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Foreword

Issues on poverty in Russia have been closely attended by the organizations of the UN system
since 1995, when the Human Development Report in Russia was initially published. The
issues on living standards and quality of life are the key components of such a report.

The financial crisis of August 1998 brought a wide-scale decline in living standards, thus the
UNDP together with the ILO Moscow Office held the round table “The August Crisis and
Poverty Scale in Russia”. As it was stated at the round table discussions, the poverty level can
no longer be treated as the criteria to determine success (or failure) of the reforms. Reduction
of scale and depth of poverty is to become a primary objective of the social policy. The ILO
Moscow Office invited Mr Khan — a leading specialist on poverty issues — to provide
consultations on poverty monitoring and development of poverty reduction strategy. He
rendered a number of consultations to the Russian researchers of poverty issues and to the
officials of the Ministry of Labour and Social Development of the Russian Federation.

On October 6, 1999 in Moscow the ILO (its Moscow Office), the Ministry of Labour and
Social Development of the Russian Federation, Federation of the Independent Trade Unions
of Russia and Coordinative Council of the Association of the Russian Employers held a joint
International Conference “Social and Labour Sphere: Overcoming Adverse Consequences of
the Financial Crisis in Russia”. The Recommendations of the Conferences cited the
aggravating poverty as one of the gravest negative consequences of the reforms pursued.

Presently the poverty issues are included in the Program of Cooperation between Russia and
the ILO for the period of 2000-2001 and constitute a separate section. Within this Program
the ILO expert Mr A.A.Razumov prepared the report “Russia: Toward Poverty Alleviation
Strategy. An Analysis and Methodological Tool” In 2000 resident-coordinator, a.i., of the UN
Programs Mr Jean-Victor Gruat initiated the topical groups composed by the representatives
of the international organizations, that work in Moscow. Within the work-frame of these
groups it was decided to develop Recommendations to the Government of the Russian
Federation on Poverty Reduction Strategy. The Allotment of the Swedish Government was to
finance the preparation of the document. The materials prepared by all the international
organizations working in Moscow were used to develop the Recommendations on Poverty
Reduction in Russia.

The working group to develop the analytical materials and Recommendations to the RF
Government was composed as follows:

Ovcharﬁva L.N., Ph.D. (economics) — the head of the Group, head of the laboratory,
ISEPPD™of the Russian Academy of Sciences;

Rimashevskaya N.M., Dr of Economics — the Project Consultant; Director, ISEPP, the
Russian Academy of Sciences;

Zubarevich N.V., Ph.D. (geography) — the Consultant on regional disproportions and inter-
budget relations; assistant professor, the Moscow State University;

Levina M., Ph.D. (law) — the Consultant on issues of social legislation; senior expert, the
Institute of State and Law of the Russian Academy of Sciences;

Misikhina S.G., Ph.D. (economics) — the Consultant of the issues of social protection of
population; senior expert, the Institute of Economics of the Russian Academy of Sciences;

! The Institute for Social and Economic Problems of Population (ISEPP)
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Prokofieva L.M., Ph.D. (economics) — the Consultant on poverty issues; senior expert ISEPP
of the Russian Academy of Sciences;

Stepanchikova N.M. — the Consultant on the labour legislation, senior expert, the Institute of
Economics of the Russian Academy of Sciences;

Chetvernina T.Y. — the Consultant on employment issues, head of section, the Institute of
Economics of the Russian Academy of Sciences;

Yakovlev R.A. — the Consultant on wage issues; deputy director, the Scientific and Research
Institute of Labour.
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Introduction

In the recent decade there were the two major well-pronounced tendencies in regards of the
population incomes — they mostly tended to decrease, while the income differentiation grew.

According to the GoskomstatEI data, in 2000 the real incomes of population amounted to
35,8%™ of the last decade level, while the differentiation coefficient grew from 4,5 to 14
times. Thus, the number of the poor increased. In Russia the approach to define and to
measure poverty classifies citizen and household poor in case their income is below the
subsistence minimum.

As for poverty scale and expansion, out of the years of reforms 1992, 1993, 1999 and 2000
were the hardest. In those years poverty level amounted and even exceeded 30%.% In 1992-
1993 poverty increase was due to liberalization of prices, when the real incomes of
population suffered a 40% decline. In 1999 high poverty level was brought by the financial
crisis of 1998. In 2000 we witnessed a certain paradox: while the economy and the level of
average income were up, the number of the poor increased as well. In fact, bigger poverty
was disclosed due to the introduction of new methodic to calculate a subsistence minimum
amount. In case the 2000 data is estimated by methodic based on the amount of the
subsistence minimum of 1992, the percentage of the poor would have been estimated as 24%
(while being measured by the amount of the subsistence minimum of 2000 it was 30%).

