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Preface

This is the first of a new series of Labour Market Papers, based on work of the Labour
Market Policies Branch of the ILO’s Employment Department. The papers are intended to present
the results of original research and policy work in member countries, and are intended to stimulate
debate. As such, they do not present official views of the ILO, and it is the firm intention to ensure
a wide range of views and perspectives consistent with the ILO’s values and objectives. This
commitment is essential in the sphere of labour markets, since the current era is one in which most
views are under challenge.

With growing labour market flexibility, more open economics and the internationalization of
production, the nature of labour markets is evolving with both exciting potential and worrying
uncertainty. The Labour Market Policies Branch has been established to address those issues and
explore ways by which personal security, flexibility, distributive justice and dynamic efficiency can
be promoted by institutional mechanisms that are acceptable to representative groups of employers,
workers and elected governments.

One area of high priority is enterprise restructuring and in particular the changing character
of labour market and employment practices of firms. We will be giving a great deal of attention to
the issues raised by the efforts of enterprises to respond to pressures induced by "structural
adjustment" policies, by new technologies and by new managerial options. As Alfred Marshall, the
nineteenth century economist often described as the father of modern economics, put it -- If you want
to understand labour markets, go into the factory.

This paper is one of a series derived from the on-going Russian Labour Flexibility Survey,
which itself is one of a growing number of enterprise surveys the Branch is implementing around the
world. Indeed, it is a collaborative effort with the ILO’s regional "multidisciplinary teams" and with
the Statistics Bureau, most notably. Yet enterprise restructuring in the Russian Federation in 1994
has a more dramatic context in most parts of the world. Labour market reforms in Russia deserve
very high priority, and the international community needs to give greater assistance than it has been
able to give so far. The labour market reforms recommended at the conclusion of this paper may
seem modest, yet they could have considerable potential for improving production and employment
restructuring and for inducing a greater sense of dynamic efficiency.

Interested readers may wish to let us know if they would like to receive copies of our Labour
Market Papers on a regular basis. Comments and constructive suggestions would always be
welcomed.

Thanks are due to many people, notably Dr. Tatyana Chetvernina, Director, and Pavel
Smirnov, of the Centre of Labour Studies, Institute of Economics, Russian Academy of Sciences, and
to Léaszl6 Zsoldos. Officials in Goskomstat of the Russian Federation and the Russian Federal
Employment Service were extremely cooperative.

Guy Standing
November 1994.



«



AN o

Table of Contents

INErOAUCLION cererererernneerseaneessssnsssssississssnssssessssssssanssstasanssassessssssansasssneses 1
The Labour Market and Economic Background.......ce.cccveecrenrencsacens 1
The Mystery of Unemployment; Triumph of Wishful Thinking? ...... 3
Restructuring Russian INdUStry .ecceiicnniiccnieneiiniiisninicnniinee. 9
The Russian Labour Flexibility Survey ..ciceccicierenanicicsscsecnserenee 10
Restructuring in Crisis Conditions ...ecieicemscnssienneniieecni. 11
(i)  Property Form ReStruCturing...........ocoovoimiiiiiiiisiic e 13
(i)  Size REStrUCIUINE ... oo cveoveiiiiiieiireec e 13
(iii) Sales ReStructuring ...........cocooooeviminiiiinnincaeaan: STIVURUUNRRS 14
(iv) Technological REStUCTUIING..........covviiiiiiiiiiiiie e 15
(v) Corporate Governance Restructuring .............coooroiiiiiiiiin 16
(vil) The Crisis INAICATOIS ......ovviiviiiiiiiiiiiciei e 18
Surplus Labour and "Labour Hoarding' ....cceceeeescesccnsnsecsesiscesasaenas 22
(i) Managerially-perceived surplus labour...............o.ocoooin 22
(i)  Production SLOPPAGES .........ccooviviiiiiiiiiieiiiiee ittt 24
(i) Administrative Leave........... SRR U PRSP URTUU PP OPPRPPOOS 26
(iv)  Short-time WOrking ...........ccecooiviiiiiiiiiii 28
(V) Maternity LeAVE ........cceiiiiiiiiiiiiiii i 30
(vi) Indexes of Total Surplus Labour ... 31
Employment Change in 1993-94......ccccoviiinnnnnicnssscessinninsssncsssnnisnenns 34
The Paradox of Wage FleXibility...coccucierenicecsssnisccsnnsiccnsisscsscnnsnnns 43
(i)  The Wage Tariff............cooooiiiii 45
(i) BONUSES .....ooovvieiireiiiiiee e, SR UUUTUPUPRTRPR 46
(i)  “Profit-sharing” ..........ccocoorioiiiiiiiir i 46
(iv) Wage IndividualiSation ...............cocoooiiiiiiiii 46
(v) Implicit “Deregulation” ............ccoooiiiiiiiiiiiiee 47
(vi) Weak “Voice Regulation” ... 48
(vil) Wage Flexibility by Lay-Offs ... 51
(viii) Impoverishment Wages ... 51
(viii) Enterprise-based Social Benefits.....................c 54

10. Concluding PointS....ccceiecssneesnesnessssanssnessnsssnsssssssansssssassssasessssensessases 56



" : YRS
S S
cen o,
.
. o - .
ey

S 2UABIVAOERAOADDL NN D H AL

v




The Russian Labour Market in 1994:
Enterprise Restructuring and Mass Unemployment

1. Introduction

The following is based largely on the fourth round of the Russian Labour Flexibility
Survey, carried out in mid-1994 in five major industrial regions of the Russian
Federation, covering over 303,000 workers. It also draws on a report prepared for the
Russian Federal Employment Service and two related surveys, of women workers and
of jobseekers, the latter involving a two-round tracer survey of 2,295 unemployed
jobseekers carried out in 1993-94.

The main issues relate to the labour market and employment impact of the economic
upheavals of 1991-94 and of the process of enterprise restructuring. It highlights the
nature and level of hidden unemployment, as well as job losses, and presents an
explanation of what has happened to employment and unemployment that is very
different from the conventional view. Before examining the changes that have been
taking place in the industrial labour market, it briefly assesses the facts on open
unemployment, providing evidence refuting the conventional view that unemployment
has been very low. This view, repeated by numerous casual observers and the
international media, is a triumph of wishful thinking, an unusual case of accepting
official Russian data by those who have questioned almost all other data on the
Russian economy.

2. The Labour Market and Economic Background

Under the Soviet system, there was very full employment, in which unemployment was
banned as a "parasitic activity" and in which workers remained in jobs well past the
official retirement age, largely because the pension was so low that it made continued
employment almost a necessity. For many years, there was a contrived "labour
shortage", in which there were artificially created posts, "dead souls in dead places”,
because the enterprise art was to expand the "wage fund" allocated by the central
Ministry. Labour mobility was actually quite high, for although geographical mobility
was limited by the propiska (residence permit) system and occupational mobility was
limited by rigid job structures and the lack of incentives, there was considerable inter-
enterprise "job hopping", typically in pursuit of higher fringe benefits.

Wages were very low, due in part to the Leninist ideology of "decommodification of
labour", by which the long-term objective was to achieve a "withering away of the
wage". Correspondingly, there was a heavy ideological emphasis on the virtues of the
"proletariat", manual wage labour, so that wages were distorted in favour of manual,
semi-skilled labour. Based on a complex and rigid tariff wage structure and enterprise
wage funds, the system resulted in the average wage being close to the minimum wage
and to narrow and distorted wage differentials between sectors and occupational
groups. In terms of earnings, the extent of so-called "levelling" was less than some
analysts believed, but the main source of inequality was privileged access to social



benefits provided by enterprlses 1ncludmg subs1d1sed food consumer goods housing,
holiday facilities and'health services. . =~ .0 [0 Teeonab

Fone

In effect,'the"hu’ ses/ on wh1ch the Sov1et economy was based
institutions”, in many cases creating what were essentially "company towns". These
enterprises often produced a vast range of goods and services and employed many
thousands of workers. In those circumstances, managements and ufiioti ‘leadeéfs within
enterprlses were little more than state funct10nar1es actlng as."tr smlss1on belts" for
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Committee for Labour and Social Welfare described at the time ‘as "2 level )playm '
field", This led to a growth of cooperatives, leaseholdlngs and self-employment, and a

spate of leglslatlon to create a more open labour market
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reasons’"'o expect ‘that it would result in'a Wldesp'read drsgu1smg of unemployment i
But in’ any case, what happened in* the “eéarly’ 19905 'would have created“’massT
unemployment in almost any circumstances. A b

In 1992-93, there was an attempt to reform by "shock therapy", which. has inyolved a
particular sequencmg of reforms Essennally, for our purposes, the sequencmg
involved incredsed price l1berahsat10n first, followéd by ani attempt to impose a t1ghter
monetary and fiscal' policy’ to squeeze the 1nﬂat10nary pressure out of the economy,
1nclud1ng a "tax based 1ncomes pohcy" by ‘which wage 1nﬂatlon Was meant to be
controlled by p »mtlve tax on wage increases above a certain amount As a result of
the monetary Jand ﬁscal measures, it was foreseen that the real economy would be
deflated; threate’ ng 10 lead to poverty ‘and- dis- employment so that in the next stage
of the ! sequencmg a soc1al safety net" was foreseen, to prov1de income protectlon for
the losers. The next stage ‘was'to be mass "pr1vat1sat10n" whlch in turn would lead to
enterprise restructu" ng, and thus lab " ur absorpt1on 1n the nev(? dynam1c pr1vate
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T For a crmque at the tlme see Guy Standmg (ed),\ In Search of Flextblllty'} The New Sovxet Labour
Market (Geénéva;- ILO; 1991)‘ IThe" full “atme “of the ' Employment ‘Act ‘was ‘Thé Fundamental§' of
Employment Legislation of the USSR and the Union Republics, 1991.




have been the case, so that price liberalisation had a much greater inflationary impact,
which in turn necessitated a much greater deflation of aggregate demand to squeeze
the inflationary pressure to acceptable proportions.

What has been the outcome? Since 1991 national output has dropped by at least a
third, and has continued to fall, with the government expecting it to drop by a further
8% or more in 1995. Inflation was over 2,000% in 1992, and although the rate of price
increases has declined, it is still very high by international standards. One can quibble
with the official statistics, and most observers have done so, yet no objective observer
could doubt the enormous stagflation that the country has experienced since 1991.
And although the private economy — and the "black economy" most of all — has
expanded, they could not have made more than a dent to the huge decline in the
officially recorded economy, especially bearing in mind that official statistics have tried
to take account of the private sector's growth.

