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1. Introduction

The purpose of this paper is to document in detail the impact of long-term
unemployment on labour market marginalisation in the Czech Republic.
We intend to do so first in terms of the scope, structure and concentration
of marginalised groups, and second in terms of the impact of labour mar-
ket marginalisation on financial and material deprivation, psychological
well-being, health and social bonds.

While frictional unemployment can be regarded as one of the mechanisms
sustaining balance on the labour market, long-term unemployment implies
economic and social losses, both for individuals and for society. As regards
individuals and social categories, long-term unemployment represents one
of the principal and most apparent forms of their marginalisation. Persons
and social categories who possess little human capital find themselves par-
ticularly marginalised, due to their low level of education and poor or non-
-existent qualifications, as well as inadequate working habits and an in-
ability to meet the general flexibility requirements (this also concerns
certain ethnic groups).

In terms of individual costs, Giddens (2001) shows that in the United
Kingdom people without qualifications face a five times higher risk of los-
ing a job than those with higher qualification levels. Moreover, once un-
employed, they are also more prone than the rest to find themselves caught
in an unemployment trap. If they do find a new job, it is usually poorly paid
and rather insecure. Analogously, Esping-Andersen (1999) argues that it is
not as difficult to keep one’s position in the labour market as it is to enter
the labour market at all.1

In macroeconomic terms, the effects of marginalisation on labour market
performance, economic growth and stability are also mostly negative:
the low employability of the marginalised labour force and diminished ef-
fective labour supply push up the level of “equilibrium unemployment”, ad-
versely affecting the economy’s non-inflationary growth.

Marginalisation, i.e. exclusion from labour market competition, becomes
most costly if coupled with increasing labour mismatch. Such “pockets of
unemployment” entrench themselves across geographical space and resist
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short-term active employment policy measures, because the increase in un-
employment is rooted in deeper structural factors – whether on the demand
side (unfavourable structure of the region’s industries, insufficient infra-
structure, etc.) or the supply side (a surplus of non-qualified or highly spe-
cialised labour) of local labour markets.

Growth in long-term unemployment, as well as prolongation of periods of
unemployment and, correspondingly, of the average duration of unemploy-
ment is signalling the establishment of a marginalised labour force in
the Czech Republic, too. An analysis is therefore needed to establish the ex-
tent of labour force marginalisation and deprivation, including the economic
costs and consequences.

This paper is organised as follows: First, in section 2 we deal with the sys-
tem of unemployment benefits in the Czech Republic to show the material
impact of unemployment and also to discuss its link with the system of so-
cial benefits and the emergence of the “unemployment trap”. Then, in sec-
tion 3, we look more closely at the typology of the unemployed. We go on to
analyse the impact of marginalisation on the mental, social and material
deprivation of unemployed individuals and families in section 4, which will
also contribute to the discussion on involuntary unemployment in the Czech
Republic. The final section provides a summary.

2. Unemployment Benefit Policy

Bison and Esping-Andersen (2000) consider the two factors that are most
decisive with respect to the material impact of unemployment. One must
first consider the position of the unemployed in the family and the fa-
mily’s other available resources. The material assistance that the welfare
state guarantees to the unemployed is another important factor.

