially recorded
unemployment and the limited capacities of the production to absorb the unemployed
workforce.

In the calculation of the employment indicators one may not fully cover or may not
clearly distinguish the until recently growing number of partially, occasionally
employed. Pressured by the lack or shortage of money, in spite of the uncertainty,
many people accept proposals for a short-time job or mostly services, for temporary
or part-time activities, including part-time and irregular, campaigning commitment

without contractual obligations. Even the reported (based on civil contracts
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concluded) parameters of temporary and part-time employment are still alarming.
Thus, for 2004 and 2005 the full-time employed were around 91% of the total
employees, as 85% were the employed under a permanent contract. On the other
hand, as a component of unemployment it is reported that in 2005, for example, over
one-sixth or almost 16% were the unemployed, who had lost their jobs due to the
termination of temporary or seasonal employment. Although in the recent years the
labor legislation in the country has improved, the legal labor relations have been
regulated and put under tighter control, the existing problems in this field and the
number of the employed unregistered persons have been reduced, but this problem
has not yet been completely overcome. Statistics show that over 85 thousand people
(5.2% of the employees in the private sector and 0.4% of the employees in the public
sector) are employed without a contract, but their actual range is probably higher.
An unambiguous idea of the labor market, not fully free from elements of the shadow
economy, is acquired by the persisting differences between the total amount of the
earned income and the expenditures made by households (in favor of the
expenditures). Part-time employment is a temporary, compromised solution to the
problem with the lack of adequate work; it is often not permanently guaranteed and
is connected with the performance of unusual activities, not providing an adequate
income. These are the reasons why it is considered as hidden partial unemployment,
with no formal opportunity for its reference to the national unemployment rate.

A fact of actual importance is that the dependence found by A. Okun is consistent
with the officially reported GDP value in a country with limited negligible share of the
shadow economy. In the larger parameters of the hidden economy in the country, the
proportion of the employed in it (hidden employment) is significant, which contributes
to the aggravation of the social problems. In order to partially avoid taxation or
because of financial difficulties, because of irregular incomes and the uncertain
future, some companies do not account for the full amount of the goods
manufactured or for all concluded transactions. Thus the value of the actually
generated GDP is lowered. At the same time, though experiencing difficulties, many
Bulgarian households still have a high proportion of non-market activities carried out
by them (various forms of domestic production, repair, etc.). Though in experts’
judgment part of these has been included in the GDP in the last 1-2 years, they do
not cover all the diversity and the volume of these activities. Even with the
macroeconomic improvements of the recent years, the share of the income from home

production remains high (over 12.5% of the average income per person of household)
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and this eloquently demonstrates that the alternative and hidden forms of
employment and sources of income in this country should not be ignored.

The market orientation induced processes leading to a profound disruption of the
labor market. The decline in production in the mid-90s caused a reduction in the
number of employees, as this trend also had technological prerequisites. It
significantly affected the people with higher education. Thus, while almost 39% of the
total number of the registered unemployed in 2005, for example, were with no
profession, with primary or lower education, about half of all unemployed had a
specialty and almost 23% of them were university graduates and were long-term
unemployed. The dismissals of trained staff and the narrowed opportunities for
developing the production areas so that they can fully absorb this labor potential
increased the relative "price" of the growth, affecting its current and future rate. The
backward inclusion of people with higher qualifications in labor activities was
hampered by the irreversible changes in the company and sectoral structure of the
GDP, by the advanced technical and technological characteristics of the production,
by the new and higher requirements for professional knowledge and skills of the
specialists which were set by companies.

