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Abstract: Balkan countries are facing with a large number of unemployed
young people. There is no doubt that financial crises have the biggest
influence on the youth labour market. The remainder of this paper is
presenting the research results showing the correlation between the
unemployment rate (among youth and adults) and the determinants of the
labour market in order to determine whether there is a difference in the impact
of labour market indicators on the unemployment rates by gender and age.
The study focuses on 11 Balkan countries in the period from 2008 to 2014.
The data were collected from the Fraser Institute research specifically from
“The Economic Freedom of the World: 2016 Annual Report”.
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Veza nezaposlenosti kod mladih i indikatora trziSta rada u
zemljama Balkana

Apstrakt: Balkanske zemlje suocavaju se sa velikim brojem nezaposlenih
mladih ljudi. Nema sumnje da je najveci uticaj na visoku stopu nezaposlenosti
kod mladih imala finansijska kriza. U radu su prikazani rezultati korelacije
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izmedu nezaposlenosti (kod odraslih i kod mladih) i indikatora trZista rada. Cilj
je da se definide da li postoji razlika u uticaju indikatora trZista rada na stopu
nezaposlenosti prema godinama i polu. IstraZivanje se fokusira na 11 zemalja
Balkana i prati indikatore za period od 2008. do 2014. godine. Podaci su
prikuplieni iz baze “The Economic Freedom of the World: 2016 Annual
Report”.

Kljuéne reci: trziste rada, mladi, nezaposlenost, zemlje Balkana.

1. Introduction

Youth is the most important stage in the life of any individual. Since the
financial crisis outbreak in 2008, the high unemployment rate among young
people has been one of the most pressing social problems on a global level.
Even in countries that are members of the European Union, the solution of
this problem is among their priorities (ILO, 2015). However, in developing
countries, such as some Balkan countries, due to the high rate of youth
unemployment and lack of jobs, it is not easy to be young. The latest statistics
show that more than half of the young population in most of the Balkan
countries is unemployed (ILO, 2016) which further affects the increase in the
informal employment rate (World Bank, 2016; Statistical Office of the Republic
of Serbia, 2015). According to the research conducted in Western Balkan
countrieske (Arandarenko, Berlett, 2012), results showed that skilled people
who cannot find job in the formal sector accept jobs which are below that
corresponding to their qualifications or they work in informal sector.

The objective of this paper is to analyse the relationship between youth
unemployment with the determinants of the labour market for 11 Balkan
countries (Turkey, Bulgaria, Romania, Greece, Albania, Slovenia, Macedonia,
Croatia, Montenegro, Bosnia and Herzegovina, Serbia) from the period of
2008 to 2014, and also to compare with the results of the relationship
between the unemployment rate among adults with the determinants of the
labour market for 11 Balkan countries using panel regression model. In the
paper, it is investigated following question:

e What kind of determinants have the biggest influence on the youth
unemployment and the total unemployment in Balkan countries?

The reason of this research is multiple. This paper relates to the research by
Bernal-Verdugo et al. (2012). Author’'s (Bernal-Verdugo et al. 2012) results
were based on regression analysis of a larger sample of 97 countries for the
period from 1985 to 2008, where authors suggest that the hiring and firing
regulation and employment costs have the most significant impact on the
unemployment rate. In research in the selection of explanatory variables as
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determinants of unemployment, it is used indicators of labour market flexibility
proposed by Bernal-Verdugo et al. (2012), contained in the “Economic
Freedom” database of the Fraser Institute.