We would like to note, that under the conditions of the transitory economy ways and means
to estimate the size of the population of the poor in Russia are yet to be discussed. The issues
on poverty definition and measurements were dwelt upon in detail in the ILO report “Russia:
Development of Poverty Reduction Strategy. Analysis and Methodological Approaches”.
Thus, we are not going to closely attend these issues, but would like to underline that, the
figures on poverty penetration can be easily altered in case one manipulates poverty
definitions and measuring approaches.

The present report is based mostly on the official data provided by the Goskomstat. However,
in those cases when official data and methodic to measure poverty were not capable to
provide a comprehensive estimation of significance and intensity of the social and economic
processes that aggravate poverty, we made use of the data estimated through alternative
approaches to measure poverty, as well as of the data of independent surveys. Such data
exclusively allowed us to estimate the interconnection between the living standards and
population health indexes.

Serious economic recession that took place in all countries with transitory economy to a great
extent aggravated the wide poverty expansion. Thus, perspectives of poverty reduction are
very much determined by the new start of economy. Meanwhile, modernization processes are
accompanied by the unprecedentedly increasing inequality as the outcome of the economic
activity is distributed. Unequal distribution takes place at the level of an enterprise and

% The RF Committee of Statistics (transl.)

® Calculated by the author according to the data of the RF Goskomstat. The Sources: 1. The Social and
Economic Situation in Russia in 2000, Book of Statistics, M. 2001. 2. Social Situation and Living Standards of
the Population of Russia. Collected Statistics. Goskomstat RF., - M., 2000.

* According to the Goskomstat data, the percentage of the poor in Russia was as follows: in 1992 — 33,3%; in
1993 — 31,5%; in 1994 — 22,4%; in 1995 — 24,7%; in 1996 — 22,1%; in 1997 — 20,8%; in 1998 — 23,4%; in 1999
—29,9%; in 2000 — 30%.



industry, as well as across industries and regions. We would like to emphasize that the
growing differentiation does not contribute to better economy, but, on the contrary, results in
shadow distribution.

The following issues are to be considered when the poverty reduction strategy is being
developed:

» For whom the poverty risk is the highest;

* What population groups prevail within the population of the poor;

» What social and economic processes added up to the increase of the population of the
poor;

» What measures of state social and economic policy are to contribute to poverty reduction.

The report presents a step by step, detailed consideration of all these issues in order to
estimate the objective capacities for the poverty reduction measures to be implemented. The
system of recommendations is developed out of a comprehensive consideration of poverty
issues. Poverty reduction strategy is sometimes pursued in patch-a-hole way. This results in
the situation when contradictory programs are being simultaneously implemented, aggravated
by a wrong choice of priorities. Poverty emerges due to a number of processes, not limited to
economic ones, thus poverty reduction efforts are to be cover economic, institutional and
political fields simultaneously. The main economic issue is the access of the poor to
resources. As for political and institutional fields, discrimination of the poor is to be ruled out
of political processes and state institutions functioning.



1. Characteristics of main social and demographic groups of the poor

The efficiency of poverty reduction measures is to a great extent determined by what
particular types of population groups are most prone to higher poverty risks and who
constitutes the majority of the poor.

Within the whole set of poverty reduction measures those are to be mostly emphasized that,
first of all, contribute to the poverty reduction among the most numerous categories of the
families of the poor, and secondly, are to support the most needy groups of population.

To identify such population groups we will employ the index that indicates the probability for
various types of households to fall to poverty (the percentage of the poor) and the deficit
income index that allows both to identify the families with maximal poverty depth and to
determine those types of households that mostly yield to the overall poverty.

To estimate statistically meaningful factors, we employed the budget statistics of the RF
Goskomstat (Appendix 1.1), results of alternative approaches to measure poverty (Appendix
1.2.) and model calculations, that were drawn by the project consultants (Appendix 1.3.).

The data provided by the State Committee on Statistics (Appendix 1, Tables 1.1.1. — 1.1.3)
indicate that despite poverty escalation up to 30%-level, such characteristics as family
composition, gender and age of family members still remain the major ones to estimate
poverty risks. The household composition as for gender and age determines the potential
number of the employed family members and the amount of dependant sﬂain per one worker.
The increasing dependant strain considerably aggravates poverty risks.™ Families with high
dependant strain, as it was back in pre-reform period, still remain among those with elevated
risk to succumb to poverty.

Meanwhile, social and demographic composition of the population of the poor is determined
not by the degree of poverty risks for the certain categories of families, but by their
percentage out of the overall population. Thus, despite the fact that the poverty risk for two-
parent families with 1-2 children is smaller than the average in the country, they constitute —
being the most numerous - the largest group of the families of the poor (34,7%). Nearly half
of total deficit of possessed resources is ascribed to them (Appendix 1, Table 1.1.3). The
poverty reduction strategy can’t ignore those, safe from the demographic point of view
families, despite the fact that the index of poverty depth of other groups greatly exceeds the
one for such families.

