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Foreword

This is the firg report of results from the seventh round of the Ukrainian Enterprise
Labour Hexibility Survey, caried out in 2000. Over its annud rounds, the ULFS is
chating the main deveopments in the indudrid labour market of this mgor European
country, which when it emerged as an independent country following the bresk up of
the Soviet Union contained nearly 52 million people Since then, largdy because of the
huge economic and sodd deding the populaion hes dwunk to bdow 50 million, in
less than ten years This adonishing demogrgphic fact is the sngle most important
indicator of the seriousness of the economic dedine in that period.

The following peper tels a worrying dory, about factories druggling to survive
and produce, about workers in ther many thousands faced by chronic insecurity,
dfected by wage cuts, loss of benefits, and socdled “adminigrative leave’, while
threstened by the fact that those factories have dready lost many thousands of jobs
Previous rounds of the survey have documented many of the mgor changes, and this
round demondrates that new trends have begun that indicate that findly labour market
restructuring is taking place.

All views and conclusons are those of the authors only and not necessarily the
ILO's Thanks are due to the Ukrainian Ministry of Statistics, which was responsible for
the fiddwork, Nadezhda Grigorovich and Natdya Vlesenko, colleegues in UNDP,

Kiev, which hdped finance the survey, and Igor Chenyshev, of the ILO's Bureau of
Labour Statigtics and the Socio-Economic Security Programme.
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1. Introduction

Ukraineés indudrid enterprises have druggled to survive ever snce the country
emerged from the dissolution of the Soviet Union as an independent nation in 1991. A
decade of economic dedine has impoverished the country, leading to sharp dedines in
life expectancy and a per capita income eguivdent to $25 per month. Previoudy
integrated into the Sovig ‘military-indugtrid complex’, in 1991, its economy plunged
into what is best dexcribed as hyper-stagflation. Output over the remainder of the
decade dhrunk by over 50 per cent. Inflation in 1993 done was over 10,000 per cent. In
1994, the word effects of the price liberdisation wore off, but dill the anud inflation
rale exceeded 500 per cent. In the ensuing Sx years the essentid redtructuring of
production and didribution was dmost pardysed, with modest reforms in some aess
being hdd back by inetia dsewhere. In 1999, consumer prices rose by more than 100
per cent for the eighth year in succession.

The economic depresson had wrought terrible socid damaege. After a decade of
continuous dedine in living dandards, in 2000 the average monthly wage was 280
UAH - about USH2 a the current exchange rate - dthough there are reasons for
regarding this as a severe over-edimate, for reasons to be eaborated later. Many
obsarvers dam that activities in the informd (legd, but pety in scde) and black
(illegd) economy have grown subgtantidly, which is surdy true. But even if one
asumes that such activities account for as much as a third of totd income, average
incomes would dill be extrendy low and inadequate, especidly bearing in mind thet
the poor often have least chance to indulge in concedled income-earning activities.

More tdling is the patern of demogragphic developments. Since Ukraine became an
independent netion, the population has shrunk in the wake of a subdantid decline in life
expectancy. After gpproaching 52 million ealier in the decade, in 2000 the populaion
fdl bdow 50 million. Average mde life expectancy a hbirth had fdlen to 63 yeas
while for women it was jus over 74; it has goparently sabilised, and may have risen
digntly, but for men in paticular it is dill lower than when the country became
independent.

For redructuring to arest the decdline and to begin a process of economic
regeneration, what happens in and aound indudrid firms is cudd. Rasng
productivity will be a key to economic regeneraion; it has been aysmdly low. Officid
data sugges that dthough employment fdl in the 1990s it fdl by less than output.
Nevethdess, totd employment shrunk by about one-third between 1990 and 1999, with
employment in agriculture and in indudtry faling by over 40 per cent, while ‘sarvices
have expanded by about 15 per cent.

Unemployment has been lagdy disguised. Although it rose theredfter, even in
1995, the registered unemployment rate remained beow 05 per cent. By 2000, it was
hovering beow 5 per cent. The unrdiability of such figures and rdaed labour market
trends is considered elsawhere’ In redlity, there is reason to believe that unemployment
has long been very high and tha the labour market deterioration has continued into the
new century. The open unemployment rate measured by the Labour Force Survey has

1 ILO-CEET, The Ukrainian Challenge: Reforming Labour and Social Policy (Budapest and Kiev, ILO-
CEET and UNDP, 1999).




risen from indgnificant leves in the early and mid 1990s to over 12 per cent now.
Women's unemployment rate (11.6 per cent) has been dightly lower than men's, even
though women have comprised 62 per cent of dl the unemployed who have registered
with public employment exchanges The youth (16-24) unemployment rate is 13.1%,
possbly reflecting the fact that young rdaively educated workers have rdatively good
opportunities. The number of long-term unemployed has multiplied dmogt tenfold in
the lagt five years of the decade in which time the median duration of unemployment
rose from about Sx months to deven months.

In 1994, the ILO and the Ukraine Depatment of Staistics conducted the first
round of the Ukrane Labour Hexibility Survey (ULFSL), a survey of indudrid
edablishments in sx regions - Kiev City, Kiev Region, Donetsk, Kharkov, Lvov and
Nikolaev.? It covered a random sample of establishments giving a crosssection of
indugries in each region® As in rdaed surveys in Bulgaria, Hungary, Russa and
dsawhere outsde the region, the mehodology involved interviews with senior
managers and two quedionnaires, one completed by the edablishment, the other
administered orally in discussion with managers, often accompanied by senior staff.*

In 2000, the ULFS7 involved the same methodology, gpplied to dl 26 regions of
the oountry, covering 1684 indudrid firms employing 1,099,163 workers It is the
largest and most comprehensive survey of deveopments in the indudtrid labour market
ever conducted in the country.

This is the firg report of findings from the ULFS7, with emphasis on aspects of
restructuring, labour surplus and labour shedding. Other papers will go into more detal
on the more important topics. We begin with a brief review of the man dgns of
resructuring in indugtrid firmsin the late 1990s.

2. Structural characteristics of Ukrainian industry in 2000

In terms of indudtrid dructure, there has been a big reative shift away from heavy
engineering over the past decade. Food processng accounted for the largest share 28.6
per cent of firms covered by ULFS?, followed by the category designated in Ukrainian
datigics (and used here for convenience) as “light industry”, which comprised textiles,
garments, leather, glassware and china production (Figure 1).

Gradudly, Ukrainian indusry hes become less monopoligic. According to
managements, in 2000 11.3 per cent of dl factories were a monopoly in their sector,
with a further 7.5 per cent bdieving they had a monopoly in some of ther products, not
dl. About 118 pe cett of dae edablishments beieved they were monopolidts,

2 For an andyss, see G. Standing, “Labour market dynamics in Ukrainian industry in 1992-1994: Results
from the ULFS’, ILO-CEET Report, No.11 (Budapest, ILO Centrd and Eastern Europesn Team,
September 1999).

® The unit of the survey was an establishment, which gatigticaly should be distinguished from an
enterprise, which consists of one or more etablishments. The average size of establishment, in terms of
capital, employment, saes, etc, is condderably smdler than for enterprises.

4 We wish to acknowledge with gratitude the cooperation and assstance of the Ministry of Statistics of
Ukraine, which handled the fiddwork with considerable expertise.




condderably below the figure in 1999 (19 per cent), while 154 per cent of dl firms
with more than 1,000 workers did so.

Figure 1: Industrial distribution of establishments, 2000, All Regions
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The employment size didribution showed that 528 per cent had fewer than 250
workers and 15 per cent had more than 1,000, with the share of larger establishments
being much less than was the case in earlier rounds of the survey, continuing the longer-
teem downwad <hift in the dze didribution. Overdl, the meen average sze of
edablishment had shrunk to 654 workers, ranging from 2466 in metds and 1,248 in the
energy sector to 264 in wood and papers, reflecting the large-scde nature of indudtrid
production in Ukraine, even in 2000. The largest average Sze was in Dongsk (2,141),
followed by Zgporizhzhya (1,527); the smdlest wasin Termopil (255).

In terms of property form, there had been congderable resructuring. By 2000,
only 15.2 per cent of al firms were state-owned, compared with 32.3 per cent five years
ealier. The categories that had come to predominate were cosed and open joint stock
enterprises, paticulaly the later (Figure2). This was dmilar to the changes that had
taken place in Russan indugtry.

Figure 2: Property form distribution of establishments, 1999-2000, All Regions
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The property restructuring was expected to continue. Thus, 9.2 per cent of dl firms
planned or expected to change property form in 2000, and 22.7 per cent of leassholdings
and 11.2 per cent of date enterprises planned to do so. Mogt of those planning to change
expected to become open or closed joint tock companies.

Figure 3: Change in sales in real terms, 1998-99, by industry, All Regions
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After more than a decade of rdentless decline, there was a glimmer of hope in that
for the first time, a mgority of firms reported that sdes in red terms had risen over the
past two years. However, for the whole of manufacturing, 38.6 per cent of al firms
reported that they had declined, with a further 6.8 per cent reporting no change
(Figure 3). Leaseholdings, open joint stock and dtate enterprises were rdativey likdy to

have experienced a decline and the gsmdl privele sector and closed joint sock
enterprises an increase (Figure 4).