Poverty soared after 1991, and even in mid-1994 the President stated that over half the
population was living below the modest official poverty line. The available evidence
supports the widely held view that income inequality has grown dramatically. And, of
course, with all those economic and social difficulties, political developments did not
make reform any easier. What has emerged is a politically weak "state" in which law
and regulations could be ignored with impunity.

One could paint this picture in great detail. At the same time, there were major reforms
in the 1991-94 period, which included the development of some semblance of
monetary policy to limit inflation and very extensive voucher-led property form
restructuring that has gone under the name of "privatisation”. Indeed, it is in the
context of stagflation and property restructuring that one has to consider what is likely
to have happened in the labour market, and in particular to the level and pattern of
employment and unemployment and to the level and pattern of wages and benefits.

3. The Mystery of Unemployment: Triumph of Wishful Thinking?

The reform process, the shock therapist economists have proclaimed that on one issue
there has been no need for concern, and thus no need to expand expenditure to deal
with it. It has been claimed that there is scarcely any unemployment. This view ignores
available official and unofficial statistics and defies basic economic theory. If national
income fell by, say, 10% in any industrialised market economy, would any economist
doubt that there would be mass unemployment? And would they accept official
statistics suggesting otherwise? Why should the Russian Federation in the 1990s be
any different?

In later sections devoted to the data from the enterprise survey, we shall consider the
micro-economic reasoning that has led some economists to the view that there is no
unemployment. Here we can very briefly refer to the statistics and the reasons for their
being misinterpreted.



Tabl'e‘l Regrstered Unemployment Russran Federatlon 1993-94:
o | Sept 30 1993 Julyl 1994 Sept 30 1994
Non-employed jobseekers 968,645 1,516,102 1,687,895
of whom: - [ ool o R I R T S Y
% "Unemployed”. ool 07290 ] 83Ul | 84 5
' l=i>ofwhom i CobG T Ty e bl At e
% receiving unemployment beneﬁts g 636 | 6860 84 1
% intraining schemes - s L300 g R 32
% in "pubhciworks 9 230 1.5
Vacancies per reglstered uneftiployed 0.7 03 vl 03
' 9% of vacancies for "workers" [ ‘8,9’:3”" 84. 9 I 89 3 )
Number notified for "mass release" o 56 633 46 989

Source: Russian Federal Employment Service, September “1994
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Serv1ce and although they may have 'valuable uses for oﬁicrals involved . in.
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“at’ 835 504, Since' then ‘it has been
growmg moderately, reachmg about 1.5% in mid-1994. The basic. statistics for July.
1994 are presented in Table 1. Every statlstlc should be subject t0 a cntrque as
dlscussed in a lengthy advrsory report prepared for the Russian Federal Employment,
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development the employment service one, should be extremely wary about utlhsmg hex
data for momtormg or analysing the labour market 3
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There are essentially three hypotheses t’o e“icplai’n’ the low registered unemployment. o

in defence of those statistics is something like as follows:

There has been httle restructurmg of old enterprises, so that there has been extensive

"labour hoardmg

rigid employment and little - change in employment whrle the

emerging private. economy has been absorbmg labour force entrants and those. leavmg

old enterprrses o

This view does not stand up to close scrutiny. Two points to bear in mind for the later
analysrs is that for many years labour turnover has been high in the country, and on’
reasonable-assumptions about job- =seekirig and time between jobs, ‘one” ‘could expect a
rate of "frictional unemployment" of between 2% and 3%, or more than the supposed’
total derived, from the registration totals ‘Second, according to all avarlable data,

notably from Goskomstat of the Russian Fedé

Statrstrcs) the level of employment has dropped substantrally smce"‘the late 19803 by

2 This view has been expressed by various foreign economists, such as Richard Layard and Anders
Aslund, both of whom have been advisers in some capacity to Russian government agencies. It has
also been repeated in various World Bank reports and papers.

3 G. Standing, Developing a Labour Market Information System for the Russian Federal Employment
Service (Budapest, ILO Central and Eastern European Team, Policy Advisory Report, August 1993).




five million, and in 1993 and the first half of 1994 employment fell by about 700,000.
Yet registered unemployment fell during much of that period, and only rose modestly
in early 1994. At the same time, the working age population should have grown
slightly, for demographic reasons and because the enrolment rate in post-secondary
education and vocational training has declined in recent years.

A second and related hypothesis is that the official statistics on employment do not
include the private economy. Undoubtedly, there is a rampant "black economy" and an
underrecorded streetside economy. However, one should not leap to conclusions. One
could make a reasonable case that some of those involved in the black economy would
have recorded jobs as well, while most of those involved in such activities are doing
them as "survival activities" and are essentially unemployed. Moreover, the official
employment statistics do include private sector employment. Indeed, in mid-1994 for
the first time ever, according to official statistics, only a minority of total employment
in the country was in state enterprises and organisations — an almost unnoticed yet
momentous fact (Table 2).

The third hypothesis is that the registered unemployment statistics chronically
understate actual unemployment. There is rather devastating evidence in support of
this hypothesis. There are also ample reasons to explain why the statistics do not
measure what some casual observers persist in claiming.

The basic evidence is that in two very large national Labour Force Surveys the extent
of open unemployment has been shown to be much higher than the registered totals.
The second of these was carried out in late 1993, and the basic findings are reproduced
in Table 3. The key point to note is straightforward: Actual unemployment was five
times the registered total. There are also some rather important secondary points. As
can be seen, the number of women registered as unemployed is more than twice the
number of men. Many commentators have used the registration data to state that
"unemployment has mainly involved women". In fact, this is wrong. There are more
men unemployed, although their unemployment rate is slightly lower than women's.

If one took the ratio of actual to registered unemployed from the survey and
extrapolated it to the figures on registered unemployed for mid-1994, then open
unemployment would be something like 7.5%. However, this would probably be an
underestimate, for two reasons. First, in all the statistics the employment level is
inflated, for reasons discussed elsewhere, such as that an unemployed person sent on a
training course is counted as employed and that a woman on two-year maternity leave
is often counted as employed.4 Second, the Labour Force Survey made the age range
15-72, but in effect only included pensioners if they were employed, so that in
calculating the unemployment rate the denominator was inflated, thus artificially
lowering the unemployment rate; the normal procedure is only to include the working
age population, which in the Russian Federation would be 15-54 for women and 15-59
for men. Third, the Labour Force Survey used a one-week reference period for job-
seeking to classify someone as unemployed, and in many areas, particularly isolated

4 These issues are discussed in detail in Standing, 1993, op.cit. The most important factor inflating
the employment rate is that if a pension-age person is employed he or she is counted as such, but the
"economically active" population only includes pre-pension-age persons.
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. Table 2: D1str1bu‘uon of Employment by Property Form, 1990- 94 Russia

| | 1990" 1991 1992 1 1993 T 1994
L ‘”(ﬁrsthalt)
|Total (inmillions)y =~ | 753 | 733 | 72.0 | 71.0 70.3
|npercentage: - oTTmoTEw
[Public sector ] 826 | 755 | .689 | 521
11712067 263
.. 183 | 262 | 234
08.. 07

* |Individual (private) . |. 125 | .1
Funds, social institutions | 0.8 ;
Joint ventures 0.1 0.3 0.4
- Source:;Goskomstat of the RussianFederation, personal communication: -~

B

Table 3 Economlcally Active Popula’aon aged 15- 72 by Gender
' - December 1993, RUSSla

- 1 Total | Men [Women|% Men]
Economically active | 751 | 387 | 364 | 516

of whom: o L

» have job for wage or income 71.0 366 | 34.4 51.6
- .not employed, looking fora | 4.1 | 21 | 20 | 518

.. job (unemployed) 3 SR ST P
- |Percentage of econormcally actlve 697 | 756 | 639 | —
{Unemployment - <+ Lo 5.5 54 850 — |
 |of which registered = S R o i l-wwo.:?*' s 16| |
{Average duration of unemployment 58 52 6ise e e s
(months) : R R R SR UL
Average duration of registered | 5.4 |© 52 [ 55 |
lunemployment (months) - o e I
Source: Labour Force Survey of the Russian Federation, Décember 1993




rural communities, that is likely to lead to some of those available and warting
employment not being counted as unemployed.

There are other structural reasons for believing that actual unemployment is
considerably higher than 7.5%, which will be considered in detail later. However, it
might be useful to list the main factors that should make all analysts, policymakers and
commentators realise that they should give no credence to the registered
unemployment figures as showing that "unemployment in Russia is low". These-are
summarised in Table 4, which is based in part on findings from a two-round "tracer"
survey of 2,295 jobseekers in 18 districts, a survey of women workers carried out in
three cities and the Advisory Report mentioned previously.’

Table 4.  Factors Lowering the Registration of Unemployment, 1992-94

1.  Stigma. Reluctance to register at an employment exchange after nearly 70
years in which unemployment was designated a "parasitic" activity, if not a
criminal one, and after many decades in which employment exchanges were
almost exclusively for social misfits, alcoholics, ex-prisoners and
"unemployables”.

2. Number of exchanges. By 1994, there were only about 2,300 exchanges in
the whole huge country of nearly 150 million people, meaning that many of
those becoming unemployed either did not know where their district
employment exchange was located or had very far to go, in some cases
more than 60 kilometres.

3. Cost and time of registration. Given the distances for travel, the limited
number of staff in employment offices for registering jobseekers, and thus
the time in queues, and the fact that a registrant has to report twice a
month, the effective cost of registration is often very high. That cost will
become much higher as unemployment rises, and thus the cost will act as a
hindrance to the recording of that increase.

4. Non-sending of unemployed to employment service. Employers are
statutorily required to send workers leaving their firm to the employment
service, but in the jobseekers' survey 61% of the women and 80% of the
men had not been informed by their previous employer of the need to
register as unemployed. In the fourth round of the Russian Labour
Flexibility Survey (RLFS4), over one-fifth of managements admitted that
they did not send workers to register.

