REGIONAL DIFFERENCES IN THE LABOUR
MARKET IN SLOVAKIA AND THE CZECH
REPUBLIC

= Eva Koisova, Jana Masarova, Jozef Habanik

Abstract

At present, Slovakia and the Czech Republic are experiencing favourable economic conditions.
The socio-economic development in regions in the country except a new created product is
also affected by labour market factors, employment and average salary. This paper assesses and
compares the development trends in employment and average wages in the regions of Slovakia
and the Czech Republic, and defines development differences over a selected time period: 2007-
2016. We used statistical indicators to monitor the observed phenomenon variability by means
of setting the minimum, maximum and average variation ranges and coefficients. To set a posi-
tion, from descriptive characteristics a simple arithmetic mean was used. From the results of the
analyses, it can be seen that significant regional differences exist in the Czech and Slovak labour
markets due to different primary potentials, different possibilities of development, economic
structures, demographic differences and levels of infrastructure. The situation in the Czech
labour market is better than in Slovakia, and the differences among regions are smaller in the

Czech Republic. For the particular regions, we chose territorial units at the NUTS III level.
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1. INTRODUCTION

The region is a basic unit that is both internally and externally interlinked. Each region also has
specific characteristics and features, which influences its development trends. This ultimately
leads to uneven economic development and activity, and regional disparities. This happens be-
cause there are differences in natural-geographic conditions that are not equally favourable to
all economic activities, and humans are consciously affecting the deployment of these activities
(Pietrzak, et al., 2017; Pavlova & Senfelde, 2017; Cheba et al., 2017).

In this paper, we assess and compare the development trends in employment and average wages
in the regions of Slovakia and the Czech Republic, and define development differences over a
selected time period. The theoretical section provides an overview of the issue of employment
and average wages. Then the aims, data and applied methodology are presented. In the analysis
section, we present the actual situation in the area of employment and average wages in the
regions of Slovakia and the Czech Republic. The last section concludes the paper and mentions

the main findings.
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2. THEORETICAL BACKROUND

Labour market issues in Slovakia are relatively attractive topics from the point of view of re-
gional development, and disparities and have been observed by, e.g., Szekely (2001) and Bezak
(2001). Grencikova & Spankové (2016) are directly concerned with the issue of differences in the
labour market. The regional income inequalities of social groups in Slovakia and their impact
on social classes and poverty were examined by Michalek (2010), and the income stratification
was detailed by Pauhofova (2010). The topic of regional disparities in the Czech Republic is also
important for authors such as Mértlova (2012), or Svatosova & Novotna (2012). The issue of
impact of foreign direct investment on the labour market in the Czech Republic was described
by Bastova & Dokoupil (2010).

The labour market is working with the most precious capital of economy, and that is human capi-
tal, which is also the catrier of labour. Labour is one of the most important production factors
because it contributes to the economic growth of a state or region (Androniceanu & Ohanyan,
2016; Simionescu et al., 2016; Cyrek, 2017; Ohanyan & Androniceanu, 2017; Sanusi, et al., 2017).
According to Kordos & Vojtovic (2016), it is being estimated that supranational organizations
directly employ 4% of total employment in developed countries and 12% of all employees in
developing countries. The accession of the Slovak Republic and the Czech Republic to EU but
also important reforms that both countries had to undertake in the first half of this decade along
with the world economic boom have brought a significant inflow of foreign direct investments
into these countries. It has influenced their labour market development and contributed to the
reduction of unemployment. The level and quality of labour force began to contribute to gradual
position improvement of Slovak and Czech enterprises within the group networks and to an
increase in production sophistication. In this context, the wage, which is defined as labour cost,
plays an important role. Wage as a work remuneration has a different meaning for an employer
and other for employee (Pernica, 2017). However, most people see it as work remuneration, be-

ing the main source of their income and an important indicator of living standard.

Nevertheless, wages are also an important macroeconomic indicator that affects the growth of
consumption in the economy. From the macroeconomic point of view, increasing wages con-
tribute to increasing revenues and, at the same time, to increasing consumption and investments
demand. On the other hand, Blecker (2016) argues that higher labour costs may diminish the
competitiveness of national products, thereby reducing net exports, and can also lessen the prof-

its that are one of the main incentives (or financial sources) for private investment.