Figure 4: Change in sales in real terms, 1998-99, by property form of establishment, All
Regions
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In terms of didribution of output, Ukrainian industry has remained heavily oriented
to the domedic market, which accounted for 59.6 per cent of sdes in 1999 (Figure 5).
This was actudly grester than a year earlier. The proportion of firms exporting some of
ther output had increesed, but on average only 9.2 per cent of totd output was
exported, less than a year before. State enterprises actudly exported more of ther
output than other firms.

Figure 5: Distribution of output, 1999, All Regions
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One worrying pattern deserves to be highlighted. Much more was being bartered -
25.6 per cent of totd output compared with aout 7 per cent Sx years ealier. Both the
number of firms batering and the percentage of output bartered had increased since
1992. Smilarly, more firms sold output to ther workers and more gave output to ther
workers than was the case Sx yeas ealier. The later two forms of digtribution
accounted for over 4.6 per cent of total output, with a further 1.6 per cent going for in-
house drculation.

As for other signs of redtructuring, the survey consdered three forms of innovaion
- product, capitd and work process. Over 16 per cent had reduced their product range
over the past two years, compared with 40.8 per cent that had increased it, with state
edablishments being dightly more likdy than others to have reduced the range. About
two in every five had made some technologicd change in production, with date
enterprises being the least innovative in that respect. And 31.6 per cent had made some
definable change in work organisation, with fewer date enterprises having done so than
joint gock firms (Table 1). So, in terms of technology there were sgns of change; later
papers will consider the quaity and impact of those changes.

Senior managements were asked to identify the “main economic difficulty” faced
by ther firms in the previous Sx months. The mog common regponse wes lack of sdes
34.7 par cent (dthough this was much less prominently the man problem than was the
cax in elier years), followed by high taxes (23.1 per cent), lack of rav maerids (15.7
per cent), customers inability or unwillingness to pay (9.8 per cent), and suppliers
financid pogtion (6.7 per cent).




Table 1: Technological innovation, by property form of establishment, 1998-2000, All Regions
(% of establishments having made a change)

Change in range of products | New technology | Change in work
Property Form Increase Decrease org.
State 325 8.8 40.0 321
Leasehold 36.4 136 455 273
Private 48.2 7.1 463 335
Closed Joint Stock 50.6 134 42.6 332
Open Joint Stock 379 20.6 38.9 318
Other 455 182 294 253

Source:  ULFS7,n=1671

One cregping dructurd change hes been in the means by which managers are
gopointed, snce the mode of “corporate governance’ could be an important determinant
of the firm's performance and approach to restructuring.> Marking a significant change
from the mid-1990s, in only 128 per cet of edablishments had top managers been
gopointed by a line Ministry. In 20.1 per cent that had been done, formdly a least, by
the work collective, in 6.5 per cent by enterprise boards, and in 3.3 per cent by local
authorities; the remander were gppointed by a combination of methods. This
represented a sharp dedine in the role of line Minigries since the mid-1990s coupled
with an increase in the role of boards of directors.

In the ‘heavy’ indudries of energy, chemicds metds and enginesring, managers
were more likdy to have been gppointed by Minidries wheress in ‘light’  indudry,
building materids wood and paper, enginering and food processng they were more
likdy to have been gppointed by work collectives Some 20 per cent of managers were
gopointed for two years or less (usudly on a one year contract), 155 per cent were
gopointed for three or four years, 37 per cent were gppointed for five years, 0.2 per cent
for longer, and 27.1 per cent were gppointed without a fixed term or forma contract.
Managerid agppointments, on average, have become shorter than in the early 1990s, as
recorded in ULFSL And many more manages ae now on formad employment
contracts. In this respect, a leas, Ukrane has been moving towards internationa
norms.

Ore odd, widdy-criticized ‘dructurd’ festure of Ukranian enterprises was
dependency on government subsidies. However, remakably - given the image of
factories being maintained by date assgtance - 97.2 per cent reported that they were not
receiving a subsdy for production purposes, and only in the energy sector did many
firms appear to be recaving subsdies. Anecdotal evidence suggests that the primary
reason for this virtud disappearance has been the lack of financia resources.

As expected, recept of a government subsdy was more common in date
edablishments, dthough even here there had been a drong decline in the share
receiving such assgance. Hdf the subsdies had come from the nationd budget, the
remainder coming from regiond and locd authority budgets.

> Issues of corporate governance have dtracted condderable discusson in the context of the

tranformation of soviet-style enterprises. For one perspective, see G. Standing, “Promoting the “Human
Devdlopment Enterprisg’: Enterprise  restructuring and corporate  governance in Russan industry”,
Labour Market Papers, No.8 (Geneva, ILO, October 1995).
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A find dgructurd feature worth dressng is that 16.4 per cent of factory managers
believed there was a drong possbility that therr firm would go bankrupt in the next 12
months, with a further 18.6 per cent being uncertain. Managers in the building maerias
sector were paticulaly pessmidtic, whereas firms in chemicds and metds were most
sanguine. Lessehold, open joint-stock and state edablishments were mogt indined to
anticipate bankruptcy. The most mentioned main resson for expecting bankruptcy was
difficulty in sdling the output (264 per cent), followed by indebtedness (224 per cent),
and rigng prices of raw materids and other inputs (21.3 per cent). The growing fear
associated with debt deserves to be emphasised.

In sum, there was 4ill widespread pessmism about economic progpects, and
managers seemed redidic. While property form restructuring had occurred on a wide
scde, and while there had been a corresponding shift in forms of manegerid
gopointments, the continuing decline in sales highlights the persigtent structurd crisis.

3. Capacity utilization in 1999-2000

With the continuing economic dump in the country, it was not surprising that the
levd a which factories were operding in early 2000 was wel bdow capacity, and thet
this was down from 1999, which in turn was down from the mid 1990s.

Ovedl, according to the firms edimates, by 2000 firms were operaing & merely
45.3 per cent capacity - down on a year ealier and over 21 per cent bdow what hed
been the levd in 1993. This is extraordinarily low by internationd sandards and even
by comparison with the low levels recorded in Russian industry.®

The lowest levds in 2000 were in food processng and building materids, the
highet in metds followed by wood and peper (Figure 6). The biggest dedine snce
1993 had been in food processng, dmos certanly reflects the ingbility of people to
afford food, bearing in mind that there has been widespread resort to private smdl-scae
farming and consumption and sdle of home-grown food.”

Privaie firms tended to be operaing a redaively high capacity (Figure 7), dthough
the levdl was lower in al propety forms than in the mid 1990s There was no apparent
rlaionship between sze of etablishment and cgpacity tilization (Figure 8). And
declines had continued in most regions (Figure 9). All these figures suggest that the
declinein output was due primarily to aggregate demand factors, not to restructuring.

One complication in interpreting changes in capadity utilization aises from a
tendency for large-scde esablisments in difficulty to opt for restructuring by
divesting, by detaching production units dosng or trandering them to other
managements or dling them or thar equipment and fadlities Such diveding is a
potentidly desrable aspect of redtructuring, and featured throughout the 1990s.
According to ULFS7, 11 per cent of dl firms had detached a production unit over the
past two years, with that being rdatively common in building maerids and in meds.

® G. Standing, Enterprise Redtructuring and Russian Unemployment: Reviving Dead Souls  (Basingstoke,
Macmillan, 1996). Thefiguresin the text are unweighted mesan averages.

" Between 1985 and the mid 1990s, the number of city resdents plots of land doubled, resching 6.8
million units for an urban population of 35.4 million.




However, there was no dgn that this was associated with variations in capacity a& which
firms were operaing.

Figure 6: Capacity utilization, 1998-2000, by industry, All Regions
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Figure 7: Capacity utilization, 1998-2000, by property form, All Regions
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Figure 8: Capacity utilization, 1998-2000, by employment size, All Regions
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Figure 9: Capacity utilization, 1998-2000, by Region
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In sum, the remarkably low capecity utilization levels indicate the enormous dack
in the Ukrainian economy, which has remained much worse than in the early 1990s. As
we have recognized in ealier reports no doubt much of the ‘unused capacity’ is
obsolete, and unlikely to be restored to operation. However, to write off over 50 per cent
of capecity a a time of extremdy low living standards would be too draconian for the
country’s economic wedl-being. In the longe-term, writing off old plant would be
desirable, but for the next few years phasing out that cgpacity a a dower pace would be
more prudent.




4. Labour surplus in Ukrainian industry

With capacity utilizaion rates crashing, by 2000 over 34 per cent of firms reported
that they could maintan their current levd of production with fewer workers, with a
further 6.9 per cent being unsure. Except in the energy sector, this was reported widedy
across dl indudries, supporting the view tha it was low demand tha was the man
caue of the dignd indugrid peformance (Figure 10). The figures actudly
underestimate labour dack, snce larger firms were more likdy to report being able to
cut employment. There was no smple corrdation between  ownership-management
fom and this messure of labour surplus, dthough perhgps open joint  stock
establishmentswere mogt inclined to report it (Figure 11).

Figure 10:  Percent of establishments that could produce same outputwith fewer workers, by
industry, 2000, All Regions
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Figure 11:  Percent of establishments that could produce same output with fewer workers, by
property form, 2000, All Regions
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Those operding a very low leves of capadty utilization were mogt likdy to have
surplus workers (Figure 12). And those in which capacity utilization hed fdlen sharply
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were mogt likely to report this (Figure 13). Perhgpos more surprisingly, those tha had cut
employment were more likdy than others to esimate that they could cut employment,
dthough 30.7 per cent of those that had raised employment over the past year dso felt
they could produce the same amount with fewer workers.