5. Severance pay condition. A person released from a job is entitled to two or
three months of severance pay, determined by his or her previous average
wage. During those months, such workers are not entitled to
unemployment benefits, thus acting as a major deterrent to registration,
especially as most workers would believe they would find a job within two
or three months. This almost certainly explains the low percentage of
registered unemployed who have been "released" from employment. It also

5 For an analysis of the first round of the survey of jobseekers, see G.Standing, "Why is measured
unemployment in Russia so low ? The net with many holes", The Journal of European Social Policy,
Vol.4, No.1, February 1994, pp.35-49.




helps ‘explain why some employers: do not: send wofRers to register, for if
they do not they can lose entitlement to the third month of severanceé pay.:

6. Low probability of employment. The fact is that, although it is to.be hoped:

- that this will change,. most employers do not recruit through employment

exchanges. In the RLFS4,.61.5% of firms reported that they had not

e recruited any of therr workers from the employment service and. a ﬁ.lrther

32.2% recruited less than 10%; only A% recruited more. than one-quarter
through the dlStI‘lCt employment exchange ;

- Moredver, less than two-thirds reported vacancies to FES, desprte the law
requiring them to do 'so. Outside Moscow, over 40% did not report
vacancies. Even those that did report vacancies did so rarely; less than one-
quarter reported vacancies monthly <As fiote of the smaller'firms did not
mform and as restructuring should result in more. of, ﬁemployment being in

uch firms, the tendency to reglster vacancies may. dechne

T Dzscouragemem‘ deregzstratton Because of ithe “Tow probabxhty of
" obtaining a ‘job and for ‘other reasons; a - a]orlty ofithe registered
unemployed who leave the register do not obtaiti*djob; accotding to FES
~ statistics. In -the first quarter of 1994, only 37.5%. of those leaving
. regrstered unemployment obtained a ]Ob 7 9% went mto "early retirement"

T and 54 5% s1mply dropped off the reglster 6

8. ' Low probability of receiving unemployment benef 1s. If one considers
registered and unregistered unemployed, then only about 13% of the
-unemployed have been receiving unemployment benefits, and, until recently
only about two-thirds of the registered. unemployed (half the registered
jobseekers). have received benefits. The main reasons for. non-entrtlement to
benefits are as follows

a) Iticomplete work history book" e
b) Receipt of severance pay; A R ‘
c). Registration for less than ten days (in some ofﬁces v1s1ted this has been
replaced by being told to return after two weeks)
d) Dlsmlssal from prev1ous ]ob e
e) Fa11ure to report twice a month as pre determmed
D Refusal of two _]Ob offers deemed acceptable by the employment office;
2) Absence ofa propzska or resrdence -permit (see 1tem 1 1)

9. Low level of unemployment benefits. For those whiodo gain': entitlement
.. nemployment,, benefits have béen - dismally low.. Although. nominally
L earnmgs—related the average recerved has been about equal to the minimum

++ wage .during 1992- 94, in a period when the minimum wage dropped to
. about a quarter of the "physrolog1cal survival" subsistence income. Thus,
_the average monthly unemployment beneﬁt has been the, equ1valent of about
97 per month and thls has to be collected in two mstalments .involving a

6 This is one reason why ‘it ios" incorrect 10 Claim that average duratlon of 'unernplt)yment is short. A
recent World Bank report supported this view on the basis of the registration data. If the unemployed
drops off the reglster without a job ‘after a few months, that does not mean unemployment duration ‘is
shott. D. Goodhatt, "Low mobility hifs Russian jobless"; The Fmancral Trmes October 6, 1994 ThlS
cites a World Bank report. Incidentally, mobility is not low. ‘




visit to the employment exchainge every two weeks. This is scarcely an
incentive to register as unemployed.”

10. "Early retirement”. Some older unemployed are shifted off the register by
being given an early retirement pension rather than unemployment benefits.
As this involves women aged 53-54 and men aged 58-59, thousands who
would be counted as unemployed in most countries have merely had their
statistical status changed.

11. Propiska. To move area of residence or work, a residence permit has been
required. Obtaining this has been difficult and time-consuming, especially
without a sponsor. A Decree in 1994 declared that a propiska was no
longer a condition unemployment benefits. Thus, it should no longer be a
factor constraining the unemployed from registering. However, some
employment exchanges at least (e.g., those visited by us) have continued to
impose that condition.

12.  "Disability status"”. Those with a classified disability have tended to move
from employment without going into registered unemployment, because
they receive a disability allowance and not unemployment benefits. In 1991-
94, employment of workers with disabilities has shrunk extraordinarily (by
about 600,000), yet hardly any have turned up in the registered
unemployment figures.?

The 12 factors listed in Table 4 constitute a formidable set of barriers and disincentives
to the registration of unemployment. It is therefore not surprising that the registration
count is misleading. Yet sadly, there is another factor that has surely played its part in
concealing the dis-employment process. If the employment dislocation were limited,
how is that the average life expectancy in the country has declined so precipitously? In
1994, male average life expectancy at birth had dropped to a little over 58, having
fallen by about seven years in the previous seven years. Although women's life
expectancy had also dropped, it is 72.5, making the male-female differential the highest
in the world. But what is most striking of all is that, according to the official data, it
has been the death rates of young and middle-aged men that have risen sharply, and
this phenomenon has been associated with stress and insecurity linked to labour market
and economic upheavals. That is the sombre context in which one should consider the
process of economic and labour market restructuring, and will do so by focusing on
enterprise restructuring in manufacturing industries.

4. Restructuring Russian Industry

Russian industry has been the backbone of the Russian economy for many decades, and
although "services" are expected to fulfil a more significant role, it is a common
mistake to divide the economic system into primary, secondary and tertiary sectors,
where primary refers to agriculture, forestry and mining, secondary to industry, mainly

7 Unemployment benefits have only been about 14% of expenditure from the Employment Fund, set
up to support the unemployed, or about 7% of the Fund's income. So, it is not a question of inability to
pay higher benefits.

8 P. Smirnov, "Disabled workers in the Russian Federation", paper prepared for the ILO's Central and
Eastern European Team, Budapest, October 1993.



manufacturing, and {eliiary t6- services. In reality, ‘for- bétter ‘or worse industrial
enterprlses in the Soviet system were far more than that, <~
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That point is relevant in 1994-95, since both in the Russran Federa fon a and in other
'countrles of the.former. Sov1et Union — which are mostly: well: behind, Russ1a on the
.economic, reform road — reform of what are called "corporate governance" and
gt mternal labour markets are st1ll requrred urgently
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Table 5:

Characteristics of the Russian Labour Flexibility Survey, 1991-94

Reference Number of Workforce
Round | Date period | establishments* | Panel | covered Regions
Moscow City,
RLFS1 |1991-92 1990-91 501 — 529,250 |Moscow Reg.,
‘ (501) St. Petersburg
Moscow - City,
RLFS2 |June, 1992| 1990-92 200 109 166,895 [Moscow Reg.,
(191) St. Petersburg
Moscow City,
RLFS3 {July, 1993 | 1991-93 350 240 308,969 [Moscow Reg,,
(340) St. Petersburg,
Nizhny Novg.
Moscow City,
Moscow Reg.,
RLFS4 {July, 1994 | 1992-94 400 340 303,333 |St. Petersburg,
(384) Nizhny Novg.,
Ivanovo
Note:  *Figures in parentheses indicate number of establishments completed; the first figure

is the initial sample for the round. The unit of observation is the establishment, not the
enterprise, which may consist of more than one establishment.

In RLFS4, the economically depressed city of Ivanovo was included for the first time,
balancing the inclusion in the third round of Nizhny Novgorod, which has been
described as the economically most dynamic industrial region of Russia. Thus, for 1994
the survey covered five of the major industrial regions of the country. One recognises
that other parts of the country might have different characteristics, yet the survey
probably has been fairly representative of the country's industrial base, given its focus
on the main industrial areas.

Another respect in which RLFS4 differs from previous rounds is that small refinements
were made to the two questionnaires. As in previous rounds, the methodology
involved two visits to each factory, one to administer a first questionnaire
concentrating on basic statistical information, the second involving lengthy interviews
with senior management on labour and employment practices. This procedure has been
an important factor explaining the very high response rate. Field checks were made in
some cases, and it is believed that the two-round approach has ensured a high standard
of reliability in the data.’

6. Restructuring in Crisis Conditions

Successive rounds of the RLFS have chronicled the changing character of Russian
industrial enterprises. As shown in Figure 1, in mid-1994 the industrial distribution
showed the continuing predominance of engineering, which accounted for 33.6% of all
factories, followed by textiles and garments (23.7%) and food processing (15.9%).
Compared with 1993 and RLFS3, the increased share of textiles and garments

2 This should become clearer in the course of analysis of the "panel" data from the merged files of
those establishments covered in more than one round. Work on this was in progress in late 1994.
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Figure 1" Industtial Distribution of Establishménts, All Regions; *~*
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Similarly, the existence of slightly more small-scale fitms (Figure 2) at least partly
reflected Ivdnovo's inclusion. Proportionately more of the factories in Ivanovo were
small-scale’(54.5% had fewer than 250 ‘workers), whereas St. Petersburg and Nizhiny
Novgorod had the largest share of large-scale factories, with St. Petersburg having
49% with mibre than 500 workers. | i o e e

Figure 2: - Employment Distribution of Establishments, All Regions,

1994, Russia |
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Figure 3:  Property Form Distribution of Estabiishments, All Regions,
1993-94, Russia
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So much for the basic structure of the firms. We can track five main forms of
enterprise restructuring, all of which could be expected to influence enterprise
performance, employment and labour practices. Most were similar in the various
regions covered by the survey, although differences will be noted.

(i)  Property Form Restructuring

First, and the most topical, there is property form restructuring of enterprises. This
had been very extensive. Whereas in late 1992, as indicated in RLFS2, over half of all
establishments had been state-run, and in mid-1993 about 35%, by mid-1994 state
establishments accounted for less than one in five (19%) of all factories. By mid-1994,
as shown in Figure 3, the main property form had become open joint stock (42.7%),
followed by closed joint stock (21.9%). Moreover, over two in every five of the
remaining state establishments were planning to change property form (Figure 4). Most
were planning to change to open joint stock companies (47%) or to closed joint stock

companies (28.8%), and nearly three-quarters expected to change within the coming
year. '

(ii)  Size Restructuring

Second, there is employment size restructuring of enterprises. Although the
employment size changes will be covered in a later section, it is worth noting here that
there had been some restructuring by divestment. In the previous year, 12% of firms
had detached units (with 8% in Ivanovo), with 15.1% of state establishments having
done so. However, the percent of the workers involved. in such detachments was very
small, being about 1.5% on avérage. More importantly, we may merely note that in
none of the four rounds of the RLFS since 1991 has there been much evidence of size
restructuring of firms (except a generalised shrinkage due to demand factors), and as
indicated earlier the lack of attention to this has been a questionable aspect of the
reform and restructuring process since its outset.
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Figure i Planmng to Chdnge Property Form by Current Property Form,
1994, Russia o
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_ (#i).. Sales Restructuring. .