Originally, the Czech system of income protection for the unemployed was
inspired mostly by the corporatist (continental) variant of the welfare state
– see (Esping-Andersen, 1990) for more discussion. In 1990 and 1991 the re-
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1 This corresponds with data obtained from a representative sample of the economically active
population in the Czech Republic: in the 18–24 age group, the proportion of persons with expe-
rience of unemployment is higher than one might expect given their short work career. The data
presented in this chapter was obtained from a panel of unemployed persons interviewed during
the first month after they had registered with selected labour offices in the Czech Republic (in
seven districts with different levels of unemployment). In all, 1,321 questionnaires were ob-
tained in the first panel wave (2000). Half of the respondents were men and half women; one-
-third of them possessed primary education, one-third lower secondary education and one-third
higher secondary or university education; one-quarter of them were below 25 years of age, half
between 25 and 45 and one-quarter over 45. This structure corresponded well to the overall
structure of the registered unemployed. The second wave was carried out after a lapse of 
6–8 months and involved 817 of the initial panellists (of which 43 % remained unemployed and
49 % were currently employed; the rest had left the labour market for various reasons), who
agreed to share their experience with unemployment and their life strategies. Our sample con-
sists to a large extent of people marginalised on the labour market: more than 60 % of the pane-
llists have been unemployed repeatedly, one-third of them were unemployed more than one year
before their current unemployment spell and half of them lost their last job within 3 months
after signing the labour contract. We tried to avoid selectivity in the return of questionnaires
by controlling the findings for individual educational categories (education proved to be a deci-
sive factor in the first research wave).
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placement ratio was 65 % of the net wage (and even 90 % in the case of col-
lective dismissals) and the duration of benefit provision was 12 months.

The transition recession and increasing unemployment resulted in an out-
look of high budgetary expenditure on unemployment benefits. This soon led,
as in other post-communist countries, to an inclination towards the Anglo-
-Saxon liberal model. Burda (1993) argues that, out of all the post-commu-
nist countries, this tendency was strongest in the Czech Republic. In 1992,
the replacement ratio was reduced to 60 % (50 %) of the previous net wage
and the duration of benefit provision was reduced to 6 months.2 After
6 months of unemployment a person could only claim means-tested social
benefits.

Growing external as well as internal economic disequilibrium led the go-
vernment to adopt measures to further reduce budgetary expenditures. This
mostly affected social spending and involved cuts in a number of social be-
nefits. Among other measures, the unemployment benefit replacement ra-
tio was cut in 1998 from 60 % to 50 % of the previous net wage (during
the first three months of unemployment), from 50 % to 40 % (during the fol-
lowing three months), and from 70 % to 60 % (in the case of participation
in labour market training).

The Social Democrat minority government formed after the 1998 elec-
tions proposed a number of measures to increase the level of income pro-
tection for the unemployed. In the case of unemployment benefits, it gained
Parliament’s support in 2000 to raise the benefit ceiling from 1.5 to 2.5 times
the subsistence minimum for a single person.

At the same time, however, the entitlement criteria were tightened for
those unemployed who re-entered the unemployment registers repeatedly:
a minimum of 6 months of continuous employment was required between
registrations. The previously set replacement ratio was, however, not sub-
ject to improvements, while the other restrictions introduced in 1997, such
as cuts in child benefits and deceleration of benefit indexation, were only
temporary.

Despite these efforts, the material consequences of unemployment made
themselves felt within a very short period of unemployment. They strongly
influence the overall subjective perception of unemployment. It is worth
mentioning that it was precisely the low level of income during unemploy-
ment that led a great number of people to retire early in the second half of
the 1990s when unemployment was on the increase. Between 1998 and
2000, more than 1 % of the labour force chose early retirement each year.3

Finally, some minor changes were suggested by the government in
November 2003, which should come into effect in May 2004: the unem-
ployment benefit replacement ratio in the fourth month of unemployment
and afterwards will be increased from 40 % to 45 % and the unemployment

56 Finance a úvûr – Czech Journal of Economics and Finance, 55, 2005, ã. 1-2

2 Originally, the social benefit ceiling equalled 1.5 times the minimum wage. Between 1996 and
1999 it equalled 1.5 times the subsistence minimum level for a single person. This means, for
example, that the effective replacement rate for a worker with an average salary was definitely
less than half of his/her previous wage from the very beginning of his/her unemployment.
3 The government started penalising early labour market exits in 2001, mainly for budgetary
reasons, and their numbers have since fallen.
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benefit period will be prolonged for 9 months for people aged 50–55 and for
12 months for those aged over 55.

The Czech system of unemployment benefits can generally be considered
“strict”. It approximates the Anglo-Saxon model, even though unemploy-
ment benefit is calculated from the applicant’s previous wage. The unem-
ployed in the Czech Republic, therefore, could be assumed to be suffering
from a considerable degree of material deprivation.

