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Abstract 

The paper examines theoretical basis of labor market and social policy in connection to their development in 
conditions of the transition period in Bulgaria as a model containing common and specific features. The main 
characteristics and concepts of the labor market are discussed reflecting specific trends and explanations of 
the states of labor market. Labor market is scrutinized as a dynamic system and analyses and comparisons 
to other markets are made. Labor market policies on employment and unemployment are considered too as 
well as their importance in periods of economic and/or financial crises. 
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1. INTRODUCTION 

The political changes of the early 90-s of the twentieth century in Bulgaria lay the foundations for the 
development of a real labor market and major reforms in the hitherto existing social protection systems and 
the development of human capital. The transition from a centrally planned to a market economy in Bulgaria 
results in huge transformations in the ownership and structure of the national economy. These processes 
lead to a significant downturn in the functioning of the national economy. In these adverse economic 
conditions, the development of the labor market and social protection policies go through many turns due to 
the inconsistent policy of frequently changing governments and their different attitude towards policies on 
unemployment and employment. 

The rapid economic reforms in the late 90-s give reason most economists and politicians to accept that the 
transition period has ended and a functioning market economy is present. Acquiring the features of a 
developed market economy, the national economy receives opportunities for more complete integration of 
the current global economic and social processes. At the same time the opportunities for participation in the 
common European and global networks, schemes, different initiatives by which the efforts to overcome the 
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economic problems unite, expand. An access to new alternatives for innovative development of the social 
systems towards social inclusion, integration and cohesion, is also gained. 

The labor market is one of the markets of factors of production (along with the land market and the capital 
market). It is a specific mechanism for rational and efficient distribution and use of labor force for 
employment regulation. Economists use the term «labor market» as analytical tool in the search for answers 
to the questions: How to allocate income between individuals and households? Who determines the amount 
of payment for the work performed? 

The labor market is of crucial importance for the stability of enterprises, for economic and social development 
of the country, for the standard and quality of life. The labor market, as one of the main markets, has an 
important role for the sustainable economic and social development of each country and region, the standard 
and quality of life of the population. Its development and situation have a direct influence on the development 
of the organizations and population. As one of the main markets, its development and status are determined 
by that of others, but the labor market itself has an impact on them in one way or another. The normal 
functioning of the economy, its dynamics, structure and efficiency determine the labor demand in volume but 
also in structure, as well as the possible cost of labor. In a market economy, the organizations find and 
provide themselves with resources, including also human resources, through the markets and in accordance 
with the rules, norms, institutions and the strategies and policies applied by them. The population, its income, 
professional and career development are carried out depending on the mechanisms regulating the labor 
market and the management of economic activity and social life. 

There are various definitions of the labor market in the economic literature. The diversity of definitions is a 
result of the different perspectives the labor market is considered from:  

• Spatial aspect: the labor market is the place where buyers and sellers of labor meet and carry out the 
purchase – sale of «labor» (the hiring of labor force);  

• From an economic perspective: the labor market is the economic space where the persons seeking and 
offering work can meet and negotiate;  

• From an institutional perspective: the labor market is a system of legal norms, principles, institutions and 
organizations that define and regulate the relationship between the persons seeking and offering work. 

As an economic category, the labor market marks the combination of all economic relations that arise and 
take place in the interaction between hired employees and employers. The labor market is a place for 
meeting able-bodied persons in need of paid work and resource owners looking to hire labor force. Here they 
can conclude a sort of «a deal» between buyers and sellers of labor force, strengthened with the conclusion 
of an employment contract that regulates the working conditions, remuneration, working hours, holidays etc. 
The labor market is a special way to make contact between buyers and sellers of labor force. 

The formation of the labor market requires the presence of:  

• Physical persons who are willing to replace part of their free time for paid employment; 

• Physical or legal persons who are looking to recruit labor force with relevant professional training and 
qualifications for a particular job;  

• Institutional structure to mediate and regulate the relationship and interaction between persons seeking 
and offering labor force;  

• A specific infrastructure that helps the employees and employers to realize their goals and interests. 