In the modern structure of the Bulgarian economy, the services sector has crucial
importance and share - its share in creating GDP amounted to more than 60% at the
end of this period. Its accelerated development can serve to explain the recently
observed increase in the number of the persons employed in trade, catering and
hospitality, construction, utilities and utilities services. These industries are
prospering and labor-absorbing, but they provide opportunities for engagement
mostly of people without special training, with lower qualifications, for a not too high
remuneration or under not especially attractive work conditions. So this has retained
the gap between the supply and the demand of labor, there were many vacancies
(over 2400 in 2005). Only 15% of these vacancies, however, were suitable for
university graduates. The violated conformity between the proposed jobs and the
qualification level gave additional contribution to the extension of the duration of
unemployment — around 60% of the unemployed in the country searched for work for
a period exceeding one year. Industry — the sector most affected by the process of
privatization and reorganization of the corporate activity - was gradually overcoming
its falling behind and already predisposed to increased employment. So over the past
few years there has been an increase in the number of the employed in the
manufacture of food products, textiles and clothing, processed leather, wood and

wood products and others. However, the proportion of the employment in the
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industries remains marginal, over 80% of the employees are concentrated in trade.
The trend towards fewer employed under a permanent employment contract is
observed in the public sector, while in the private sector (which quickly responds to
the reactivating domestic market) the number of the employees increased by 5% at
the end of the period. Because of the predominant development of areas characterized
by higher labor intensity, even the productivity growth of about 7-8% annually,
reported in the last several years, is insufficient. This growth failed to induce a
significant change and approximation in the ratio between the growth rate and the
unemployment rate to the findings of A. Okun.

The specific degree of correlation between the GDP dynamics and the unemployment
(and the employment) is determined largely by the relevant corporate structure. The
established in the country and already amounting to 79.4% share of the private sector
in basic prices covers more than 99% of micro and small enterprises. Therefore there
is a dominance of companies with extremely tight capacity to generate employment
and growth, also for their own growth, characterized by a more frequent change of
employees, reduction of their number or firmly established family commitment. While
in both institutional sectors (the public and the private one) one can recently observe
a tendency of increase in the number and the proportion of medium-sized and larger
companies, they do not carry out reciprocal parity process of increasing employment.
The opportunities for higher employment through own business and self-performed
activities are not utilized, insofar as the data show that only 3.8% of the employed in
2005 were employers and only 8.6% were self-employed.

The indicators of employment and unemployment in the country tolerate negative
organizational and technological adjustments. In the cardinal reconstruction of the
management and organization of the state and privatized companies, the number of
the employees is significantly reduced in general; the specialists keeping their jobs
are loaded with more functions, tasks and responsibilities. The increased work
anxiety is not necessarily tied to an increase in wages, which often remain unchanged
or even reduced. Thus, despite the increased number of functioning companies, in
the process of corporate and sectoral market reformation there is a deviation in the
manifestation of the compensatory principle and a dominance of the principle of
reducing employment.

The Bulgarian business and industry structures have a marked impact on the degree
of correlation between GDP and unemployment in another aspect. They determine
the weaker, slowed GDP growth, not allowing the achievement of the ratio 3:1, derived

in the law of A. Okun. In other, more developed countries, the size of the companies,
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the cost intensity of labor and production are far larger and this implies even higher
numerical expressions of this ratio. In the Bulgarian conditions effectiveness is more
limited and therefore the growth is insufficiently impulsed. By optimizing the sources
of growth, achieving a greater similarity with the world trends in contributing to the
growth of labor and capital, Bulgaria will probably establish different dimensions of
the dynamics of the relation GDP — unemployment.

The recorded disproportionate features of the labor market and the negative effect of
them on the growth rate may persist and later reverse if the government pursues a
more stringent policy for reducing unemployment and promoting employment.
Already started, the implementation of state-funded infrastructure projects, the
provision of financial incentives and the assistance in finding work without using the
services of labor offices and by self-employment provide positive results — the
unemployment rate declined to 12.2% in 2004 and once more to 10.7% in 2005. The
level of employment is still problematic, as its increasing requires a more dramatic
increase in the incentives to labor activity - the minimum and the average wages in
the country. They will affect the individual consumption; the growing domestic
demand will accelerate the realization of the production and will provide an increase
of its volume, further accelerating the growth. In this aspect, other areas of the
macroeconomic policy also become important - it is necessary to pursue investment,
innovation, industrial, regional and other policy, more steadily focused on
employment.

Usually the distinction of the types of regional labor markets is based on a
comparison of unemployment rates, coupled with additional socioeconomic
characteristics of the regions. We will examine the regional differences in terms of the
intensity of the flows and the duration of unemployment.