*The ‘otientation of sales 'is"4" relatlvely neglected aspect of restructurrng Ini sore
respects what had happened in'1993-94 was'in contrast to' what ad oécurred in' 1991+
93. A basic similarity was that ‘there had- continiied’ to bé some ' shift to “exports,
although the export share of total output was still very low. The trend is important,
since undoubtedly exposure to international markets will léad.to greater. pressufe to
raise productivity. Overall, the firms on average exported 4.3% of their sales in the
first half of 1994, compared w1th 3. 9% in 1993 and 2.9% in’ 1992 although not \“all
mdustrres had"'become more export-orrented (Flgure 5). Prlvate firms were over W e
as. orrented to’ “ortrng (5 2%) as state ﬁrms 2. 2%). ‘Also, the larger the ﬁrm

higher the exp _‘rrentatron Not surprrsrngly> Ivanovo S ﬁrms were the least export-
orrented o
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Figure 6:  Percent of Output Bartered, by Industry, 1992-94, Russia
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Besides this modest shift to exports, what was striking was that barter seemed to have
increased (Figure 6). According to the RLFS4 data, it accounted for 2.1% of total
sales in 1992, 3.6% in 1993 and 4.4% in 1994.19 It was particularly common in the
economically depressed region of Ivanovo and insignificant in Moscow City. Across
industries, it was greatest in building materials (9.8%); it was positively correlated with
size of establishment, and was greater in firms that had cut total employment than in
those that had cut it or kept it constant, with barter accounting for 8% of sales in those
that had cut jobs by over 20%. Why has barter increased? The most likely explanation
is the liquidity constraint associated with enterprise indebtedness. ‘

(iv) Technological Restructuring

Clearly, for economic and enterprise restructuring to lead to greater economic
dynamism and productivity growth, technological change must be intensified.
Conceptually, we can divide technological change into three forms — product, capital
and work process innovations — for which the RLFS has proxy indexes.!!

There did seem to have been some product innovation. In 1993-94, 29.7% of firms had
increased their product range, while 24.5% had cut the range, with the food processing
sector being relatively likely to have increased the range (42.6%) and the chemicals
sector most likely to have reduced the product range (39.3%). State establishments
were the most likely to have decreased the product range (38.4%), whereas private

10 Tn 1994, it accounted for 20% of sales of the two “sheltered” enterprises included in the sample.

11 The issues of technological change, the motivation and the impact will be considered in detail in a
later paper.
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firms (35.7%) and closed joinit stock firms (34.5%) were apparéritly the most likely to *
have increased it.

Indicative of capital innovation, 43.6% of firms had introduced some new technology
in production, again with food processing (51.6%) generally being the most innovative,
with chemicals (57.1%) and wood and paper products (52.8%). State firms were the
- least likely to have made this form of technological innovation (41.1%, compared with
46.3% for private).

Indicative of work proces's innovation, 44% of firms had introduced some form of
work reorganisation over the past year (Table 6). Private firms were relatrvely likely to
have introduced some form of work reorganisation. The main change had been to cut
out administrative layers of employees in response to the changmg structure of
decision making, or as some managements put it, “to tighten work organisation”. The
second most common change had been to 1ncrease ‘the range of work tasks for manual
jobs, wluch also probably reﬂected the reductlon 1n layers oFadmihisttative workers.

Table 6. Product, Capital and Work Process Innovations
(% having made a change), by Property Form, Russia, 1993-94

Changed product | New |Changed| ..,

Property Form range techno- | work
- . - w00 |Increase | Decrease | - logy. ‘| process
State oo 2190 0384 . 411 472 |
Ledsehold | 357 214 | 42.9-|" 357 -
Private | 19522 | 463 | 537 | o
Closed Joint Stock | 345 | 202 [ 429 | 393 7| '~ "
[OpenJoint Stock | 323 [ 207 | 439 | 427 ‘
Social [ 375] 375 | 571 | 625

n=345
Source: RLFS4

(v) Corporate Governance Restructurmg

m1ght be called "corporate governance restructurmg Thrs is: a; complex issue;; ﬂand
goes beyond the immediate concern of this paper with employment and unemployments
Governance goes well beyond the important issue of ownership. Essentlally, it
coricerns the " question of © accountability, : entailing - aspects of' the - rahge: :0f
responsibilities and controls exercised: by management and workers and the 1nterna1
pressures 1nﬂuenc1ng decrslon makmg wrthm the ﬁrm SHEALS x

There are various elements in th1s that are: hlghhghted in. the survey Possrbly the most
important is the mechanism by which senior management were appointed and
reappointed. In sharp contrast with earlier years, merely 5.7% of senior managers had
been appointed by line Ministries, compared with 32.6% who had been formally
appointed by the work: collective (corresponding” to -the predominance of closed and
open joint stock.enterprises as the main property. forms), 31.8% who had been . , ., i
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Figure 7. Means by Which Top Management Is Appointed, 1994, Russia

board authorities meeting

n=2384
Source: RLFS4

appointed by enterprise boards, and 11.5% by shareholders’ meetings, which would
have consisted largely of workers (Figure 7).

One should not expect too much from the first phase of these novel forms of
appointment, since no doubt many former managers managed to have themselves
reappointed. Yet the psychology of accountability was likely to develop, and this was
found in a few large firms that we visited on several occasions to make illustrative case
studies.!? Indeed, it was not just the means by which senior managers were being
appointed but the duration of appointment that was altering the climate of decision
making. There was in-built stakeholder pressure in that 36.3% of the general directors
had been appointed for two years or less, 22.1% had no formal contract and only
27.4% had a five year contract.

A closely related aspect of the restructuring of corporate governance, which has
potentially massive implications and which has received remarkably little analytical
attention, is that worker share-ownership had become very widespread and extensive.
Overall, including those state firms and social organisations where there were no
shares, workers and employees of the firms owned on average 46.4% of the shares,
with 93% of closed joint stock companies and 56% of open joint stock companies.
This very substantial worker “stakeholding” is creating the basis for a possibly unique
evolution of corporate governance.!3

12 These case studies have included a detailed analysis of the evolving restructuring of a giant oil-
refinery in northern Russia, in which by September 1994 the newly elected management had been
made nervous by the prospect of shares being sold by the workers to outsiders.

13 It is too early to state which way corporate governance will develop. Yet there is the intriguing
possibility that what we could be witnessing is a reversal of the old socialist strategy -- privatisation of
ownership coupled with socialisation of management.
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(vii) “ The Crisis Indicators =+ >

Thus, there have been five types of restructuring, which have been tentative in some
cases, more substantial in others. Yet all the elements of restructuring have been taking
place in the context of shrinking output and sales. The economic crisis was reflected in
the RLFS4 in various ways. Most fundamentally, the value of sales in real terms had
shrunk. Of all firms, two-thirds had experienced declining sales over the past year,
compared with 15.9% that had experienced rising sales (Figure 8). In every sector, a
majority of firms had falling sales.

In mid-1994, Russian factories were in a parlous state. Asked what was their main
economic problem, 40.6% of the managements cited inability to sell their product and
24.2% cited high taxes. The problems had become chronic. Numerous reports in the
national and international media have test1ﬁed 'to_'b\an endrmous’ growth of inter-
enterprise debt and of enterpnse debt o banks’ 'and:the state. " According to official
Goskomstat data there were 39,000 enterprises in serious debt in mid-1994. This was
6,400 more than in January 1994, which meant that whereas 45.3% of all enterprises in
the country were in chronic debt at the beginning of the year, by the middle of the year
54.8% were in debt. The vast majority were in debt to other enterprlses although
‘many were also in: debt: to.banks and/or:the federal authontles ol g

The pervasiveness of indebtedness was also brought out in RLFS4, in which only
11.7% of all firms had no debts to banks or othier-enterprises, There was mutual debt,
and 56.3% of firms stated that they owed more than was owed to them. About26:8%
claimed that they were owed more than their debts, and 4.9% claimed that they:had
debts that they considered were in balance with debts owed to them; A much higher
percentage of firms in Ivanovo -claimed to be owed more than they owed (38.6%
compared with 17% i 1n Moscow Cxty) Ty : . e
There is the related issue of recelpt of subsxdles Accordrng to. reports many
enterprises have been bolstered by subsidies. This seems;to have declined, perhaps: -

'-F1gure8 ;Sales Change 1993 94 by Industry, Russia . ... 0 oeany
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eiving Subsidies, by Industry, 1994,
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~ Figure 11: ~ Capacity Utilisation Rates, 1992-94, by Industry, Russia
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Fear of bankruptcy within the next 12 months was reported to be "strong" in 5.7% of
all factories, "fairly strong” in a further 12.2%.and moderately ‘worrying in a further
33, 3% With 3. 4% reportmg that they did not know this left a mmor1ty (45. 3%) belng
unconcerned that they would go bankrupt within a year. The fear of bankruptcy was
strongest in building ‘materials, textiles and garments, and least in food processmg
(Figure 10). Among those expectlng or fearing bankruptcy, the main cause most oﬁen
mentioned was dlfﬁculty in'selling their output; the second most common reason was
the high or rising price of raw materials.

Most srgmﬁcantly of all, capacity utilisation levels had fallen steadily. Overall, in early
1992, the average level at which the factones were operating was 74 7%. By early

Figure 12:  Capacity Utilisation Rates, 1992-94, by Property Form, Russia
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Figure 13:  Capacity Utilisation Rates, 1992-94, by Employment Size, Russia
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1993, it was 66.3%, and by early 1994, it was merely 57.3%. This is certainly the
lowest level ever recorded in the country. Food processing had held up best, while
metals had shrunk most (Figure 11). The worst affected of all were "social
organisations" (sheltered factories), which had slumped by over 25% (Figure 12).14

The drop in capacity utilisation was much greater in large factories, implying that the
overall drop was even greater than the mean average suggests (Figure 13). Most
surprising was that the drop had been least in Ivanovo, even though the level there had
been lowest in 1992 (Figure 14).