Figure 12:  Percent of establishments that could produce same output with fewer workers, by
capacity utilization, 2000, All Regions
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Figure 13:  Percent of establishments that could produce same output with fewer workers, by
change in capacity utilization, 1998-99, All Regions
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Those firms reporting that they could produce the same with fewer workers were
asked to edimate what percentage of the workforce they could cut without reducing
output, other things equd. If we assume dl other firms had no suplus labour in this
sense, we find that, according to the managements, Ukrainian factories could have cut
employment by 7.9 per cent without affecting output. Of just those that reported being
able to reduce employment without affecting output, the figure was 23.1 per cent.

11



This form of “labour hoarding” was spreed across most indudries, regardiess of
gze and propety form (Figures 14-15). It is a subjective estimate, and may say as much
about managerid attitudes as about what could be achieved.® We may surmise that the
data give lower bounds for the number of jobs that could be cut, given the prolonged
period in which managements were attuned to maximisng employmert.

Figure 14:  Percent of workforce to cut without affecting output, by industry, 2000, All Regions

-]

Energy | D

Metals

Engineering ,

Chemicals

Wood & paper

Building materials , ﬁ

Light ind. , D

Food proc. , ﬁ

Other D

0 5 10 15 20 25

% workforce
Source: ULFS7,n=570

Figure 15:  Percent of workforce to cut without affecting output, by property form, All Regions
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8 Managers appointed by - or in their minds responsible to - work collectives seemed more likely to report
that they could cut employment without affecting output.
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Those managers who reported that ther firms could cut employment were asked
wha had been their main response to surplus labour, besdes making retrenchments. No
less than 32.9 per cent said they had put workers on unpad leave, and a further 3.3 per
cent sad that ther main response had been to put workers on patidly pad leave. This
underdates the incidence of these practices, because other firms resorted to unpaid leave
as asecondary measure.

Managements were adso asked whether they had experienced a period in the past six
months in which they had too little work for ther workforce laging for two weeks or
more. This proxy meesure of labour surplus was used primarily to lead to questions
about managerid reections Overdl, 60.9 per cent had experienced this with high leves
in al sectors except energy (Figure 16).

It was rdaivdy common in firms with fewer than 500 workers Managements hed
reacted in various ways, but more than hdf of them reported that the main measure had
been to put workers on unpaid administrative leave (Table 2) - implying that more then
one in every three firms had done this. Use of this measure was subgtantidly greater
then in the mid-1990s. Cuiting hours and putting workers on partidly pad leave were
dso common responses. A mgority of firms (55.7 per cent) had dso mede internal
transfers of workersto avoid or limit redundancies (Figure 17).

Figure 16:  Percent of establishments having too little work for workforce in 1998-99, by industry,
All Regions
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Table 2:

Main measure taken in response to surplus labour besides retrenchme nts and

transfers, All Regions, 1998-99 (percentage of establishments taking specified

measure)

Figure 17:

Main measure %
None 2.1
Cut normal hours 245
Unpaid leave 54.0
Partial paid leave 5.4
Stop production 8.1
Transfer to other work 2.9
Other 2.1
Do not know 0.9

Source:

industry, 1999-2000, All Regions

ULFS7, n=1025

Percent of establishments making internal transfers to limit redundancies, by
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5. Redundancies and employment decline

In Ukraing, it is litle use reying on conventiond idess about labour market
reections to an economic depresson. Conventiona textbooks indicate that if aggregeate
demand fdls sharply, employment should fdl very sharply too. But sandard ddistics in
Ukraine suggest tha employment has fdlen by much less than output. Some observers
atribute this to enterprise rigidities, and to “soft budget condraints’. The redity is that
they have been able to rdy on less cogtly ways of reducing employment than by cutting
employment. They can just put workers on “unpad leave’, or smply not pay wages
This may have conceded the depth of labour market dedine, but it is building up a

crigs of enormous proportions.

There has been a common perception that Ukrainian factories have been unwilling
or unable to make workers redundant. In fact, even in the early 1990s redundancies

occurred.
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According to ULFSL, nearly twothirds resorted to redundancies in 1993-94. But
they tended to rdease smdl numbers of workers. This pattern has continued. In 2000,
474 per cent had made redundancies in the past year, accounting for 2.2 per cent of all
jobs (Fgures 18-19). These figures exclude workers who had left by other means
including those ‘induced to resign’.

Figure 18:  Per cent of workforce released, 1998-99, by industry, All Regions
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Figure 19:  Per cent of workforce released, 1998-99, by property Form, All Regions
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The fact is that employment has been cut geadily and subgtantialy. In 19992000,
in the 1,684 factories, employment was cut by 21,344, or by about 2 per cent overall.
Although it rose in energy and food processng, employment dedined in mog regions
and indudries and in dl gSze-caegories of firm (Figures 20-22). It dabilissd anly in
firms in which sdes in red terms had grown. Noteble is that dtate enterprise managers
were no more indined to hold rigidy onto ther workforces than others Those that had
cut jobs most dso tended to report they could cut employment by rdaively lage
numbers without affecting output.
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Figure 20:  Per cent employment change, by region, 1998-99
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Figure 21:  Per cent employment change, by industry, 1998-99, All Regions
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Figure 2. Per cent employment change, by property form, 1998-99, All Regions
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Managements were asked what impact sdes changes had on employment in the
past two years. Of those that had experienced a cut in sdes, 51.3 per cent sad that the
man result had been a cut in employment, 8.2 per cent that it had been reduced work
intengty. This marked something quielly momentous, for it was the firg time that a
magority had responded to sdes dedine by cutting employment, and reflected a marked
reduction in the tendency to respond by reducing work intengty.

In firms with sdes up, 50.2 per cent reported that they had increased employment
as a result, while 20.5 per cent had merdly increased work intendty. One can teke these
results as further tesimony of labour dack. State establishments seemed no more or less
likely to have cut employment as aresult of declining saes than other firms.

The managers perceptions of the impact on employment of Structurd changes are
dso worth noting. Of those that had changed property form, 6.5 per cent estimated that
the change had resulted in lower employment, compared to 13 per cent that bdieved it
had raised employment. In firms that had narrowed the range of products, 78.4 per cent
sad they bdieved tha hed resulted in a cut in employment, wheress 559 per cent of
those that had incressed the product range believed that had increesed employment. In
firms tha had made some technologicd innoveion in production, 365 per cet
believed that it had rased employment, 9.9 per cent that it had been labour displacing.
And of those that had made work reorganistion to improve efficiency, 37 per cent
believed that it hdped to raise employment, while 129 per cent thought it had resulted
in labour displacement.

To examine employment change more sydemaicdly, a multiple regresson was
edimated in which the dependent variable was the percent employment change over the
pest year. The following was estimated by ordinary least squares regresson:
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PEMPCHG =  a+bS(IND)+ b,EMPSIZE + ,S(PROP) +
bsS (REG) + bsCHCAP + bsCHSALES +
b,%BC + b6 FEM + bbLVE + b, 26 MAT +

b,1SUB + e
where the independent varidbles are:

S(IND) = binaries (1,0) for industrid sector, the omitted category being the
energy sector;

EMPSIZE = employment Szeof establishment in mid 1999;

S(PROP) = hinariesfor property form of establishment, the omitted category
being ate establishments;

S(REG) = st of binariesfor region in which establishment located, the omitted
region being Donetsk;

CHSALES = per cent change in sdles 1999-2000;

CHCAP = per cent change in cgpacity utilization rate 1999-2000;

%BC = per cent of workforce classfied as manua workers (skilled, semi-
skilled, unskilled) in 1999;

%FEM = per cent of workforce in establishment conssting of women in 1999;

%LVE = per cent of workforce on adminigtretive leave as of March 2000;

%MAT = per cent of women workforce on maternity leave, March 2000;

UB = dummy, 1 if establishment was recaiving ate subsdy, O otherwise

e = error term.

Omitting the results in which the regiond dummies were included, which had no
subgtantid effect on the remaining coefficients, the results of this function are presented
in Tabde 3. The main finding of note is that firms had adjusted employment to demand,
as measured by changes in sdes. In other words, firms were tending to adjust
employment in response to maket pressures, even though the labour surplus figures
tedtify to a continuing reluctance to do so.

As for employment expectations, given the widespread labaur surplus, it was not
urprisng that many managers were pessmigtic about employment prospects. Over 19
per cent expected to cut jobs in the next 12 months, wheress 131 per cent expected
employment to grow (Fgure23). The glimmer of hope is that the latter figure was
much gregter than in previous years. Expectaions of cuts did not seem to vary by
property form (Figure 24), but the larger the factory, the more likdy the expectation of
job cuts (Figure25). And the gregter the dedine in employment in the past year, the
higher the probahility of expecting a dedline in the next.

Although ussful for indicating the paitern of expected employment, these figures
should be interpreted as overly optimidtic, if the results from the past rounds of the
urvey ae ay guide In both Ukranian and Russan indudry, during the 1990s many
more firms cut jobs than had anticipated doing so, and far fewer of those that had
expected to increase employment subsequently did so.