The regions are characterized by two main types of labor markets, differing in the
intensity of the input flows in unemployment, but similar in the fact that each of
them is characterized by a relatively high duration of the period of inactivity.
Relatively few regions are characterized by high intensity of the inflow in
unemployment, relatively low duration of unemployment and average values of its
level.

However, determining the types of regional labor markets makes it possible to answer
the main question: to what extent the increase in unemployment is determined by
the inflow into it and the extent of the outflow. The inflow mainly depends on external

factors. In turn, the outflow of unemployment depends on the availability of jobs (the
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ratio of the vacancies (V) and the number of the unemployed), which is dictated by
influences external to the labor market or it is explained by other external factors.
In general, the focus is in particular on the value of the ratio V/U. Usually its value
is associated with the degree of "tension in the labor market." Indeed, in most regions
the low rates of the unemployment outflow can be explained by the shortage of
vacancies. Besides, there is a clear correlation monitored between the ratio V/U and
the unemployment rate. But the low outflow rate and the unemployment rate are only
partly explained by the deterioration of the relation between vacancies and the
unemployed applying for them.

The explanation is in the different influence of the entrance into unemployment and
the duration of unemployment on the unemployment rate. How great is the impact

of these factors?

. Unemployment level;
. Coefficient of entrance into unemployment;
. Unemployment duration.

In the Bulgarian labor market one may consider crucial not only the influence of the
inflows in unemployment at the expense of macroeconomic and other external
measures, but this influence, which would reduce the average duration of
unemployment.

In order to be achieved a reduction in the total number of unemployed, there is a
need of long and uninterrupted period of growth in the number of jobs. The increase
in the number of vacancies need not be necessarily accompanied by a decline in long-
term unemployment (and, consequently, of total unemployment). Even in times of
economic growth, the increase in the proportion of the long-term unemployed can be
significant, but the ratio of the outflow of this group can be reduced. The reason lies
in the fact that the economic growth can reduce short-term unemployment, but has
little impact on long-term unemployment and on other "fragile" components of
unemployment (unskilled workers, young people without work experience, etc.). One
major reason is the presence of "effects of duration", not directly related to the
economic opportunities of employment.

If the depth of the "availability" of unemployed is represented as an increasing
duration of unemployment, for those who have been unemployed for a longer time it
becomes more and more difficult to overcome the inflow of new unemployed,
regardless of the general options for an outcome of unemployment in terms of

availability of jobs. Furthermore, the likelihood of an outcome can be influenced by
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the presence of a number of "filters" that are more favorable to short-term
unemployed.

The explanation of the difference in the probability of exiting the group of the
unemployed is as follows: on the one hand, the duration of unemployment
depreciates the human capital to the extent that the ability to work decreases with
time (supply effect). On the other hand, the probability to find a job is further reduced
because employers think of long-term unemployed as of unskilled workers (demand
effects). In other words, the prolonged period of unemployment is perceived by
employers as a signal for low qualification and low initiative in job search. Therefore,
the longer a person is unemployed, the less his/her chances to find a job (selection
effect). Finally, the longer the period of unemployment, the lower the evaluation of
the employee in terms of his/her ability to return to work, which may lead to a
decision for exiting the workforce (effect of disappearance).

An important role also plays the fact that the value of employment (the value of
selection, employment, training) appears to be higher for those who have been
unemployed for a long time. But even if a long-term unemployed person is ready to
work for wages lower than the usual ones, the employer may choose a more expensive
worker.

Statistically, it is well known that unemployment rate differs depending on
occupation, gender, age, region, etc. One explanation may be sought in the emergence
of a temporary imbalance between the supply and the demand of labor in terms of
qualification, age groups and regions. For example, in the initial moment two
professional groups may be characterized by the same unemployment rate, but in
the course of a year the demand may be shifted from the one group to the other, and
at the end of the period it may go back to its initial rate. But these kinds of imbalances
take a small share in the distribution of inequality in the unemployment rates among
various groups. A question arises: to what extent the present differences are
persistent? If they are truly persistent, then we can talk about imbalances, invariably
present in the labor market and related to different levels of risk for one to get
unemployed. When getting unemployed, for employees there is a different probability
to become long-term unemployed. Moreover, if the problem of mismatch in the labor
market is of a serious nature, the imbalances will remain stable over time.