The main characteristic of the labor market is related to the interaction between the supply and demand for 
work. The labor supply is the expressed will and ability of the able-bodied person to be hired at a certain 
level of remuneration and for a specified time. The aggregate labor supply is the sum of the individual supply 
and is determined by the number of able-bodied persons, the state of the economy, the labor productivity 
and work motivation. The labor demand is the expressed will and ability of the employer to hire a certain 
number of employees, who hold, in accordance with the requirements of the company, the necessary 
education and professional training. As in the demand for any other product, here should also be borne in 
mind that it is a question of solvent demand in terms of labor. This means that the employer assumes the 
responsibility and is able to pay an appropriate remuneration to its employees. The aggregate labor demand 
is the sum of the individual demand of all employers in the relevant labor market. The interaction of the two 
variables – the labor demand and the labor supply – determines the balance on the labor market. The 
competitive mechanism of this interaction is the one that determines the stability of the labor market. Main 
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role in the coordination of the plans of the persons seeking and offering labor force plays the labor cost. 

The economic process that takes place in the labor market affects the relationship between labor supply and 
demand in terms of content. On the one hand, this process starts with the search for job by the able-bodied 
person, and on the other hand, with the relevant activity of the employer – the company or organization. 
Once the two persons meet and negotiate the contractual terms of the employment, acceptable to both 
parties, an employment contract is entered. The service which the employee provides to the employer or the 
work itself is performed namely after the conclusion of the contract. 

The labor market is often defined as a set of legal norms, principles, rules, requirements, procedures, 
institutions and policies that assists organizations to find the necessary labor force, and the able-bodied 
population to find the desired job (position). It is the abstract place where a market of the production factor 
«labor» is carried out, where «the transaction between buyers and sellers of labor» is carried out. It exists, 
when there is real demand and supply of labor and the cost of labor is determined by the ratio between 
them. It is a sort of mechanism for distribution of the labor force or the current economically active 
population, regulator of its motion, determines the level of employment and unemployment and determines 
the cost of different types of work. 

When the unemployment is very high and creates a great social tension and significant human resources are 
not used, governments apply different policies to increase employment and / or to regulate the labor market. 
The last is related to the use of different measures and incentives, sometimes known as passive and/or 
active employment policy.  

The passive policy on the labor market includes measures of the government on the payment of 
compensation and unemployment benefits, the establishment and functioning of the institutions of the labor 
market.  

The active policy on the labor market includes measures, programs and plans aiming at getting the 
unemployed back to work, at their inclusion in the employment environment. 

In case of high rate of unemployment and economic stagnation or crisis, when the demand for labor is low or 
insufficient, governments often use different programs and measures in order to create temporary jobs. They 
are directed mainly to the long-term unemployed. In the first place, programs that create employment in the 
public sector and / or in the various activities of general benefit to society (cleaning, afforestation, etc.) are 
used. In this case, the used concept «jobs in the field of socially useful activities» means jobs that are 
opened in the field of the typical municipal activities such as: public utilities, development of public services 
in the settlement and the industrial areas, maintenance and protection of municipal property, environmental 
protection, maintenance and protection of historical monuments and sites, etc. In the last twenty years, 
similar programs are also known in business activities and organizations of real business. These are the so-
called subsidized programs or subsidized jobs. The inclusion of the unemployed in these programs is most 
often financed by the state budget (or other public resources) (providing basic salary, social insurance 
contributions to it, etc.). By these practically artificial job positions the unemployment reduces temporarily 
and the long-term unemployed are given the chance to return to employment (even for a limited period of 
time), income and social security. Such program in Bulgaria is the «From Social Assistance to Employment» 
program, which is in practice a system of private regional programs. 

In the policies on unemployment regulation and employment increase an important place is assigned to 
increasing the capacity, the potential of the employed and unemployed by means of training, education and 
qualification upgrade. By definition, «professional qualification» is training for initial and additional 
qualification, as well as retraining of people of working age out of the educational system for adolescents. 

The changes in employment and unemployment are also associated with the seasonality of production and 
many other activities that have a limited action during the year. The «seasonal work» concept is used for 
work that is performed during certain periods of the calendar year and is dependent on natural and climate 
conditions (construction, tourism, farming, etc.). 

The opportunities to increase employment and consequently to reduce unemployment grow with the 
increase of flexibility of labor, with work with a lower duration in terms of working time and labor contracts 
used, etc. In connection with this, the «part-time employed person» indicator is used. It includes any person 
who works under an employment relationship with working time that is shorter than the legally established 
time for that job or profession. 

The increase of the employment and the decrease of the unemployment are also possible by improving the 
activity and raising the entrepreneurial spirit of the working age population. Such form is self-employment, 
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individual work of people, the so-called freelancers, craftspersons. The «self-employed» concept refers to 
any person who works individually or in partnership with other individuals on their own account. 