It must be noted, however, that the social assistance system, which the un-
employed enter after 6 months of unemployment and which is grounded in
the concept of the subsistence minimum guarantee, makes it possible, for
example in the case of a four-member family, to accrue an income exceed-
ing the net average wage – see also (Flek – Veãerník, 2005) for discussion.

The growth in long-term unemployment can be explained by the gradual
accumulation of the pool of unemployed over time. They remain unemployed
partially owing to their low level of human capital and growing demand for
qualified labour (structural unemployment), and partially owing to a rela-
tively strong welfare state and the level of welfare benefits, which are com-
petitive with the level of attainable wages (the “unemployment trap”).4

No wonder that the unemployed appear to find the subsistence minimum
in some respects more important than unemployment benefits. In fact, not
much more than one-third of the unemployed in the Czech Republic receive
unemployment benefits.5 A number of them have never met the unemploy-
ment benefit entitlement criteria related to the applicant’s employment
record. In addition, the transition from unemployment benefits to social as-
sistance (the subsistence minimum) is quite fast, taking place within a mere
6 months.

3. The Typology of the Marginalised Labour Force

Low-qualified labour is at a greater risk of marginalisation (Table 1). This
concerns especially women, since their work career is discontinued by ma-
ternity and childcare (both can in a way be perceived as a type of hidden
unemployment). Elderly people and the disabled are also among the most
affected risk groups.6

While households with one member suffering from marginalisation (es-
pecially if he/she is a “breadwinner”) face serious problems, cases are not
unknown of households with both partners being marginalised. A relatively
high frequency of persons who have changed numerous jobs during the past
ten years, coupled with a short duration of their last employment between
the two periods of unemployment, indicate that many unemployed people
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4 Nonetheless, in our sample, almost all the respondents were highly critical of the insufficient
level of both unemployment benefits and the subsistence minimum.
5 According to the Ministry of Labour and Social Affairs, 45 % of the unemployed were receiv-
ing unemployment benefits in 2000. This figure dropped to 37 % in 2001 and remained the same
in 2002.
6 In the EU countries, the magnitude of LTU amounted to 41–76 % of total unemployment af-
ter 1989, having increased from a mere 12 % in the early 1970s and about 35 % in the 1980s –
see (Benoit-Guilbot, 1994) for more discussion.
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have become well acquainted with life without paid work. Leaving aside
fresh graduates and other persons without previous work experience, as
many as 61 % of our respondents share at least some experience of being
without paid work at some point in their work history before they enter
their current unemployment status. For 32 % of them it was a repeated ex-
perience (often the third one at least).

A major determinant of the incidence of unemployment in a person’s work
career is human capital, indicated by completed education. In particular,
unskilled manual workers with elementary education have been unem-
ployed repeatedly.7 Only 25 % of them were unemployed for the first time
at the time of the research. By contrast, in the category of university-edu-
cated panellists, only 13 % have faced repeated unemployment. In general,
highly educated people and public sector employees are at a much lower
risk of unemployment than others.8

Marginalisation is also associated with accumulation of unemployment
in certain types of households (Table 2). Double unemployment experience
(i.e. both partners unemployed) affected almost 30 % of our panellists’house-
holds to whom the question was applicable (i.e. the panellists had a part-
ner). Moreover, for half of these panellists the current unemployment ex-
perience was the third one at least. Such a proportion of unemployment
accumulation is high and marks a specific category of households (in most
cases, both partners have completed only elementary education, and they
often suffer from health problems).
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7 Workers with elementary education (unskilled labour) face the highest average duration of
unemployment. This group is also marked by the greatest variance in unemployment duration
and the greatest number of persons with outlying values of aggregate unemployment duration.
8 Calculations based on Labour Force Survey 2002 (4Q), Czech Statistical Office.