In_sum employment had shrunk further in 19992000 and managements expected
it to continue to dhrink. It would be a migake to characterise Ukrainian indudry as rigid
in taems of employment or hoarding labour to the point of providing an explandion for
the mideadingly low officid rate of unemployment in the country.
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Table 3: Per cent employment change, 1999-2000, All Regions

Variable Coefficient
(Constant) 759760
Industry
Metals -6.7755
Engineering 219051 ***
Chemicals 12,4450
Wood & paper -9.0278
Building materials -8.5605
Light industry -4.1232
Food processing 25955
Other -9.3179
Property Form
Leasehold -1.8422
Private 45386
Closed Jaint Stock 85373 *
Open Joint Stock -2.1659
Employment Size 0.0002
% Capacity U tiization 01134 *
% Sales Change '99-99 0.0039
% Manual Workers '99 -1.1940 **
% Unionised 2000 8.1653
R = 0.0769
F = 26829

Source: ULFS7,n=1684

Figure 23:  Expected employment change in next year, by industry, 2000, All Regions
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Figure 24:  Expected employment change in next year, by property form, 2000, All Regions
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Figure 25:  Expected employment change in next year, by employment size, 2000, All Regions
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6. Concealed unemployment in Ukrainian industry

We dluded ealier to the incredibly low “regisered” unemployment in Ukraine.
There are many reasons for being sure that officid figures chronicaly undergate actud
unemployment. Among them ae the unemployment benefit system, which has scarcedy
provided the unemployed with decent benefits or any benefits and the undeveoped
naiure of the employment exchanges. Also important are behavioura reections by firms
redricting the emergence of unemployment in its convetiond form. The folowing
congdersthe extent of invisble or concealed unemployment.
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Unemployment as administrative leave

One way by which Ukranian firms have responded to the economic dump is by
placing workers on “adminidraive leave’, mostly unpaid dthough in few cases with
something like a minimum wage income provided from the firm's wage fund. There are
various reasons for managers to prefer to put workers on leave rather than release them
or to cut the working time of the work force or to cut wages.

Firs, by doing that, they avoid having to pay severance pay. Under Ukran€s
Employment Law, employes must pay three months of severance pay to any worker
rdeesed for economic or ‘organisaiond’ reasons, the monthly amount being equivdent
to the average wage received by the worker over the previous three months. By putting
workers on adminidrétive leave, they not only avoid severance pay but may succeed in
inducing unwanted workers to leave the establishment “voluntarily”.°

Under the Employment Law, a worker on unpad leave - or in the three months
during which he or she is pad severance pay - canot receive unemployment benefits,
and ds0 has no incentive to regider a an employment exchange, given the very low
probability of finding a job through a locd exchange As a reault, they would not be
counted as unemployed. Indeed, those on unpad leave are counted as employed, even if
they had been on such “leave’ for many months

Second, managements were encouraged to resort to this practice by the wage tax,
or the ‘tax-based incomes policy’, by which firms rasing money wages aove a certan
amount were pendised by a tax.'® By putting some workers on unpad or patidly paid
leave the average wage is lowered, as is the wage bill, dlowing workers actudly
working to be paid higher wages while lowering the amount paid as wage tax.

Third, for workers it has been rationd to remain on adminidrative leave rether than
quit to become unemployed, because there remans a posshility that the leave is
temporary and access is retained to some of the enterprisg’s socid security and benefits,
such as hedthcare and use of the firm's socid amenities. Quitting would mean loss of
severance pay and temporary loss of entitlement to unemployment benefits.

These factors have surdy crested the unfortunate dtuation of extensve
adminigrative leave, eroding the workers income and employment security. It is dso
economicdly inefficent because it redricts labour market mohbility, and it gives an
atificaly inflated image of the level of employment.

The daa show tha unpad and patidly pad adminigraive leave - o in
conventional  internationd  parlance “lay-offs’ - had increesed condderably snce the
mid-1990s. In March 1999, 47.1 per cent of dl factories had some workers on
adminigrative leave; in September 1999, the share was 454 per cent; in March 2000, it
was back to 46.8 per cent. This refers to full-time adminigrative leave, and does not
include workers put on short-time work or sent on prolonged holidays, which were

symptoms of the same phenomenon.

° This may explain the high level of ‘voluntary' departures from employment recorded in officia statistics
in Ukraine. For an analysis, see ILO-CEET, 1994, op.cit., chapter 2.

19 For areview of thispolicy in Ukraine, see ILO-CEET, 1994, op.it., chapter 4.
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Of firms that resorted to adminidrative leave or lay-offs, the average share of the
workforce affected was 37.7 per cent in March 1999, 38 per cent in September 1999 and
355 per cent in Mach 2000. So, while nearly hdf of dl indudrid firms were puitting
workers on lay offs they were putting over a third of their workers on such lay offs.
Mog of that was in the form of unpad leave, dthough the share receiving some token
pay had risen. Thus, the completdy unpaid share was just under 47 per ceat in both
March 1999 and March 2000, when the remainder were dassfied as on “patidly pad’
adminigretive leave, dmogt catanly recaving no more than the minimum weage (an
amount well beow a subsstence leve of income).

In late 1999 and 2000, the depth as well as the incidence of adminidrative leave
remained high. These workers are classified in conventional statistics as employed, but
should be counted as unemployed, given their low probability of recall. Taking all
firms, including those that did not resort to lay-offs, 17.9 per cent were on unpaid leave
in March 1999, 17.3 per cent in November 1999 and 16.1 per cent in March 2000.
Some regions were particularly badly affected. In early 2000, on average, in Chernivtsy
and Volyn, 25.9 per cent and 26.8 per cent of all industrial workers were laid-off,

respectively.

Figure 26:  Unpaid and partially paid administrative leave, by industry, 2000, All Regions
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In March 2000, the indudries with the largest share of establisments resorting to
lay-offs were light indusry and building materids (Figure 26). The practice was
grestest in joint dock firms, suggeding that workers voice in ownership was limiting
retrenchments (Figure 27). Findly, in terms of incidence of firms affected, lay-offs were
mog extensve in Chernivtsy, followed by Ivano-Frankivsk.
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Figure 27.  Unpaid and partially paid administrative leave, by property form, 2000, All Regions
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“Maternity” Leave

A peculiar phenomenon obsarved in early rounds of the ULFS was the high leve
of maternity leave. This has continued, and should be seen in the context of the
extremdy low and dedlining fertility rae in Ukrane It seems women workers have
been encouraged to extend maternity leave for two or three years, as a result of either
ovet encouragement by managements, or by their perception of the progpect of very
low incomes if they returned to ther jobs, or because they were under no pressure from
managements to return.

In 2000, expressed as a weighted average share of employment, 8.3 per cent of all
women workers were supposedly on maternity leave, amounting to 3.7 per cent of the
total male and female workforce. In officid datidtics, they were dassfied as employed,
but we may surmise that most should not have been counted as such in line with
internationd definitions or nationd practicesin western European countries.

Frms tha had cut employment had higher proportions of women on maternity
leave than others (Figure 28). Unless one bdieves tha employment cuts were associated
with rigng fertility, this suggests that maternity leave was being used as a mechaniam
for limiting dis-employment, or for conceding unemployment. This was accentuated by
the regulaion blocking firms from discharging women when they were on maternity
leave. This could be regarded as regulation failure
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Figure 28:  Per cent of employed women on maternity leave, 2000, by per cent employment
change, 1999-2000, All Regions
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Short-time Working

Another means by which unemployment is disguised is by resort to short-time
working. This too had increased dnce the mid-1990s, but seemed to have dabilised & a
veay high levd, with 43 per cent of firms reporting that workers were on short-time in
March 2000, compared with 435 per cent a year earlier. Of those resorting to short-
time, 184 per cent (weighted average) of their workforce was on short-time, the average
time log amounting to eight hours per worker per week. Perhaps surprisingly, neither
energy nor metas seemed to resort much to short-time working (Figure 29). In terms of
the totd workforce in dl indudrid firms, in early 1999 an average of 22.7 per cent of
workers were put on short-time, and in 2000 thiswas 21.3 per cent.

Actud average working time was 32 hours per week for workers and 33.8 for
employess, exduding those on short-time or adminidrative leave, implying a further
form of labour surplus, given that the standard working week averaged 39.5 for workers
and 396 for employees in March 2000. Although this form of nonrworking exiged in
dl indudries, it was greatest in energy and condruction materids, in which weekly non-
working time averaged 6.7 and 5.1 hours respectivdly. These figures dso indicate that
working time had shrunk during the late 1990s
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Figure 29:  Per cent of workforce on short-time, by industry, 1999-2000, All Regions
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Summary of labour slack

Thus, as summarized in Table 4, there are severd complementary forms of [abour
surplus  Taken together, they paint a picture that should fill policymakers with
foreboding. Limiting the job cutting over severd years has built up a backlog thet could
become a deluge of job-shedding. Holding onto surplus workers is not jus an atificd
way of preserving jobs. As we have argued for some time, it is a factor undermining the
long-term viability of firms demordizing dl workes and meking productivity o low
that profitability and investment are dmost impossible.

There ae two related aspects of this Frd, employment insecurity has been
growing. Sgnificantly, 151 per cent of firms reported that they had converted some
jobs from permanent (regular) to temporary or casud, dightly more than in the previous
year. Second, this implies that theemployment dadicity with respect to further
economic downturn could be expected to grow. When the ddluge comes, it could be an
avaanche.