* According to the data of the Institute for Social and Economic Problems of Population Distribution (ISEPPD)
of the Russian Academy of Sciences when more strict definitions of poverty are employed (see the details in
Appendix 2) the poverty risk for the families without dependants is 2% and for the families with more than 2
dependants per one employed family member rises up to 15% (Appendix 2, Table 10). However, life is the most
severe for the households without any working family members (pensioners, unemployed, sometimes with
dependants). Nearly 40% of them find themselves poor as estimated by absolute, relative and subjective
approaches of poverty definition.



1.1. Population Groups and Households That Suffer the Most Severe Economic
Situation

The analysis of poverty risks drawn for gender and age population groups (men, women and
children older than 18 years old) indicates that children have the highest risk to fall to
poverty (Appendix, Table 1.1.1). The high — due to children -dependant strain might have
been partly alleviated by state allowances that prior to 1998 were paid to all the families with
children and are presently being paid only to the poor. According to the new Federal Law, all
the families with children younger than 16 years old and with incomes not higher than 100%
amount of the subsistence minimum in the given subject of the Russian Federation are to
receive monthly allowances on children. A certain annual amount of the allowance is
determined and revised every next year.

For the year of 2001 the allowance is set at the amount of 70 roubles, that is 6% of the
subsistence minimum amount for the beginning of the year. This type of allowance is paid
from the federal budget and is due to the number of children in low-income families in a
given region. In general, due to it small amount, this allowance can not fully alleviate poverty
for the families with children. The problem of state support to the families with children is
aggravated by the chronic failures to pay in time even these tiny sums, in various regions
such payments were late for the period from a couple of months up to several years.

Under new economic conditions life is the hardest for one-parent families and families with
many children: the percentage of the poor among them reaches up to 60-80%. In this case,
poverty is caused by both low incomes of the working family members and by heavy
dependant strain. These types of households are certainly not the most common ones:
according to the micro-census of 1994 one-parent families constituted 17% out of total
population of households, while families W'ﬁh many children — only 9% of the total number
of families with children under 18 years old.

However, high poverty level, including its severe manifestations, can’t be left out when
poverty reduction strategy is formulated. To make things worse the last decade percentage of
single-parent families grew due to the increasing divorces, out-of-wedlock birth as well as
deaths of men of active age.

The most unfavourable economic situation of the families with many children and single-
parent families is proved by the index of monthly deficit of possessed resources per one
family member: for single-parent families it is 10% higher than the average deficit index for
all other households; for the single-parent families with many children it was 40% higher and
for the families of married couples with many children this index is 27% higher than the
average (Appendix, Table 1.1.3).

Families with many children are more probable to fall to poverty not only because of
dependant (children) strain, but because of insufficient gross incomes of the active family
members. Here we witness the several poverty factors simultaneously at work. A big number
of children in the family most frequently translates into limited labour opportunities for
working mothers, thus aggravating the material provision of the families with many children.

® Household Types and Composition in Russia (according to data of 1994 micro census), M., Goskomstat of
Russia, 1995, p.59



The data gathered by special research indicate that in 40% of such faﬁﬁilies mothers either do
not work or are employed at unqualified and, thus, low-paid jobs. = Upon analyzing major
professional career types for women in families with various number of children one can
easily come to the conclusion that women with many children make a definite pro-family
choice. Most frequently professional activity is guided by the necessity to provide for the
family, but not by the professional drive. The professional status of married mothers with
many children tend to go down along with their overall social mobility (50% as compared
with 20% with mothers of 1-2 children), while career growth was reported among 14% as
compared with 36% for mothers with few children (Appendix 1.1., Table 1.1.12). This
tendency emerged back in pre-reform period and was aggravated in the 90s that brought
about the lack of jobs and competition at labour market.

In single-parent families several poverty factors are simultaneously at work and families of
this type often land among the poor categories. The number of children — as compared with
two-parent familjes — is smaller (an average 1,37 per family as compared with 1,6 in two-
parent families)®, in most cases these are the families with the only child. But taking into
consideration that in half of two-parent families there is one child per two parents it is easy to
understand why the dependant strain in single-parent families translates into poverty. Private
and state transfers are to partly compensate for this, but the way alimonies, allowances and
loss-of-provider pensions are paid makes this compensation extremely insufficient.