Very often, the relationship between demand and supply of labor is mediated, carried out through different 
institutions (public or private). They carry out the socalled «Intermediary services» on the labor market, which 
include activities on information and employment of unemployed or employed persons seeking new job, as 
well as in organizing and conducting professional qualification. 

In periods of economic and / or financial crisis, of financial or market difficulties of individual organizations, 
the latter proceed to reduction of their staff, insignificant, more significant or mass dismissal of employees. 
The concept of «mass dismissal» means the action as a result of which for a period of one month an 
employer terminates the employment contracts of a significant part of the staff (e.g. of more than 50 
employees and officials for an enterprise with staff of more than 100 people, or of more than half of the 
employees of an enterprise with staff from 50 to 100 people). 

A number of other concepts, that characterize the complex and dynamic processes in the labor market and 
in the employment sphere of the population, are also used. 

2. LABOR MARKET CONCEPTS 

There are a number of concepts that reflect specific trends and explanations of the state of the labor market. 
In this regard, we hereby present some basic concepts that can explain to some extent the changes in the 
main states and transitions on the labor market. 

THE CONCEPT OF THE NATURAL RATE OF UNEMPLOYMENT 

This concept is often considered as a version of the modern development of the neoclassical theory. Its 
basis is the microeconomic neoclassical marginal productivity theory, as a transition to macroeconomic 
model of explanation and analysis of unemployment is gradually conducted. That is why it is often 
associated with the monetarism and, of course, with its most typical representative, Milton Friedman 
(Volfgang, 1996a; Dulevski, 1992a). 

According to the classical theory of marginal productivity, the employment in the company is appropriate until 
the moment when the marginal revenue of the labor product exceeds the marginal labor costs. If the 
payment is larger than the revenue, the employer conducts job cuts and terminates the employment. These 
job cuts will continue until the payment equals the marginal revenue from the labor product. Such 
equalization is obtained at the point of equilibrium of the relevant labor market. 

In the concept of the natural rate of unemployment, an aggregation at macroeconomic level is conducted, 
assuming that all labor markets in the economy are in a state of equilibrium. It is characterized not so much 
by the level of nominal payment, but above all by the amount of actual payment. From here, it can be 
concluded that in equilibrium between all labor markets and the corresponding level of actual payment only 
one typical level of unemployment exists, which is defined as a natural rate of unemployment. According to 
this concept, if the level of actual payment remains above the equilibrium and a policy on reducing 
unemployment is conducted under these conditions, all this will lead to inflation. At the core of the concept of 
natural rate of unemployment lies the idea of the connection between actual salaries, unemployment rate 
and inflation. The natural rate of unemployment is therefore defined also as the only level that is compatible 
with the price stability. Under other equal conditions, the level of actual payment, balancing the labor 
markets, provides price stability, and the corresponding unemployment rate is defined as a natural extent of 
this phenomenon. Deviations of the actual level of unemployment from the natural are a result of the 
imbalance in the labor market. 

The idea of the natural rate of unemployment is sometimes associated with the targets, set by many 
countries after the Second World War to reduce unemployment to its friction level. This also changes the 
perceptions of full employment of the labor force and implies a certain level of unemployment. That is why 
the supporters of this concept believe today that it is namely the natural level of unemployment that is the 
criterion of full employment, as we can see a convergence between the natural and frictional unemployment. 
The natural rate of unemployment, as determining the full employment, is subject to continuous dynamics in 
respect to the precise assessments. Today it is very difficult to offer adequate and secure methods for its 
precise assessment. 

The concept of the natural rate of unemployment is another confirmation of the influence of the 
neoclassicism on the economic thinking and economic policy, when the inflation is actually a serious 
problem. Nevertheless, there is no country that does not target price stability. This is undoubtedly also 
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related to the employment and unemployment policy that provides this stability. 

THE CONCEPT OF KEYNES FOR AGGREGATE DEMAND 

The examined versions of the neoclassical concept suggest that there are a sufficient number of job 
vacancies in the economy, which could be taken by the unemployed. The problem is only in the adaptation 
of the remuneration of these jobs to the level, clearing the labor markets. Here we do not discuss the lack of 
the required number of jobs that correspond to the number of job seekers. All the other conditions in the 
economy except for the level of payment are rather taken for permanent and corresponding to the given 
hypotheses. This is perhaps the biggest disadvantage of the neoclassicism, due to which it is often and 
reasonably subject to criticism. 