In the paper is analysed the period between from 2008 (when financial crisis
started) to 2014. Many authors share the opinion that since 2008, the financial
crisis has significantly affected the difficult entry of young people into the
labour market (Kellly and McGuinness, 2015), while some authors think that
the study of the problem of high unemployment rate among young people was
current even before the crisis (Vasile, 2012; Marginean, 2014). In Europe, the
economic crisis resulted in major changes in GDP, which more greatly
influenced youth unemployment than the general unemployment rate
(Marginean, 2014). Focusing on the labour market of the Balkan countries
since 2008, or the beginning of the crisis, it is evident that most of the Balkan
countries are faced with the problem of high unemployment among young
people aged 15 to 24. According to the latest statistics from 2015, the highest
rate of youth unemployment was observed in Bosnia and Herzegovina
(62.3%), followed by Greece (49.8%), Macedonia (47.3%) and Serbia
(43.2%). According to the latest statistics from the International Labour
Organisation in 2015, among eleven Balkan countries (Turkey, Bulgaria,
Romania, Greece, Albania, Slovenia, Macedonia, Croatia, Montenegro,
Bosnia and Herzegovina, Serbia), the lowest unemployment rate among
young people aged 15 to 24 was recorded in Romania (7%), Bulgaria (9.2%)
and Slovenia (9.1%), which is significantly small percentage compared to the
countries of the West Balkan. On the other hand, a certain group of authors
came to the conclusion that the crisis has a short-term impact on the rate of
unemployment among young people, while the different economic and social
factors affect the long-term position of young people in the labour market
(Marginean, 2014).

This topic become very popular among researchers that has affected the
increase in the number of the scientific papers in this field. A whole range of
economic, political and social indicators most directly affect the labour market
of a country. One of them is for example professional experience or could be
education level. Apart from a small number of vacancies in the market, young
people aged 15 to 24 are struggling with the lack of professional experience
and low level of education. Low-skilled young professionals have little
opportunity to improve their social status and position in the labour market,
because employers give priority to previous work experience and higher
education (Parey, 2009). Some authors believed that minimum wage has the
impact on unemployment (Gorry, 2013). The results of the research
conducted by Psacharopoulos (2004) implied that highly educated people
have better salaries than employees with lower education.
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The paper is focused on the Balkan countries because of a series of changes
on the Balkan Peninsula that besides the labour market have affected other
sectors of the country's development. Chronologically speaking, the changes
in the Balkan Peninsula, from the beginning of the transition to European
integration and the financial crisis, have resulted in huge social costs
expressed in the increase in poor population, declining employment,
increased inequality, deterioration of public services, declining birth rates,
increasing crime and armed conflicts. In such circumstances, the young react
emotionally to the negative impacts of the crisis, they leave their country,
enter into conflicts with the law, drop out of school (Arandarenko, 2011).

The main contribution of paper is to be useful for policy proposals and to show
the current state of the labour market in Balkan Peninsula and what kind of
determinants have the biggest influence on the unemployment rate among
young people and adults. The best evidence will be helpful to design
appropriate labour market policy in Balkan countries which will reduce position
of young people on the labour market.

The paper has limitations: (i) it is focused on the period between 2008 to 2014
because according to “The Economic Freedom of the World: 2016 Annual
Report” there is not statistical data from 2015 for 11 Balkan countries. (ii)
Compared with the research by Bernal-Verdugo et al. (2012) it isn’t use in the
model the indicator of military service and macroeconomic controls (see
methodology part).

The paper consists of following parts, the introduction shows the aim of
research and explained the reasons why it is decided to investigate the youth
labour market and the general labour market in Balkan countries from the
period between 2008 and 2014. The second part of the paper provides the
literature review on the impact of economic and social factors on the labour
market of young people and adults. In Section 3 is the methodology part
which analyses the relationship of the unemployment rate among young
people and adults with the determinants of the labour market for 11 Balkan
countries. The Section 4 is left for discussion and conclusion.

2. Literature review

The review of the literature revealed that many political, economic and social
factors can affect the high unemployment rate among young people and that
the impact depends on a country or region analysed. There is a large number
of research literature about the impact of the financial crises on the labour
market, especially youth labour market. According to the study conducted by
Kelly and McGuinness (2015) in the Republic of Ireland, the economic crisis
significantly affected the unemployment rate among young people in the
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period from 2006 to 2012 by even 11%, while the unemployment rate among
young people rose from 9.9% to 33% in 2012. Kelly and McGuinness (2015)
used binary probit model. Factors taken into account are: gender, age,
nationality, education and geographical location (Dublin). The study
concluded that in the period of recession, education and ethnicity significantly
affect the rate of unemployment among young people.

