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Introduction

Several decades of the command economy and central planning in the coun-
tries of Central and Eastern Europe resulted in economic structures character-
ized above of all as widely understood ineffectiveness. It was manifested in low
productivity, obsolete and inferior technology, lack of innovation, high exter-
nal debt, misallocation of resources, low quality of goods, lack of coordination
between economic units, shortage of factors of production, centralization, bu-
reaucracy, and monopolization of economic life'. In communism central plan-
ners emphasized the quick industrialization of a country, which led to economic
structures with an oversized industrial sector that used obsolete technologies and
employed quantities of labor substantially exceeding current needs. At the same
time, the service sector, viewed as unproductive, was reduced to a bare mini-
mum. As a result of allocation decisions, most often made on the basis of politi-
cal criteria rather than relative scarcity of resources, there were significant supply
constraints?.

Transition constituted radical systemic restructuring including both political
and economic aspects. In the economic area it comprised three basic goals:
o stabilization;

' L. Fuller, Socialism and the Transition in East and Central Europe: The Homogeneity Paradigm,
Class, and Economic Inefficiency, “Annual Review of Sociology” vol. 26, no. 1, 2000, p. 592.

2 ]. Haltiwanger, H. Lehmann, K. Terrell, Symposium on Job Creation and Job Destruction in
Transition Countries, “Economics of Transition” vol. 11, no. 2, 2003, p. 205; H. Hagemann, The Mac-
roeconomics of Accession: Growth, Convergence and Structural Adjustment, Editorial, “Structural
Change and Economic Dynamics” vol. 15, 2004, p. 7.
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o liberalization;
e privatization.

Centrally planned allocation of resources was replaced with allocation con-
trolled by the market mechanism, which called for the introduction of market
prices as well as the existence of entities sensitive to market stimuli and subject to
the pressure of reducing costs’. Liberalization of international trade made it pos-
sible to transfer technologies from more advanced countries, which, in turn, led
to significant structural changes connected with substantial reallocation of labor.
According to theoretical concepts and observed in the economy phenomena im-
plementation of technological innovations results in decline of the old and emer-
gence of the new forms of activity. This, in turn, leads to shifts in the industry
structure. As a result, labor in the declining sectors is released while the number
of vacancies in the developing sectors increases. Effective reallocation of labor
between old and new workplaces can be considered as one of the significant fac-
tors which determine productivity growth and economic growth in transition
economies®.

The aim of this paper is to evaluate the degree to which restructuring changes
are advanced in transition countries, and the criterion applied is the processes
taking place on the labor market. The analyses of labor flows between sectors, dif-
ferent lines of business or enterprises can be treated as manifestation of creative
destruction. This approach is supported by the fact that transition to a market
economy has resulted, in these countries, in the emergence of the entrepreneur
who, according to J.A. Schumpeter’s concept of economic development, is a factor
which destroys the existing economic structure.

1. Schumpeterian concept of creative destruction

There has been no satisfactory explanation so far for the phenomenon related to
the development of market economy, namely for the cyclical changes in the level
of economic activity. A considerable number of factors and their uneven and di-
verse impact on the fluctuations of basic economic quantities around the long-
term trend line have been reflected in numerous theories. These theories attempt

> R. Pomlfret, Lessons from Economies in Transition from Central Planning, “The Australian Eco-
nomic Review” vol. 36, no. 2, 2003, p. 245; R.E. Ericson, Restructuring in Transition: Conception and
Measurement. Discussion, “Comparative Economic Studies” vol. XXXX, no. 2, 1998, p. 103.

* P. Hetze, Bridging the Technology-Gap in Economic Transition, the J-curve of Growth and Un-
employment, Thiinen-Series of Applied Economic Theory, Working Paper no. 66, pp. 8-25.
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to identify the sources of growth cyclicality as well as the most typical regularities
which appear in the economic mechanism’. One of them is the concept of ‘creative
destruction, formulated by Joseph Alois Schumpeter in 19116, according to which
the main cause of the business cycle is innovation, viewed as new combinations
of the means of production’. The concept of creative destruction explains the phe-
nomenon of the business cycle as impartial, automatically developing causation
connected with the appearance of start-up companies and their impact on the ex-
isting companies®.

The implementation of innovation takes place when so far traditionally used
factors of production are applied in innovative solutions and manufacturing meth-
ods, and their consequence is change in the existing industry structure®. They are
treated as the driving force behind the whole series of significant phenomena'® in
which the entrepreneur reforms and revolutionizes the production model by ex-
ploiting new ideas, or a new undiscovered yet technical possibility of producing a
new commodity or producing a well known commodity by the use of new meth-
ods, or by making sources of the new resource supplies available, or by opening
up new markets for products, or by organizational changes in industry, etc''. Thus,
the role of the entrepreneur is not to make discoveries or inventions, nor is it to
create conditions which a company exploits, but it is to implement these ideas'.
According to J.A. Schumpeter, ‘this kind of activity is primarily responsible for the
recurrent “prosperities” that revolutionize the economic organism and the recur-

> See: R. Barczyk; Gléwne teorie wspélczesnych wahati koniunkturalnych, Wyd. AE w Poznaniu,
Poznan, 1997.

¢ M.C. Becker, T. Knudsen, Schumpeter 1911. Farsighted Visions on Economic Development,
“American Journal of Economics and Sociology” vol. 61, no. 2, 2002, p. 387.