Table 4: Indicators of surplus labour, or "concealed unemployment", in Ukrainian industry,
ULFS7,2000
Indicator % of employment*
1. Could produce same with fewer workers 34.1
— % employment cut possible, if yes 231
— % employment cut possible, all firms 79
2. Unpaid administrative leave 133
3. Partially paid administrative leave 2.1
4. Fully paid administrative leave 0.9
5. Shortdime, working fewer days or hours per day 184
6. Maternity Leave
— % of women 8.3
— % of all workforce 37
7. Per ent of establishments having wage arrears 69.0

Note: * In full-time equivalent numbers forall firms, including those with zero. Al figures are
weighted estimates for size of firm, as of May 2000.
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7. Vacancies and labour turnover

With the veay subdantid labour surplus and dedining employment, it was not
aurprising that the vacancy rate was very low, the average being 1.5 per cent of totd
employment (Figure30). Although one should dways be cautious about interpreting
vacancy ddidics, snce the concept is notorioudy complicated, the data suggest that
there were very few job openingsin Ukraine factories in 2000.

Figure 30:  Vacancy rate, by industry, 2000, All Regions
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Even 0, labour turnover was high throughout Ukrainian indudtry. This is contrary to
the image - mideading - of low labour mobility by internationa standards. According to
the ULFS/, it was highest in light indusry and lowest in the energy sector (Figure 31).
Although in this respect date establishments were no different than others on average,
private firms seemed to have above average turnover (Figure 32).

Figure 31:  Labour turnover, by industry, 1999-2000, All Regions
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Figure 32 Labour turnover, by property form, 1999-2000, All Regions
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Turnover figures rate to dl forms of departure from firms. Within that totd, there
were some internal transfers (i.e, movement of workers from one establishment of an
enterprise to another unit), which accounted for 0.7 per cent of totd employment, a
gmilar retirement rate, of 08 per cent, ahigh “resignation” rate, of 8.6 per cent overdl,
with 109 per cent in light industry, an extremdy low dismissal rate, of 0.3 per cent, and
amodest release or redundancy levd, of 1 per cent, leaving 1.8 per cent as unclassified
or uncdear. Although there are conceptud ambiguities in esch of these caegories, the
generd picture is that there was no impediment to labour turnover.

8. Job restructuring

Traditiondly, ‘Sovie' indudry rdied heavily on a technicd divison of labour thet
produced a dructure of employment that by internationd <Standards was “digtorted”,
involving a very high shae of manud, semi-skilled jobs, wheress the internationd trend
has been towards much grester reliance on non-manud labour. To the extent that
Ukrainian industry was overweighed by manud labour, it will have to change rapidly if
€conomic restructuring is to succeed.

Across dl manufacturing, in 2000 the share of manud workers remained high by
international  sandards, with so-cdled “blue-colla” workers accounting for 76.1 per
cent.'t Comparing the job structures in 2000 with those in 1999, there was no sign of
any dgonificant restructuring  (Figure33). Actudly, the percentage of unskilled jobs
increased dightly. The share of management and ‘specidist’ employees and technicians
increesed, whereas the share of supervisory grades and ‘generd service  employees
dayed about the same. The manud worker share tended to be higher in large-scae
establishments.

"' The conventiond terms are unsatisfactory, primarily because it is the jobs that should be labelled, not
the workers, who may possess a wide range of 'skills and ‘competencies, which may be more or less
technica and complex than required in the jobs.
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Figure 33:  Manual worker share of employment, by industry, 1999-2000, All Regions
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Although the manud dhare was smilar in the various propety forms ealier
rounds of the survey showed thet in the late 1990s private firms had lower ‘skilled
shaes and higher ‘unskilled’, had cut the skilled worker share condgderably, and hed
increased thelr share of managerid and specidist employees. Perhgps private firms were
regrading some jobs as unskilled to lower wages, a feaure of privatisstion in other
centrd and esstern European countries One might hypothesse that the economic
resructuring will produce a more dudigic job dructure, and by this means incresse
income inequality in the labour market.

9. The changing position of women: Prospects of
marginalization

Throughout the ‘trandtion’ phase, one issue of indudrid and employment
resructuring to have aitracted condderable atention throughout centrd and esdtern
Europe has been its dleged impact on the datus and economic roles of women. A
widdy hdd view is tha women and other vulnerable groups have been ‘margindized
by risng unemployment and employment restructuring. However, there are reasons and
evidence to suggest that this grosdy over-amplifieswhat has happened.

In Ukraine, according to the bet avalable ddidics, women actudly comprise a
dight majority of dl employed workers which partly reflects the fact that women
comprise a mgority of the population, particularly in middle and older age brackets. But
adso women's labour force paticipation rate has remained high, a over 63 per cent for
women aged 16-64, compared with 73 per cent for men. Women's unemployment rate
a 116 pa cent is actudly dightly lower then men's, even though women have
comprised 62 per cent of dl the unemployed who have registered as unemployed.

In Ukrainian indugry in 2000, women comprised about hdf of totd employmet,
dthough their share varied from three-quarters in light indusry to just under a third in

the energy sector (Figure34). Although the indudrid ranking is Smilar to the
internationd paitern, the overdl leve isremarkably high by internationd standards.
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Figure 34:  Women's share of employment, by industry, 1999-2000, All Regions
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The earlier rounds of the survey showed that, as in Russan industry and contrary to
popular assations, in the ealy phase of redtructuring women’s share of industrial
employment actually increased.™® In 1999-2000, their share remained at that high level.
This pogtion may be eroded if market mechanisms coincide with the growth of various
forms of disorimingtion and disadvantage. Accordingly, it is worth examining the nine
main means by which women might be disadvantaged in the process of restructuring.

() Disadvantaged by indugtrial restructuring?

Women's share of employment could rise or fdl because of the changing indudtrid
dructure within manufacturing. In fact, the patern of indudrid dedline in employment
that has been taking place should in itsdf preserve women's share of employment, since
raivedy rgpid fdls in totd employment have been in sectors in which women have
comprissed a minority, whereas they have comprised a subdantid mgority in light
industry and food processing.

(i) Disadvantaged by employment restructuring?

Women could be adversdy affected by the Sze redtructuring of employment. The
data indicate that in 2000 women comprised a mgority of dl workers in medium-sized
firms, but had lower shares in both large-scde and amdl-scale firms, where their share
was rdaively low (46.3 per cent in 1999, 46.3 pe cet in 2000, both dightly lower then
in 1934-95). However, there was no rdationship between women's share and changes
in totd employment (Figure35). This implies tha employment dedine in itsdf, would
not disadvantage women since men would be just as likdy to lose jobs unless women
were dioroportionately selected for retrenchment.

12 G.Sanding, "The podstion of women in Russan indudry: Prospects of margindisation?’, World

Development, Val., No., Feb.1994, pp.
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Figure 35.  Women's share of employment, by employment change, 1999-2000, All Regions
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(iii)  Disadvantaged by property-form restructuring?

In terms of different property forms, women comprised a redively low share of
employment in sae and in private firms (private 41.2 per cent). So, in itsdf property
form redtructuring may be expected to have little if any effect on women's share of
employment. However, as suggested below, there are reasons for thinking that property
form restructuring could reduce their relative employment.

(iv)  Disadvantaged by discrimination in recruitment?

The mos common form of ‘discriminaion’” in labour markets is via recruitment
prectices In this regard, the mgority of indusrid managements reported that in
recruiting manua workers they had no particular preference for men or for women.
However, there had been a growth in discrimingtion snce the early 1990s. In 1994, 189
per cent clamed to prefer to recruit men, wheress in 2000 26.6 per cent did so. And
wheress in 1994, 7.2 per cent sad they preferred to recruit women, only 3.3 per cent did
0 in 2000. As in 19%4, firms favouring women were concentrated in light industry
(Téble 5). The overdl picture is that overt discrimingtion was not as srong as in many
countries, but that the trend should cause some concern.

As for employees (“white-collar”), there was less ovet discrimingtion in
recruitment, with 7.8 per cent reporting a preference for men and 3per cent for women,
which reflected a net shift in favour of men over the past five years. In sum, while
recruitment preferences might have contributed to indudtrid segregetion, in the main
there did not yet gppear to be strong discriminator y preferences among managements.
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Table5: Gender preference in recruiting workers and employees, by industry, 1999-2000, All

Regions
for Workers for Employees
Men Women No diff. Men Women No diff.
Energy 52.8 0.0 47.2 17.0 4.7 78.3
Metals 58.9 0.0 411 219 55 72.6
Engineering 37.6 1.0 614 7.8 2.1 90.1
Chemicals 21.2 3.0 75.8 7.1 1.0 91.9
Wood & paper 21.2 11 71.7 9.4 2.2 88.3
Building materials 46.6 0.0 534 114 15 87.1
Light industry 8.1 12.6 79.3 25 7.1 90.4
Food processing 104 4.4 85.2 4.6 25 92.9
Other 16.7 0.0 833 0.0 0.0 100.0
Total 26.6 33 710 78 30 79.2

Source: ULFS7,n=1678

(V) Disadvantaged by training practices?