Polls of divorced women and men indicate that alimony payments tend to decrease. In
average, according to the polls of women in 1993, alimony covered only half of the food
expenses for the child. It means that the second half of the food expenses plus other not less
important expenses (clothes, shoes, education and preschool-expenses, medical services, etc)
are borne by the mother. Only in 2% of all cases alimony turned out to be relatjvely high (at
the level of average per capita income in the country for the poll period).”™ The poll of
divorced men that was carried out in late 90es, did not indicate positive trends in alimony
payments: only 1/5 of sums paid equaled or exceeded the subsistence minimum for the child,
however, educational and medical expenses are not included. The minimal su& of alimony
payments in 1998 was 20 roubles, and the maximum amounted to 3000 roubles.

Presently the provision of “The Family Code of the Russian Federation” (1995) on alimony
charging is practically ignored for the employment is frequently non-official and the incomes
are not controlled. Thus, the amount of alimonies charged is most often limited by the set rate
(%%), set for official wages at the main job. In case the alimony was received, its amount
was at the same low level at the end of 1990s as it was in 1993 — less than a half of the
subsistence minimum for a child, and it constituted only 17% out of the combined income of
a single-mother family.

" Prokophieva L. Large Families in Low-Fertility Regions: A Social Partrait. — in: Demographic Trends and
Patterns in the Soviet Union before 1991. IIASA, Routledge, 1994, p.223.

& Household Types and Composition in Russia (according to data of 1994 micro census), M., Goskomstat of
Russia, 1995, p.59

° Prokophieva L., Festy P. Alimony, Allowances and Family Incomes Upon the Divorce. Population and
Society, 1996, No 15.

19 prokofieva L., Festy P. Le niveau de vie des familles en Russie apres un divorce. — Politiques sociales en
France et en Russie. Paris, INED, 2001, p.92
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Under such conditions just an agreement between the former spouses, without court
settlement, serves as a relative guarantee of regular alimony payments as well as its bigger
amount: the poll of 1998 indicated that women twice more often prefer such a step (27% as
compared with 14% in 1993), despite the fact that in this case the amount and regularity of
material support fully depends on the good will of fathers and is not under control of state
institutions. Fathers, having shadow incomes, may decide for themselves what sum to
allocate for children who live with mothers after divorce. This aggravates uncertainty and
instability of living standards of the families of divorced women with children.

Upon the marriage break (after a divorce or husband’s death) a single-mother family in most
cases suffers a considerably harder situation, than before. The research made on families after
divorce (1993) indicated that the living standards lowered in 60% of cases as compared with
13% of improvements, and for the 27% of the families nothing changed.

Prokofieva L., Festy P. Le niveau de vie des families en Russie apres un divorce, p.91.

Growing number of death of men of active age in Russia in the 1990s brought about a new
problem — the material provision for the children after the death of a father. However, the
currently existing type of lass-of-provider pensions - that in average amounts up to 366
roubles (for the end of 1999)™, and equals to 40% of the amount of the subsistence minimum
for a child, is not to fully compensate the lowered family income.

The limited social support of the state to the families with children is to some extent
compensated by private transfers through the system of interfamily mutual assistance. This
measure, traditionally frequent in Russia before, presently tends to expansion and
modifications due to social transformations in the society. The overall percentage of
households that receive material support amounts has reached 32-36% in the cities of various
sizes. More than a half of single-parent families receive a material support from relatives (56-
58% of the families) and 21-24% receive it on a regular basis. In this case the support
constitutes more than 1/5 of the combined income of the family.

Ovcharova L., Prokovieva I., Poverty and Interfamily Solidarity in Russia in the Transition Period.
Public Opinion Monitoring. VTSIOM, 2000, Ne 4, p.29.

In case a single-parent family emerges due to the out-of-wedlock birth state monthly
allowances paid for children under 16 years of age are to partly compensate for the high
dependant strain. For single mothers the amount of such allowance is set at the sum of 140
roubles or 12% of the subsistence minimum of a child. Such situation has a considerable
impact on the dynamics of poverty growth among single-parent families for the number of
out-of-wedlock birth has doubled in the last decade (from 12% of the total number of all
children born in 1990 up to 27% - in 1998),~'but is still lower than in western countries.

There is a certain number of single mothers with children who actually live in two-parent
families, for the marriage is not officially registered, however such cases are still relatively

1 provision of Pensions and Social Protection of the Population of the Russian Federation in 1999. Collected
Statistics. M., Mintrud of Russia, (the Ministry of Labour of Russia, intpr.), 2000, p.35.
12 population of Russia in 1999. M., TzDECh, 2000, p.61.
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rare in Russia (according to the rElcro census in 1994, only 7% of married couples lived
together with an official marriage).

The second salary is not fully compensated through the system of state and private transfers,
thus making women provide for her children by her own individual income. Judging by
formal criteria (education and qualifications) single mothers share the same skills as married
women, but presently the professional success and higher salaries are not determined by these
factors only. Jobs in non-state sectors of the economy, additional employment are the key
elements to rise incomes. From this point oh}/iew, the labour activity level is the highest
among women heading single-parent families.

