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ON THE LOW RATE OF UNEMPLOYMENT AND ITS
CONSEQUENCES IN THE CZECH REPUBLIC

Petr CHALUPA

Abstract

The development of unemployment in the Czech Republic is completely different from that in the other countries
of the former Eastern bloc. It also differs from trends in the highly developed West European economies; their
transition to the post-industrial society is accompanied by rather high rates of unemployment. The atypical features
of the Czech labour market are reflected in the present state of the national economy.

Shrnuti

O nizké mife nezaméstnanosti a jejich diisledcich v Ceské republice.

Vyvoj nezaméstnanosti v Ceské republice je zcela odlisny od vyvoje nezaméstnanosti v ostatnich zemich
byvalého vychodniho bloku. Je rovnéZ rozdilny od trendd velmi vyspélych zapadoevropskych ekonomik, jejichz
pfechod do postindustridlni spolecnosti je spojen s vy$si mirou nezaméstnanosti. Netypické jevy éeského trhu prace
se odraZeji v soucasném stavu ndrodniho hospodarstvi,

Key words: unemployment, economics background, consequences, Czech republic

1. Unemployment: a problem of the
1990’s

The predictions made by the International Labour
Organisation (ILO) for the development of unemploy-
ment between 1990 and 1995 have not proved applica-
ble in the Czech Republic. In the 1980’s, the rate of
unemployment in the EU countries was approximately
10%. In the early 1990’s, it increased to 11%, peaking
in 1994, After the first six months of 1995, the unem-
ployment rate averaged at 10.6%. At that time, the
smallest proportion of people without any job lived in
Luxembourg (3.8%) and the Netherlands (6.7%). The
highest rates of unemployment were reached in Spain
(22.2%) and Finland (17.1%). Consideration of demo-
graphic development indicates that the unemployment
rate can reasonably be expected to decrease to 7.5%
by the year 2000 if the yearly rate of economic growth
in the European Union is 3-3.5%.

At the Third Conference of the European Commis-
sion, which was organised as part of the ,Week of
Employment” at the European Parliament in Brussels in
early November 1995, unemployment was discussed as
the main economic problem in Europe.

In comparison with the unemployment rates of 10-
15% in Poland, Slovenia, Slovakia and Hungary in
1990-1995, the average rate of unemployment in the
Czech Republic is low (less than 4%). The Czech trend
is completely different from trends typical of other East
European countries of similar economic potential and
political background. The low rate of unemployment in
the Czech Republic was pointed out at a UN conference

of more than 120 prime ministers and government rep-
resentatives held in Copenhagen in March 1995.

2. Economic background

The creation of new qualities has always combined
with transforming the cultural heritage and economic
development of the past. In countries with a long history,
new activity cannot start ,from nothing”. It must deal with
artefacts produced by previous generations. The crea-
tion of a new wholeness thus entails not only heading
for the innovative but also returning to the historica roots
of existence, to traditions and to realizing the continuity
of economic development.

The necessity for economic reform in Czechoslova-
kia was evident from the mid 1980’s when it became
apparent that the country was lagging behind in the
building of its manufacturing infrastructure, protection of
environment and, above all, developing of a creative
capacity in its population. The roots of a deformation
which originated over a number of years are found as
early as the foundation of the Czechoslovak Republic in
1818. The new republic inherited from the former mon-
archy both the most of its industrial potential and its
rather extensive market. As much as 70% of the eco-
nomic potential of the Austro-Hungarian Empire was
concentrated in Bohemia, Moravia and Silesia with only
26% of the monarchy’s population. Post-war financial
operations prevented inflation, but it was not until 1924
that GDP (Gross Domestic Product) reached the level
of 1914. The crisis in the latter half of the 1920’s and in
the early 1930's in particular resulted in GDP going
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down to the level of 1928 in the late 1930's. In general
economic terms, the 1930's saw Czechoslovakia falling
from rank 11 to 13 in Europe and from rank 15tc 18 in
the world.

The 1948-1989 development was affected by two
major factors present at its very beginning in 1848, after
the first period of removing damages caused by World
War Il had come to an end: economic models were
transplanted from the Soviet Union anc no considera-
tion was shown for an econom:c stuaton based on
different geographic conditions. h stor cal agvelopment,
democratic traditions and conditions sccially and cultur-
ally different from those in the other countries of the
Eastern bloc.