The first serious blow against the dominant until the mid-30s neoclassical idea is struck by John Maynard 
Keynes. In his «General theory of employment, interest and money», Keynes simply destroys the idea of the 
imbalance in the labor markets as the main factor and reason for unemployment (Volfgang, 1996a; Dulevski, 
1992a; Terziev, Arabska, 2014a). The facts and reality of the global crisis, which even simpler analysis is 
sufficient to be a counterpoint to the neoclassical idea, are of course in support and service of Keynes. That 
is why the large contribution of Keynes should be also considered in terms of time and objective 
circumstances that created sufficient conditions for challenging the dominant economic thinking by that time. 

The main thesis of Keynes is that the insufficient demand does not provide the necessary number of jobs in 
the economy, regardless of the level of payment. Such situation does not encourage investments and 
opening of new job positions. Under the conditions of insufficient demand and lack of clear economic 
perspective, the owners of capital would prefer other forms of their investment, rather than investments and 
opening of job new job positions. In such global economic depression, the change of the interest rate has no 
significant impact on the investment intentions. Keynes denies the possibility of reviving the economy solely 
by adjusting prices and the amount of interest to the situation on the markets for commodities and capital. He 
sees the creation of stimulating conditions for the economic development in the rational use of other levers, 
such as taxes, expenditure and monetary policy. Fundamentally, this marks the beginning of a new era in the 
economic thinking. From that moment, the employment policy is more and more closely associated with the 
modern concept of managing demand. 

If the holders of wealth have pessimistic expectations about the economic future and the change of prices 
and interest rates do not stimulate an increase in investment and production, the state should take economic 
intervention by macroeconomic policy of demand regulation. Thus, the macroeconomic stimulation will cause 
an increase in the aggregate demand, followed by increasing investments and production and eventually by 
increasing employment. This will logically lead to a reduction in unemployment. 

This is in short the basic logic of the concept of Keynes, which becomes dominant in the economic thinking 
and policy since the mid-30s . Even the majority of economic levers for government are often associated with 
the Keynesianism. For example, many of the elements of the social payment that the neoclassicists object 
so strongly are considered appropriate mainly based on the Keynesian logic. Unemployment benefits, free 
food vouchers, medical care, employees' compensations, etc. are an addition to the inadequate consumption 
and contribute to a certain softening of the downward trend of the business cycle. Unlike the neoclassicists 
who support the flexible payment, Keynes stands for the idea of fixed salaries, without admitting their 
downward change. 

It can be reasonably stated that several decades after Keynes many countries followed quite strictly his 
ideas in the form of official state employment policy. There were even significant changes in the legislation 
that were in line with the economic strategy. For a certain period, the results were quite encouraging, as the 
unemployment was really kept to a minimum. However, in the following decades the development of the 
unemployment has become a sobering indicator of the general enthusiasm of the Keynesian idea. This does 
not downgrade the Keynesian theory at all, but rather proves that every idea is adequate for a certain period 
of time and that the actual development is rather reflected in the constant changes. 

A general conclusion can be made for the main differences between the neoclassical concepts and the 
concept of Keynes on unemployment. The main reason for unemployment according to the neoclassicists is 
the imbalance of the individual labor markets as a result of higher payment level than the one on the market. 
That is why they support the strategy of reducing the payment to clear the market, i.e. until reaching their 
equilibrium. For them, the mechanism of the labor market is identical with the mechanism of other markets. 
By assuming the flexibility of the social payment, the neoclassicists support the restrictive mechanisms for 
access to social protection and the need to reduce the level of its individual parameters. By supporting the 
idea of payment reduction, they do not pay great attention to the consequent reduction of the individual well-
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being and the possibilities for deformation in the distribution of income. 

For Keynes the main reason for unemployment is rather the insufficient demand in the economy, than the 
imbalance in the labor markets. The regulation instruments are primarily the fiscal and monetary policies that 
have to create incentives for consumption, investment, production and employment. Here comes the 
question of the maintenance of the individual income and fixed payment. Keynes believes that the payment 
is not the primary lever for regulation, thus denying its reduction as a means of unemployment regulation. 
The reduction of payment leads to further stagnation in the demand and thus the problem of unemployment 
is multiplied. 

In both models, deficiencies can be found when trying to apply them in their original form. For example, in 
the neoclassical model a specific level of payment should be established, which clears the market and put it 
in balance. The contradiction in the logic of such type of assessments is known as a critique of the 
Cambridge school. It consists of the impossibility to achieve an exogenous assessment of the equilibrium 
market level of payment, as it appears in the model as an endogenous quantity and reaches the problem of 
cyclicity. 