However, even in the most favourable period of the country’s development, when the
opportunities for multiply employment were expanded and the unemployment was relatively
low (1993), the overall earned income of women from single-parent families in general did
not equal to the income level of men and was slightly higher than the one of the women from
two-parent families (for 18%).

t can be explained by the limited number and types jobs providing extra earnings as well as
by the objective difficulties arising when one switches to the private sector: the job positions
in non-state enterprises, in private businesses demand for long hours and great efforts while
neither social infrastructure nor everyday social services and childcare are enough developed.
The necessity to care for children add up to the limited labour and professional capacities of
women.

Next demographic group of households mostly prone to the risk to fall to poverty is
constituted by the single pensioners of senior_age. Despite the fact that pensioners are a
socially vulnerable population group, to be a pensioner is not a factor for elevated poverty
risk in Russia when poverty is estimated through the difference between possessed resources
and the subsistence minimum. According to the official statistical data of 1999, single
pensioners had a more than twice lower risk to fall to poverty as compared with other groups
of households. Data on poverty level of particular gender and age population groups also
indicate that despite the growing number of the poor among the senior pensioners, their
poverty risk is not higher than the average index in Russia.

Nevertheless, the actual deep poverty of the senior is hidden behind the peculiarities of
statistical aggregation. First of all, a group of single pensioners as a separately considered
demographic household group is not homogeneous by age. High poverty risk is cushioned by
the “young pensioners” among whom there are many who are working for the fist 5 years
upon retirement (55-59 years for women and 60-64 for men). The employmﬁt level among
the men is considerably higher: 48,1% as compared with 36,7% for women.~ From another
point of view within gender and age groups we can not separate the pensioners who live in
families and from those residing separately. The data of numerous research carried out in
many regions of Russia during the last decade indicate that pensioners who live separately

3 Marriage Status and Birthrate in Russia (according to the data of 1994 micro-census). M., Goskomstat of
Russia, 1995, p.9.

! Living Standards of the Urban Population of Russia and the Social Problems of the Reforms. M., ISEPPD and
INTERCENTER, 1995, p.92

> Roschin S.Y. Labour Activity of the Senior Population. — in: Demographic and Social and Economic Aspects
of Population Aging. M., MGU (Moscow State University, interpr.), 1999, p.137.
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and wholly provide for themselves are a lot behind those living in families with working
relatives.

According to the RMESHPEI data (1998), out of total number of pensioners there about 2/3
live separately, among which one can single out married couples (sometimes with
dependants) and pensioners living alone (Appendix 1.1, Table 1.1.4). Practically the same
figures were obtained through polls on living standafclils and poverty of the urban population
(cited by ISEPPD the Russian Academy of Sciences.)*~(Appendix 1.1., Table 1.1.5)

The outcome of these special research provide grounds to classify the group of senior single
pensioners, 90% of which are women, as households mostly vulnerable to fall to poverty. So
according to the data of comprehensive research (RMESHP, November 1998) while the
average (general) poverty level of pensioners was 46,5%, the percentage of poor senior
women amounted up to 54% (Appendix 1.1, Table 1.1.4). As for the men of senior age the
average amount of their pensions is for the moment not lower than the one of other
pensioners for among them there are many veterans of the WWII whose pensions are higher.

The list of population groups, that are prone to fall to poverty, is not limited by the categories
identified above, though they have the highest poverty risk. Thus, among two-parent families
the poverty risk raises for_young families when the material status of the family goes down
upon the birth of a child: the percentage of poor families at this stage rises 1,6 times (from
26,1 for the young families without children up to 42,1 for the young families with children).

The problems of higher poverty risks for young families after a birth of a child are first of all
brought about by double dependant strain. The delivery of a child is usually followed by
mother’s leave from the active job, for, at least, one and a half years of a officially paid
childcare leave. The amount of allowances on childcare, based on the amount of minimal
wages, does not compensate for mother’s salary now absent from the family budget.

At the same time, according to the research of ISEPPD of the Russian Academy of Sciences,
the natural decline of the family material status caused by the birth of a child nowadays looks
more smooth as compared with the late 80s when such a decrease amounted to 2,6 times
(Appendix 1.1, Table 1.1.6). This indicates that when planning a child young families to a
greater extent count on their own material resources. When on official maternity leave
women try to find a childcare-compatible job — home-based occupations, jobs for several
hours a day. Besides young fathers try to make use of the new — as compared with late 80s -
opportunities of additional earnings and better-paid jobs.

The described above household types, that are mostly prone to fall to poverty, were identified
by demographic factor (demographic family composition, age, gender), however, there exist
a wide range of social factors that add up to poverty risks.