Figure 14: Capacity Utilisation Rates, 1992-94, by Region, Russia
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14 There were only eight social organisations in the sample. Given their special character, a separate
analysis will focus on their specific and saddening plight.
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In sum, there had been substantial enterprise restructuring in conditions of falling
output, declining:sales and some reorientation in output (notably growing barter again
and a modest shift to exports) Property form restructuring was advanced and there
were signs of corporate governance changes. These could be expected to have a broad
range of labour market and employment effects.

7. Surplus Labour and "Labour Hoarding"

Russian industry has long suffered from surplus labour, and undoubtedly the scope for
raising labour productivity has been enormous. With the slump in production, the
surplus labour is likely to have grown. In considering this, we should make a
conceptual distinction between short-term (or ' visiblé") surplus labour and long-term
(or "dynamic") surplus labour. We- may surmise-with confidence that, whatever the
level of visible ‘stifplus labour 'with current ‘1évels of output, ‘technology and work
organisation, the dynamic surplus would be some multiple greater than one.

The RLFS4 tried to identify the main forms of visible surplus labour. The extent of
each will be estimated and then a composite Index of Suppressed Unemployment will
be. presented T ﬁrst and last mentloned formns are hard to mtegrate into an 1ndex in
the first case b( se of th suib ective elemen‘g and in the" last because of the amblgulty

i’ trymg to 1nterpret an 1nst1tutlonal practlce

(i) Managerially-perceived surplus labour -

First, managements were asked if'they could produce the same level of output ‘with
fewer-workers. With capacity utilisation levels being so low, no less than 48.2% s&id
they could do so, with 76.9% in the metals sector’ afid 53.6% in chemicals
(Figure 15).1% Non-state establishments had higher levels of perceived labour surplus,
and large-scale firms were far more likely to believe they could cut their workforces
without affecting output. Thus, 63.2% of firms with more than 1,000 workers reported
that they could produce the same with fewer workers.

Those establishments operating at relatively low capacity had a higher probability of
being able to cut €émployment without reducing output. And although those that had
cut employment in the past year were more likely to estimate that they could cut
employment this year, more than a third of those that had increased employment also
believed they could cut jobs without lowering output.

Overall, for all firms including those that did not believe they could cut jobs, on
average managements estimated they could reduce employment by 9.8% without
affecting output, with the highest being in metals, chemicals and engineering
(Figure 16). In other words, nearly 10% of-the entire industrial workforce was
concealed unemployment or- surplus:labour on this definition. For just those that
reported that they could produce the same level with fewer workers, the average cut
they estimated they could make was 20.3% of all jobs.

15 The share was about 10 percentage points higher than in mid-1993, as recorded in the RLFS3. G.

Standing, Labour market dynamics'in Russian’ Industgg in 1993: Résuits from the Th1rd Round of the
RLFS (Budapest, ILO Central and Eastern European Team, February 1994), p.12.
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Percent of Establishments that Could Produce Same Output with

Fewer Workers, by Industry, 1994, Russia
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that this phenomenon became pervasive throughout Russia in 1994. For instance, in a
meeting of the Federal Employment Service's Technical Assistance Advisory
Committee on September 12, FES director, Fyodor Prokopov, said that in July 1994,
across Russia 5,000 major enterprises were not working at all, compared with 2,000 a
year earlier.

In the RLFS4, many firms reported that during 1993 and 1994 they had stopped
production wholly for one or more periods or had stopped part of their plant at some
time. For all firms, on average the factories had experienced full stoppages for 0.63
weeks in 1993 and 0.97 weeks in the first half of 1994, implying that there had been
more than a threefold increase. In effect, assuming a working year of 48 weeks, the
figure implies that for all firms together this accounted for about 4% of working time.

In 1993, the lowest incidence of full stoppages was in food processing. Regionally, it
was highest in Ivanovo (1.73 weeks), and the amount of labour time lost from this
practice was inversely related to the firm’s actual employment change in the period.

Partial stoppages, defined as closure of part of the plant for lack of work, accounted
for an average of 1.25 weeks in 1993, with 5.4 weeks in metals. In the first half of
1994 alone, the average for all firms was 2.1 weeks. The highest incidence was in
building materials, the lowest in food processing.

The unweighted average percentage of workers affected by partial stoppages was
15.3% of the workforces of all establishments, or 35.2% of the workforces in those
firms in which there had been partial stoppages, with the highest level being in
Ivanovo, where 47.2% of the workforces in those firms that had partially stopped
production had been left idle for some period. The share of workers involved also
tended to be higher in large-scale firms, implying that the unweighted mean
underestimated the total number of workers involved.

We can make a rough calculation of the "labour slack due to partial stoppage" by
multiplying the total workforce in the establishment by the percent of workers affected
and by the number of weeks they were off work, divided by the size of the workforce

multiplied by 48 for 1993 and 24 for 1994, which assumes that a working year consists
of 48 weeks.16

If we add complete and partial stoppages, with the latter expressed as time lost as just
estimated, we find that production stoppages for economic reasons accounted for
about 6.8% of total labour input during the first half of 1994. This is probably an
underestimate, but it indicates that the labour surplus expressed in this form was
substantial. The distribution showed that certain sectors, areas and types of firm were
particularly badly affected. Thus, Figure 19 shows the number of weeks production
was wholly or partially stopped in 1993 and 1994, showing how bad the situation was
in Ivanovo and how it had deteriorated in 1994. Time lost was greater in the first half

16 In response to partial stoppages, managements reported that the main measure taken was to cut
normal hours (28.6% of all firms did that) and to resort to unpaid and partlally paid leave (40.7% did
that). ,
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Figure 19: Number of Weeks Production Partlally or Wholly Stopped
-7 byRegion, 1994, Russia
PRt (whole year for 1993 ﬁrst 6 months for 1994)
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of 1994 than for the whole of 1993 In effect productlon stoppages for economic
reasons had become a major formv_‘ of "suppressed unemploymen "

(m) Admzmstratzve Leave o o I
A third form of surplus labour is administrative leave, or. lay-off Tlns arises when the
management tell the workers that they do not need to turn up for work, but-do not
make them redundant. To call this practice "leave" is'a convenient éuphe'mism" for what
is essentially "unemployment", except that the worker retains some slim hope that he
or she will return to properly pa1d employment while the enterprise retains a potential
source of labour supply at short notice and doe not have to pay "sevérance pay", wh1ch
under Russiafi’ 1eg1s1at10n entails the enterpnse havmg to pay a released worker two or
three months of hlS prevxous average wage s -» E ' A
Accordmg to Goskomstat data, the extent of such leave throughout Russra by’ m1d-
1994 was higher than forecast at the beginning of the year and higher than the
authorities had expected for the end of 1994 — 11 million ‘workers on administrative
leave or working short time; or 22% of the labour force.!7" Th1s ﬁgure should be
regarded as illustrative of the official realisation that theré’ was a major problem th‘at
was dlstortmg the plcture of employment and unemployment L

ey

The RLFS d1v1des admmlstratwe leave into unpald partlally paid and fully - pard leave
in practice, only the first two have beén used to’ any great ‘extent. In fact; partially paid
leave accounted foi.most of the'total; and'it is'almost certain that the amount paid-was
usually a gesture (confirmed in all the factories we visited personally), at most

17 Report of Federal Employment Service, Moscow, September 12, 1994 (internal document).

26



Figure 20: Percent of Workers on "Admiiustrative Leave", by Industry,
1993-94, Russia
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amounting to the minimum wage, which was equal to less than the equivalent of $8 a
month, or less than 10% of the average wage.

Taken overall, the extent of administrative leave had risen substantially since early
1993, accounting in May 1994 for between a low of 7.7% of the workforce in food
processing and a high of 23.9% in the metals sector (Figure 20).

In terms of property form, Figure 21 shows that all types had experienced an upward
trend in administrative leave, with the exception of "social organisations". This latter
finding is most unlikely to reflect a favourable situation. It is more likely to reflect the

Figure 21:  Percent of Workers on "Administrative Leave", by Property Form,
1993-94, Russia
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Figure 22. Percent of Workers on "Administrative Leave",:
by Employment Size, 1993-94, Russia

% on leave

251-500 501 1000

N 4 [V T POl gy

l May, 1993 % Dec., 1993 D May, 1994

n=384 bt [
Source: RLFS4
-acute pressure such organisations were under, =given  their” previous ‘reliance:on
budgetary support, the evaporation of which would have forced them to release
workers' altogether beécause of the high- overhead costs of contrnued ’responsrblhty for
sworkers; many of whorh have dlsablhtres o et TR

‘Administrative leave had risen in all size categorles of estabhshment (Flgure 22) and
Was' htghest in medium and" large—scale ﬁrms 1mp1y1ng that the unwe1ghted means
understated the full extent of lay-offs ‘ ' | :
Overall as in so many respects the situation was by far the worst in the depressed
région of Tvanovo, whiéte ‘an extraordmary 40% ‘of all workers were on lay-off leave
(Figure 23). Surely, that situation could not be maintained for" very long, and there are
ample reasons for not wanting that to persist.

The reasons for the extensive resort to unpald admrmstratlve leave, or lay-offs, will be
considered later. By 1994, it had become a maj or form of suppressed unemployment.

(iv) Short-tzme Working

The fourth form of labour surplus. con51sts of workers put on short-tlme which in the
RLFS is measured by those working shorter worklng weeks than normal for economic
rather than personal reasons, sub- divided- mto those workmg fewer days than normal
and those workiiig fewer hours per dayl st oo

It turned out that working fewer days per week was far more common than working
fewer hours per day, per. week.. Both. had increased-considerably in 1993-94. Taking
both together, the. textiles and garments sector had the highest level (Figure 24). Most
intriguingly, short-time working was much greater in state, social-organisation and

SN TR e e
L T
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Figure 23: Percent of Workers on "Administrative Leave", by Region,
1993-94, Russia
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leaseholding factories (Figure 25). As such, there is a suggestion that short-time
working is a substitute for administrative leave or lay-offs.