This is the biggest problem in the Keynesian model. On the one hand, the optimal level of full employment is 
regarded as set and on that basis, the insufficient demand is proven. On the other hand, the model aims to 
reach the optimal level of employment using given variables. The problem of cyclicity appears again. In both 
models, the exogenous explanatory variable is absent. The neoclassical model does is present a way to 
accurately determine the equilibrium market level of payment. In the model of Keynes, there is no possibility 
for a precise assessment of the optimal level of full employment, respectively unemployment. In the absence 
of the necessary exogenous variables, the models create endogenous circulations with logical 
contradictions. 

THE CONCEPT OF STRUCTURAL UNEMPLOYMENT 

Keynes's ideas have found wide application in the macroeconomic policy on employment and 
unemployment. Perhaps until the end of the 60s in most countries with developed market economy the 
dominant macroeconomic strategy is related primarily to demand stimulation. However, if up to the 50s the 
practical application of these ideas shows sufficiently satisfactory results in terms of the regulation of 
unemployment, in the 60s and especially in the 70s new previously unknown tendencies in the development 
of this phenomenon appear. For example, the creation of new job positions remains constant, but at the 
same time, the unemployment grows, and according to the model of Keynes, it should go down. A 
pronounced differentiation between the unemployment rates in the different population groups appears. 
Significant differences are observed in the different regions, which cannot be countered even by the 
increased mobility of the labor force. 

While the employment is still strong in some groups of employees, in other groups the fluctuation of labor 
grows rapidly. Those who are affected more often by the unemployment appear to be young people, women 
and minorities. At the same time, the state continues to stimulate the effective demand and the opening of 
new job positions. 

The objective economic reality already requires a new explanation of the phenomenon of unemployment and 
it comes in the form of the concept of structural unemployment. According to supporters of this concept, the 
increase of the unemployment in the 60s and especially in the 70s is a result of the structural changes in the 
economy. This is a period of an intense not only technical, but mostly technological rearmament and 
redistribution of the main capital in sectors and regions. The structural changes in the economy require new 
qualification of the employees in accordance with the level of the physical capital. However, it is available 
only for a certain part of the labor force, which is also characterized by high resistance to employment. The 
other part seems to have a limited educational and qualification background and is preferred by the 
employers under the new conditions. A structural unemployment appears as a result of the discrepancy 
between the qualification of the labor force and the demands of the physical capital. The main reason for the 
structural unemployment is considered primarily to be the technology that most developed countries have 
introduced in the 60s and especially in the 70s of the last century. Their historical development since the late 
50-s is characterized by a subsequent period in which the development of the physical capital is ahead of the 
development of the human capital. This leads to serious problems not only for the wage labor, but also for 
the efficient use of the capital. This development is also a lesson for the countries, which are on the path of 
market economy in connection with the risk of underestimating the human capital at the expense of the 
physical (Volfgang, 1996a; Dulevski, 1992a). 

The critics of the concept of structural unemployment support the opinion that the technological changes 
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primarily affect the additionally created job positions in the economy and cannot explain the general 
tendencies of employment and unemployment. The followers of the concept support the complex impact of 
the technological changes, which has led to significant changes and requirements to the alreadycreated job 
positions. They believe that the insufficient demand is now a less of a problem compared to the problem of 
the structural imbalance in the labor markets, which is why they do not accept the underlying 
macroeconomic policy for demand stimulation. The decrease of the unemployment in such situation can be 
achieved through intensive programs for training and retraining in order to adjust the structure of the labor 
force to the fixed capital. The structural discrepancy can be overcome by creating opportunities for greater 
labor mobility of the labor force. Therefore significant improvement of the information on job vacancies and 
their specifics, expansion of the capacity and possibilities of the labor offices and the other intermediate 
units, stimulating policy for redistribution of jobs, etc. are needed. 

The concept of structural unemployment, like the Keynesianism, is reflected in the employment and 
unemployment policy. Furthermore, the two concepts lie in the basis of the combined approach of 
conducting such policy, which suggests that along with the stimulation of the aggregate demand an 
implementation of targeted programs for vocational training begins as well. Thus another concept of 
unemployment with an indisputable influence on the government policy shows up on the real economic 
scene in the late 50s and especially in the 60s. 

THE CONCEPT OF DUAL LABOR MARKET 

Each of the concepts of employment discussed here is interesting and largely backed with arguments, as it 
is a reflection of objective historical realities in the development of the economy and the labor markets. 
However, none of them gives a comprehensive and reliable response to the phenomenon of unemployment, 
without any substantive counterarguments. To be more precise, the concepts are logical enough in terms of 
explaining the phenomenon of unemployment, but only based on certain conditions and limitations, which 
often differ from the economic reality. 