Being a family with a handicapped family member is one of such factors. Poor
development of care services for handicapped pushes one of the adult family members leave
a job (mostly women) to care for a handicapped, thus a dependant strain on the working
family members increases. Low amount of pensions for handicapped along with expanding
range of paid medical services poorly compensates the absence of the second paycheck in the
family. Thus, life turns out to be much harder for handicapped pensioners as compared with
old-age pensioners: according to the data of the State Committee on Statistics — poverty

16 Russian Monitoring of Economic Situation and Health of the Population
" poverty: Alternative Definition and Measurement Approaches. M., Moscow Carnegi Center, 1998, p.186.
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among them is 1,5 times higher, while the extreme poverty is twice more frequent (Appendix
1.1, Table 1.1.7).

According to official data, in 1990 the number of handicapped amounted up to 9,6 million
people (the ones of the three political Ministries are not considered), including 0,6 million of
children under 16 years old. Unfortunately, the budget researchers do not single out
households with handicapped, thus we can use only the data of local surveys.

According to RMESHP materials of 1998, living conditions of the handicapped pensioners
directly influence their material provision. The handicapped without relatives or living
separately in 2/3 of cases live below poverty line (Appendix 1, Table 1.1.8). The percentage
of single handicapped pensioners is certainly lower than of old-age pensioners and they tend
to live in households with numerous members in order to obtain the necessary care™. But in
these cases additional dependant strain adds up to the poverty level in families (52% of such
families have the incomes below the subsistence minimum).

As for the poverty level differences for the handicapped pensioners of particular age groups,
the RMESHP 3 data of 1998 indicate that the most severe poverty is suffered by the families
with handicapped children, they are followed by the handicapped of the active age, while the
conditions of the elder handicapped are not that hard due to much higher pensions and special
benefits for WWII veterans.

Out of total number of handicapped children about 1/3 live in special care institutions, the
rest are brought up in families. Meanwhile the calculation procedure for the subsistence
minimum does not take into consideration the specific needs of handicapped children. The
material status and situation in the families with handicapped children — even when it
formally equals to the necessary income level — turns out to be extremely difficult

Analysis of social and demographic structure of such families indicates that most of them are
families of single mothers; such families are characterized by the heavier dependant strain as
well. Mothers have to leave jobs and the family budget becomes much weaker. All this
makes the families with handicapped children the most socially vulnerable group to fall to
poverty. An extremely poor development of infrastructure that is to aid to care for
handicapped children deprives mothers of the opportunities to keep the job and is of negative
influence on the living standards of the families with handicapped children.

The majority of handicapped are of active age: either they are handicapped since childhood or
became handicapped or disabled due to an accident (including job-related accidents) or to an
illness. Many of the handicapped are still to some extent capable to work under friendly
conditions, however, it is very hard for them to find employment, even a part-time one, or to
transport themselves to a job.

Even in Moscow, where jobs offers are better and a certain assistance to handicapped Iﬁ]
rendered, only 11% of handicapped of young age work, and 40% are eager to get a job.

18 vasin S.A., Soroko E.L., Boroyavlenskyi D.D. Social and Demographic Characteristics of the Handicapped
(according to the data of 1994 micro census). Material of the Conference “Equal Opportunities for the Disabled:
Problems and Solutions”, Council on the Issues of the Disabled, March, 3-4 , 2000.

9 Arkhangelsky V., Bodrova V., Kovalchuk Y., Khibovskaya E. Living Standards of the Disabled in Moscow.
Public Opinion Monitoring, VTzIOM, No 1, 1999, p.50.
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About 2/3 of working handicapped work at home, smaller number of them work at
specialized enterprises and only a few are employed at regular working sites.

At the same time more than half of the handicapped are employed at high-qualified jobs.
Nowadays there exist about 1,5 thousand of handicapped-friendly working sites and shops
that hold 240 thousand of working places. However, only 80 thousand of them are occupied
by the handicapped, thus providing the employment for only 12% of the handicapped.=* Such
types of enterprises usually target certain categories of handicapped, the ones with substantial
loss of body functions (blind ones, mentally handicapped, with motor system impaired).

The declared target of the Law on the Social Protection of the Disabled and the Handicapped
is full and rewarding participation of the disabled and the handicapped in social life. Thus,
the policy to support the disabled and handicapped is to be translated not only into direct
material aid, but to comprise prevention and rehabilitation.

Presently, social programs to support the disabled and handicapped are financed to keep this
population category passive, to prevent the demands of another social group in various social
spheres, labour market in particular. Measures to overcome the state of incapacity are not
taken, thus it is somehow supported and procreated. The policy towards the disabled and the
handicapped is to a some extent a replica of the policy on poverty, when the support rendered
to the poor actually traps them in, instead of encouraging the efforts to overcome poverty.