Another issue related to the previous one is how the structure of unemployment
correlates with the average level of unemployment. If the unemployment structure
affects its general level, what can be done (if at all possible) to change this structure?

The standard recipe is to change the supply in the sector (groups of population) with
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high unemployment and the demand - away from them. In this case, the more elastic
the supply of labor becomes, the less the need of actions for correcting it (for example,
through retraining or other means of improving employability). But the Bulgarian
labor market, like many others, is characterized by a too low elasticity of the supply
for the different population groups. One of the manifestations of such a low elasticity
is the maintenance of unevenly distributed unemployment in its structural groups.
In order to assess the degree of unevenness in the distribution of unemployment
among various groups that compose it, we will make use of the dispersion of the
relation between unemployment, i.e. var (ul/u), where u is the level of unemployment
of a chosen specific group.

First, we will consider the traditional and widespread belief that unemployment has
a "female face". In fact, it does not confirm the significant differences in
unemployment rates by sex, but it rather shows that men are more at risk of
unemployment than women. It can be assumed that not the gender of the employee
is a risk factor for unemployment but rather these are other characteristics.

One of the most significant differences in unemployment rates is by age groups of the
population.

Significant and persistent over time indicators of dispersion lead to the conclusion
that the specified differences are of a permanent nature and are less influenced by
temporary factors. It is appropriate to ask the question: the unemployment rate of
the age groups is determined by the intensity of the inflow in unemployment or by its
duration? The available data allow us to conclude that the importance of these factors
is different for the different age groups.

The high unemployment rate in the age group of young people is mainly determined
by the high indicators of the inflow in unemployment - five times more than the
intensity of the inflow of those aged over 35 years. With high dynamics in the labor
market, the first youth group is also characterized by the highest performance outflow
from the group of unemployed. As a result, the average duration of unemployment in
this group is the lowest among all other age groups.

It is also significant that over 2/3 of these people become unemployed without having
vocational education. Therefore it can be concluded that for them the unemployment
is an intermediate state between studying and working. This group should be given
particular attention, since the lack of professional habits turns into one of the main
obstacles for them to find a first job, regardless of the number of announced
vacancies in the labor market. The job they get is most often temporary and unskilled.

If they choose their professional path without professional habits, they are more likely
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to face career obstacles which will make them trapped in jobs with limited career
opportunities and will reduce the average duration of occupation of the workplace.
Moving into a higher age group, these young people are (more than others) at risk to
become unemployed again. They are also more likely to become long-term
unemployed. It can be assumed that the main political line in terms of youth
unemployment must be associated with a decline in the entrance into unemployment.
The main reason for the high value of the inflow can be seen not only in the high
mobility of young people and the lack of professional and work habits that contribute
to their "idle movement". It follows that a reduction of the inflow in unemployment
could be achieved through actions for solving the problem "first job" by providing
access to jobs after training (stationary professional and job training).

Within the movement along the age scale, the impact of the indicators of the inflow
in unemployment and its duration vary. The factor duration is of increasing
importance and it becomes determining for the level of unemployment among the
employees in retirement age. This age group is characterized by low rates of inflow
and outflow of unemployment, combined with long duration. The conclusion that can
be drawn is that the employees at retirement age (especially women) are still one of
the permanent "fragile" elements in the labor market, they have less competitiveness
and therefore the prospects for their employment are hardly directly dependent on
the general welfare of the labor market.

Another cut of the unemployment, which allows the finding of persistent differences
in its structure, is related to the existence of formal education. To some extent this
can characterize the qualification differentiation between workers. A stable pattern is
fixed: today the probability for a worker to become unemployed is greater, the lower
the level of education of the worker. And if at the beginning of the transition period
unemployment was largely unrelated to the educational level (something more, one
could talk about unemployed officials and intellectuals), then over time this has
changed.