Another theoretical step is necessary to build a bridge between the undeniable logic of all previous concepts. 
This step is often associated with the concept of a dual labor market. It accepts the real existence of two 
separate and distinct labor markets. The labor force mobility is present in every one of them, but it is 
extremely limited between the two markets (Volfgang, 1996a; Dulevski, 1992a). The two main markets 
operate in a «dual economy» and are differentiated primarily based on two features:  

Тhe characteristics of the job positions;  

Тhe characteristics of the individual employees.  

Today, they are known as primary and secondary labor market. 

The primary sector or market operates on those principles, which are typical for the domestic labor market. It 
is characterized by better working conditions, higher payment and job security. Development is under the 
principle of internal promotion and protective barriers exist against the possibility of entering of labor force 
from the secondary sector or the foreign market. The employees admitted from the secondary sector in this 
market are usually low-skilled and take jobs only if there are no other candidates for them from the primary 
sector. The jobs in the primary labor market are highly demanding in terms of qualification of the labor force 
and at the same time create adequate conditions for its continuous improvement. 

The secondary market is characterized by much lower qualification and skills requirements of the labor force. 
In addition, the opportunities for retraining that it provides are smaller and the turnover is very high. Usually 
the trade union influence is weak and the employers have sufficient market power to appoint or release 
employees, depending on their own interests. The labor discipline is generally lower than the one in the 
primary sector. As a result, the payment in the secondary sector is lower, there are worse working 
conditions, there is no employment guarantee, while the turnover is high. This is a market for low-skilled and 
mass work, which also develops certain employment discrimination. This is the market where the most 
discriminated demographic groups, such as young people, minorities and part of the female population, most 
often seek their livelihood. 

The supporters of the concept of dual labor market offer a differentiated approach in the analysis and 
explanation of the unemployment in the two specific sectors or the labor market. For explanation of the 
unemployment in the primary market, the Keynesian concept of insufficient demand is most widely used. In 
the analysis of the unemployment in the secondary market, the concept of structural market imbalance is 
more widely used. Among the arguments here is the high turnover, as well as the highest rate of 
unemployment in low skilled or unskilled labor, etc. This allows the employers in the secondary market to pay 
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relatively low salaries, as the people in the secondary market are more limited to find a job in the primary 
labor market. 

The concept of dual labor market offers two main economic recipes to reduce unemployment under the 
characteristic duality of the markets. The first concerns the funding and promotion of public vocational 
training programs in order to acquire the necessary qualifications and skills of production by the employees 
in the secondary labor market. The second is associated with the state policy, conducted in order to alleviate 
the conditions and increase the possibility of transition from the secondary to the primary labor market. 
Depending on the specifics of both sectors, the concept also suggests the use of some of the main levers, 
typical for the Keynesian concept and the concept of structural unemployment. 

3. LABOR MARKET AS A DYNAMIC SYSTEM 

The labor market is a dynamic system in which the supply and demand for labor, hired people and 
employers interact. Main components of the labor market are the supply and demand for labor force, of 
labor; labor, labor force; labor cost; competition between demand and supply of labor. Subjects of the labor 
market are the employers and their representatives; the workers and employees and their representatives 
(professional and / or trade unions); the state and its authorities (the Ministry of Labor and Social Policy and 
its bodies – agencies, Directorates, etc. directly related to the labor market). 

The labor supply is determined by the expressed will and ability to work of the able-bodied persons with 
certain quality characteristics over a certain period of time at an appropriate level of remuneration and other 
conditions. We can distinguish aggregate and individual labor supply. The first is determined by the number 
of able-bodied persons in the country, the economic development and its ability to create jobs, the level of 
education and vocational training, the level of remuneration, the existing mechanisms of taxation of the 
population, work motivation, etc. The individual labor supply is determined by the decisions of the household, 
its size and structure, the level of income and the spare time cost, the willingness of the individual for 
professional realization, self-affirmation and respect. 

The labor demand is defined by the expressed will and ability of the employers to hire labor force with the 
appropriate quality and other characteristics, in accordance with the needs of the organization for newly 
established or a temporary jobs or positions. The aggregate labor demand is determined by the development 
of the economy, the business environment, the nature of the economic growth and the level of 
competitiveness and productivity, the level of remuneration, etc. Each employer, each organization 
determines individually its labor demand in accordance with the objectives and the strategy of its 
development, the level of efficient use of the already hired labor force, its investment and marketing strategy, 
financial situation, policy and investments in human resources, etc. 