Total long-term Incidence of LTU Structure
unemployed in the category of LTU
(>12 months) of the unemployed (in %)

(in %)

Men 82,600 50.3 43.9
Women 105,600 50.1 56.1
Primary education 60,500 66.9 32.1
Lower secondary 84,900 48.9 45,1
Higher secondary 39,100 40.9 20.8
University education 3,700 24.5 2.0
Up to 19 years 8,500 32.1 7.1
20–24 years 25,600 38.5 17.7
25–29 years 25,700 45.3 15.1
30–39 years 44,500 53.6 22.1
40–49 years 44,300 59.1 20.0
50 years and over 39,600 58.8 18.0
Disabled 26,200 72.0 13.9

Total 188,200 50.2 100.0

Source: Czech Statistical Office; Labour Force Survey for 2Q 2002; own calculations

TABLE 1 Long-term Unemployment (LTU) in the Czech Republic
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The increased risk does not limit itself to “nuclear” families only. A higher
incidence of unemployment can be seen also within broader families of long-
-term unemployed (31 % of parents and 34 % of brothers and sisters of
the long-term unemployed under 35 have experienced unemployment as
well). This exemplifies the homogeneity of the social backgrounds of
the long-term unemployed respondents in our panel.

The high concentration of unemployment within the broader family ty-
pically concerns those who are themselves exposed to the highest risk of
unemployment. 20 % of respondents with merely elementary education and
no further vocational training stated that their children had experienced
unemployment too. In the case of their parents and brothers/sisters the pro-
portions were 25 % and 30 % respectively.

By contrast, university graduates reported zero unemployment among
their children. 20 % of them reported a history of unemployment among
their brothers and sisters and 10 % among their parents (all the percen-
tages above were derived from the relevant baselines – for example from
the categories of respondents with economically active children, brothers
and sisters or parents respectively).

4. The Impact of Marginalisation on Labour Force Deprivation

According to Clasen et al. (1998), unemployment brings about a decline
in self-respect, social isolation, loss of a person’s social bonds, disintegra-
tion of the time structure of everyday life and further negative effects on
one’s personal and family situation.

As evidenced by Oswald (1994) or Gallie, March and Vogler (1994), a num-
ber of unemployed greatly feel the accumulation of disadvantages to which
they are exposed on the labour market and which affect their lives and life
prospects. The degree of social deprivation resulting from unemployment
goes hand in hand with the degree of stigmatisation. The absolute level of
these adverse unemployment consequences varies in different environments.

4.1 Social and Mental Deprivation: Evidence of Involuntary
Unemployment

Our research findings for the Czech Republic suggest that the subjective
feelings of social deprivation, stigmatisation and health deterioration are
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TABLE 2 The Typology of Affected Households
(per cent of respondents with a partner)

Respondent lost a job more than once before. Respondent lost a job more than once before.
Partner doesn’t have a steady job. 10 % Partner has a steady job. 32 %

Respondent lost a job at least once before. Respondent lost a job at least once before.
Partner doesn’t have a steady job. 10 % Partner has a steady job. 16 %

Respondent lost a job for the first time. Respondent lost a job for the first time.
Partner doesn’t have a steady job. 5 % Partner has a steady job. 27 %

Source: data on a panel of households affected by unemployment in seven districts of the Czech Republic
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still less marked than in most EU countries. Only a minority (about 15 %)
of our respondents stated that their health and social bonds had deterio-
rated. At the same time, however, more than half of them reported aggra-
vation of their mental well-being over the course of their unemployment
(53 %) and, similarly, 60 % found unemployment more or less stressing.

The proportion of respondents who feel unemployment as a traumatic ex-
perience increases markedly with age (from 30 % in the 20–35 age group
up to 70 % among persons over 50). University-educated persons are more
resistant to unemployment-related traumas (for the most part, it is their
first encounter with unemployment, they have better prospects on the la-
bour market, their self-confidence is stronger, etc).9 The reported mental,
health and social problems, and mainly the subjective perceptions of 
respondents’ well-being during unemployment, strongly correlate with indi-
cators of material deprivation (which was reported by 82 % of the respon-
dents). Material deprivation thus appears to be the basic source of psycho-
logical trauma, as opposed to subjective social deprivation.