The differences in the unemployment rates according to sex, age, education and
professional background give reason to assume that for some groups of employees,
the risk of becoming long-term unemployed is relatively higher. This risk is of a
sustainable nature. The effects of the duration can also be fully attributed to such
fragile components of unemployment. For example, young people without experience
can be confronted with the effects of selection. Older workers and low-skilled women

who are unemployed may become victims of circumstances, similar to the loss of
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qualification (supply effect) or may face discriminatory practices by employers
(demand effect).

The discussed circumstances once again confirm that the increase in the labor
demand caused by the economic recovery will have a positive impact mainly on those
who have been unemployed for a relatively short period of time. As a rule, this group
of employees who have a high capacity for employment does not need intensive
support from the state. The reliable and comprehensive information about the
available vacancies in the economy is often sufficient to reduce the period of job
search. But the long-term unemployed and those for whom the risk to fall into this
group is high will hardly be able to reap the fruits of the economic growth and to find

a new job on their own.

CONCLUSION

Taking into account all these aspects of the development of the labor market,
depending on the periods of economic development and the place and role of the
policies on the labor market in the general economic policy, it is possible to make
some major conclusions for the future development:

The sensitivity of the labor market and its main parameters will increase in the future
and will experience both the positive and the negative effects of the cyclical economic
development. The openness of the Bulgarian economy determines the effects of
external influences and the ongoing reform process in the country predetermines
additional internal effects on the labor market. Therefore, the efforts to increase the
flexibility of the labor market through a relevant policy should continue as they are
an essential tool for softening the impacts and for timely adjustments. The more
flexible the market, the higher its adaptability will be to internal and external
influences and the smaller the negative consequences will be.

The flexibility of the Bulgarian labor market is developed by diversifying the forms of
the labor relations and the working time arrangements, by introducing new
regulations on the labor relations, such as home-based work and distance working,
by establishing an Agency for temporary employment. Yet the traditional models of
labor relations and stereotypes of behavior of employers and employees still
predominate.

The informal sector of the labor market complements the traditional patterns of labor
relations by more flexible, but illegitimate forms of employment and working time.
The presence of this sector significantly deforms not only the image of the real

employment in the country, but also the picture of its form and level of pay. Therefore,
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a policy for limiting this sector should remain one of the highlights not only of the
policy on the labor market, but also of the economic policy in general.

A significant problem in the development of labor relations is the combination of
flexibility and security. So far the flexibility of the Bulgarian labor market has been
developing more actively than the security in labor relations in terms of employment
contracts, wages and working conditions. In this sense, further development should
be given to both the organization of the operation of labor inspectorates and its
effectiveness, but also to the actions for increasing the liability of employers,
employess and the general public.

The underlying point in the evolution of the labor market and the employment in
Bulgaria remains that for formation of a coherent and sustainable strategy for
economic development, with a clear vision for the structure of the economy and the
demand for labor in the medium term. The deindustrialized Bulgarian economy
determines the change in the structure of the labor demand in Bulgaria and the
segmentation of employment. At the one pole stands the shrinking skilled workforce
and at the other — the increasing mass unskilled labor. A similar structure of the
workforce could hardly supply "intelligent" economic growth and substantial growth
of economic development in general. Bulgaria is experiencing serious difficulties in
ensuring a quality workforce of specialists with secondary education, well-trained
professionals with the necessary communication skills and ability to work with
modern technologies. The outflow of specialists from the "middle class" from the
country, in addition to the continuing emigration of young people, outlines not only
quantitative but also qualitative problems with the workforce in the coming years.
The stagnation in the economy, already continuing for several years, will come to an
end in the coming years and then the revival of the labor demand will meet the limit
of the proposed low-skilled labor. That is why at short notice the country has to solve
two very important issues that are outside the labor market, but directly affect it:
first, how to stimulate the creation of jobs and second, in what sectors of the economy
these jobs will be created - in sectors that provide high performance and
competitiveness or in traditional and less productive sectors. The answer to these two
questions will determine the future development and in more distant horizons, it will
provide a shift to a higher economic growth supported by productive and competitive
work or development within the existing inefficient and technologically obsolete

economic structures, seeking cheap workforce.
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