7 J.A. Schumpeter classified innovation under the following five cases: 1/ the introduction of a
new commodity; 2/ the introduction of a new production method; 3/ the opening up of a new mar-
ket; 4/ the new source of supplies; 5/ the new form of industrial organization. J.A. Schumpeter, Teo-
rioa rozwoju gospodarczego, PWN, Warszawa 1960, p. 104. See also: A.H. Hansen, Schumpeter’s Con-
tribution to Business Cycle Theory, in: J.A. Schumpeter. Critical Assessments, ed. ].C. Wood, Routledge,
London 1991, p. 209.

8 J.A. Schumpeter, The Theory of Economic Development, op.cit., p. 339.

° J.A. Schumpeter, Kapitalizm, socjalizm, demokracja, Wyd. Nauk. PWN, Warszawa 1995, p. 83.

10 J.A. Schumpeter, Teoria rozwoju gospodarczego, op.cit., pp. 118-130. On the subject of how
Schumpeter viewed the role of the entrepreneur see: R.N. Langlois, Schumpeter and the Obsolescence
of the Entrepreneur, Austrian Economics and Entrepreneurial Studies. Advances in Austrian Eco-
nomics vol. 6, 2003, pp. 283-298.

1 J.A. Schumpeter, Kapitalizm, socjalizm, demokracja, op.cit., p. 162. In the recent period of
the accelerated pace of technological changes New Technology-Based Firms (NTBFs) have been
considered as the driving force behind progress and as creative destruction at work. A.S. Spencer,
B.A. Kirchhoff, Schumpeter and New Technology Based Firms: Towards a Framework for how NTBFs
Cause Creative Destruction, “The International Entrepreneurship and Management Journal” vol. 2,
no. 2, 2006, pp. 145-156.

2 J.A. Schumpeter, Kapitalizm, socjalizm, demokracja, op.cit., p. 163.
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rent “recessions” that are due to the disequilibrating impact of the new products
or methods™>.

The first entrepreneur - the innovator is followed by producers - the imitators
replacing the old production methods with the new ones currently available on
the market. The presence of new enterprises destroys the current economic struc-
ture, in terms of both the entities active on the market and the supplies exploited
by them. First of all, increasing competition eliminates unproductive companies
from the market, and those companies which want to stay in business are forced
to adjust to a new economic situation, which changes the conditions of their op-
erating dramatically. Another development cycle cannot start until innovations
are absorbed and until an economy returns to equilibrium, which will enable the
application of reliable economic calculation in the new conditions. Therefore, a
period of adjustment seems necessary for an economy to adapt to a new situa-
tion. This process takes place during the period of depression, during the strug-
gle for the new equilibrium where innovations will be implemented, a stream of
goods will be enhanced, production will be partly carried out and its costs will be
lower™.

2. Labor market indicators as measures of creative destruction

Despite a considerable amount of empirical research, verification of development
processes in the context of creative destruction is not precisely defined. One of the
methodological problems is the choice and application of indicators which reflect
this scope of economic reality. The measures most often applied are productivity
indicators, analyzed in the context of the number of enterprises active in a given

B Ibidem, p. 162. In Schumpeter’s theory the role of the entrepreneur was limited over time and
replaced with large enterprises, however the leading role of innovation remained unchanged. B. Ver-
spagen, Structural Change and Technology. A Long View, Paper presented at the DRUID Summer
Conference on “Industrial Dynamics of the New and Old Economy - Who is Embracing Whom?”,
Copenhagen/Elsinore 6-8 June 2002, p. 2. Entrepreneurship still generates a positive impulse in the
industry evolution in a way that favors economic growth. D.B. Audretsch, A.R. Thurik, Entrepre-
neurship, Industry Evolution and Economic Growth, Austrian Economics and Entrepreneurial Stud-
ies. Advances in Austrian Economics, vol. 6, 2003, p. 39.

" J.A. Schumpeter, Teoria rozwoju gospodarczego, op.cit., p. 356; A.H. Hansen, Schumpeter’s Con-
tribution to Business Cycle Theory, op.cit., p. 211-212. However, it is necessary to differentiate care-
fully between the positive opinion that recessions are of cleansing nature and the normative view
that as such they are desirable. R.J. Caballero, M.L. Hammour, The Cleansing Effect of Recessions,
“The American Economic Review” vol. 84, no. 5, 1994, p. 1365.
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industry sector’, productivity changes, brought about by the collapse of less effec-
tive firms and the creation of better ones's, as well as quantitative changes in the
labor market". Taking into account the fact that net employment changes do not
reflect actual labor turnover, and in this way they hide the processes of creative
destruction, the economists who analyze labor markets and industry organization
emphasize the necessity of researching individual processes of job creation and
job destruction with a view to identifying technological and institutional differen-
ces between manufacturing sectors and changes of business cycle stages'®. Recen-
tly scientific research has used the above measures not only to analyze creative de-
struction processes but also to determine the degree to which structural changes
in the transition countries are advanced.

The analysis of structural changes in the context of labor reallocation allows
an assessment of the scope, intensity and efficiency of the processes related to
economic transition. Changes in net employment taking place across sectors as
well as diversification and dynamics of reallocation processes observed in a given
country constitute a basic research area, and at the same time a criterion for the ef-
ficiency of economic restructuring'®. The measures most often applied in the anal-

15 Y. Hamao, J. Mei, and Y. Xu , Idiosyncratic Risk and Creative Destruction in Japan, 2003, Na-
tional Bureau of Economic Research Working Paper no. 9642, p. 36.