The institutions of the labor market are organizations, units or individuals which connect in one form or 
another those who seek labor force (the employers) and those who offer labor force (the able-bodied 
persons).  

Labor force (the economically active population) are the persons at the age of 15 or older and over who 
invest or offer their labor to produce goods and services. This includes both the employed and unemployed. 
They are the main actors in the labor market and determine the size and structure of the labor supply. 

There are different definitions of the terms "employed" and "unemployed". Some of them are commonly 
accepted within the International Labor Organization; others are used in the study of the labor market and 
population censuses, third are adopted in the system of public employment services. The accepted 
definitions determine the size and structure of the total employed, unemployed and economically inactive 
persons.  

According to one of the definitions, employed are the persons (at the age of 15 or older) who work under an 
employment contract, are hired to do a certain job for remuneration or work independently in order to receive 
income in cash or kind. 

Unemployed are the persons (at the age of 15 or older) who are able-bodied, do not work, do not receive 
income from employment, and are actively looking for work. According to the specific (special) legislation 
(Employment promotion act), unemployed person is any physically or mentally fit for work person who is not 
employed, not retired (for length of service and old age), is not included in professional training courses or 
any of the subsidized employment programs, is registered in the labor office by registered address 
(permanent or current address) and is actively looking for work. 

The level (rate) of unemployment is measured and characterized by the economic activity. It is determined 
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as the ratio between the number of unemployed persons and the economically active population. The larger 
the number of unemployed persons, the more reduced the economic potential, the country's labor force, 
limiting one of the most important resources. That is why the increase in employment is one of the most 
important goals in the macroeconomic policy of any government, as well as in the strategy of the European 
Union. Employment is characterized by rate (level) of employment, which is determined by the ratio between 
the number of employed persons and the number of people aged 15 and older. The increase in employment 
is associated primarily with the development of a competitive and efficient production, but also with an 
increased access to employment for all population groups, with a reduction of employment in the «gray» 
economy, economically inactive («discouraged» and others) and unemployed and mainly of the so-called 
«long-term unemployed persons», sometimes representing a considerable part of the unemployed persons. 
This group increases the «cost» of unemployment, leads to poverty, social isolation and other negative 
social trends. 

Under the national legislation, long-term unemployed are the persons (unemployed) maintaining permanent 
unemployment registration in the labor offices for a period over 12 months. Analogical to it is also the 
indicator for average stay in unemployment, which characterizes the situation of the labor market, the degree 
of incompatibility between demand and supply of labor, in general and in the relevant labor markets. 

One of the most important characteristics for the definition of the status of the unemployed person is that 
they are looking for employment and is ready to start working. For this purpose, the index «person who is 
actively looking for job» is used. As such is determined any person who visits employers in relation to 
employment, does not deny meetings with employers, organized by the public employment services (labor 
office). 

The labor supply is generally directed to an appropriate job search. Under the current Employment 
promotion act in Bulgaria, an appropriate employment is the one that corresponds to the degree of 
education, training, health, gender, age of the person and is located in the same location or within a certain 
distance of it (for example at a distance of up to 30 km), provided that there is suitable public transport. This 
definition of appropriate job is valid for the unemployed persons who are such to 12 months after this period, 
i.e. for the long-term unemployed – any job that corresponds to their state of health is deemed appropriate. 

4. LABOR MARKET PECULIARITIES 

The labor market is a specific market and despite its relative autonomy, it is similar in many aspects to both 
the factors and the product market. The relation of the labor market and its interaction with the product 
market (the market of goods and services) can be illustrated as follows. Households cause the demand for 
goods on the product market and the labor supply on the labor market. Business causes the supply of goods 
and the labor demand. The interaction of supply and demand on the market of the product markets 
determines the price level and production; the interaction between supply and demand on the labor market 
determines the level of payment and employment. 