Different attitude to the impact of the financial crisis on the labour market was
expressed by Margimean (2014), who dealt with the position of young people
in post-crisis period in Romania. The author analysed the trends in the rate of
unemployment among young people in the period from 2007 to 2013. The
study came to the conclusion that the crisis had only a short-term impact on
the position of young people in the labour market, while the statistical data
showed that the unemployment rate among young people in the pre-crisis
period had been significantly higher than the general unemployment rate.
Having in mind the impact of social and economic factors on the labour
market, education level and trend of migration have a significant impact on the
change in the unemployment rate among young people in Romania. The
largest migrations in recent years in Romania were recorded in 2012, when
more than 140,000 young people left the country (more precisely 5.1% of
young people aged 15-24, and 0.9% of people aged 25-64) (INS, 2014).
Young people in Romania are therefore poorly interested in continuing their
education and higher education, so they choose to leave their country, which
directly affects the labour market.

Certain authors indicate that social factors such as education and professional
training have a significant impact on young people's difficulties in finding jobs.
The research results in developed countries imply that professional training
and gaining new work experience significantly affect the increase in earnings
among young people (Flinn, 2006). Heckman, Lochner & Taber (1998)
believe that the post-school professional development is an essential source
of knowledge creation. According to Heckman, Lochner & Taber (1998) post-
school education accounts for 30% to 50% of the total knowledge in the
modern economy.

The study conducted in the 1980s recognized the correlation between the
minimum wage and human capital (Rosen, 1972). The results showed that
inexperienced workers without experience are not able to pay for additional
training for professional development. In order to gain experience, they retain
employment in one segment of the labour market, which leads to job
dissatisfaction. According to the research conducted by Gorry (2013),
professional experience and the amount of the minimum wage in a country
have a great impact on the unemployment rate among young people. He
developed a model, which is based on the model by Mortensen and
Pissarides (1994), focusing on the impact of economic factors on the rate of
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unemployment among young people. The model showed that the minimum
wage affects the youth unemployment rate due to the high tax burden. The
results of previous studies implied that the increase in earnings in the United
States in the period from 2007 to 2009 resulted in an increase in the
employment rate among young people aged 15 to 24. Results of comparison
between the wages and labour costs in the territory of America and France,
showed that if France reduced the amount of taxes on salaries, it would have
a significant impact on reduction of the level of unemployment among young
people. The same opinion is shared by the authors who believe that the
labour costs are a barrier on entry of young people into the labour market in
France and Germany (Cahuc et al, 2013). The results of a similar study
conducted in Taiwan showed that in the period from 1973 to 2004, the
increase in the minimum wage led to an increase in the employment rate
among young people, as well as increased participation of young people in
the labour market by 0.47% (Chuang, 2006). Some studies focused on the
reduction of labour costs for the low-skilled workforce. Cahus and Carcillo
(2012) believed that the reduction of contributions for low-skilled workers will
significantly affect the increase in the number of jobs. Zubovi¢, Zdravkovic¢
and Pavlovi¢ (2015) concluded that tax rate on low earnings has the greatest
impact on the level of unemployment among young people. According to the
research that investigated the Australian youth labour market and the impact
of the Global Financial Crisis on youth unemployment, young people lost jobs
more rapidly during the crisis and employers stop hiring the new entrants. The
results of this research implicated that the high unemployment rate could not
be explained by minimum wages (Junankar, 2015). Same opinion shares
authors who believed that minimum wages do not lead to increase
unemployment (Booth, 2014; Card and Krueger, 1994).

There is not lot of research that investigated labour market of the Balkan
countries. Numanovi¢ et al. (2016) analysed the key aspects of Active Labour
Market Polices and their implementation in three Balkan countries- Albania,
Bosna and Herzegovina and Macedonia. They concluded that the level of
public expenditure on active labour market polices is a low in Albania, Bosna
and Herzegovina and Macedonia, and should be brought closer to the EU
average (0,5% of GDP). Ehrke (2011) investigated Western Balkan countries
because of economic transition and large structural changes. He points out
that the development of education and the improvement of labour force skills
is important factor for economic recovery.

3. Methodology

In paper is used the panel regression model associating overall
unemployment, i.e. youth unemployment with the determinants of labour
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market. The research is based on the research by Bernal-Verdugo et al.
(2012), proceeds from static empirical model of the correlation between
unemployment and the labour market determinants, which is specified as
follows (subscript i refers to country, t refers to year)

Zip = a+ X+ Yoy +upe, (1)
where the variables are defined as follows:
a is constant;
Zy is selected indicator of unemployment;
Xiiy is the vector of labour market determinants;
Yy is the vector of control variables;
Ug,y is random error.