16 E. Montgomery, W. Wascher, Creative Destruction and the Behavior of Productivity Over the
Business Cycle, The Review of Economics and Statistics, vol. 70, no. 1, 1988, pp. 168-172; C. Carreira,
P. Teixeira, Does Schumpeterian Creative Destruction Lead to Higher Productivity? Evidence on Entry
and Exit of Portuguese Manufacturing, 2003, www.statistics.gov.uk/events/CAED/abstracts/down-
loads/carreira.pdf, 7.07.2006; P.A. Geroski, Entry, Innovation and Productivity Growth, “The Review
of Economics and Statistics” vol. 71, 1989, no. 4, pp. 572-78; M. Yasar, R.M. Rejesus, I. Mintemur, Is
There Evidence of Creative Destruction in the Turkish Manufacturing Sector? Lessons from a Cross-In-
dustry Analysis of Aggregate Productivity Growth, “Applied Economics” vol. 36, 2004, pp. 1937-1945;
J. Mata, Small Firm Births and Macroeconomic Fluctuations, “Review of Industrial Organization”
vol. 11, no. 2, 1996, pp. 173-182; O. Stavrunova, Determinants of Job Creation and Job Destruction
in Ukraine, National University of “Kyiv-Mohyla Academy”, 2001, p. 6. Taking into account the fact
that the number of closed down and newly established firms do not capture the reallocation of pro-
duction among survivors, creative destruction should be measured by decomposing the net growth
of an industry into two parts: contributions by growing and shrinking enterprises. J.H. Abbring,
J.R. Campbell, Creative Destruction in Local Markets, Economic Perspectives, Federal Reserve Bank
of Chicago, 2004, pp. 50-60.

17 7. Baldwin, T. Dunne, J. Haltiwanger, A Comparison of Job Creation and Job Destruction in
Canada and the United States, “The Review of Economics and Statistics” vol. LXXX, no. 3, 1998,
pp- 347-356; O. Stavrunova, Determinants of Job Creation and Job Destruction in Ukraine, op.cit.,
p-7.

18 J. Essletzbichler, The Geography of Job Creation and Destruction in the U.S. Manufactur-
ing Sector, 1967-1997, “Annals of the Association of American Geographers” vol. 94, 2004, no. 3,
pp- 602-619; P. Bockerman, A Selective Survey to the Literature on Job Creation and Destruction, La-
bour Institute for Economic Research Discussion Paper 163, Helsinki 1999, pp. 6-7.

¥ J.C. Haltiwanger, H. Lehmann, K. Terrell, Symposium on Job Creation and Job Destruction in
Transition Countries, Economics of Transition, op.cit., pp. 205-206.
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yses of labor flows between sectors and enterprises in transition economies were

based on the tools applied in studying creative destruction®:

o gross job creation — the sum of all employment gains at expanding firms and
new establishments;

o gross job destruction — the sum of all employment losses at contracting and dy-
ing establishments (positive sign);

o gross job reallocation is the sum of gross job creation and gross job destruc-
tion;

« net employment change - the difference between gross job creation and gross
job destruction;

« excess job reallocation - the difference between the gross job reallocation and
the absolute value of the net job growth - it reflects the real turning of jobs,
after taking into account aggregate movements in employment growth and is
the indicator of “deep” restructuring as it would be the result of simultaneous
high job creation and destruction.

The next sections of this paper present research results for given countries of
Central and Eastern Europe. The results refer to the labor market analysis in the
context of creative destruction. They constitute one of the criteria for the assess-
ment of the efficiency and scope of the reforms implemented.

3. Results of labor market analyses in selected countries of Central
and Eastern Europe

The process of systemic transition in Central and Eastern European countries,
which began in the early 1990s, was characterized by various strategies and a dif-
ferent pace of systemic changes observed in particular economies. This paper pre-
sents the empirical analyses of labor market changes in selected transition coun-
tries.

The presented research refers to economic systems characterized by a different
pace of economic restructuring and by a different degree of governments’” deter-
mination to implement new systemic solutions, which can influence the effective-
ness of systemic transition in particular countries. The size of this paper has not
allowed a presentation of all the transition countries. Nevertheless, the examples

20 T. Grennes, Creative Destruction and Globalization, “Cato Journal” vol. 22, no. 3, 2003,
pp- 543-558. On the subject of the construction of measures see: S.J. Davis, J.C. Haltiwanger, Gross
Job Creation, Gross Job Destruction, and Employment Reallocation, “Quarterly Journal of Economics”
vol. 107, no. 3, 1992, pp. 827-829; J.C. Haltiwanger, S. Schuh, Gross Job Flows Between Plants and In-
dustries, “New England Economic Review” March/April 1999, pp. 48-50.
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selected by the author illustrate the countries which can be included in the follow-
ing categories:

« rapid systemic changes — gradual economic restructuring,

« strong — weak governments’ determination to implement reforms,

which enables us to draw conclusions of general character.