Considering, however, that more than half of the unemployed seem to be
traumatised by their unemployment to some extent, and assuming, in line
with Oswald (1994), that people prefer psychological well-being to trauma,
we suggest that our results provide some evidence of involuntary unem-
ployment (understood as those unemployed who would prefer work if avail-
able).10

Involuntary unemployment in the above definition does not necessarily
imply that all those affected are actively seeking a job. As evidenced by
a number of countries, many of them are discouraged or frustrated due to
a lack of vacancies, the psychological costs of job search and a low level of
self-efficacy due to increasing unemployment duration and unsuccessful job
search. This means that the discouraged unemployed do not actively seek
a job, but they would accept it if it were on offer.11

One might also argue that some of the unemployed might have been psy-
chologically deprived even before their unemployment started and, there-
fore, that this characteristic alone does not explain involuntary unemploy-
ment. Anyway, the most convincing argument of our study is not only that
60 % of the Czech unemployed feel stressed specifically due to their unem-
ployment status, but the psychological well-being of about one-half of them
further worsened during unemployment.

4.2 Material Deprivation

European countries’ experience from the 1980s shows that long-term un-
employment increases the risk of poverty and social exclusion (Hagenaars
et al., 1994), (Atkinson, 1998). For the most part, the unemployed are in-
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9 This somewhat contradicts Oswald’s (1994) results, who for the UK evidenced the highest de-
gree of unemployment-related mental distress among young people and also among highly edu-
cated respondents and provided well-founded arguments supporting such results (e.g. in terms
of the high opportunity costs of being unemployed for university graduates).
10 Oswald (1994) bases his assumption on the empirical evidence found for the US and the UK,
documenting much lower happiness of the unemployed as compared with others.
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deed destined to cope with the material deprivation associated with unem-
ployment. Gallie (1999) suggests that while the correlation between unem-
ployment and social exclusion of the unemployed has not been demonstrated
clearly enough, the effect on their economic deprivation is not negligible
and deserves greater attention than it has received so far. The situation in
the Czech Republic deserves even more attention, since households of
the unemployed are affected more severely by poverty than in other EU
countries (Table 3).

Income poverty in the general population and among the unemployed can
be compared internationally using data from the European Household Panel
(third wave, from 1996) and the Czech “Mikrocensus” (1996).

To measure income poverty among households of the employed and un-
employed, we use the index of poverty risk. The value of the index in Table 3
generally tells us how much higher the incidence is of poor people in a par-
ticular category of the population as compared with the average in the po-
pulation as a whole. Thus the figure 9.33 in the Czech case means that there
are nine times more poor people among those living in households where
the head of the household is unemployed compared to the total population.
For households consisting of employed people, the corresponding figure is
just 0.53.

While the risk of income poverty in households of the employed is fairly
close to the EU level, the risk of income poverty in households consisting of
the unemployed seems to be much higher in the Czech Republic. Actually,
about two-thirds of unemployed households in the Czech Republic are poor,12

which is the highest figure by comparison with other EU countries (only
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11 According to âervenka (2003), about 80 % of respondents considered a lack of jobs as the pre-
vailing reason for unemployment during 2000–2002. By contrast, only around 20 % reported
a lack of willingness of the unemployed to work.

Incidence
of poverty

Population total 7 % 17 % 17 % 12 % 16 % 19 % 19 % 16 % 22 % 17 % 19 %
Index/risk:
Employed 0.53 0.77 0.62 0.56 0.73 0.54 0.90 0.63 0.82 0.93 0.56
Unemployed 9.33 2.92 3.57 1.71 3.62 3.21 2.94 2.91 1.47 1.72 2.86
Pensioners 2.04 1.09 1.14 2.39 1.16 0.85 0.70 1.01 1.85 1.03 1.40
Other inactive 5.83 3.05 3.23 4.33 3.45 3.36 2.61 4.58 2.71 2.44 3.09