The simplest estimation method of panel regression model, known as
“pooled” is method of least squares (pooled OLS- Ordinary Least Squares),
assumes that the random error meets the following assumptions:

Ugy is normally and independently identically distributed with zero
expected value and constant variance, u(i,t)~N(0,0,° );

Ugy Is not correlated with regressors, which can be mathematically
represented as a E(X,)=0, and E(Y,)=0 (Ki$, Radovanov, 2014).

If these two conditions are met, a comparative and temporal structure of panel
data becomes irrelevant from the standpoint of estimation, and the regression
model is being estimated by a simple application of the method of least
squares, without additional assessment modifications or transformations of
data (Ki$, Radovanov, 2014). In further empirical analysis is used the fixed
effects model as a more appropriate form of evaluation taking into account the
structure of the data at disposal, as well as the number of degrees of freedom
during the evaluation.

The empirical analysis was conducted on a sample that includes 11 Balkan
countries (Albania, Bosnia, Bulgaria, Croatia, Greece, Macedonia,
Montenegro, Romania, Serbia, Slovenia, Turkey), for a period of 7 years, from
2008 to 2014, with a maximum of 77 observations. Out of the indicators of
unemployment as the dependent variable, it used the unemployment rate
(active population of 15 years of age) and the youth unemployment rate
(active population aged 15-24), in three variants, overall, for the male and
female population. In the selection of explanatory variables as determinants of
unemployment, it used indicators of labour market flexibility proposed by
Bernal-Verdugo et al. (2012), contained in the “Economic Freedom” database
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of the Fraser Institute. The indicators of labour market flexibility include the
following variables:

1. The indicator of the minimum wage as a factor of employment barrier
(marked as hd_mw) — higher values imply a lower minimum wage;

2. The regulation of hiring and firing as the employment barrier (marked
as h_f_r) — higher values imply greater control in hiring and firing;

3. Centralization of collective bargaining (marked as ccb) — higher
values imply a lower degree of centralization in the collective
bargaining of salaries;

4. Mandatory employment costs (marked as h_r) — higher values imply
lower taxes, contributions and other associated costs the employer
has to pay for a new employee;

5. Mandatory firing costs (marked as mc_wd) — higher values indicate a
lower level of severance and other related costs incurred in
dismissals.

4. Results

The values of all indicators are standardized, so they range from 0 to 10.
Compared to the original paper, it is omitted from the model the indicator of
military service, since the conscription was mainly abolished in the Balkans in
the last decade. Bernal-Verdugo et al. (2012) also used a larger number of
macroeconomic control variables such as the output gap, the economy
openness or the public sector size. Given the relatively small sample of a
maximum of 77 observations, the paper provides the estimation based on the
fixed effects model without using macroeconomic controls in order to preserve
as many degrees of freedom. Omission of macroeconomic controls should not
have a significant impact on the model assessment, given that the period
covered by the sample is relatively short and relates to the economic crisis,
when the majority of macroeconomic variables stagnated or recorded a slight
decrease (National Bank of Serbia, 2015).

Prior to assessment, regressors were correlated in order to determine
whether there is a problem of multicollinearity. Correlation matrix of
regressors shown in Table 1, does not indicate the existence of an extremely
high correlation between any of the pairs of regressors. The highest values of
correlation coefficients were measured for the centralization of collective
bargaining and regulation of hiring and firing, i.e. mandatory employment
costs, respectively, but they are still lower than 70%.
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Table 1. Correlation matrix of regressors

hr mw hfr cchb hr mc wd
hr mw 1.000
h fr 0.424 1.000
cch 0.197 0.574 1.000
hr -0.109 0.479 0.549 1.000
mc_wd -0.134 -0.152 0.004 0.071 1.000

Source: Authors’