3.1. Bulgaria

The results of the job creation and job destruction analysis indicate that Bulgaria is
a country where economic activity is still adjusting to the rules of the market eco-
nomy, and transformation progress can be assessed as rather modest. Although
job creation increased along with the transformation progress of the Bulgarian
economy, in 2003 the destruction rate still exceeded the creation rate, which was a
typical occurrence during the initial stages of the transition®.

Taking account of the processes at the level of particular sectors, it can be stated
that the most dynamic changes took place in the manufacturing industry, where
a very low creation rate was accompanied by a very high destruction rate. On the
other hand, such asymmetry was not observed in trade, which could have signaled
possible equilibrium in this sector. The service sector, on the other hand, showed
a very high creation rate and a low destruction rate, which could have signaled a
significant number of start-up enterprises in this sector®.

In the whole economy, even though the newly established enterprises employed
a small percentage of workers, they created over a half of the new vacancies. These
enterprises had the highest job creation rate and the lowest job destruction rate®.
On the other hand, by and large, traditional, state-owned enterprises did not cre-
ate any new jobs, and their adjustment to the initial transition shock consisted
in reducing excess employment. In privatized enterprises the initial restructur-
ing progressed faster than in state-owned entities*, however, both groups of en-
terprises (state-owned and privatized) exploited similar employment strategies.
Therefore, it can be assumed that privatization of state-owned companies did not

2 G. Faggio, ]. Konings, Gross Job Flows in Transition Countries: Results from Company Accounts
Data for Bulgaria, Estonia and Romania, http://ideas.repec.org/p/lic/licosd/7798.html, 5.08.2006,
p- 3; G. Faggio, J. Konings, Job Creation, Job Destruction and Employment Growth in Transition Coun-
tries in the 90s, “Economic Systems” vol. 27, 2003, pp. 135-139.

2 V. Bilsen, Job Creation, Job Destruction, and Growth of Newly Established, Privatized, and State-
Owned Enterprises in Transition Economies: Survey Evidence from Bulgaria, Hungary, and Romania,
“Journal of Comparative Economics” vol. 26, no. 3, 1998, p. 437.

2 V. Bilsen, Job Creation, Job Destruction, and Growth of Newly Established, Privatized, and State-
Owned Enterprises in Transition Economies: Survey Evidence from Bulgaria, Hungary, and Romania,
op.cit., pp. 436, 444.

2 ITbidem, p. 437.
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significantly influence labor reallocation, and in this way it did not influence the
pace of structural changes in the economy®.

Foreign companies had a higher job creation rate and excess job reallocation
rate, and a lower job destruction rate than domestic entities®, among which pri-
vate entrepreneurs showed a higher gross job creation rate than state-owned en-
terprises, whereas the job destruction rate was comparable in these both groups.
Thus, the privatization of the economy led to better results measured by gross
job creation, which was also indicated by a higher excess job reallocation rate in
private enterprises. This was also shown by the fact that small enterprises were
the most dynamic, having both the highest job creation and job destruction rates.
They were also subject to ‘deep’ restructuring processes to the greatest extent”.
The analyses demonstrate that job creation and destruction processes at the level
of enterprises contributed to the improvement of resource productivity to a larger
extent than other factors of both micro and mesoeconomic character and that the
rate of employment change had a significant impact on productivity at the level of
the whole economy?.

The above presented research results suggest that in the Bulgarian economy the
process of labor reallocation took place mainly within a given sector, and most job
flows could be observed between enterprises within the same manufacturing sec-
tor®. It also seems significant that the dynamics of these processes increased as
the transition progressed, and it was definitely the strongest in the new economic
sectors™.

3.2. The Czech Republic

In comparison to the other post-socialist countries, the Czech Republic showed
lower intensity and gentler course of the processes taking place on the labor mar-

» G. Faggio, J. Konings, Job Creation, Job Destruction and Employment Growth in Transition
Countries in the 90s, op.cit., p. 149.

* Ibidem, pp. 135-139; R. Dimova, The Impact of Structural Reforms on Employment Growth
and Labour Productivity: Evidence from Bulgaria and Romania, LICOS Centre for Transition Eco-
nomics, Discussion Paper 132/2003, p. 14.

77 G. Faggio, J. Konings, Gross Job Flows in Transition Countries: Results from Company Accounts
Data for Bulgaria, Estonia and Romania, op.cit., p. 16; G. Faggio, J. Konings, Job Creation, Job De-
struction and Employment Growth in Transition Countries in the 90s, op.cit., pp. 141-142.

# R. Dimova, The Impact of Structural Reforms on Employment Growth and Labour Productivity:
Evidence from Bulgaria and Romania, op.cit., pp. 3-7.

» G. Faggio, ]. Konings, Job Creation, Job Destruction and Employment Growth in Transition
Countries in the 90s, op.cit., pp. 144-147; G. Faggio, ]. Konings, Gross Job Flows in Transition Coun-
tries: Results from Company Accounts Data for Bulgaria, Estonia and Romania, op.cit., p. 19.

30 G. Faggio, J. Konings, Gross Job Flows in Transition Countries: Results from Company Accounts
Data for Bulgaria, Estonia and Romania, op.cit., pp. 8-10.
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ket, which is indicated by a relatively low unemployment rate of 5% for the who-
le analyzed period®. The systemic solutions adopted for the labor market made it
possible to bring about considerable changes in the employment structure at rela-
tively low costs related to unemployment®.