Work remuneration has always been a sensitive point of interest between the employer and em-
ployee. It is interesting to note that the results of mutual interests have not been left exclusively
on the invisible hand of market, but the consensus has been implemented into a normative re-
muneration regulation (especially at national level but to some extent also at international level)
to ensure a minimum level of social well-being for an employee by respecting the employer’s
economic power (Dolobac, 2013). The level of wages in Slovakia and availability of cheap work-
force were one of the main factors for the income of foreign investors. Human capital being
attracted by investors does not only meet the function of labour force, but as Krajnakova (2014)
states, it is also the most valuable and most important economic means of society and is the main

factor of economic growth and an important source of competitive advantage. Also, managing
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human capital by transformational leaders (Bratianu & Anagnoste, 2011) contributes to achiev-
ing a competitive advantage (Dragolea, et al. 2017). Wage is created in the labour market and its
height is derived from demand, respectively, job offers. On the other hand, a successful adaption
of employees to the firm’s requirement is also one of the HR management key activities (Stacho
etal., 2017).

Labour supply is also influenced by the rate of unemployment, respectively, employment. A rise
in the effective average corporate tax rate significantly increases unemployment levels (Zirgulis
& Sarapovas 2017). Ivanovi et al. (2006) indicates that employment is directly related to popula-
tion that is active. Then, when talking about employment, we mean the ratio of the number of
employed people to the number of all working-age population. The employment rate is consid-
ered to be a key social indicator and is used for analytical purposes to investigate the labour mar-
ket development. Thus, the employment rate is calculated as the ratio of the number of working
people (over 15 years of age) to the total population over 15 years of age. The employment rate

can be expressed by the following relationship:
employment rate (%) = (number of persons over 15 years of age)/(population over 15 years of age) X 100 (1)

Employment has a positive impact not only on macroeconomic indicators but also on regional
development (Gavurova et al., 2017). Some studies show that employment influences to a large
extend people’s commitment to community development and correlates with inclusiveness of
a nation (Paunescu et al., 2017). Empirical studies show that employment is also an important
social indicator for the development of society and the personality of human being, especially in
terms of young people. On the other hand, according to the research done by Vancea & Utzet
(2017), youth unemployment has undesirable behaviour; because mainly unemployed young peo-
ple tend to have health problems. This negative effect is manifested even though young people
are working in precarious conditions. In addition, researches on the labour market have been
carried out, which observed how employment is being transformed from one sector (mining)
to another (services, construction, retail, transport, etc.) and their effects on the labour market
(Komarek, 2016).

3. AIM, METHODOLOGY AND DATA

The goal of the paper is to assess the development trends in employment and average wages in
the regions of Slovakia (SR) and the Czech Republic (CR), their mutual comparison and to define
development differences in selected time series. The primary criteria for the survey are employ-

ment and average wages.

To achieve the goal, statistical methods and analyses of investigated phenomena and relevant
data comparison of each category within the observed criteria of both economies were used. We
monitored the development of employment and average nominal wage in Slovakia and the Czech

Republic.

We used statistical indicators to monitor the observed phenomenon of variability by means of
setting the minimum, maximum, average, variation range and variation coefficient. To set a
position, from descriptive characteristics, a simple arithmetic mean was used, being described

by the following relationship:
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Where n - the number of observations,
i=123 .. n
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To find out how the values in statistics file are similar or different, we determined the variability
degree by means of a variation range:
R, = - X, ©)

The variation coefficient is used to compare the variability of files with different diameters and

is set as:
v.=s/ X “)

Where x - average, s - standard deviation, while the ,,s* is set as follows:

®)

The research is carried out through relevant data analyses on employment and wages; next, to
compare the individual categories within the observed criteria, the method of comparison, and
to find out differences, the method of synthesis was used. The methods of induction and deduc-
tion were used to assess and generalize our conclusions. As a relevant data base, the database of
the Statistical Office of the Slovak Republic (SO SR) and the Czech Statistical Office (CZSO)

were used.

4. EMPLOYMENT IN THE REGIONS OF SLOVAKIA
AND THE CZECH REPUBLIC

Employment can be defined as involvement of working people in the process of creating new
products and services. Employment has a direct impact on a created product, ergo, on economic
and social developments in a state and individual regions. It refers to labour market flexibility.
Employment trends, as stated above, are observed by the employment rate indicator, i.e. the
share of number of people being employed over 15 years of age on the total population older
than 15 years of age, expressed in percentage.