First, three models are estimated, for which the youth unemployment rate is
an indicator of unemployment in three variants: overall (ur_15 24), for male
(m_ur_15 24) and female population (f_ur_15 24). Due to the incomplete set
of data on youth unemployment for 11 Balkan countries, the number of
observations was reduced from 77 to 60. All regressions were estimated
based on the model with fixed effects, using the method of least squares on
the transformed data from which the impact of time-invariant omitted variables
was eliminated. In addition, the statistical significance of regression
coefficients is calculated based on Huber-White's corrected variance-
covariance matrix of residuals. The results of the estimated regression models
are shown in Tables 2-4:

Table 2. Results

ur_15 24 coef. std. err. t p>[t| [95% conf. interval]
hr_mw 2.196 1.633 1.34 0.208 -1.442 5.834
hfr -4.996 1.879 -2.66 0.024 -9.182 -.8103
cch 6.819 2.485 2.74 0.021 1.283 12.355
h_r 2.726 1.055 2.58 0.027 376 5.075
mc_wd -5.552 2.878 -1.93 0.083 -11.964 .859
_cons 20.608 16.702 1.23 0.245 -16.606 57.821
Note: No. of observations 60; R-Squared 0.42

Source: Authors’

Table 3. Results

m_ur_15 24 | coef. std. err. t p>|t [95% conf. interval]
hr_mw 2.189 1.627 1.35 0.208 -1.435 5.814
hfr -5.237 2.215 -2.36 0.040 -10.173 -.300
ccb 6.562 2.867 2.29 0.045 175 12.949
h_r 2.761 1.104 2.50 0.031 .301 5.220
mc_wd -5.713 2.958 -1.93 0.082 -12.305 .879
_cons 23.352 18.430 1.27 0.234 -17.713 64.418
Note: No. of observations 60; R-Squared 0.38

Source: Authors’
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Table 4. Results

m_ur_15 24 coef. std. err. t p>|t [95% conf. interval]
hr_mw 2.197 1.637 1.34 0.205 -1.449 5.844
h fr -4.718 1513 -3.12 0.011 -8.089 -1.347
ccb 7.293 1.989 3.64 0.004 2.861 11.725
hr 2.638 .984 2.68 0.023 446 4.831
mc_wd -5.208 2.748 -1.9 0.087 -11.351 914

cons 15.706 14.895 1.05 0.310 -17.482 48.895
Note: No. of observations 60; R-Squared 0.45

Source: Authors’

The results of the evaluation shown in Tables 2-4 indicate the uniformity of the
estimated regression coefficients in intensity, direction and statistical
significance of the influence on the dependent variables, which implies that
the gender structure of the younger population has no great significance in the
mechanism of the effect of labour market flexibility on unemployment. In
theory, greater flexibility in the labour market evidently leads to lower
unemployment, which indicates a negative sign of regression coefficients.
This expectation is confirmed in the case of the hiring and firing regulation,
and mandatory costs of dismissals, whose regression coefficients are
negative and statistically significant at a significance level of 5% and 10%,
respectively. Two other statistically significant impacts come from the
centralization of collective bargaining and mandatory employment costs,
which is contrary to expectations. However, the impact of centralization of
collective bargaining should be interpreted with caution, since a higher level of
centralization does not necessarily mean a stronger negotiating power. The
same applies to the mandatory employment costs (taxes and contributions),
which represent only the element of the total tax and social policy, and may
be partly neutralized if the Government uses some other system of incentives
for employment financed through fiscal revenues. Another possible
explanation for this anomaly is more technical in nature and relates to the
possible emergence of so-called spurious correlations, which can sometimes
occur in small samples. Out of the remaining regressors, the amount of the
minimum wage has no significant effect on youth employment. Explanatory
power of the estimated regression models is solid and is around 40%.

Given the relatively small sample and the reduced number of observations in
the case of youth unemployment, in order to test the robustness and
difference of the impact of the labour market flexibility indicators, the
estimation was repeated using three indicators of general unemployment rate
of the economically active population: overall (ur_15_m), for male
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(m_ur_15 m) and female population (f_ur_15_m), for the entire sample with

77 possible observations. The results are shown in the Tables 5 - 7.
Table 5. Results

ur 15 m coef. std. err. t p>t| [95% conf. interval]
hr_mw .140 .699 0.20 0.844 -1.416 1.698
h fr -2.528 597 -4.24 0.002 -3.859 -1.198
cch 2.395 1.178 2.03 0.069 -.229 5.020
h r 921 .654 141 0.189 -.5637 2.379
mc_wd -2.217 1.740 -1.27 0.231 -6.094 1.660

cons 20.626 6.991 2.95 0.015 5.047 36.204
Note: No. of observations 77; R-Squared 0.31