TABLE 3 Income Poverty in the EU and the Czech Republic
(in per cent of total population; index risk)

Source: (Zelen ,̆ 2001), adapted

Notes: ”Index of the risk of poverty” – the ratio of the poor in a given category to the poor in the population as
a whole; “Employed” – individuals who live in a household in which at least one member is employed; “Un-
employed” – individuals who live in a household in which at least one member is unemployed and none of
the members is employed. The poverty line was set at 60 % of median-equivalent income. This income was
computed using a modified OECD scale (the head of the household was assigned a weight of 1.0, other adults
0.5 and children below the age of 14 years 0.3).
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Belgium, France, Ireland and the UK recorded rates between 50 % and
60 %). By contrast, the general poverty rate is the lowest in the Czech Re-
public.

The vast majority of the unemployed in our panel spoke about aggrava-
tion of their financial situation during the period of unemployment (82 %).
Indeed, as Table 4 documents, there is a strong association between indi-
cators of material deprivation during unemployment and the respondents’
overall evaluation of life.13

Actually, the unemployed state that their households’ incomes declined
on average by 25 % as compared with the period when they had been em-
ployed. In order to assess the impact of this decline in income, we must re-
alise that 25 % of lost income represents, in a sample of low-income house-
holds with children (i.e. with income lower than 1.3 times the subsistence
minimum), almost all of their rent and energy budget or about 80 % of their
food expenses – cf. (CZSO, 2001).

The average income reported by unemployed households was approxi-
mately 1.3 times the subsistence minimum level. Over 40 % of the unem-
ployed declare that they live on an income below the subsistence minimum.
In relation to the average income of households with employed members
this represents slightly less than 60 %. In cases where unemployment takes
away the main source of the household’s previous income, however, the pro-
portion drops to as little as 47 % of the average income of employed house-
holds.14

The income impact of unemployment varies in line with the role of the un-
employed person in the family and the material assistance provided by
the state. In addition, it depends on the quality of human and social capi-
tal. This factor influences long-term accumulation of resources, including
income generated in periods of both employment and unemployment, as
well as individual prospects of finding a new stable job.

During periods of unemployment in those households in which the pre-
vious salary of the currently unemployed member used to be the house-
hold’s main income source, total family income declines sharply and is low
in general. This applies above all to households with children, both two-
-parent and single-parent ones.15 On average, these households’ incomes
drop to a level which only exceeds the household subsistence minimum by
about 10 %. In single-parent households it drops below the subsistence mi-
nimum level.

By contrast, a relatively higher income level during unemployment (com-
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12 The share of the poor in a category of the unemployed in a country equals the incidence of
poverty in total population multiplied by the risk index of poverty for the unemployed (in
the Czech case it is 7 % . 9.33 = 65.5 %).
13 To be more precise, Spearman’s correlation coefficient between overall evaluation of life in
unemployment and the question “How do you make ends meet?” is 0.470 (sign = .000). In the case
of the correlation between assessment of one’s purchasing power and evaluation of the overall
situation during unemployment it is 0.409 (sign = .000).
14 The monthly average net financial income in employed households in 2000 was CZK 20,254
(CZSO, 2001).
15 Considering the role of the breadwinner, this typically applies to middle-aged unemployed
people (26–45).
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TABLE 4 Financial Situation and Material Deprivation of the Unemployed
(in per cent of total respondents/unemployed)

Income below Household Makes ends Financial Income
the minimum income meet with situation suffices only

level of decline by great worsened for 
subsistence more than difficulties a great deal the cheapest

25 % things, or not
even for

the cheapest
food

TOTAL 42.5 52.1 26.8 41.7 42.5

SEX

Men 42.7 58.8 26.8 40.9 44.7
Women 42.4 47.0 26.9 42.3 40.7

AGE

Under 25 years 23.6 29.0 17.2 24.4 30.8
26 to 45 50.2 54.0 27.7 41.9 43.3
Over 45 years 44.0 66.8 33.6 56.4 51.1