4.1 Employment rate evolution in the regions of Slovakia

In the Slovak Republic, there are significant differences in the economic level of individual
regions, being closely related to differences in the labour market, along with employment. The
evolution of employment rate of persons over 15 years of age in the regions of Slovakia in 2007-

2015 is shown in Figure 1.
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From a graphical representation, it is possible to observe the distinctive differences among em-
ployment rates in the regions of Slovakia. In the observed period of 2007-2014, the highest
employment level was in the pre-crisis period (2008) when the economic recession employment

decreased in all regions of SR. Since then, it only increased slightly.

The highest employment rate was during the whole observed period in the Bratislava Region
ranging from 62.9% in 2008 up to 59.5% in 2010. The second best region within the employ-
ment level is the Trnava Region, Trenc¢in Region is still holding above the Slovak average. The
lowest rate of employment is recorded by the Kosice Region, except in 2009 (Banska Bystrica
Region) and in 2015 (Presov Region). Regarding the year-on-year employment rate development
in individual regions, during the pre-crisis period the highest employment growth was achieved
by the Nitra region, in 2007 with the growth of 2.4 p.p., in 2008 of 2.5 p.p. On the other hand,
this region also reached the largest drop in the employment rate in 2009 by 4.1 p.p. The Banska
Bystrica Region as the only one recorded the employment growth already in 2010, other regions

in the following years, the Trnava Region not until 2015.
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Fig. 1 — Employment rate in the regions of the Slovak Republic (%). Source: own processing based on the Statistical

Office of the SR data

[

4.2 Employment rate evolution in the regions of the Czech Republic

Regional differences among the regions of the Czech Republic can also be seen in the values of
employment rate indicator. In 2007-2015, the employment rate in the Czech Republic was devel-
oping changeably, as shown in Figure 2.
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Fig. 2 — Employment rate in the regions of the Czech Republic (). Source: own processing based on the Czech
Statistical Office data

In the Czech Republic as well as in Slovakia, there are significant differences in employment
rates in individual regions. In the period reviewed, the employment rate development was fluc-
tuating with an increasing tendency. The highest employment rate is recorded by the capital city
of Prague, up to 60.7% in 2009. Between the capital city of Prague and other regions, there is
a large gap, which was reduced only later; since the employment fell in Prague, while in other
regions, it grew. Regions with the lowest level of employment include the Ustecky, Olomoucky

and Moravskoslezsky Regions.

In 2009, in all regions, with the exception of Prague, employment was decreasing, in most re-
gions, employment was declining also in 2010, in six regions it was falling in 2011 and also in
2012. The largest drop in the employment rate was registered in the Zlin Region in the year 2009
(a decrease by 2.7 p.p.). On the contrary, the rate of employment increased the most in the Jiho-

moravsky Region in 2013 (by 1.9 p.p.).

4.3 Employment trends comparison in the regions of Slovakia
and the Czech Republic

We compared the employment trends in the regions of Slovakia and the Czech Republic by
means of indicators: minimum, maximum, average, variation range and variation coefficient.

The values of these indicators are shown in Table 1.
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Tab. 1 — Employment rates differences in the regions of SR and the Czech Republic. Source:

own calculations

2007|2008 [2009 |2010 |2011 [2012 |2013 |2014 | 2015
Slovak Republic
minimum 45.7 47.8 46.5 45.8 45.5 46.1 46.5 48.0 49.0
maximum 61.7 62.9 62.0 59.5 60.6 61.1 60.1 59.9 60.2
average 52.3 53.7 51.8 50.5 50.8 50.9 50.9 51.5 52.8
variation
16.0 15.1 15.5 13.7 15.1 15.0 13.6 11.9 11.2
range
variation
. 9.43 9.00 9.28 8.54 8.80 8.78 7.96 7.13 6.46
coefficient
Czech Republic
minimum 51.8 52.6 51.5 50.6 51.4 50.7 51.2 52.2 52.8
maximum 60.3 60.2 60.7 59.9 59.2 60.0 60.2 60.6 60.2
average 55.6 55.9 54.8 54.2 54.4 54.5 55.2 55.2 56.4
variation
8.5 7.6 9.2 9.3 7.8 9.3 9.0 8.4 7.4
range
variation
. 4.01 3.74 4.21 4.42 3.87 4.31 4.23 3.86 3.76
coefficient