National legislation on the issue lacks the mechanisms to implement the most important legal
norms on incapacity prevention and on rehabilitation of the disabled and the handicapped,
and this is one of its main flaws.

The disabled and the handicapped have a very much limited access to social infrastructure
and to the environment adjusted to their needs. The Order of the President of the Russian
Federation “On the Measures to Shape the Environment Accessible to the Disabled and the
Handicapped” was signed back in 1992, it initiated the development of housing and social
infrastructure standards with regards to the needs of the disabled and the handicapped.
However, the lack of the enforcement mechanism has translated into the situation when the
above-mentioned Order and other legal documents adopted to develop it are not observed.

The Law “On Social Protection of the Disabled and the Handicapped” was adopted back in
1995. By its nature it is more close to a program of social protection of the disabled and the
handicapped for it renders the theoretical grounds to develop legal institutes of social
protection. The Law stipulates that “the disabled and the handicapped are to be provided
equal opportunities to implement civil, economic, political and other rights and freedoms ...”,
it means special rights for the disabled and the handicapped are to be set, so they could
become the full and equal members of the society.

The Law also provides a number of guarantees on the special rights of the disabled and the
handicapped, which, being observed, turn to be guarantees of the implementation of the law.
However, these guarantees couldn’t be considered effective, for - according to the Art.35 —
particular provisions of the law have different effective dates - a number of provisions were
to become effective at the period of 1995-1999, and the law turned out to be practically

% The Disabled in Russia: Disability Reasons and Dynamics, Collisions and Perspectives of the Social Policy.
Bureau of Economic Analysis. M., ROSSPEN, 1999, p.226.
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ineffective. As it is proved by practical experience, even the articles that should have become
effective, fail to work. Thus, by its nature and in the form it was adopted, this law is more of
a program, than a normative act.

Employment issues are of a great importance to the rehabilitation of the disabled and the
handicapped. There should be provided mechanisms to make the enterprises interested in the
employment of the disabled and the handicapped. Besides, this population category is to be
provided an access to general and professional education, the higher in particular, as well as
to professional retraining. Only high professional qualifications of a disabled or a
handicapped, along with certain tax relief extended to enterprises, are to make the employers
interested in hiring the disabled and the handicapped.

Insufficient financial means are allocated to federal programs to support veterans. This holds
true about the articles of the laws, according to which those means are to be provided,
especially the ones on creation of the disabled-friendly environment. Thus, implementation of
the Russian legislative documents on the issue gets hindered.

Social policy on the disabled and handicapped children is to comprise both measures to
prevent juvenile disabilities, including the preventive healthcare, and measures to develop
quality education and professional guidance. Social infrastructure to assist mothers with
handicapped and disabled children to partially or fully return to professional activity is of
particular importance for such families. All the above-listed measures call not for temporary
financial allocations, but for the revision of the ideology of the social policy in regards of the
population groups in extremely hard life situations.

The Law “On the Social Protection of the Disabled and the Handicapped in the Russian
Federation” stipulates the right of this population group for an unobstructed access to the
social infrastructure and information. However, the corresponding articles failed to become
effective. The whole structure of social protection of the disabled and the handicapped is
getting ruined in the absence of the rights of the most importance. Discrimination turns to be
approved and practiced, thus, the principle of equality, declared in the international
documents on human rights and in the Constitution, is being disregarded.

In the opinion of jurists, it is time to treat the issue on the rights of the vulnerable social
groups in terms of discrimination of their political and civil rights. The state has powers to
grant or to withhold the rights, or — as it actually takes place — to declare the right without
provision of any effective mechanisms of implementation. The issue can be treated
differently in case the discrimination is banned.

For example, a disabled or a handicapped person is considered to be discriminated in case he
is prevented to access the social infrastructure, for his capacities differ from those of healthy
people. In case a single mother, or a mother with many children, is denied a job due to her
family status, she is considered discriminated as well. Here we talk not about social, but
about civil and political rights of which the clients of social services are deprived for they
can not exercise them.

At the same time the state is to be relieved from the unbearable burden. As for its social

function, the state is to distribute the powers between the subjects of the social relations. It is
to establish the system and the procedures to settle arguments arising in this field, to develop
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legislative regulations both for social services and for those providing employment and
access to goods and services.

The basic legal principle to ban discrimination is to - first of all - serve the new model of
social work. In case it is applied, the client of the social service, formerly treated as an object,
becomes a subject of the relations, already existing and yet to emerge in the field of social
protection. The client is encouraged to lead an active life in case the discrimination is banned.
Thus, the transition frﬁ] administrative model of social work to the concept of “independent
life” is to be provided.