Taking account of the ownership structure of entities active in the Czech econ-
omy, the conducted analyses indicated that within the first five years of the tran-
sition the new sector, rather than the old one, played a more important role in
employing new workers. Employment in the public sector, on the other hand, ac-
counted for a stable percentage of the total employment. The process of worker
flows from the old sector to the new one was continuous in the years 1991-1996.
The main reason for labor reallocation in the old sector was lay-offs, however,
while this sector was contracting, the process gradually disappeared®.

On the other hand, in the new sector job creation was of considerable size
within the first two years of transition, but the dynamics of job creation decreased
dramatically in the later period. This sector also showed a gradual rise in job de-
struction, the level of which, in 1996, was higher than in the old sector where the
largest number of workers was still employed. The presented trends indicate that
during the initial period of transition job destruction in the old sector and job cre-
ation in the new sector were the most significant factors determining the process
of net labor reallocation. In the first years of economic changes the shifts of labor
took place mainly from the old sector to the new one, however, over time more
and more flows were observed within the new sector*.

3.3. Moldova

The research regarding Moldovas economy suggests that the basic factor which
constrained the progress of restructuring was a low job creation rate, and changes
in the numbers of the employed were the result of job cuts. Therefore, it seems that

3t S. Jurajda, K. Terrell, Optimal Speed of Transition: Micro Evidence from the Czech Republic,
Working Paper no. 355, 2000, p. 22. In this research enterprises were divided into three groups: old
(state, privatized and co-ops), new (private companies and self-employed entrepreneurs) and public
(health, education and public administration); V. Sorm, K. Terrell, Sectoral Restructuring and Labor
Mobility: A Comparative Look at the Czech Republic, “Journal of Comparative Economics” vol. 28,
2000, pp. 431, 437.

2 V. Sorm, K. Terrell, Sectoral Restructuring and Labor Mobility: A Comparative Look at the
Czech Republic, op.cit., p. 451.

% S. Jurajda, K. Terrell, Optimal Speed of Transition: Micro Evidence from the Czech Republic,
op.cit., pp. 14-15; S. Jurajda, K. Terrell, Job Growth in Early Transition: Comparing Two Paths, Insti-
tute for the Study of Labor, Discussion Paper no. 589, 2002, p. 11.

3 S. Jurajda, K. Terrell, Optimal Speed of Transition: Micro Evidence from the Czech Republic,
op.cit., pp. 14-17.
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creative destruction did not take place, and the observed processes can be defined
as destruction without creation®. The gap between job creation and job destruc-
tion was the cause of a fall in employment and constraints on the scope of restruc-
turing and on the related reallocation of resources from less to more productive
uses™.

Job creation was observed only in the groups of new and small enterprises®,
however a small number of start-up enterprises determined its low level and was
the main reason for the low employment level®.

The rate of employment increase observed in the expanding enterprises was
lower than the rate of employment decrease in the declining enterprises. In ad-
dition, the fact that the declining enterprises outnumbered the expanding ones
was the main cause of the overall employment decrease exceeding significantly its
increase. In Moldova there was no labor reallocation, as the elimination of inef-
fective employment was not accompanied by an adequate increase in vacancies
in effective areas. The problem of Moldova’s economy lay in the fact that replace-
ment of the old, inefficient enterprises with the new more productive ones was not
quick enough®.

It was mainly private companies which were net creators of jobs by increas-
ing their employment, while state-owned and privatized companies constituted a
group of net destroyers. The problem, however, was the fact that the enterprises
comprising the private sector were of small size, which significantly limited their
impact on the whole economy*. On the other hand, these were more dynamic en-
tities, which gradually increased their size and hiring. Meanwhile big companies
limited their scope of economic activity*'.

Interestingly, the group of declining industries included modern sectors, quite
technologically advanced. The most probable reason for this was the domestic
producers’ inability to compete with strong foreign rivals. The highest job crea-
tion rate was in the service sector in the initial period of the transition. However,
in 1997, the role of services in employment started to decrease, which in connec-
tion with the increasing role of agriculture meant a reverse trend in the economic
development and a return to the staring point from the period before the transi-
tion*.

3 . Rutkowski, Firms, Jobs, and Employment in Moldova, World Bank Policy Research Working
Paper 3253, March 2004, p. 26.

3 Ibidem, pp. 13-14.

7 However, in the case of Moldova enterprises were much smaller than in the other transition
countries. Ibidem, pp.19-22.

3 Ibidem, pp. 7-8.

% Ibidem, pp. 9-10.

“ Tbidem, pp. 19-21.

4 Ibidem, p. 22.

4 Ibidem, pp. 24-25.
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3.4. Estonia

In Estonia, fast implementation of transition resulted in a considerable rise in the
job destruction rate, and during the initial period of the transition it exceeded the
job creation rate. This difference diminished while economic changes progressed,
and in 1997 these categories were equal, even though the labor market still could
be perceived as quite stormy*.

The job creation rate in private enterprises was higher than in state-owned en-
terprises whereas the job destruction rate was comparable in both groups, which
indicates that the privatization process led to improved results in terms of job cre-
ation*. Employment expansion was noted especially in the new sectors, outside
the manufacturing sector. In the manufacturing sector the restructuring processes
were less intense than in the new sectors, which indicated the concentration of re-
structuring processes especially in modern industries®. In Estonia, high job crea-
tion rates occurred in almost all the economic sectors, except transport and com-
munications, which was reflected by the positive rate of net employment and by
high excess job reallocation*. The highest growth of job creation and job destruc-
tion rates occurred in foreign companies®.