Table 6. Results

m_ur 15 m | coef. std. err. t p>|t| [95% conf. interval]
hr_mw .069 757 0.09 0.928 -1.618 1.758
hfr -2.988 .669 -4.47 0.001 -4.480 -1.497
cch 2.219 1.287 1.72 0.115 -.649 5.088
hr .783 .687 1.14 0.281 -.748 2.316
mc_wd -2.253 1.789 -1.26 0.237 -6.240 1.734
_cons 25.127 7.014 3.58 0.005 9.498 40.757

Note: No. of observations 77; R-Squared 0.27

Table 7. Results

fur 15 m coef. std. err. t p>|t| [95% conf. interval]
hr_mw .233 .629 0.37 0.718 -1.168 1.635
hfr -1.990 .593 -3.35 0.007 -3.312 -.667
ccb 2.688 1.081 2.49 0.032 .279 5.097
hr 1.069 .619 1.72 0.115 -.311 2.450
mc_wd -2.085 1.662 -1.25 0.238 -5.790 1.618
cons 14.360 7.053 2.04 0.069 -1.356 30.077

Note: No. of observations 77; R-Squared 0.35

Source: Authors’

The results of the regression assessment on the basis of the general
unemployment rate provide a somewhat different figure compared to the
modelling of youth unemployment rate. While most of the regression
coefficients have the same direction, statistical significance was reduced in
the case of mandatory hiring and firing costs and to a lesser extent in the
centralization of collective bargaining. In fact, two most robust results were
negative impact of the hiring and firing regulation, and the absence of
influence of the minimum wage policy on unemployment, either overall or
youth.
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4. Discussion

Taking into account all of these limitations of the research that are reflected in
the small number of observations, as well as the instability and illogic of some
of the estimated regression correlations, it is difficult to draw a greater number
of “good” conclusions on the basis of this paper. The most important result is
certainly a very robust assessment of the negative impact of the regulation
level on employment, both youth and adults. This is in line with the results of
Bernal-Verduga et al. (2012) based on regression analysis of a larger sample
of 97 countries for the period from 1985 to 2008, where they suggest that the
hiring and firing regulation and employment costs have the most significant
impact on the unemployment rate.

It is also important to emphasize that the research results implied that the
amount of the minimum wage has no significant impact on youth and general
unemployment. Unemployed young people in the Balkans are willing to work
for lower wages but the others side they don’t have job opportunity on the
labour market. In developed countries, minimum wages have no significant
impact on the employment rate among workers who are at the peak of their
service life, especially in developed countries such as the OECD countries
(OECD, 1998). On the other hand, based on the results of the survey named
“youth expectations when entering the labour market in the Republic of
Serbia," young people do not regard low wages as a problem, but the lack of
vacancies (Pavlovi¢, Zubovi¢, Zdravkovi¢, 2016). For the question “Is salary
the only factor important for hiring young employees? “, from the factor
analysis, it can see that the econometric models show that salary is not an
important factor for employment of people younger than 30. According to the
young people’s answers and this research, the average salary is less
important factor. The young would prefer learning and training over high
earnings especially at the beginning of their career.

5. Conclusion

Since the onset of the financial crisis in 2008, the high unemployment rate
among young people has been one of the most pressing social problems at a
global level. Even in countries that are members of the European Union,
finding a solution to this problem is among their priorities. The latest statistics
show that more than half of the young population in most Western Balkan
countries is unemployed (ILO, 2016), which further affects the increase in the
informal employment rate (Statistical Office of the Republic of Serbia, 2015;
World Bank, 2016).
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Given the above facts, it is evident that youth unemployment is a major
problem of society that must be interpreted from different aspects, in order to
come up with new information and useful insights.

The research results could be used by decision-makers for defining strategies
that affect young people and in the field of labour market.

To which extent the changes in legal regulations of employment in the
Balkans will affect the reduction in the unemployment rate, can be determined
by conducting this study again in the future.
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