For women to retain ther high share of employment in the course of restructuring,
they will surdy need to have equd access to vocaiond and job training, within and
outdde enterprises. In this respect, women might suffer from a mix of sructural
disadvantage (through being concentrated in firms or sectors not providing training) and
overt discrimination in the dlocation of training, coupled with behavioural adaptation
on the part of women workers themselves.

Whét is the evidence? As far as training practices are concerned, there appeared to
be a dight tendency within firms to discriminete agangt women, in o far as on average
the share of women among those having received training in the past year (35.6 per
cent) was less than the femde share of employment, and their share had declined since
1995. Although the overdl difference was moderate, their low share should be a source
of concan in some indudries (Figure 36). However, in terms of overt discrimingtion, it
was a least encouraging that few managers (11.9 per cent) dated that they preferred to
provide men with traning; an even smdler number (28 per cen) who sad they
prefared to give training to women, so tha overtly & least there was little sgn of
gender discrimination.  However, this reflected a dight inceese in promde
discrimingtion.

Perhagps more surprisng was that women's share of employment in firms that
provided traning was higher than in firms where there was no training (Table 6),
implying that if there were disrimingtion agang women in training it was offsst by
their concentration in firms providing training. In tha sense, as shown in dl rounds of
the survey, women have had a dight dructurd advantage. This does not judify any
discrimination, but may help reduce an important source of gender-based inequdlity .
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Figure 36:  Female share of workers trained, by industry, 1999, All Regions
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Table 6: Women's share of employment, by provision of training, 2000, All Regions
Type of Training Yes No
Entry Level Training 462 | 470
Retraining for Performance 46.6 458
Retraining for Upgrading 46.5 457

Source: ULFS7,n=1684

(vi)  Disadvantaged by labour surplus conditions?

Women could dso be adversdy affected by the incidence of labour surplus or by
discriminatory  trestment when it comes to meking redundancies. Given the fact tha
ther share of employment rose as employment declined, there is no gdrong evidence to
suggest discriminatory trestment in this regard so far.

However, in 2000 women comprised roughly the same dshare of employment in
firms with suplus labour, i.e, in those reporting that they could produce the same leve
of output with fewer workers, as in others. They accounted for 47.1 per cent in factories
with surplus labour compared with 46.1 per cent in others. They dso made up a smilar
share in factories reporting that they had too little work for their workforce as in others
(464 per cent in both cases). Thus, this does not gopear to have been a source of
structurd disadvantage so far.

(vii) Disadvantaged by industrial segregation?

Women could dso be adversdy affected by being increedngly concentrated in a
few indudrid sectors, a pattern of “indudrid segregation” that could accentuate other
labour market dissdvantages In Ukraine, such segregation has been  pronounced.
However, there is no dgn of growing segregation, merdy evidence that to achieve a
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more badanced labour force in a maketoriented economy, policymakers should redress
along-ganding pettern of segregetion that shows no sgns of diminishing.

(viii) Disadvantaged by occupational segregation?

Perhaps the most pronounced gructurd form of labour market disadvantage faced
by women in dl centrd and esstern European economies is the pettern of occupational
segregation, inherited from the Soviet era This should be along-term concern,

As in mog ocountries in 2000, women made up a minority of supervisory and
managerid groups and of skilled workers, whereas they made up a substatid mgority
of generd sarvice and ‘specidist’ employees and technicians. In 1999-2000, there was
no dippage in ther occupationd profile if anything, it had dhifted in the direction of
less segregetion and some upgrading (Teble 7). Moreover, ther share of managerid
employees had increased deadily snce 1993, as shown in ULFSL, and ther share of
unskilled workers had dedined, while ther share of totd employment had risen.
Although within-group shifts may have been unfavourable (which we dmply do not
know), these figures do not point to any deerioraion in the extent of occupationd

segregation.

Table7: Women's share of occupational categories, 1999-2000, all industries, All Regions
% share 1999 2000
Management 60.5 60.5
Shop floor 425 23
Blue collar 425 423

Source: ULFS7,n=1684

(ix)  Disadvantaged by income?

Findly, women could be disadvantaged by disorimination in tems of wages and
eanings, and in paticular could be adversdy affected by a dedine in ther relative
eanings. One mugt be cautious aout interpreting the data on this issue, in part because
of reporting difficulties - because traditiondly Soviet indusry never reported or
collected earnings data on men and women separatedly - and in part because average
wages and eanings data are affected by differences in duration in jobs and working
time variations. With those cavedats the data suggest tha women do face some income

disadvantage.

On average, according to management edimates, in 2000 women's wages were
779 per cent of men's vaying from 71.8 per cent in energy firms to 819 per cent in
food processng and 80 per cent in light industry (Figure 37) These figures should be
cause for concern. There has been a gmall but steady fall in women's relative wages
since 1993, notably in light indusry. Although they need to be supplemented by more
refined data, the figures suggest that women's rddive wages have not improved,
dthough the differentids compare favourady with those found in many market
economies. The chdlenge will be to ensure that they do not deteriorate, so that the gep
is narrowed rather than widened.
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Figure 37 Estimated women's average wage as percentage of men's, by industry, 1999, All
Regions
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Findly, more firms (129 per cent) expected women's share of employment to fal
over the coming year than expected it to rise (8.2 per cent). Expectations of a dedine
were above average in the chemicas indudry, and in larger firms (Figure 38). Here one
must be cautious, since the proportion expecting the share to decline was less than in
1994, and the proportion expecting it to rise was gregier. Smilar negative expectations
were not borne out in 1994 and 1995.

In_sum, the results show severa warning sgnds that should be monitored. While
women's employment in the indudrid labour market has not deteriorated dramaticdly,
there are strong suggestions thet their relative incomes have deteriorated.

Figure 38:  Expected change in women's share of employment, by employment size, 2000, All
Regions
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10. The impact of restructuring on older workers

Another group of workers threatened by redtructuring conssts of workers in ther
50s and 60s. Throughout centrd and eestern Europe, in spite of - and in part because of
- the ealy age a which older workers have been digible for date pensons large
proportions of workers continued to work wel past the dandard retirement age
However, since 1990 ther displacement from employment hes been subgantid in most
parts of the region. Ukraine seems reticent to move in thet direction.

As in 1994, there continue to be many pensoners working in Ukrainian indudry.
According to ULFS/, they accounted for 119 per cent of totd employment in 2000.
Their share was paticularly high in the metds sectors, and in large-scde firms. There
had been minima change - a fall of 0.3 per cent overdl - dthough this reflected
congderable inter-sectord variations (Figure 39).

Perhaps change will accderate. Over a quarter of dl establishments expected the
pendong shae of employment to fdl in the coming year, with paticulaly large
numbers of firms in the chemicds indusry expecting that to hgppen (Figure40). Newly
privtised, privete and large-scde firms were more inclined to expect to cut than other
firms. A smilar tendency was found in the first round of the survey, and as we see older
workers had not experienced a net displacement.

In_brief, the podtion of older workers had not deeriorated, athough one could
expect tha many will be essed out of jobs as the overdl decline in employment
accelerates.

Figure 39:  Change in Pensioner Share of Workforce, 1999-2000, by Industry, All Regions

0.6

'08 T T T T T T T 1
Eneagy Meds Engin  Chemi- Wood Buildng  Light Food
egring cds &paper maeids  ind proc.

Source: ULFS7,n=1673

35



Figure 40:  Expected Change in Pensioner Share of Workforce in Next Year, by Industry, 2000, Al
Regions
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11. Changes in wages, earnings and benefits

In the context of the stagflation in the Ukrainian economy, and with the changes in
production and employment, wages and earnings were dmogt certain to change in many
ways. There were dso expected to change in the context of the gradud shift from the
so-cadled “wage taiff” system and payment of wages based on dlocations of “wage
funds’ to indudtria enterprises, supplemented by “socid consumption funds’.

In Ukrainian indudry, as of early 2000, the average monthly wage was 4,053,912
(Kbv) or 180.7 UAH, and average earnings were 9,096,740 (Kbv) or 3614 UAH™ As
they were one year earlier, average wages and earnings were highest in the energy
sector and lowest in wood and paper products and light industry (Figure41). Once the
clear wage leader, the engineering sector had declined to be one of the lowest paying

Across regions, average wages were lowest in  lvano-Frankivsk, Chernigiv and
Kiev, probably reflecting the indudrid dructure in those regions Across Sze
caegories, they were lowest in gmdl-scde edablishments (Figure42), and across
property forms they were highest in private firms (Figure43). In each case, the observed
pattern might reflect the effect of other charecterigics of the firm, which will be
congdered in amore detailed andlyss of wage determination.

B At prevalling exchange rates, those figures represented about $44 and $61, respectivdy. The data on
wages and eanings should be interpreted as approximations, since reporting such data has been a
senditive matter, especidly given the tax-based incomes policy, which encouraged under-reporting, and
the difficulties many firms had in paying wages. The wage reported was often not the wage paid, because
of non-payment and “wage arrears’.
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Figure 41:  Average monthly wage and earnings, by industry, 2000, All Regions
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Figure 422 Average monthly wage and earnings, by employment size, 2000, All Regions
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Figure 43:  Average monthly wage and earnings, by property form, 2000, All Regions
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Average wages and average earnings were positively correlated with employment
change, with wages and earnings being lowest in firms that had cut employment by over
10 per cent (Figure44). This was dso found in 1994 and suggests that the labour market
was beginning to opeae in the way tha one would expect in a maket-oriented
€conomy.