It is clear from Table 1 that in the Slovak Republic, the minimum employment rate values are

lower than in the Czech Republic, the largest difference is in 2008, up to 6.1 p.p.; the smalle
difference is in 2015, it is 3.8 p.p. The highest employment rate value in the Slovak Republic
higher than in the Czech Republic in most years (with the exception of 2010, 2013 and 2014).
is implied that the variation range is higher in SR (in 2007 and 2008 up to 7.5 p.p.), but the di
ference between SR and the Czech Republic decreased up to 3.8 p.p. in 2015.

st
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The development of employment rate variation coefficient in the regions of Slovakia and the

Czech Republic is shown in Figure 3.
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Fig. 3 — Employment rate variation coefficient. Source: own processing, own calcnlations

As it can be seen from Figure 3, the Slovak Republic has a significantly higher variability in the

employment rate level in individual regions (in 2008 to 9.42) compared to the Czech Republi

C.
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However, the differences among regions were gradually decreasing since 2012. In the Czech
Republic, the variation coefficient is lower and it remains relatively stable, ranging from 3.74
in 2008 up to 4.42 in 2010. Differences among the regions of the Czech Republic are therefore

lower and the variability does not change significantly.

5. THE AVERAGE MONTHLY WAGE IN THE REGIONS
OF SLOVAKIA AND THE CZECH REPUBLIC

When observing labour market developments, the average wage indicator appears to be signifi-
cant. The average monthly wage represents the average level of gross wages in national economy.
However, it is a relative concept, its representativeness is reduced by extreme values (e.g. too high

>
wages of some employees’ groups).

5.1 Average monthly wage evolution in the regions of Slovakia

Wage development is closely linked to economic development, inflation rate and labour produc-
tivity growth. The average monthly wage development in the regions of Slovakia in 2007-2015
is shown in Figure 4.

It can be seen in Figure 4 that in the period observed, the wages in Slovak regions were grow-
ing; a slight decline was recorded only by the Nitra Region in 2012. The only region where the
average monthly wage is higher than the Slovak average is the Bratislava Region. It is implied
that wages in the Bratislava region increase the Slovakia’s average wage because average wages
in other regions do not reach the average wage level in SR. The gap between the Bratislava Re-
gion and other regions is even increasing. Other regions achieved the highest average wage in
the Trnava and Kosice Regions. In the last three years, the employees from the Trencin Region

achieved the highest average wage. The lowest average wages are in the PreSov Region.

In terms of the wage growth, it was growing significantly faster in the pre-crisis period. In 2008,
wages were rising mostly in the Nitra, Zilina and Presov Regions, by almost 10%. The highest
absolute increase was in 2008 in the Bratislava Region (by EUR 67). Since 2009, wages were
growing significantly slower; the situation improved only in the last two years.
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Fig. 4 — Average monthly wages in the regions of the Slovak Republic (EUR). Source: own processing based on the
Statistical Office of the SR data
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5.2 The average monthly wage evolution in the regions of the Czech Republic
The average monthly wage in the regions of the Czech Republic in the observed period of 2007-

2015 had an increasing trend, as shown in Figure 5.
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Fig. 5 — Average monthly wage in the regions of the Cgech Republic (CZK). Source: own processing based on the
Czech Statistical Office data

The same situation is in Slovakia. Regarding the average wage levels, there is a huge gap between
the capital city of Prague and other regions. The average wages in other regions are below the
average of the Czech Republic except for the Sttedocesky Region (in 2013-2015). In the observed
period, the average wages in the Czech Republic were growing, with the exception of 2013, when
the average wages in Prague, the Zlin, Olomoucky and Kralovéhradecky Regions were decreas-
ing.

The average wage in the capital city of Prague increased from CZK 26,896 in 2007 up to CZK
32,715 in 2015, but a drop of CZK 987 was recorded in 2013. In the period reviewed, the lowest
average wages were in the Karlovy Vary region (2007: 17,448 EUR, 2015: 21,949 CZK).

Average wages in CR had increased most markedly in the pre-crisis period - in 2008, when
the average growth rate reached 7.86%, in the Kralovéhradecky Region they increased even by
9.02%. In the following years, the wage growth was slower, in 2013 the average wages in the
Czech Republic decreased by CZK 80, respectively by 0.33%. The wage growth was accelerating
in 2014 and 2015.