In many respects, however, the labor market is a specifically functioning market, which is different from other 
markets. The main reason lies in the nature and characteristics of the product that is demanded or supplied 
on the market – «the commodity» of labor. In the labor market, the employer comes to an agreement with 
the employee about the service that they wish to be performed. For the performed service, the employee 
receives a certain amount of money that is agreed in the process of negotiation. From here we can draw the 
conclusion that „the commodity” that the employee offers on the labor market is connected with their abilities 
and skills to work, thanks to which, under certain conditions, time and remuneration the performing of one 
service or another for the employer is possible. Therefore, what is bought and sold is the labor service, not 
the human capital. People's abilities, the human capital are inseparable part of the employee, i.e. of their 
owner. The specifics of the «commodity» that is «sold» on the labor market lies namely in that. Subject of the 
transaction, concluded on the market, is not the employee (the human capital), as this would mean their 
conversion into a commodity (as it was in the period of slavery), but their ability to work that the employer 
uses to achieve their objectives – income, profit. By providing their knowledge, skills, creativity, the individual 
provides at the same time a service to the employer for a certain price. In this sense, we can say that what is 
offered on the market are labor services. In the same sense, the concept of work is used hereinafter, i.e. in 
the meaning of labor service. 

The labor demand also has its features that distinguish it from the demand for other goods. What is specific 
here is that the employer is not looking for a consumer disposable, but for a commodity as a production 
factor that is durable. That is why both the assessment of the condition of the current labor force and the 
assessment of its future development opportunities are important for them. The impact that the employee 
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may have on the production efficiency and the results of it – the income and profit of the organization – is of 
great importance for the employer. The employer is not interested in the adaptability of the new employee, in 
their ability to join the team and their possible contribution to the development and enrichment of the 
corporate culture, for the improvement of the profile of the company, etc. 

The duration of the labor relations is another feature that distinguishes the labor market from the other 
markets. As far as the employee is employed for a long period, the employer needs to invest in their training. 
In order not to suffer a loss from the return on invested funds, the employer aims to retain the employee as 
long as possible. The employee is also interested in the duration of the labor relations, as they get used to 
their obligations, to the team, the security and preferences provided by the company. This implies a greater 
opportunity for return on investment for increased productivity of higher skilled jobs for which they have 
contributed to (Volfgang, 1996a). 

Differences between the labor market and other markets are also present in relation to the suitability of the 
preliminary information. For the employee they are expressed in the discrepancy between the previously 
agreed and the actual working conditions and remuneration. For the employer they consist in the 
discrepancy between the preliminary assessment of the qualities of the employee and the actual ones. This 
is one of the reasons for the application of probation, during which it may be assessed whether the 
preliminary agreed by the employer labor cost and the real labor cost match, and if necessary, the relevant 
adjustments are made. 

Another feature of the labor market is the existence of organizations of employees and employers. When 
negotiating, the employee and the employer reach an agreement that is largely dependent on the balance of 
power of the trade unions and associations of employers. Unlike other markets, a specific legislation is 
typical for the labor market. Many of the clauses in the collective agreement are regulated and preliminary 
approved by the labor legislation: the working conditions and working hours, minimum salary, holidays, 
vacations, etc. 

The labor market is under a strong state intervention by the implemented measures and programs under the 
active and passive policies. The state also intervenes in case of severe social problems on the labor market 
– low social security, labor discrimination, poverty, unhealthy labor conditions, etc. Most often, the social 
conflicts and tension in the country are related to problems on the labor market. 

The above stated does not exhaust the specifics of the labor market, but still give a certain idea of its 
versatility and complexity. If we want to summarize, we should stress that all these specifics are 
interconnected with the nature and features of the specific «labor» commodity, i.e. with the object of the 
«purchase – sale» on the labor market (Bogdanova, 2018a; Bogdanova, 2017a; Bogdanova, 2016a; 
Bogdanova, 2015a; Bogdanova, 2011a; Terziev, Dimitrova, 2018b-d; Terziev, 2018e-i; Georgiev, 2016b; 
Terziev, 2018j-k). 

5. CONCLUSION 

The adequacy and the timeliness of the pursued policy are crucial for the effective support of the changes in 
the parameters of the labor market and for the economic development. The tracking of the delay of the 
effects and the changes in its duration should not be overlooked so that preventive measures for a timely 
response can be developed. 

The shortening of the period in which the effects of the modern crisis are transferred to the labor market, 
respectively to the labor demand, reflects not only the degree of elasticity of the labor demand in relation to 
primary markets, but also the flexibility of the implemented policies. This fact brings in the focus of attention 
the flexibility of the labor markets and the opportunities (through its improvement) to enhance the mobility 
and the adaptability of the workforce to the rapidly changing labor demand. 

Regulatory regimes have a certain influence on the development of the basic parameters of the labor 
market, but in general their impact, and that of specific policies in the labor market for the activation of the 
labor resources, for providing employment and a better labor adaptation of the workforce have effects with 
limited opportunities regarding the balancing of the demand and supply of labor (Terziev, Arabska, 2014a). 
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