EDUCATION

Elementary 50.3 42.5 31.2 44.8 54.9
Lower secondary 50.0 61.3 27.2 41.0 45.1
Upper secondary 33.0 53.6 26.4 45.2 33.2
University 11.0 40.5 11.3 18.0 22.6

BREADWINNERS’ ROLE

Main income 54.7 65.6 32.3 50.0 47.5
Same incomes 38.5 60.4 25.0 47.2 37.4
Supplementary income 36.7 40.2 24.9 40.3 39.2
No partner, family 31.0 40.0 24.5 30.4 45.6

LIVING WITH PARENTS

Lives with parents 29.0 35.8 20.2 26.7 34.3
Does not live with parents 47.3 58.1 29.6 47.5 45.8

TYPE OF HOUSEHOLD (EXCLUDING RESPONDENTS WHO LIVE WITH PARENTS)

Individual 46.3 67.4 32.7 54.5 34.5
Childless couple 34.7 67.5 28.3 51.7 42.0
Two-parent family 48.7 48.6 29.6 47.4 46.0
Single-parent family 69.0 56.9 40.6 53.1 56.3

DURATION OF UNEMPLOYMENT

Less than 1 month 37.5 41.7 19.5 37.0 37.8
1 to 3 months 38.6 45.7 22.4 39.7 38.7
3 to 6 months 39.9 52.6 28.8 39.5 40.0
More than 6 months 46.9 56.3 30.6 46.2 47.5

PARTNER’S UNEMPLOYMENT

Partner unemployed 60.9 65.2 30.4 53.6 53.6
Partner employed 41.2 51.4 24.6 40.5 41.7

Notes: The figures in bold are cases where the specific variables (percentages) displayed in the columns correlate
significantly with the qualitative variables in the first row (Spearman’s correlation, SL .05 or less).

Source: The data were obtained from 816 unemployed respondents. The relationship between income and the sub-
sistence minimum, as well as the figures on income decline, are based on the stated incomes of 660 un-
employed respondents.
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pared to the subsistence minimum) was found for the unemployed living
with parents (young people under 25), as well as those respondents whose
income served as a supplement to the income of the household’s breadwin-
ner (typically women living in complete families). When the subsistence
minimum is applied as a benchmark, this finding also applies to highly edu-
cated respondents, although their income in absolute terms declines sharply
during unemployment.

Our findings show that 75 % of the unemployed under 25 years of age live
with their parents.16 Parental support considerably relieves the material
consequences of unemployment, in terms of both additional income and ac-
cumulating financial savings. Considering that the young unemployed liv-
ing with parents benefit from shared board and accommodation, it is not
surprising that they find themselves much less financially deprived than
other groups.

In addition to the position of the unemployed in their households, their
human and social capital, as well as their ability to economise, proves to be
of key importance. While the sharpest absolute decline in income during
unemployment was found among the unemployed with higher educational
qualifications, it is the group of elementary-educated, followed by those who
have completed lower secondary education (vocational training), that have
the lowest absolute income during unemployment. The feeling of material
deprivation is also strongest among those unemployed individuals with ele-
mentary education.

While this can be a demonstration of secondary poverty resulting from
low social competence, equally important is the fact that non-qualified
workers have the poorest entitlements in the system of income protection
during unemployment due to their precarious position in the labour mar-
ket. Moreover, they are also likely to have the most limited financial re-
sources, such as savings, etc.

As the period of unemployment grows longer, the material deprivation of
the unemployed deepens. The replacement ratio is reduced after 3 months
of unemployment, and after another 3 months the entitlement to unem-
ployment benefits expires altogether. Moreover, temporary resources such
as savings are usually expended very quickly. It is worth mentioning, how-
ever, that, given the low replacement ratio, the material deprivation of
the unemployed is relatively high from the very initial stages of unem-
ployment and we therefore do not find a substantial influence of unem-
ployment duration.