It was the small enterprises that were engaged in restructuring to the largest ex-
tent and simultaneously were the most dynamic with the highest job creation rate
as well as the highest job destruction rate*. In Estonia, the number of small enter-
prises grew significantly, especially in the service sector”. The newly established

* G. Faggio, J. Konings, Job Creation, Job Destruction and Employment Growth in Transition
Countries in the 90s, op.cit., pp. 135-137; J.C. Haltiwanger, M. Vodopivec, Gross Worker and Job Flows
in a Transition Economy: An Analysis of Estonia, Labour Economics, vol. 9, 2002, pp. 611-612, 627;
J. Masso, R. Eamets, K. Philips, Creative Destruction and Transition: The Effects of Firm Entry and Exit,
on Productivity Growth in Estonia, Study of Labor, Discussion Paper no. 1243, August 2004, p. 13.

# ].C. Haltiwanger, M. Vodopivec, Gross Worker and Job Flows in a Transition Economy: An
Analysis of Estonia, op.cit., p. 601; . Masso, R. Eamets, K. Philips, Job Creation and Job Destruction
in Estonia: Labour Reallocation and Structural Changes, Institute for the Study of Labor, Discussion
Paper no. 1707, 2005, p.17.

* G. Faggio, J. Konings, Gross Job Flows in Transition Countries: Results from Company Accounts
Data for Bulgaria, Estonia and Romania, op.cit., pp. 3-8; J.C. Haltiwanger, M. Vodopivec, Gross
Worker and Job Flows in a Transition Economy: An Analysis of Estonia, op.cit., p. 613.

* G. Faggio, J. Konings, Gross Job Flows in Transition Countries: Results from Company Accounts
Data for Bulgaria, Estonia and Romania, op.cit., pp. 9-10; J. Masso, R. Eamets, K. Philips, Creative
Destruction and Transition: The Effects of Firm Entry and Exit, on Productivity Growth in Estonia,
op.cit., p. 13.

4 This regularity was still noticeable in the years 1995-2001. J. Masso, R. Eamets, K. Philips, Job
Creation and Job Destruction in Estonia: Labour Reallocation and Structural Changes, op.cit., p. 17.

8 G. Faggio, J. Konings, Gross Job Flows in Transition Countries: Results from Company Accounts
Data for Bulgaria, Estonia and Romania, op.cit., pp. 16-19.

® §. Jurajda, K. Terrell, Job Growth in Early Transition: Comparing Two Paths, op.cit., pp. 11, 15.
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enterprises became more important not only in the expanding but also in the de-
clining industries. Most of reallocation processes took place within the economic
sectors, however, in Estonia, unlike in the other Eastern European countries, in-
ter-sectoral shifts were of relatively high importance®.

The reforms in Estonia, being more radical than in the other countries of tran-
sition, brought about better results as far as the synchronization of job creation
and job destruction is concerned, and faster resulted in the occurrence of job-to-
job flows of labor?’.

3.5. Poland

The restructuring of the Polish economy, which started in 1990, triggered serio-
us restructuring of the industrial base and as a result, reallocation of jobs from
the declining enterprises to the expanding ones®. The analysis of worker flows
indicates that the labor market in Poland was relatively flexible and dynamic,
and that the existing administrative constraints did not prevent far reaching re-
structuring®. The period of the years 1988-1993 was a time of severe short-term
imbalance between job creation and job destruction, but the years 1993-1998
were a period of substantial recovery when job creation exceeded job destruc-
tion, which signaled that the Polish economy entered a stage of advanced trans-
ition>*.

The fall in the employment rate in state-owned enterprises in the Polish in-
dustry was linked to the intense process of job destruction. Job creation, on the

" G. Faggio, ]. Konings, Job Creation, Job Destruction and Employment Growth in Transi-
tion Countries in the 90s, op.cit., pp. 141-147; G. Faggio, J. Konings, Gross Job Flows in Transition
Countries: Results from Company Accounts Data for Bulgaria, Estonia and Romania, op.cit., p. 16;
J.C. Haltiwanger, M. Vodopivec, Gross Worker and Job Flows in a Transition Economy: An Analysis
of Estonia, op.cit., pp. 617-618; S. Jurajda, K. Terrell, Job Growth in Early Transition: Comparing Two
Paths, op.cit., pp. 14, 22.

3! J.C. Haltiwanger, M. Vodopivec, Gross Worker and Job Flows in a Transition Economy: An
Analysis of Estonia, op.cit., pp. 601, 624-626; ]. Masso, R. Eamets, K. Philips, Job Creation and Job
Destruction in Estonia: Labour Reallocation and Structural Changes, op.cit., p. 27.

*2 ]. Konings, H. Lehmann, M.E. Schaffer, Job Creation and Job Destruction in a Transition Econ-
omy: Ownership, Firm Size, and Gross Job Flows in Polish Manufacturing 1988-91, “Labour Econom-
ics” vol. 3, 1996, pp. 299-300.

33 1.J. Rutkowski, Job Creation and Job Destruction in Poland (1993-1999), XXth NBP Conference
“Monetary Policy in the Environment of Structural Changes” 2002, pp. 1, 26.