Between 1949 and 1989, the phys:cal vciume of the
national income increased 6.5 times (the 1285 GDP per
capita was 63% of the US GDP and 7%°: >fthe Austrian
GDP).

In this period the metaliurgical, engineerng anc
power and fuel industries expanded in disproportion
with other branches of the national economy. A serious
deformation was caused by the armaments industry.
especially in the Slovak Republic. The volume of indus-
trial production grew 13.6 times, accounting for more
than 85% of all exports. However, this growth was
largely due to supporting mainly conventional industries
with high requirements for power and materials (only a
small part of production was based on innovation and
quality). The environment suffered extensive damage,
not only as a result of a lack of ecological principles in
industry but also because of ruthless methods and
techniques used in agriculture: careless cutting down of
scattered vegetation, elimination of erosion control
balks, waterway straightening, excessive use of indus-
trial fertilizers, etc. Agricultural production increased by
70% by the mid 1980’s (compared to the level of 1961-
1965). In the 1961-1989 period fewer people working in
agriculture together with labour-saving developments in
technology and materials resulted in labour productivity
increasing 4 times. Flats built between 1948 and 1989
account for about 60% of the present housing capacity.

After 1989, the level of subsidy to agriculture was
reduced (8% of agricultural production). The reduction
was nearly 5 times higher than that in the EU countries
(48% of the EU budget is spent on supporting West
European farmers; 77% of agricultural production is
subsidized from the state budget in Switzerland, 70°. in
Japan, 76% in Norway, 56% in Austria, 23% in the
United States). Unlike the Czech Republic, most of the
countries listed above subsidize the agricultural sector
in order to prevent population migration from rurai areas
and maintain ecological balance in areas outside indus-
trial centres and large cities.

In the first half of the 1980’s, the average consump-
tion of industrial fertilizers was 260-270 kg/ha. Not only
from the environmental standpoint was this amount

rather excessive. In 1991 consumption was 86 kg/ha (i
has not been statistically recorded since) but it was
estimated atonly 50 kg/ha in 1293. Considering thatless
manure was available for fertihzing due to less livestock,
this was also unfavcurabie.

Differentiation n wage tariffs is primarily a sign of the
economic ana soc:al maturity of a country and the
efficiency of its eccnomy. In 1993, the minimum (state-
controlled) wages nthe Czech Republic was 2.200 CZK
for 42.5 hours worked (40 922 CZK in Denmark: 35 532
CZK in Sweder 32 270 CZK in Germany 22 574 CZK
in Luxembourg 10 851 CZK in Greece. @ 57+ CZK -
Italy; 6 808 CZK n Pazrtugal).

A large share of expenditure on foodstuffs in total
expenditure indicates the economic efficiency of a coun-
try to some extent. The 1993 share of this expenditure
in the Czech Republic was close to 33% among the
working population and 45% among the retired (37.9%
among the working population in Greece, 37.1% in
Pcortugal. In the 1220-1293 period, prices in general
arsw oy z2C7ox. 13072 The price l'oerahzation of 1991
l2a t2 an ncrzass of 1527: in the prices of foodstuffs
(compared to the prices of 1989). Butter consumption
fell from 9.4 kg per capita in 1989 to its present value of
5.3 kg per capita. Beef consumption was 30 kg per
capita in 1989 and 18 kg per capita in 1993. The
consumption of milk and dairy produce in 1989 was 260
kg per capita and 182 kg per capita in 1993. More money
spent on necessary foodstuffs and rising housing costs
(electric power, gas, heat, water, housing services)
reduced the physical volume of sales in non-foodstuffs.

Between 1992 and 1993 (in the course of economic
transformation), the production of goods went down in
all industries. A fall of more than 10°- was seen in the
mining. textile and ciothing industries, the production of
wooden goods, the production and processing of stone-
ware and particularly the production of machinery and
devices. Producers do not make products which do not
sell.

in the late 1980’s the engineernng industry (electrical
engineering and means of transport not included) ac-
counted for 20% of total industnal production (the per-
centage in Austria, Belgium and Sweden was 9%). The
GDP share of all industries was still high in 1991: 61%
(32.7°c in the EU, 29.2% in the United States). By 1993
it had dropped to 46.3%%.