Figure 24:  Percent of Workers on Short Time, by Industry, 1993-94, Russia
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Figure 25: Percent of Workers on Short Time, by Property Form,
1993-94, Russia

60+ sade it e E P

50+
%

p p7 :
2 ||
24
7 —rr Mi‘/ﬁ_zz

, State  Leasehold Private Closed  Open Social
\ Joint Joint
-Stock Stk

% on short time
w S
fe] [en]

[\
(o)

—
o

(=]

~

Lone ot | B May, 1993 % Dec., 1993 [ May, 1994

n=384 ST AT O S B B
Source: RLFS4

(v) Maternity Leave

Another feature of Russian industry that could be interpreted as partially a form of
surplus labour or hidden unemployment is prolonged maternity leave. One cannot
interpret this wholly as hidden unemployment, yet it has been a convenient mechanism
for dealing with:a surplus' labour:crisis. Enterprise managements car simply ‘encourage
women to prolong maternity.leave because of a shortage of work.:This:is: consistent
with the fact that, in a country where fertility has been extremely low, on average no
less than 5.9% of the female workforce were on maternity leave in May 1994.
Matérnity leave was relatively high in garments aiid textilés (Figure 26), in closed joint-

Figure 26: Percent of Women on Long Term Maternity Leave, by Industry,
1993-94, Russia A ‘
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stock companies and in large-scale firms. Perhaps many of those women would have
been replaced at work. Yet in official statistics they would have been classified as
employed, although more properly they should be classified either as economically
inactive or in disguised unemployment. As such, the percentage on maternity leave
could be interpreted as, in part, one indicator of surplus labour.

(vi) Indexes of Total Surplus Labour

What do all these forms of surplus labour amount to? Presuming that the managerial
perception of surplus labour at the current level of production related to some of the
actual forms of labour surplus identified by direct questions, and that (despite the
conclusion of the previous section) maternity leave is wholly withdrawal from the
labour force, we can try to combine the other forms of visible surplus labour into a
composite measure, as follows:

Labour surplus =
% of time lost from total stoppages +
% of time lost in partial stoppages in full-time equivalent terms +
% of workforce on administrative leave +
% of workforce on short-time in full-time equivalent terms.

To estimate this requires a few reasonable assumptions. The data on production
stoppages due to economic factors (not strikes) are based on a reference period of the
past year, whereas the other measures have the past month as the reference period. In
effect, we assume that the percent of time lost over the whole year can be regarded as
applying to any particular month. Another assumption is that time lost from partial
stoppages is separate from that lost to administrative leave or short-time working. It
could be that such stoppages are the immediate cause of some administrative leave.
Accordingly, we can estimate labour surplus as a composite index that excludes partial
stoppages, as well as the index that includes them. Another assumption is that those on.
short-time are deemed to have worked half-time. Finally, to estimate the percent of
time lost from production stoppages, we again assume a working year of 48 weeks,
which in itself tends to result in an understatement of lost because the average
workyear is probably shorter than that.

The overall averages of the various individual indicators of surplus labour are
summarised in Table 7. To obtain a more complete picture, it also gives the maternity
leave average and refers to the issue of “unpaid employment”, which will be covered in
a later section.!® The three groups of indicators are separated to highlight the point that
they are somewhat different in character.

If we include labour input lost due to partial and complete stoppages of production,
the percent of workers on administrative leave, and the full-time equivalent measure of
labour input lost due to enforced short-time working, we estimate that in 1994
suppressed unemployment in Russian industry is 35.2% of the workforce. In
effect, more than one in every three workers could be released from employment, and

18 One might estimate the share of maternity leave that constitutes hidden unemployment as all that is
above the mean value for all firms.
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... Figure 27;  Labour Surplus, by Industry; 1994, Russia
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Figure 29: Labour Surplus, by Property Form, 1994, Russia
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joint stock firms (Figure 29), which so far have been inhibited from releasing large
numbers of workers by privatisation agreements. Surplus was lowest in private firms
(22.3%) and, significantly - for those concerned with corporate governance
restructuring, was higher in firms where the management had been formally appointed
by the work collective than where they had been appointed by enterprise boards.

The most fundamental question of all is: Why has there been all this surplus labour or
suppressed unemployment, rather than a massive process of labour shedding?

Table 7:  Indicators of Surplus Labour, or "Concealed Unemployment", in
Russian Industry, RLFS4, 1994

Indicator % of employment™*

1. Could produce same with fewer workers

— % employment cut possible, if yes 20.3

— % employment cut possible, all firms 9.8
2. Labour unused due to full production stoppages 4.0
3. Labour unused due to partial production stoppages 2.8
4. Unpaid administrative leave 3.0
5. Partially paid administrative leave 12.2
6. Fully paid administrative leave 0.3
7. Short-time, working fewer days or hours per day 12.3
8. Maternity Leave

— % of women 59

— % of all workforce 4.0
9. Unpaid employment?

Note:  * In full-time equivalent numbers for all firms, including those with zero. All figures
are weighted estimates for size of firm, as of May 1994.
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There are two hypotheses, which will be considered..in turn. The. first is the
conventional view that industrial firms have hoarded labour because they have a "soft
budget constraint", are unconcerned by labour costs, and accordingly experience
"employment rigidity", intensified by employment protection practices that induce
firms to regard labour as a fixed cost. According to this view, only with privatisation
would internal labour surplus be converted into job cuts, as a result of the emergence
of a "hard budget constraint". The validity of this hypothesis can be considered in
terms of what has happened to employment. SR

8. Employment Cliange in 1993-94

There are two aspects of the first hypothesis. First, it has been argued that employment
is "rigid", making it very hard for managers to cut employment even if they wished to
do so. We can deal with this very- briefly. Both national- data and information from
successive rounds”of the RLFS"shiow thidt for maiy*years fabour turnover has been
high. Thus in 1993-94, as Figure 30 shows, labour turnover — defined as all
departures from employment — was high in all regions. Overall, it averaged 15.5%,
with particularly high rates in the building materials sector.

Although it is notable that the percent of total turnover being attributed to releases has
been very low, this can be explained by three factors. First, "voluntary" turnover has
" been sufficiently high te imake releases less necessary; second; government regulations
on "mass releases" .make.it desirable for firms to disguise releases as other; fornis: of
departure from employment; third, severance pay conditions encourage firms to opt for
other forms of dis-employment, including extended. unpaid leave as a means: of
inducing: workers to leave "voluntarily". All we wish to stress here is that high labour
turnover implies that there has not been employment rigidity. If firms wished to cut
employment; ‘there ‘are not insurmountable obstacles to' :doing''so:: Moreover; ‘the
vacancy rate was extremely low; rangitig from.about 1% in Nizhny {0 2.5% in .

Figure'30: " ‘Labour Turnover, by Region, 1993-94, Russia '
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Figure 31: Percent Employment Change, by Region, 1993-94, Russia
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Moscow region, giving prima facie evidence that there was very low demand for
labour.

More importantly, actual employment decline has been considerable. In 1993-94, on
average for all establishments, employment was cut by 8.2%, or 26,882 jobs.!’
The decline was greatest in Ivanovo (13.8%), followed by Moscow City (10.8%),
Moscow Region (8.4%), St. Petersburg (8%) and Nizhny Novgorod (5.9%).

The rate of decline continued the pace of decline observed in the first three rounds of

the RLFS, suggesting — although not demonstrating, which must await panel analysis
— that there had been a total decline of about 30% since 1990. One can see also that
the decline was significantly higher in the depressed region of Ivanovo than in the
economically more dynamic region of Nizhny Novgorod (Figure 31). Employment
declined most in the metals and engineering sectors and rose only in the food
processing sector (Figure 32).

In terms of property forms, on average only private firms had expanded employment
(Figure 33), in some cases simply because they had only come into existence recently.
The sharp decline in employment in state establishments should be noted, since a 10%
decline in a year as an average for all firms is substantial. The relatively low decline in
employment in closed joint stock firms is also noteworthy, since such firms are closest
to "employee owned" firms and thus could be expected to be concerned with
preserving employment for their worker members.

19 The percentage figures are weighted for employment size.
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Figure 32: . Percent Employment Change, by Industcy, 1993-94, Russia .
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Before examining the various factors that could have determined inter-firm differences
in employment change, it is worth noting a few patterns perceived by managements.

" First, they were asked what effect they thought changes in their sales in real terms had
made to their firm’s employment. Of those that had exper1enced declining sales, 59%
believed that had led to cuts in employment 11.6% to ‘cuts in workmg ‘time, 11 2% to
effect, the reactions suggests that many had responded to market pressures, and that
:they were sulferrng from a demand shock. The positive employment effect ‘of” Sales
\growth was much Weaker ‘Of those that had expanded sales, only 26.7% felt that’ thrs
‘had tended to increase employment a third said it had had 'no6 effect and the remamder
said that they had iricreased work intensity of made some work process chahge ‘to
: facrhtate the 1ncreased demand
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Figure 34: Percent of Sales Exported, by Employment Change,
1993-94, Russia
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Second, on average those firms that had exported a relatively high percentage of their
output in 1993 had cut employment by a relatively large amount (Figure 34). Why
should export-oriented firms have cut employment more than others? Were they hit by
being uncompetitive or had they tried to respond to the need to be more competitive in
the export market by raising labour productivity?

Third, those managements that reported that they were planning to change the
property form of their firm were asked what impact they thought that change would
have on employment. Overall, 20.6% considered that would reduce employment,
17.6% that it would increase employment, thus implying that "privatisation" was not
perceived to change employment very much.2° One factor might have been that newly
formed joint stock enterprises were banned from releasing workers for some months,
so that any adverse effect would really be postponed. However, 45.5% of firms with
more than 1,000 workers expected property restructuring to lead to employment cuts.

Fourth, technological change was often perceived by managements as having been
beneficial for employment. Those that had increased their product range tended to
have increased employment (Figure 35). Those that had introduced new technology in
production were also relatively likely to believe that had increased employment
(Figure 36). As for those that had made some work reorganisation, managements
“tended to be split about the effect (Figure 37). Of course, one should be wary about
deciphering cause and effect in such cases.