5% J.E. Jackson, B. Mach, Job Creation, Destruction and Transition in Poland, 1988-1998: Panel
Evidence, William Davidson Working Paper no. 502, 2002, pp. 3-4; G. Faggio, J. Konings, Job Crea-
tion, Job Destruction and Employment Growth in Transition Countries in the 90s, op.cit., pp. 135,
152.
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other hand, grew in the thriving private sector®. The high dynamics of favorable
employment changes also occurred in the group of small enterprises, newly estab-
lished enterprises as well as foreign entities®, in accordance with the thesis that
import competition and a competitive market structure lead to a more intense
reallocation of resources. Resource reallocation, in turn, seems to be significantly
connected with more productive entities, which confirms the conclusions drawn
from the neo-Schumpeterian growth models®.

The substantial job reallocation, which resulted in productivity improvement,
took place within sectors as well as across sectors at the beginning of the transi-
tion; however in the late 1990s intra-sectoral shifts were dominant, which is char-
acteristic of mature economies®.

By the mid-90s the initial transition impulses gradually died out, however in
the late 90s a new wave of restructuring began, this time triggered by increased
competition among companies striving for higher productivity so as to survive
in a more and more competitive environment. This drive for productivity result-
ed in the destruction of less productive jobs and in the simultaneous creation of
more productive jobs. Poland reached a new transition stage conditioned by the
intense restructuring of enterprises, behind which job creation was the driving
force®.

3.6. Russia

In Russia, the shock therapy of liberalization and stabilization was adopted in
1992, and the program of fast privatization was implemented in the years 1992-

* J. Konings, H. Lehmann, M.E. Schaffer, Job Creation and Job Destruction in a Transition Econo-
my: Ownership, Firm Size, and Gross Job Flows in Polish Manufacturing 1988-91, op.cit., pp. 299-308,
315; J.E. Jackson, B. Mach, Job Creation, Destruction and Transition in Poland, 1988-1998: Panel Evi-
dence, op.cit., p. 4; G. Faggio, J. Konings, Job Creation, Job Destruction and Employment Growth in
Transition Countries in the 90s, op.cit., p. 130, J.J. Rutkowski, Job Creation and Job Destruction in Po-
land (1993-1999), op.cit., pp. 2, 22-23, 27.

*¢ J. Konings, H. Lehmann, M.E. Schafter, Job Creation and Job Destruction in a Transition Econ-
omy: Ownership, Firm Size, and Gross Job Flows in Polish Manufacturing 1988-91, op.cit., pp. 299,
308-310, 315; G. Faggio, J. Konings, Job Creation, Job Destruction and Employment Growth in Tran-
sition Countries in the 90s, op.cit., pp. 139, 149; J.J. Rutkowski, Job Creation and Job Destruction in
Poland (1993-1999), op.cit., pp. 2, 23-24, 25-26, 27-28.

7 F Warzynski, Do Schumpeterian Waves of Creative Destruction Lead to Higher Productivity?
Panel Data Evidence from Poland, William Davidson Working Paper no. 485, 2002, pp. 1-5, 10, 14.

%8 ].J. Rutkowski, Job Creation and Job Destruction in Poland (1993-1999), op.cit., pp. 1-2, 17-18;
G. Faggio, J. Konings, Job Creation, Job Destruction and Employment Growth in Transition Countries
in the 90s, op.cit., pp. 144, 147.

* ].J. Rutkowski, Job Creation and Job Destruction in Poland (1993-1999), op.cit., pp. 10-11,
26-27.
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1994%. In general, during the whole transition period job destruction dominated
job creation®, even though the former was obviously lower in the other transition
countries because of the slower pace of reforms and lower pressure on the restruc-
turing®. As a result of the relations between the rates of creating and destroying
jobs, employment changes in Russia were negative during the whole period®. Ne-
vertheless, the restructuring of the economy intensified the flows of the factors of
production between different uses®.

The above changes are the reason why the situation on the labor market in Rus-
sia cannot be described as stagnant, however it does not seem that the high rates
of job flows can be interpreted as success in terms of human resource reallocation
to the areas of higher productivity®. However, the opinions on this subject are di-
vided®. In Russia, job reallocation was not productivity-enhancing either in terms
of intra- or inter-sectoral flows®.

In the old industrial sector, job flows were dominated by job destruction. New
firms, however, created new jobs at a much faster pace, but they were as active as
the old firms in laying off workers, which made the dynamics of labor flows in this
group of enterprises higher®. Even though the sector of new enterprises did not

€ ].D. Brown, J.S. Earle, Job Reallocation and Productivity Growth in the Ukrainian Transition,
Upjohn Institute Staff Working Paper 04-104, 2004, p. 7.

¢ D.J. Brown, J.S. Earle, Gross Job Flows in Russian Industry Before and After Reforms: Has De-
struction Become More Creative?, “Journal of Comparative Economics” vol. 30, 2002, pp. 96, 100,
124; D.J. Brown, J.S. Earle, Job Reallocation and Productivity Growth in the Ukrainian Transition,
op.cit., p. 4; D.J. Brown, J.S. Earle, The Reallocation of Workers and Jobs in Russian Industry: New
Evidence on Measures and Determinants, Institute for the Study of Labor, Discussion Paper no. 564,
2002, p. 10.

¢ S. Commander, J. Kollo, The Changing Demand for Skills: Evidence from the Transition, Insti-
tute for the Study of Labor, Discussion Paper no. 1073, 2004, p. 15.