A rasearch proiect carried out by the staff of the
Geography Dept. of the Faculty of Education of Brno
Masaryk University deals with the development of la-
bour potential up to the year 2000. Surplus labour was
revealed in all districts, ranging from 3% (Prague, Brno)
to between 7% and 12%. Up to 1991 controlled employ-
ment, the soft CMEA market, a large number of connect-
ing links in management and enforced stockpiling made
full employment among the working population possible
(despite the relatively high percentage of surplus labour)
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and helped to eliminate the adverse impact of the great
discrepancy between the jobs and employment in gen-
eral and the effect of fluctuations in the growth of labour.

As the intensity of labour migration is still relatively
fow and there is no real market for flats, unemployment
rate indicators in the districts are not exact. Conse-
quently, neither problematic regions nor the influence of
the converted production tase can be determined ex-
actly. Even in state-suppcrted agricultural problem ar-
eas (such as Louny. Znojmo and Bruntal) the situation
is different from that in industrial districts such as Os-
trava, Karvina and Novy Jiéin.

Although updated data on labour (provided by the
Ministry of Labour and Social Affairs) have been used
since April 1994, it is still rather difficult and potentially
ineffective to specify a certain rate of unemployment as
suitable for being subsidized by the state without a
complex analysis of social and economic conditions and
a knowledge of the differentiated regional development

policy.

3. Development of unemployment in
the Czech Republic

The first wave of unemployment originated from
changing the article of the Constitution which provided
for the leading role of the Communist Party of Czecho-
slovakia in the early 1990’s.

This was the frictional unemployment. Reducing the
number of organizational segments and controlling in-
stitutions gave rise to the second unemployment wave
which included people with university qualifications. The
economic decline of companies whose solvency de-
creased mainly as a result of the loss of East European
markets and the subsequent third wave of unemploy-
ment made people with secondary or vocational quali-
fications unemployed. This was the structural
unemployment. The third wave was stronger in areas in
which the conversion of the armaments industry was
taking place.

The transition to market economy and the comple-
tion of economic transformation should bring another
(the strongest) wave of unemployment in connection
with the deferred bankruptcies of companies which will
not be able to cope with economic pressure from
abroad; unemployment indicators have not yet signalled
this, however. Only after this stage is over unemploy-
ment in the Czech Republic will develop in accordance
with the development of European unemployment
model, of a cyclical nature.

In a period of time which is now difficult to estimate,
there should also be the fifth unemployment wave due
to the still remote boom of an established and well-func-
tioning market economy.

There were 3 500 unemployed in the Czech Repub-
lic in March 1990. In December 1991, this number
reached 221 600, and the unemployment rate was 4.1%
(dropping to 2.6% before the end of 1992). The number
of the jobless and the rate of unemployment at the end
of 1993 were 185 200 and 3.5 %, respectively. From
1990, when the employment offices began operating,
uptothe end of 1994, 1.7 million people were registered.
Regardless of changes resulting from new methods of
processing statistical data and new criteria adopted by
people looking for a job, 166 400 job applicants were
registered in December 1994. The 1994 unemployment
rate of 3.2% did not rise throughout 1995. The growing
balance between supply and demand in the labour
market was reflected not only in the extremely low
unemployment rate (about 3%) but also in the number
of vacant jobs, which was ranging between 50 000-
80 000 (some 80% being manual jobs). On average,
there were 1.6 applicants for each vacant job.

In the course of 1996, unemployment has grown in
all districts except the new district of Jesenik in northern
Moravia.

In terms of regional distribution, the rate of unem-
ployment has traditionally been high in north-western
Bohemia, northern Moravia and southern Moravia (bor-
der districts) and lowest in south-western and southern
Bohemia (German and Austrian borders), central
Moravia, a small area round Prague and spa areas of
western Bohemia. The balance between supply and
demand in the labour market is reflected in districts
where the number of vacant jobs exceeds the number
of applicants. There are 27 of these districts (including
Prague) in the Czech Republic at present. On the other
hand, there are districts where the number of vacant
jobs is exceeded by the number of applicants by more
than 2 000. These are the districts of D&&in, Chomutov,
Louny, Most, Teplice, TfebiC, Bruntal, Frydek-Mistek,
Karvina, Novy Ji¢in, Olomouc, Ostrava and Pferov. in
the remaining districts the number of vacant jobs is
exceeded by the number of applicants by more than
1 000.