Figure 44:  Average monthly wage and earnings, by employment change, 2000, All Regions
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Average wage and average earnings functions were estimated in which the dependent
varidbles were logarithms of the average weges or earnings and in which Structura
characteristics and economic performance variables were the independent variables. Although
more formal modes could be estimated, OLS regressons showed the following datistically
sgnificant relationships:

Firms in engineering, metds, chemicals, building materids, wood products, light industry

and food processing sectors al paid lower wages than in energy;

There were substantid regiona variations in wages,

Private firms paid higher average wages than state firms, but not higher earnings;

Firms that had cut employment had lower average wages and earnings than others; there
was an inverse relaionship between employment change and wages;

There was no relationship between the femae share of employment and wages or
earnings,

Firms operating some form of “profit sharing” scheme were paying below -average wages
and earnings,

Presence of atrade union was associated with lower wages and earnings.

There is one way in which one would say precisdy the oppodte and it is a
devdlopment with far-reeching and negative consequences. As in 1994 and 1995, in
2000 one of the mogt noteble aspects of the Ukrainian labour market was that many
firms were unable to pay ther wages, or a least had such difficulty in doing so that they
were deaying payments or were paying only pat of them. This gpplied just as much to
those firms that hed put workers on unpaid leave as those that had not.

According to ULFS?7, in 2000 69 per cent of al factories reported that they hed
great difficulty in paying wages, which was the case in nine out of every ten firms in
sved indudries (Figure 45). The difficulty was found in dl pats of the country,
dthough firmsin the capitd, Kiev, were least likely to have the problem (Figure 46).

Figure 45.  Difficulty in paying wages, by industry, 2000, All Regions
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Figure 46:  Difficulty in paying wages, by region, 2000, All Regions
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Figure 47.  Difficulty in paying wages, by employment change, 2000, All Regions
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Lage-scde edablishments were the most likely to be affected but there was little
difference by propety form. It was more common in firms thet had cut employment,
dthough even 556 per cent of those that had increased employment had experienced
difficulty in paying wages (Figure 47).

The difficulty had led to the most contentious issue of dl. Three out of every five
(58.9 per cent) factories had not paid contractually agreed wages, in all or part, and on
average they had not paid wages for 5.8 weeks - which was an improvement on the
findings for 1999 but was still more than was the case with firms in wage arrears in
1995, when the phenomenon was in its infancy. In an inflationary economy, wages
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ddayed are wages cut. Wages not pad a dl imply that the worker is redundant in dl
but name*

In soite of the widespread difficulty in paying wages which had led to “wege
arrears’ and non-payment of contractud wages, money wages had risen in 1998-98 to
offset inflation, even though they fdl in red terms In the survey managements were
asked what, besde prices, had determined wage rises granted in the period. Over hdf
(51.7 per cent) of the firms reported that no other factor had been important.

A relaed change was the growth in wage differentials, an important aspect of
indugrid  and labour maket redructuring. Wage daa were obtaned for broad
occupationd groups and dso on minimum leves of remunerdtion in the plant. The
letter were collected because in the pilot for ULFS1 we found that some groups were
bang pad extremdy low wages to endble the management to pay higher wages for
other groups and to keep the average wage down 0 asto limit wage tax obligations.

Whatever the reasons, with decentrdisation of enterprise management and erosion
of the old wage tariff system, a category of impoverished industrial workers has
emerged. This contrasts with the former sysem, in which there was emphass on
“levedling’, which meant there were nether very high-pad nor very low-paid workers.
By the mid 1990s, a category of lower paid workers had emerged, and by 2000 the data
aretdling a sad gory of an impoverished minority of workersin mog firms.

Managements were asked to identify the lowest pad group in the plant. On
average, these were receiving about a third of the average wage, or just over one-quarter
of the average eanings (Figure 48). In abolute terms, they received 1,808,202 Kbv
(96.14 UAH) per month (or about $17 a the prevaling exchange rate), which was
below the officid subsistence income.™®

Figure 48:  Lowest wage as per cent of average wage, by industry, 2000, All Regions
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4 Some economists have interpreted the gpparent fact that wages have fdlen more than employment as
indicating desirable wage flexibility. Thisisamply slly.

% The officially estimated subsistence income a the time wasjust over 2 million Kbv.
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The lowest average minimum was in enginegring. Overdl, about 7.4 per cent of the
workforce were on the minimum leve, with above-average proportions in smdl-scae
edablisments In terms of property forms, the proportions were highest in open joint-
dock firms and were lowest in dosad joint-stock enterprises, perhaps reflecting the
‘solidarigtic’  influence of work collectives in the later and a tendency for wage
differentiasto be wider in private firms.

Both the wage taiff sysem and the dautory minimum wage have played
diminishing roles in the wage detemindion process in Ukrainian indudry, and in the
labour market in generd. As in the internationd economy, there has been and will
continue to be growth of wage flexibility. That will dso be an agpect of enterprise and
labour market regtructuring. Wage flexibility can be excessve for both efficiency and
eguity objectives  Yet without some flexibility, labour mohility, incentives and
productivity will suffer, and labour market adjusmentswill be dowed.

Although there is a long process of wage reform ahead in Ukraine, the data suggest
there is condderable wage flexibility dready, some of it perverse. This is shown by the
finding that the more flexible share of totd cash remuneration was farly high, in that
“bonuses’ comprised 37.2 per cent of totd earnings ranging from 27.5 per cent in the
energy sector to a high of 39.7 per cent in the wood and paper industry.’® The bonus
share was lower in large-scde firms. The share was highest in private firms, which
might reflect the exigence of other forms of remuneration, or Smply that remuneration
was genuindy moreflexible in them.

Ancther traditional aspect of the wage system has been that a large part of worker
remuneration has been in non-monetary form. For various reasons, the ratio of non-
wage benefits to wages weas high in the Soviet sysem. Yet for the wage to function as a
mechanism for work motivation and mobility, the red wage needs to rise. In 2000, as in
1995, wege “digortion” remaned condderable. In fact, while money and red wages
were low and had fdlen subgantidly in red terms mogt firms provided a wide range of
fringe benefits and services - one resson for doubting a conventiond image that service
employment has been low in countries such as Ukraine, because many sarvice functions
were interndised in manufacturing enterprises.

Mogt firms provided manegerid employees and regula wage workers with
entittements to a wide range of bendfits whereas non-regular workers - casud labour,
those on fixed-term contracts, and s0 on - had a severe disadvantage, as shown in
Teble 8. The figures raise two concerns.

Frg, if enterprises in some sectors and in the core of the economy provide a wide
range of benefits while others cannot do s0, and while more workers are locked out of
that rdativey privileged core, then the pattern of benefit provison will contribute to the
growth of socio-economic inequdlity. Enterprise-based benefits may become a bigger
factor in the growth of inequality than wage differentials. Indeed, although much has
been made of the enormous growth in income inequality in countries of the former
Soviet Union, if the changing incidence of enterprise benefits were taken into account,
growth in inequality would be much greater. It is therefore pertinent that firms with
below-average wages were less likely to be providing various benefits than those with

® These were lower than the corresponding figures in Russian industry, athough there the bonus share
had been rising Standing, 1996, op.cit.
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above-average wages (Table 9). The pattern of enterprise benefits has tended to worsen

income inequality very considerably.

Table8: Per cent of establishments providing benefits, all regions, 2000, All Regions
Employees Regular workers | Non-regular workers
Paid vacation 100.0 100.0 404
Additional vacation 425 46.8 111
Rest houses 42.6 4.7 132
Sickness benefit 916 915 55.0
Paid health services 186 188 9.1
Subsidised rent 5.1 5.6 14
Subsidies for kinder gardens 114 117 4.1
Bonuses 65.3 67.9 36.9
Profit sharing 414 38.7 125
Loans 737 738 270
Retiring assistance 575 574 11.0
Supplementary pension 5.2 5.9 0.6
Possibility for training 389 38.9 7.2
Interest-free loans 229 22.9 3.6
Subsidy for canteen or benefit for meal 19.9 22.2 13.2
Subsidised consumer goods 125 12.6 8.0
Transport subsidies 148 155 8.1

Source: ULFS7,n=1671

Table9: Per cent of establishments providing benefits, by average wages, 2000, All Regions
Benefit Employees Regular workers | Non-regular workers
Average wage Below | Above | Below | Above | Below Above
Paid vacation 100.0 100.0 1000 | 100.0 39.7 444
Additional vacation 414 483 450 55.4 103 149
Rest houses 371 69.2 373 69.2 111 228
Sickness benefit 914 935 91.3 935 54.8 56.1
Paid health services 15.7 334 159 331 7.6 17.0
Subsidised rent 4.4 8.7 45 108 11 2.7
Subsidies for kinder gardens 7.5 30.0 7.6 310 2.8 104
Bonuses 61.5 85.3 64.6 85.7 34.3 50.2
Profit sharing 411 4.3 38.6 40.1 12.9 105
Loans 719 84.0 718 85.0 26.1 320
Retiring assistance 55.9 68.0 55.7 68.0 110 116
Supplementary pension 43 9.4 5.2 9.4 0.6 0.4
Possibility for training 332 66.9 334 65.9 6.2 119
Interest-free loans 224 26.6 22.3 21.0 36 3.8
Subsidy for canteen or benefit for meal 18.2 294 19.7 35.2 117 215
Subsidised consumer goods 12.3 142 12.3 149 7.3 114
Transport subsidies 12.7 24.7 134 25.3 6.4 15.9

Source: ULFS7, n = 1656

FHrms that provided housing to ther workers hed a ddigicdly sgnificantly higher
average wage and earnings than those that did not. And the average wage and earnings
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of firms tha admitted to having abandoned socid facilities were lower than in those that
had not done so. **

Second, if Ukrainian industry moves towards the internationd pettern in which
enterprises resort increesingly to non-regular labour, or in pursuit of externd labour
flexibility, then a growing number of workers will be disentitted to occupationd or
enterprise welfare.