5.3 The comparison of average monthly wage evolution in the regions of Slovakia
and the Czech Republic

Differences within the level of average monthly wage in the regions of Slovakia and the Czech
Republic are evaluated by using the variation coefficient and the growth rate of wages, when

comparing its minimum, maximum and average values. These values are shown in Table 2.
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Tab. 2 — The comparison of average wage development in SR and CR regions. Source: own

calculations
12007 | 2008 2009 |2010 |2011 2012 | 2015 | 2014 |2015
Slovak Republic
variation coefficient | 16.01 | 15.58 | 15.51 | 15.00 | 14.29 | 14.60 | 14.18 | 14.92 | 14.05
min. - 6.29 0.79 1.76 1.01 -0.15 [0.83 2.24 1.36
growth
. max. - 9.98 4.95 4.96 4.57 5.39 4.59 5.53 4.80
rate
average | - 8.07 3.04 3.22 2.21 2.42 2.36 413 291
Czech Republic
variation coefficient | 10.97 | 10.94 | 11.30 | 11.63 | 11.22 | 10.94 | 10.02 | 9.99 9.87
min. - 6.54 0.97 0.57 0.76 1.14 -3.10 | 1.92 2.68
growth
. max. - 9.02 5.28 3.10 4.21 3.78 1.22 4.06 4,.02
rate
average | - 7.86 |334 |2.03 |221 |259 |-0.33 299 |3.23

The variation coefficient expresses the relative variability of average monthly wage in the regions
of SR and CR. Throughout the observed period, the variation coefficient of an average wage was
higher in the Slovak Republic. The largest difference between SR and the Czech Republic was
in 2007, up to 5.04 p.p. The smallest differences in variability were in 2011. These figures are

shown in Figure 6.
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Fig. 6 — The variation coefficient of average monthly wage in SR and CR. Source: own processing, own calenlations

Table 2 shows the growth rate values of average monthly wage. The data in the table show that
both in Slovakia and the Czech Republic, a high growth rate of monthly wage was observed in
2008, the maximum growth rate in 2008 was higher in Slovakia - 9.98%. In both countries, the
wage growth was slower in the following years. In the Czech Republic, there was a drop in wages
in 2013. In 2014 and 2015, the average wages were growing faster in Slovakia. This is illustrated
in Figure 7.
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Fig. 7 — Minimum, maximum and average growth rates of wages in SR and the Czech Republic. Source: own

processing, own calculations

6. CONCLUSIONS

In the labour market, there is the most precious capital of every economy - human capital, which
is also the carrier of work. According to Ivanova (2010), labour market is sensitive to changes
that can occur within the economy of a particular country, and to the processes taking place
within the world economy due to the deepening process of international division of labour. The
labour market development in Slovakia and the Czech Republic was affected mainly by changes
occurring during the transformation of economies, accession to European Union and also global
economic crisis. These factors also affected the development of employment indicators and aver-

age monthly wage, which were also the object of our research.

From the results of the analyses, significant regional differences can be observed both in the
labour market of Slovakia and the Czech Republic due to the different primary potentials (loca-
tion and natural conditions), different possibilities of development (natural resources, tourism),

economic structure (industries), demographic differences and the levels of infrastructure.

Regarding the employment rate, in Slovak regions, it ranges from 45% to 63%, with the highest
values in 2008. In the Czech Republic, the lowest values are about 50%, the highest about 61%.
Within the level of employment in the Slovak Republic, the variation is significantly higher in
comparison with the one in the Czech Republic, but from 2012, the differences between regions
are gradually decreasing. The highest employment rate was achieved by regions with the capital
city (Bratislava Region, Prague). As for the average monthly wage, the gap between regions with
their capital cities and other regions is even more distinctive. The average monthly wage varia-

tion is again higher in SR. On the other hand, the growth rate of average wages is higher in SR.

To sum up, the situation in the Czech labour market is better than in the Slovak Republic, and

the differences among regions are smaller in CR.
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However, it should be noted that Slovak economy is experiencing favourable economic condi-
tions and at present, it is possible to observe an increasing number of jobs creation, which is also
reflected in the outflow of unemployed people from labour offices. The continued growth of
economy creates an increasing demand for labour, and we can already see that in some profes-
sions, there is a problem to fill job positions, resulting in the pressure on nominal wage rising.
Also, the Czech Republic is experiencing favourable economic conditions where it is assumed
that employment would continue to raise along with wages. This is mainly due to a better situ-
ation in the labour market, which is reflected in the increasing employment and accelerating

growth rate of wages.
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