4. Characteristics and consequences

The unique development of the Czech labour market
gives rise to contradictory assessments and differing
opinions. The following general conclusions may be
reached:

1. If the unemployment rate is low and GDP decreases
and becomes stagnant, overemployment derived
from the period of extensive economic development
is difficult to remove and the process of restructuring
the economic base is slow. An intensive tendency
towards the growth of GDP and industrial production
during 1995 was partly devalued by the approximate
moving rate of inflation of 9.7% (the growth of infla-
tion was higher than the growth of industrial produc-
tion by nearly 1.9%). A decline in the national
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economy and a slow reduction in the number of
employed people also saw the level of productivity
go down. Between 1989 and 1993, the GDP per
person employed fell by 12%, thus widening the gap
between the Czech Republic and other advanced
countries. Hourly productivity is now lagging behind
even further as a result of longer working hours (only
some 36% of the hourly productivity in Austria). The
declining production and productivity affected large
businesses (25 or more staff) in particular. In 1993,
as many as 31% of the total number of people
working in the economy was employed by private
firms. However, this boom for the private sector was
not enough to balance the difficulties in the remain-
ing sectors, where most of the country’s production
(88%) is concentrated. During the 1990-1994 period,
GDP dropped by 20%, industrial the production by
39% and agricultural production by 27%.

The coupon privatisation has resulted in the division
of what was formerly owned by the state among
nearly 6 million private owners (80% of the adult
population) and the concentration of the rights of
disposal owned by minor shareholders (only 14
funds owned approx. 75% of all the shares held by
funds after the first wave of coupon privatisation;
similar to the situation after the second wave). This
can make businesses, investment funds and com-
panies behave in a way which prevents the millions
of scattered primary shareholders from having any
influence over their actions.

2. The emerging private sector seems to be able to

absorb free labour in the growing third sector (serv-
ices), especially in banking, the insurance industry,
state administration and commerce. A comparison
of the development of employment and changes in
the structure of employment gives percentages com-
parable to the results achieved in this sector in highly
developed West European countries. However, the
number of people working in the fourth sector (re-
search and development) is small; it has dropped by
almost 72% since 1989, when about 138 000 people
were employed in research and development (only
39 000 in 1994). Among the OECD countries, the
Czech Republic ranks last in the per capita expendi-
ture on research and development (USD 631 in the
United States, USD 579 in Japan, USD 279 in Aus-
tria, USD 36 in Greece, USD 28 in the Czech Repub-

lic). The country’s position in expenditure on basic
research is similar. The funds spent on research and
development account for 4.45% of GDP. In 1994,
only 25°: of the finance spent on research and
development in 1989 were spent in the same field
(inflation ccrs dered).

3. The present z2va:cpment of unemployment shows a
tendency t: craserve social stability at the cost of
slow eccnzm ¢ restructuring. In the developed
economies. n= transition to post-industrial scc.ety
was acccmozn =2 oy unemployment rates more
thanthree tmzs 25 n gh as the rate of unemployment
in the Czech F=c.c: ¢ at present.

4. The situation descrczc s Iksly to become more
complicated n the lignt cf aemegraph-cs: the popu-
lation of the Czech Republic has been on the de-
crease since the mid 1990’s. The number of people
at retirement age (by present criteria) is expected to
rise from 2.1 million to 2.2 million at the turn of the
21st century as a result of the diminishing birth rate
(2.4-2.7 million in 2010, 2.5-3 million in 2020). The
number of children (0-14 years) will decrease from
today's 19.4° to less than 15%.

5. In the Czech sector of services, in addition to a
sudden increase in employment, technology exists
which is capable of providing cheap high-standard
services requiring no excessive investments of time
and labour. The third sector in the developed post-
industrial society is marked by the reduced demand
for labour and higher requirements for the education
and qualification of employees. This is not happen-
ing in the Czech Republic.

The present state of affairs in the development of
unemployment is not a mirage. It is a fact based on
existing economic reality. The developments of 1996
and the years to follow will show whether the trends and
tendencies of 1994 and 1995 towards an extremely low
unemployment rate (in European terms) are of a lasting
nature and whether only some 61% of the unemployed
will rely on employment offices as of is the case today.
It will be very interesting to observe the consequences
of this rather atypical development. The correct setting
of trajectories for the future development of a society is
one of the major features of this society’s economic and
social life. However, for the labour and employment
sector, it is a matter of crucial importance.
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