In respect of both these concerns, in 1999-2000 the proportion of firms paying for
or providing mogt forms of benefit to workers and employess declined. There were two
exceptions. An increesing share of firms provided vacation and financid assgance for
retirement, both reflecting the need to cut employmen.

One cause of the high incidence of benefits is the taxbased incomes policy, snce
high taxes on money wages encourage managements and unions to favour a shift from
money wages to non-monetary forms of remuneration. Economic degflation and the
difficulty in paying wages aso encouraged them. Any trend away from money wages is
potentially damaging for productivity and labour mobility. For that reason alone,
policies should be introduced to encourage enterprises to shift “social service”
functions to district authorities, so thet those outsde firms (notably large, older firms)
may have access to benefits and services, and o that money wages may be raised as an
incentive to work and ameans of promoting labour mahlity.

In that context, recent trends are intriguing. In spite of the parlous date of most
enterprises, and to some extent perhaps because of tha, 4.9 per cent of establishments
had extended the range of benefits provided to their workers during the past year,
compared with 56 per cent that had curtaled or ended a bendfit, modly subddies of
some sort. The bendit most commonly added during 19992000 was “food
compensation”, wheress during the mid 1990s compensatory payments or provison in
kind were extended to compensate for high food prices But the additiond benefits
mentioned were ingenuous, induding free bakery products interest-free loans, trave
aubgdies child sckness benefits funerd, wedding and childbirth grants and free
hedthcare.

The mogt common benefit cut or reduced was anud leave, s0 that while some
firms were adding them others were removing them. Among other benefits that a few
firms were cutting were food price compensation, travel fare subsdy and subsdized
food. About 12.2 per cent of the factories had transferred some socid facilities to locd
authorities in the past year, and 36.5 per cent of large-scde firms had done 0. This was
a profound trend in the latter part of the decade.

In sum, fringe bendits reman a very important component of workers
remuneration, and represent a means of accentuating socio-economic inequdity.

! Footnote pending due to wage problem
Average earnings in factories that provided workers with housing was 360 UAH, compared with 257
UAH for those that did not do so. The average for those that had abandoned socid facilities was 294
UAH and for those that had not done so it was 275 UAH.
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A form of “benefit” is good safety and healthy working conditions. In 2000, nearly 29.8
per cent of dl firms had safety committees, 49.7 per cent had a safety department, 13 per cent
had both; in 7.6 per cent there were neither.

There has been concern about safety procedures, but there has been little evidence that
these have collapsed. Perhaps this reflects the effect of regulations and union pressure.

12. Skill formation and the erosion of training

To promote labour maket and employment redructuring and labour  mobility,
worker training is important. In Soviet indudry enterprises provided much of the
traning tha was underteken. Whether or not that impated much skill is debatable.
Nevertheless, training was a part of the enterprise culture.

To examine the extent and forms of training in Ukrainian industry, we consdered
the three levels - entry-level training, tha is for workers newly recruited, retraining for
improvement of peformance in the job or to move workers between jobs with
comparable ranges and levels of tasks, and training for upgrading, that is to raise the
grade or status of aworker.

As in Russan indugry, a mgority of firms (751 per cent) provided some training
for newly hired workers. However, the figures look less impressve when we redise that
this was quite a lot down on 1994 and that in 68 per cent of dl firms providing training,
it was informa and on-the-job. Only 134 per cet provided dassoom traning in the
enterprise and 86 per cent provided such training off the premises Moreover, with
“privatistion” and regtructuring, there could be a dedine in traning, for it was less
often provided in private and smdll-scale firms.

Oveadl, more than threequaters of firms provided such traning. Smadl-scale
firms were less likdy to do 0 then lage-scde. And those firms that had cut
employment the mogt (more than 20 per cent) were the leest likdy to be providing
traning. These are dgns tha accderated restructuring could lead to eroson in the
provision of entry-leve traning.

For retraining for job performance, which was provided in 694 per cent of firms,
16.2 per cent of establishments provided forma classoom teaching on the premises and
13 per cent did s0 off them. Surprisngly, more (75 per cent) provided retraning for
upgrading then training for newly recruited workers agan with private firms, smdl-
scde edablisments and those having cut employment by large numbers being much
less likdy to be providing such training. More of this traning was ‘formd’, involving
classroom and off-the-premises courses, but till most was ‘informd’ and on-the-jab.

What should be of more concern is that, dthough 16.4 per cent had increased them,
235 pe cent had cut training programmes, in thelr entirety or patidly, over the past
year. Cutting traning was paticulaly common in the buildng maerids light indusry
and chemicas. During the 1990s, there was amassve er ogon in indudrid training.

Traditiondly, indudrid enterprises st up and operated training inditutes. But in
2000, only 108 per cent were paying for a traning inditute (down on 1994), 236 per
cent were paying inditutes for training workers sent for training (up on 1994), and 51
per cent were paying grants to tranees while on traning courses (dso up). This
compares favourably with the practice of firms in many countries, athough one would
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have to probe into the qudity of the training in order to make a judgment. What should
be a source of concern is that 70.5 per cent of the firms that had done so were no longer
paying for traning inditutes, and 156 per cent of those paying for inditutiond training
were planning to stop, with afurther 27.4 per cent contemplaing doing so.

So, there was a dtuation in which there was condderable informd training and an
eroson in the provison of inditutiond traning and retraining, a a time when more
formd off-the-job training was required to fadilitate enterprise and job mohility.

13. Concluding remarks

In 2000, indudrid enterprises in Ukraine were in Hill desp in dructurd criss, even
more 0 than reveded in the firg round of the Ukraine Enterprise Labour Hexibility
Survey. Contray to some representations, there had been a subgtantid cut in
employment and the job cuts were continuing. There was no evidence thet there were
inditutiona barriers to such cuts. However, the extent of conceded unemployment was
very consderable, and it has increased.

It is important for commentators to appreciate tha the concedled unemployment is
as bad for those affected as open unemployment, snce the absence of wage income
means tha poverty is dmod guaranteed, even if they might have access to some
resdud enterprise benefits. They do not have access to unemployment benefits or
labour market polices to asss them to obtan dternative liveihoods. Moreover, the
phenomena means that the actud unemployment is doubly underestimated, because the
conceded unemployed are not added to the openly unemployed and because they ae
counted as employed, thus lowering the numerator and rasng the denominator in
cdculations of the unemployment rate.

It would be wrong to describe Ukrainian enterprises as rigid, dthough the forms of
labour market flexibility have scarcdy been typicd of a market-oriented economy.
Although the enterprises have responded to the depresson by cutting employment, they
have turned fa more to unpad and patidly pad adminigraive leave, short-time
working and “unpad employment” involving wage arears or the non-payment of
contractua wages. The result is that the sysem has experienced a perverse form of
wage flexibility. Indeed, the paradox is that wage flexibility has been excessive.

This is not the conventiond view of labour market mechanisms in countries of the
former Soviet Union. There ae two orthodox interpretations. The firg is tha open
unemployment has remained low because of the perssence of a “soft budget
condrant” in enterprises, in which lack of financid discipline and accountability leads
managements to retain excess workers, despite the cost of doing s0. The second is that
the labour market is highly flexible, so that workers prefer to take wage cuts and do <o,
rather than become unemployed. Both variants are mideading.

The fact is that in Ukraine labour has become a highly varigble production codt, not
a fixed cog as labour is often characterised in market economies where employment
contracts preclude the Ukrainian practice of putting workers on unpad leave or the
convenience of amply not paying workers when they cannot or do not wish to do <o.
The result is extreme wage flexibility. A codt is condderable employment inflexibility.
Sooner or later the latter will collgpse, and then there will be a dduge of job losses. Tha
will be harder to handle for policymekers than if the red unemployment problem was
recognised now.
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It is ill recommended that in Ukraine, as in the Russan Federdion, the authorities
should teke messures to tighten the “wage condraint” and reduce wage flexibility, to
oblige enterprises to pay contractudly agreed wages and bendfits Only by doing so will
they fodter efficient employment restructuring, and only then will there be a chance that
naiond and internationd agencies will devote adequate atention to the enormous
unemployment crisis, which is now emerging.

Further postponement of employment restructuring will impede economic reform
and precipitate a labour maket crigs sooner or later. Above dl, conceding
unemployment  through excessve wage flexibility has hed profound socid
consequences, meesured ultimatdly in the lower life expectancy, risng poverty and
growing inequdity that disfigured Ukrane in the 1990s. Conventiond datidics and
conventiond  interpretations have hindered a proper underganding of those linkages. If
proper policies are to emerge, that must change.
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