20 Nevertheless, of those thinking it would result in job cuts, the average expected decline was 21%.
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Figure 35. Perceived Effect of ChangelnPfoductRange on Employment,
by Industry, 1994, Russia
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Figure 37: Perceived Effect of Change in Work Organisatibn on Employment,
by Industry, 1994, Russia ’
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1993- 94, Russia

Figure 39:  Capacity Utilisation Rates, by Employment Change :
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Sixth, those that had cut employment the most were operating at relatively low
capacity utilisation levels (Figure 39). Whatever the way of interpreting this, it
suggests that a "hard budget constraint" was operatmg

vFrnally over one-th1rd of mdustnal ﬁrms expected to cut employment 1n the comlng

year, whereas only 9.4% expected employment to grow Most pess1m1strc 1n ‘this
respect were ﬁrms in metals, textiles and garments and chem1cals By comparlson with
"other property forms state estabhshments were relatlvely unhkely o expect
employment to fall or to increase (Frgure 40). ‘Over half the large-scale factories
(52.9%) expected to cut jobs, and those that had cut employment most in the past year
were the most pessimistic about employment prospects in the coming year (Figure 41).
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Figure 41; Expected Employment Change, by Employment Change, 1994,
Russia
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In sum, the hypothesis that low registered unemployment could be explained by
reference to labour hoarding because of employment rigidity is not supported. Actual
and prospective employment cuts have been substantial, and there has been little sign
of employment rigidity. Factories were also evidently prepared for, and planning,
further employment cuts in the near future. This doss not mean that there has been
much employment restructuring. In examining employment change across all sectors
and areas, multiple regression results suggest that the employment decline reflected
demand effects, not restructuring. Controlling for other possible influences, the
regression shows that sector of production was the main determinant of inter-firm
differences. Large-scale firms were not more likely to have cut employment, property
form made no appreciable difference and the higher the share of manual workers, the
iower the deciine in tiotal empioyment, indicative of a lack of occupational
restructuring.

Yet employment rigidity cannot explain the persistence and growth of the huge labour
surplus in employment. Although it does not rule out elements of that first hypothesis,
an alternative explanation will be considered in the context of an examination of what
has happened to wages. Before doing so, it is worth noting that labour surplus has
been substantially higher in firms that cut employment than in others (Figure 42). And
— most bizarrely — the share of women workers on maternity leave was much higher
in firms that had cut employment than in others (Figure 43), suggesting either that
women were more fertile in such firms or that this sort of leave was being used to
disguise unemployment, as hypothesised earlier. That aside, we still have to give an
explanation for the substantial growth and persistence of suppressed unemployment.
We will try to do so in the process of examining what has happened to wages.
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Figure 42: Labour Surplus, 1994, by Employment Change, 1993-94, Russia
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-Figure 44:  Average Wages and Earnings, by Industry, mid-1994, Russia
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9. The Paradox of Wage Flexibility

In mid-1994, the average wage in industrial establishments, according to the RLFS4,
was 171,479 roubles monthly, including bonuses, with the highest level being in food
processing, the lowest in textiles and garments (Figure 44). The industrial pattern is in
striking contrast to the one that existed in the 1970s and 1980s, when engineering
(incorporating the military-industrial complex as well as the ideological baggage of
“material production”) was the wage leader. The industrial changes in themselves hint
at the existence of wage flexibility. Regionally also substantial differences have
emerged, and in 1994 there were large gaps between wages in the depressed local
labour market of Ivanovo and Moscow City (Figure 45), which were unlikely to reflect
simple differences in costs of living. Surprisingly, the average wage and earnings were -

relatively low in private companies, and highest in the remaining state establishments
(Figure 46).

Figure 45.  Average Wages and Earnings, by Region, mid-1994, Russia
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Furthermore usmg the wage tariff system d1d not mean that 1t was used wholly or that
it strongly determined total remuneration. Indeed, because it is based on the statutory
minimum wage, which traditionally set the base for wage tariff différentials, the tariff
system has lost touch with reality since the statutory minimum wage has been held
down so far below the subsistence income level that nobody could poss1b1y live on it.

(ii) Bonuses

Various developments show that the wage system had become qutte flexible, in that it
allowed for fluctuations to be made according to enterprise and worker performance.
For instance, a substantial share of wage earnings consisted of bonus payments. Thus,
on average bonuses comprised about 39% of earnings in 1993, w1th a partxcularly high
share in food processing.?! Over four in every five firms operated a monetary incentive
scheme of some kind, and however much they Were abused as a genmne incentive
mechanism, they prov1de scope for wage ﬂex1b111ty “Thus, in ‘the worsening conditions
of 1994, the bonuses had dummshed and only accounted for 34% of earnings on
average, with particularly lower bonuses in firms that had cut employment.

(iii) “Profit-sharing” i

. Although there, were: various types. in operation,.some being: httle more than norm-
related bonuse 67“ 2% of. ﬁrms operated some form of proﬁt sharlng payment
system. 2 And 8 1% of firms were paying dividends. (13 1% of closed joint. stock firms, .
10.4% of opengomt stock and 7.3% of other private ﬁrms) Of course, there has been
the remarkable growth of worker share-owning; Although it, has yet to, become an
estabhshed practlce already it could have induced a w1111ngness among, workers to.
accept lower wages. Indeed in a multiple regression analysis, of 1nter-f1rm wage
variation, the existence of proﬁt sharmg was inversely related to z‘he wage Thaz‘ isa
sure sign of wage ﬂexzbzlzty ‘ - :

(v) Wage Individualisation

Perhaps as importantly, and bearing in mind that some used a combination of forms of
payment, 51.3% of firms reported that they used individual performance in determining
pay, 36.7% used establishment performance, and 28.1% used the performance of the
work unit to determine an individual worker's pay (Figure 50). One can see that this
implies a movement away from a system based on the work collective. Not
surprisingly, private firms were most inclined to base pay on individual performance.

21 There was little variation by occupational group, with the bonus share on average being 19.2% for
managements, 18.3% for specialists, 18.8% for general service employees, 18.6% for supervisors,
19.8% for technicians, 18.9% for skilléd manual workers and 18.5% for unskilled manual workers.

22 There was considerable diversity in the form of 'profit sharing', and some firms might have been
operating little more than a bonus system.

46



Figure 50: Main Performance Criteria of Wage Determination, 1993, Russia
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One consequence of the decline of the wage tariff system and the drift to more
individualised wage determination is that occupatiomal wage differentials have
widened very rapidly. This will be examined in a companion paper, yet bearing in
mind that the likely underestimate of remuneration is likely to be higher the higher the
occupational category, in mid-1994 the average wage of managerial employees was
3.6 times the average of workers in unskilled manual jobs.

(v)  Implicit “Deregulation”

Another indicator of wage flexibility is the limited effect of wage regulations. Three
aspects deserve emphasis — the wage tax or “tax-based incomes policy”, which will be
discussed later, the statutory minimum wage and the Presidential Decree on managerial
wages.

On the latter, it was clear that managements were ignoring a Presidential regulation on
their own wages with impunity, if they were even aware of it. According to that
regulation, managers in state establishments were not supposed to have wages that
were more than six times the average wage of workers in the enterprise, whereas
managers in other forms of enterprise were strongly recommended not to exceed that
limit. According to their own responses, in mid-1994 a majority of managements
(65%) were unaware of the existence of the regulation, including 80% in the private
firms. Most of the remainder were simply ignoring it.

The effect of the statutory minimum wage on wages is primarily through the

automatic effect on the wage tariff. Yet the impact of both had diminished. Over half
the firms reported that rises in the minimum wage had had no effect on average wages,
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implying that the long connection between wages and the statutory minimum has been
severed.23 It was least likely to have had any effect in the food processing sector.

(vi) Weak “Voice Regulation”

Another indicator of wage flexibility is that managements were under very little
effective pressure to pay wages. In effect, workers were unable or unwilling to exercise
their “voice” to obtain the wages to which they were entitled, either directly in protest
or through their trade union. :

A majority of factories reported that they had experienced difficulty in paying wages
— 32.5% had a chronic problem, 28.9% had experienced some months in which they
had acute difficulty in paying. The most widespread problem was in textiles, garments
and engineering, whereas the one industry where there was not a'problem was food
processing. All property forms had experienced difficulty, with social organisations
having by far the worst (Figuré51). The larger the firm, the more likely the difficulty
(Figure 52), and those in Ivanovo had more of a problem than elsewhere (Figure 53).

‘Figure 51°  Percent of Establishments Having Wage Arrears, by Property Form,
1994, Russia - B ' oo
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23 1t must be emphasised that the role of the minimum wage in countries' of central and eastern
Europe has been much greater than elsewhere, so that the change that has occurred has had
momentous effects. For a collection of national studies, see D. Vaughan-Whitehead and G. Standing
(eds.), From Protection to Destitution: The Minimum Wage in Central and Eastern Europe (London,
European University Press, forthcoming).
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52: Percent of Establishments Having Wage Arrears, by Employment
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53:  Percent of Establishments Having Wage Arrears,
by Region, 1994, Russia
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54: Percent of Establishments Having Wage Arrears,
by Employment Change, 1994, Russia
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When firms were in wage arrears, it tended to be to a substantial amount. Thus, on
average they had not paid 78% of the wage bill. Particularly in an inflationary
economy, late payment is effectively non-payment of part of a worker’s earnings. But
besides wage arrears, which might be paid, there was also admission of actual non-
payment without intention or expectation of payment. In total, in that respect on
average 6.4% of wages had not been paid.

In principle, voice regulation of wages should be the preserve to the trade union in the
enterprise. At the national level, the main trade unions have been protesting, yet the
reality, which will also be examined in more detail in a companion paper, the RLFS4
shows that unionisation has declined remarkably rapidly, and — as shown in multiple
regression analysis — union presence had no effect on the wage level. Wages were
flexible regardless of a union’s presence or the extent of worker membership:

A related factor is that the duration of collective agreements has become very short,
incorporating flexibility into the wage system. Thus, nearly two-thirds of all wage
agreements were for one year only, and a further 21% were for two years.

(vii) Wage Flexibility by Lay-Offs

The rationality for managements of extensive use of administrative leave is clear. First,
by putting large numbers of workers on unpaid or minimally-paid leave for a few
months, the firm is saved having to pay severance pay, which would be two or three
months of the worker’s average wage. If the worker quits, he would lose the right to
severance pay. If he does not quit, and the firm subsequently releases him, the.
severance pay would be much less in real terms, because his previous wage would be
very low over the past few months of leave and in any case in an inflationary context in
which average money wages have been rising by a considerable amount each month,
the average in real terms would have declined even if the firm calculated the average
based on when they were last fully working and fully paid.