It is also symptomatic that the income situation of those who eventually
found a new job has not much improved. In most cases, their income re-
mains below the level that prevailed prior to the unemployment. Leaving
other factors aside, this can be ascribed to the frequently occurring neces-
sity to incur debts during unemployment. However, decisive in this respect
is the fact that, as in the EU countries, the long-term unemployed often find
new employment in companies that offer lower wages, non-standard job
contracts (temporary or part-time jobs) and low job security.
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16 The unemployed under 25 years of age represent about 25 % of all unemployed individuals
in the Czech Republic (MLSA 2002).
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5. Conclusion

Labour market marginalisation due to long-term or frequently repeated
unemployment is strongly associated with both material and mental de-
privation among the major part of the unemployed. This supports the hy-
pothesis that involuntary unemployment is not negligible in the Czech Re-
public.

Welfare benefits are sometimes “voluntarily” accepted as an alternative
to low and insecure earnings. This happens not only because of their rela-
tively favourable level (this concerns just certain types of households and
low-wage workers), but also because of the seeming security that they im-
ply as compared with the risks brought about by temporary employment,
mainly via the secondary labour market.17 Indeed, passive strategies tend
to prevail, especially in the case of workers with low qualification levels,
despite the state of permanent deprivation to which they are exposed. This
is, however, more a consequence of the unemployment trap and welfare de-
pendency than a finding contrary to the involuntary unemployment hy-
pothesis.

Thus the adverse impacts of marginalisation need more policy attention.
First, labour force reproduction in terms of human capital and employabi-
lity is adversely affected. As a result, the efficiency of job search worsens
even in cases where the material deprivation of the (involuntarily) unem-
ployed increases.

Second, due to a high and still growing share of long-term unemployment,
the effective labour supply diminishes and “equilibrium unemployment” in-
creases.18 Wage pressures and inflation risks could therefore emerge and
threaten macroeconomic stability in spite of relatively high aggregate un-
employment. Restrictive economic policies are only partly sufficient to pre-
vent such pressures, since these would in turn hamper the economic growth
necessary to eliminate high aggregate unemployment. In line with the ar-
gumentation of Flek and Veãerník (2005) or Hurník and Navrátil (2005),
we therefore conclude that structural and institutional changes affecting
labour market performance are urgently needed.

Labour taxation should be lowered, especially with regard to low-earnings
categories. The benefit system should in turn create more incentives to re-
enter employment (i.e. to make benefits more conditional on job-search acti-
vity, diminish the universal generosity of the welfare system and create
some back-to-work financial incentives).

In addition, the scope of active labour market policies needs to be extended
to the most marginalised groups. Policy targeting, content and measures
have to be improved by adopting a more “activating” approach.

Finally, income support schemes (unemployment benefits and social as-
sistance benefits) should be better harmonised. Unemployment benefits
might perhaps be more earnings-related and the replacement ratio possib-
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17 Some of the unemployed clearly tend to supplement their social incomes by engaging in
the shadow economy.
18 These effects have been emphasised by, for example, Layard, Nickell and Jackman (1994) and
are in line with the argumentation of Hurník and Navrátil (2005).
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ly higher, especially in the case of accepting longer labour market training.
By contrast, social benefits should be more strictly conditional on search or
training activities and reward activity.
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The increase in long-term unemployment and the prolongation of periods of un-
employment signals the establishment of a marginalized labour force in the Czech
Republic. This paper considers the emerging marginalized groups in the Czech
labour market, and their social, mental, and material deprivation. A major deter-
minant of the incidence of unemployment in a person’s work career is human capi-
tal, indicated by completed education. Material deprivation is most severe in un-
employed-affected households with dependents in which the breadwinner’s income
has been lost. It is also severe in single-parent households. Overall, it is particu-
larly those in the non-qualified labour force who find themselves in a state of per-
manent material deprivation with respect to a high risk of unemployment. The ef-
fects of labour market marginalization on labour market performance are mostly
negative due to a diminished employability, and, as a result, declining effective
labour supply. A policy response should involve employment tax and benefit reform
and the extension of activating measures, mainly of those supporting employability
and human capital.
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