% D.J. Brown, J.S. Earle, The Reallocation of Workers and Jobs in Russian Industry: New Evidence
on Measures and Determinants, op.cit., pp. 8-9.

¢ D.J. Brown, J.S. Earle, Economic Reforms and Productivity-Enhancing Reallocation in the Post-
Soviet Transition, Upjohn Institute Staff Working Paper no. 04-98, 2004, p. 17.

¢ L. Grogan, Worker Flows in Russia, Tinbergen Institute Discussion Paper, TI 2000-08/3, pp.
22-24; D.J. Brown, J.S. Earle, The Reallocation of Workers and Jobs in Russian Industry: New Evidence
on Measures and Determinants, op.cit., pp. 8, 15-16.

% D.J. Brown, J.S. Earle, Economic Reforms and Productivity-Enhancing Reallocation in the Post-
Soviet Transition, op.cit., pp. 18, 23; D.J. Brown, J.S. Earle, Gross Job Flows in Russian Industry Before
and After Reforms: Has Destruction Become More Creative?, op.cit., pp. 115, 124; D.J. Brown, J.S. Ear-
le, Job Reallocation and Productivity Growth in the Ukrainian Transition, op.cit., p. 26.

¢ ].D. Brown, J.S. Earle, Job Reallocation and Productivity Growth in the Ukrainian Transition,
op.cit., pp. 14, 18.

% D.J. Brown, J.S. Earle, The Reallocation of Workers and Jobs in Russian Industry: New Evidence
on Measures and Determinants, op.cit., p. 11; S. Commander, J. Kollo, The Changing Demand for
Skills: Evidence from the Transition, op.cit., p. 6. D.J. Brown, J.S. Earle, Gross Job Flows in Russian In-
dustry Before and After Reforms: Has Destruction Become More Creative?, op.cit., pp. 104, 108, 124;
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develop in the same way as in the other Eastern European countries, it accounted
for a relatively higher percentage of jobs created and a lower percentage of jobs
destroyed®.

A phenomenon characteristic of Russia was the lack of differences between the
behavior of state-owned and private enterprises, and the privatization process did
not really influence the behavior of economic entities in terms of job creation and
job destruction. However, there was a noticeable consequence of privatization,
namely the privatized entities more often took decisions to close down their activ-
ity”®. The privatization, however, had a positive impact on the productivity of the
factors of production’.

Small enterprises developed faster and were the main creators of jobs, while in
medium-sized and big enterprises the processes of job destruction could be ob-
served. However, there was not much variation between job reallocation and the
size of enterprises’.

An important component of the labor market restructuring was inter-sectoral
labor shifts” and the increased importance of direct job-to-job transitions™.

Although some positive phenomena have occurred in the Russian economy in
relation to the period before the transition, EBRD progress in transition indicators
show that as for the progress in different aspects of the reforms, this economy is
lagging behind the other Eastern European countries™.

A Acquisti H. Lehmann, Job Creation and Job Destruction in the Russian Federation, Trinity Eco-
nomic Paper Series, Paper no. 2000/1, pp. 1, 13, 19; D.J. Brown, ].S. Earle, The Reallocation of Workers
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Productivity-Enhancing Reallocation in the Post-Soviet Transition, op.cit., p. 23.

' D.J. Brown, ].S. Earle, Economic Reforms and Productivity-Enhancing Reallocation in the Post-
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2 D.J. Brown, ].S. Earle, Gross Job Flows in Russian Industry Before and After Reforms: Has De-
struction Become More Creative?, op.cit., p. 110; A. Acquisti, H. Lehmann, Job Creation and Job De-
struction in the Russian Federation, op.cit., pp. 1, 8-10, 19.

7 D.J. Brown, ].S. Earle, Gross Job Flows in Russian Industry Before and After Reforms: Has De-
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Conclusions

The Eastern European countries began the systemic restructuring at around the
same time (the beginning of the 1990s), however the approaches adopted to the
implementation of economic transition varied significantly. The Czech Republic
and Slovenia, for instance, introduced changes gradually, while Poland and Esto-
nia chose a more radical and faster approach. The results of the economic reforms
also differed noticeably in particular countries.

The analysis of job creation and job destruction as well as excess job realloca-
tion allows an assessment of the results of the economic restructuring from the
viewpoint of productivity improvement and the effectiveness of economic struc-
tures, and as a result it allows a comparison of the effectiveness of the systemic
transition in particular countries.

The presented research results show a basic division of the transition econo-
mies into two groups: of more and less advanced systemic restructuring. Poland,
Estonia and the Czech Republic belong to the first group, while Russia, Moldova
and Bulgaria can be included in the other one. In the first group of countries job
creation equaled job destruction around the mid 90s, and the intensified labor
flows from less to more productive economic sectors supported the creative as-
pect of economic restructuring and productivity growth. In the other group, job
destruction exceeded job creation during almost the whole transition period, and
resource reallocation did not significantly influence the improvement of resource
uses, in this way determining a destructive course of the economic processes. The
example of these countries supports the observation that slowing down the pace
of economic transition does not prevent job destruction, but may cause disappear-
ance of job creation stimuli.

The research results prove that economic restructuring is influenced more by
an investment climate and its impact on start-up enterprises than by a method of
introducing systemic changes (either rapid or gradual).
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