That practice is quite crude. More subtle is the practice of putting workers on lay-off
as a means of lowering the average wage on which the wage tax is levied. On average,
in mid-1994 in industry, according to Goskomstat data, the average (contractual) wage
was a little over twice the subsistence minimum. There were many firms in which the
actual wage would have been above six times the minimum wage, and thus liable to the
38% wage tax. Yet by putting large numbers of their workers on lay-off, they could
avoid the wage tax. In effect, the administrative leave option allows managements to
increase upward and downward wage flexibility.

(viii) Impoverishment Wages

Another almost unnoticed aspect of wage flexibility is that in most factories a new
phenomenon had emerged, the existence and growth of a category of working
impoverished. This development reflects the tendency for establishments to put some
groups of workers and employees on very low rates of pay — and the fact that there is
little to prevent them from doing so. Having identified this phenomenon in the course
of fieldwork for RLFS3, the RLFS4 sought to identify the lowest wages paid to
employees and to workers.
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. Figure 57:  Minimum Payment, by Property Form, mid-1994, Russia. .~

.. .Figure 56:.:::Percent of Workers Receiving Minimum Payment; by:Industry, .~/
\
1
Source: RLFS4

24 The average minimum payment for May 1993 in the same firms was?17,615 lroubles; withi the

.For May1994; the: reported minimim for -employees: averaged 191,847 roublestper
lowest being in engineering.

month, ‘compared with the average for émployees i all factories -of 171,477 roubles 24
(Figure 56). There did not seem to be much variation by property form, although it did

The' highest minimum was in food processing, the -lowest in' textiles and gatiriénts

fer 1‘117=1’3,84¢‘;:1‘;"',,u;i:”f*wi:iﬁ
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Figure 58: Minimum Payment, by Region, mid-1994, Russia
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seem highest in state establishments and lowest in social organisations (Figure 57). It
was lowest on average in Ivanovo, and it was much lower in firms that had cut
employment (Figure 58).

For May 1994, the minimum paid to workers was 44,670 roubles monthly (compared
with 9,514 in May 1993).25 As in the case of employees, the lowest minimum was in
textiles and garments, the highest in food processing. Across property forms, it was
lowest in social organisations, then in private. Regionally, it was lowest in Ivanovo.

Perhaps most revealing of labour market forces at work, the minimum pay was lowest
in establishments that had cut employment — and the difference between the minimum
and average in the firm was greatest in those that had been cutting employment.

In 1994, no less than 14.3% of all workers were receiving the minimum payment, with
only food processing (8%) having fewer than 10%. This showed a sharp increase from
the share on such wages in May 1993, when 9.2% of workers were receiving the
lowest payment (Table 8). And that substantial minority of workers were only
receiving about a quarter of the average wage in the firm, highlighting the radical
change in the wage structure from the situation of the 1980s, when the minimum wage
was very close to the average wage.

State establishments had a relatively low share of their workforces on the lowest paid
level (perhaps an indication of one means by which property form restructuring would
widen wage differentials). As expected, in Ivanovo plants, besides having the lowest
minimum pay, a very high percentage of workers were on those minimum payments

(Figure 59). The rise in the share of workers on minimum payments had also been
greatest in Ivanovo.

25 In mid-1994, the statutory minimum wage was 14,620 roubles, which was equivalent to about
US $8 per month. That was less than 10% of the income required for minimal subsistence.
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Table 8: Minimum Actual Wage as Percent of Average Wage, by Industry,
1994, Russia

. Specialists | Unskilled workers | % workers receiving
_ minimum payment

Minimum | Minimum | Minimum | Minimum |
payment | as% of | payment | as% of |May, 1993 |May, 1994
(roubles):| Average | (roubles) | Average

Metals 91,109 | 72.7 |41,066 328 | 53 18.5
Engineering 84,826 60.6 |41,007 293 8.6 12.5
Food processing [147,089 82.6 |73,917 415 | 6.7 8.0
Building materials |97,273 64.4 50,445 334 | 91 | 174
Textile, garment 66,850 74.1  |31,376 34.8 113 16.5
Chemicals ~ [89,780 642 |44,749  |-320 | --12.1 16.9
Wood & paper  [82,817 | 743 {38419 | 345 | 92 19.8

n=384
Source: RLFS4

In short, putting groups of ' workers on very low rates .of pay was a mechanism of wage
flexibility, allowing higher wages to be paid.to “insider?. groups. and being-in'part a
-substitute for releasing more workers. AN DAL

- Figure 59: -+ Average Mininium Payment, by Region, mid-1994, Russia *

. 167 _
:o L
. é.\iz(- \\\\\\\\\\\E\\\\\\\% N
£ 10 A\
IR 8-2‘:
“6— 1
1{2.-‘
|7 Moscow  Moscow St Nizhni ' Tvan
o g Petersburg:  Novgorod -

n=384
Soutce: RLFS4-

_ (vii) Enterprise-based Social Benefits EOA

A key aspect of the wage: system in Russia- has been that wages have long:beenia
relatively small proportion of total remuneration. As in earlier rounds of the: RLES, in
1994 a very high percentage of workers were covered by entitlements to a wide range
of benefits, showing that many industrial establishments were still essentially "social
enterprises’ (Table9). Access to such benefits was. surely .a. factor-.in. workers
remaining with a firm even though put on unpaid leave or in precarious, low-wage. . ;-':
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Table 9:  Benefit Entitlements for Worker Categories, mid-1994, Russia

Admin. | Regular Non-
Benefits workers | workers | regular
' workers
paid vacation 99.7 99.5 48.6
additional vacation 479 65.9 18.6
rest houses 448 44.5 20.7
sickness benefit 93.0 93.5 55.9
paid health services 51.0 51.3 28.1
subsidised rent 15.6 16.4 5.8
subsidies for kindergartens ' 44.8 453 192
bonuses | 72.1 72.7 41.5
rofit sharing 66.1 65.6 27.8
loans 81.8 82.3 37.6
retiring assistance 73.2 73.4 24.4
supplementary pension 7.0 7.0 2.4
possibility for training 50.3 51.8 18.9
subsidised food 18.5 18.8 11.1
subsidy for canteen or benefit for meal 51.3 53.1 31.5
subsidised consumer goods 9.9 9.9 7.6
transport subsidies 30.2 31.8 14.4 |
unpaid shares 253 253 7.1

n=384
Source: RLFS4

positions. Socio-economically, the concentration of social protection in such
enterprises has contributed to the process of socio-economic inequality in the country.

There was flexibility even here, which we have been trying to monitor over the rounds
of the RLFS. Some factories had added new benefits over the previous year, the main
items being subsidised food, subsidised shares and subsidised transport. However, for
the first time, more firms had cut some benefit (28%) than had added something. In
terms of the main benefits cut, over 9% had dropped the provision of subsidised food,

3.1% had dropped subsidised vacations and 2.9% had dropped the provision of
subsidised consumer goods.26

Finally, there had been a growth of direct payments in kind in lieu of wages, and almost
certainly with a lower value than the equivalent in money wages, since it usually took
the form of unsold produce. Although the value was not great, a substantial minority of
firms reported that they had increased their in-kind payments, mainly in the form of
their own products that they could not sell.

This combination of information shows that the wage system had become very flexible,
even though much of the flexibility was of a perverse and unfortunate kind. And thus

26 Even so, the “social consumption” elements were about one quarter of total labour costs on average,
and that ignores the overheads of social facilities, buildings, etc. Note that only in private firms did
the social cost share of production costs go down in 1992-93.
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we reach the paradoxrcal explanation for the preservation and 1nten31ﬁcatron_of labour
surplus. — and the associated lack. of employment_ restructuring. There f,has been
excessive wage flexrblhty, excessive in the sense that it has been too easy for
managements ‘to ‘avoid: of: reduce ‘Wwage 'costs, so that théy:hidve been under little
pressure’ to remove the labour surplus that they recognise. :

1]

P ~ ¢ Uibi

The conventional viewto explam the 11m1ted cut in employment is 1ncorrect for: 1t is
not the soft budget constraint that has checked the cut in employment but the: low-cost
of employment. It is:less costly to.put workers on unpard leave or on very low. pay than
to dlstSS them especrally as’ they can avord severance pay (three months. of* average

regulatrons Wh1ch rmght be condemned by supply-51de econormsts as’ a)_rv 1)d1y ,
'the Russian

labour market in the mld-1990s 1f enterprise-and economlc res
effectrve_ IF employers were obhged to pay the wages they Wi

market, and unemployment protect1on pol1c1es

10. Concluding Points

The bisic | message is that"in labour ‘markets distortions bréed dlstortlons The st
urgent needs in the Russian‘labour market in late 1994 are‘a stronger sét of pol1c1es for
respondrng to mass unemployment, which will only emerge if the severrty of the
situation were recogmsed and reforrn of the wage deterrmnatlon system so that it
‘could promote productrvrty and enterprrse restructunng

In October ‘1 994 1]
Unions, estrmated’ that nterprlses owed workers 5:6° trillion’ roubles m unpald" wages
which was 2 ‘38% ificréase over’ August *Although- th1s’"” vt ‘ i
which FITU had representation, it graphically h1ghl1ghts the"gravity ‘of tHe bot
market srtuatlon wh1ch is accompamed by real open unemployment ‘berng much

Russran Govemment has ratlﬁed Here is not the place to comment on th1s other than
at it s the regular payment of w ages. Ye t the really rmporta s

‘ldbout ‘market and- income security. What 'is"nl ded 15 a' rapid 'ove’to’ ‘effective
collectlve bargamlng backed by effectlve legal redress for the beneﬁt not Just of the
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workers but to improve the effectiveness of the labour market and to facilitate
employment restructuring.

This should be accompanied by reform of the “tax-based incomes policy”. In an effort
to limit the rise in wages, as part of the shock therapy strategy, successive
governments have operated a variant of this policy, as advocated by the IMF and
World Bank, inter alia. In 1993, the wage tax was 32% of remuneration between six
and eight times the minimum wage, and 38% of anything above eight times the
minimum wage. This was revised to be 38% for anything above six times on January 1,
1994, What this has done is encourage a shift into non-wage forms of remuneration
and the use of administrative leave, because ironically if a firm puts workers on unpaid
leave that lowers the average wage for the whole firm, and is thus a mechanism for
avoiding or limiting the wage tax. Moreover, the tax has encouraged firms to shift into
fringe benefits and thus hinders them from developing the wage mechanism as an
incentive and reward for labour productivity. And without productivity growth,
economic restructuring will be painfully unrewarding for many years.