The unemployed family members constitute the next social factor that lowers the combined
family income and adds to the dependant strain. The budget research of the State Committee
on Statistics does not dwell on total number of the households with unemployed, but only
identifies the population group receiving unemployment benefits. However, even these
figures indicate a high poverty risk for this population category: 69% of them have the
possessed resources below the subsistence minimum, including those 29% with incomes
twice or more times less than SM. (Appendix 1.1, Table 1.1.2).

The family well-being is more affected in case a man loses the job than when it is lost by a
woman: independently of the household type the probability to join the poor is 57% when the
job is lost by a man, and 43% - in case it is lost by a woman (Appendix 1.1, Table 1.1.9), for
men are better paid than women. It is worth noting that poverty is more often brought_apbout
in case the first provider — independently from his/her gender — becomes unemployed.*< The
first providers are mostly men in two-parent families, and women — in single-mother families.
This populatiﬁ group constitutes a 1/3 of the total number of unemployed and remains the
same in time.

The 90s in Russia faced the emergence of another group with elevated poverty risk, these are
the families of refuges and of the forced migrants. The data about them can be obtained
only through special research, for the state statistics lacks detailed information on them and
does not include them into the list of households to be surveyed.

This population category emerged with the collapse of the USSR and due to numerous
regional conflicts in the former Soviet Republics. By the January 1, 2000, the Federal
Migration Office of Russia (FMS) had registered 1.5 million refugees and forced migrants,
20% of them were from the Russian regions of local conflicts. The age of the refugees - as
compared with the@ge of average migrants — differs, for among them there are more children
and senior citizen.** If — under regular conditions — families with children, including one-
parent families, are less prone to move, than under extreme circumstances they are the very
first ones to escape in order to save children from danger or discrimination in rights.

Accommodation is one of the major problems for the refugees. Polls carried out in 1997-1998
indicate that before relocation these families mostly had a good accommodation, while now —
only 23% of them are separately accommodated in big cities and 43% - in villages. The rest

21 | evina M.1. “Social Worker: Legal Status and Development of Legislation”. In the book: “Social Legislation
in Russia and in Great Britain.” M., 2000, p.168.

22 \We consider the first family provider the one with bigger salary.

2 population Employment Survey, May 2000, Goskomstat RF, p.204.

# Vitkovskaya G. Forced Migrants from CIS and Baltic Countries to Russia. Population and Society, No 18,
1997.
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live in the shared apartments, rent some accommodation from private persgns or share
corners with relatives and friends, and sometimes do not have any shelter at all.

In the first years of reforms there was adopted a program to aid refugees under which they
had the right to be provided with free accommodation. But when the state capacities do not
correspond to the actual accommodation needs of refugees, distribution of such
accommodation gets corrupted and the problem of refugees’ accommodation has not been
solved.

However, if in the mid-90s the very problem of accommodation was of a decisive impact on
refugees’ assimilation in new places, now employment comes first. More than 60% of the
migrants quit their professions, and these numbers are even higher in villages. The
professional status of the migrants gets significantly lowered at the new place: the number of
unqualified workers raises 2.5 times in big cities, and 4.3 times — in villages. The migrant
workers are less paid (their wages are 30-40% lower than the ones of the local workers),
despite the fact that their education and qualifications are usually higher. Thus, job
dissatisfaction is high (46% - in big cities and 55% in the villages). However many of them
can’t switch jobs for they are earning the accommodation (17-24%), or “housing registration”
(6-8%).

The forced migrants face difficulties obtaining social support and it is vital for people who
escaped their native places. They very often have to leave behind all their possessions. Nearly
half of them had not got any support in Russia. 28% of them were accommodated, often
temporarily, 24% received one-time money allowances, food and casual household items, 8%
received privileged housing loans, 6% were aid in getting employed, 6% were assisted in
individual accommodation (were provided with land, construction materials, cattle and cattle
food), 2% received legal aid. Thus, weak assimilation opportunities and lack of state aid
make this population category extremely vulnerable to poverty risks.

1.2. The New Poor

An extremely unfavourable dynamics of living standards of population at the last decade had
a negative impact not only on the population groups traditionally prone to poverty, but on the
families with favourable demographic distribution as well: two-parent families with 1 or 2
children. As it was noted above, this household type constitutes a high percentage of poor
families, though their poverty is not as deep as for the one-parent families or families with
many children.

According to budget research, more than half of two-parent families were classified as poor,
and 18% of them possess the resources that are twice or more times below the amount of
subsistence minimum. (Appendix 1.1, Table 1.1.2). We note that these figures are not much
different from poverty indexes for single-parent families, so deep social and economic crisis
somehow leveled down all the family types in their severe poverty.

Where does poverty root for this type of households? Our surveys indicate that in 60% of
two-parent families with two children the heavy dependant strain and low incomes of
working family members are aggravated by dependants of active age and pensioners with low
pensions.

% \itkovskaya G. Ten Years of Forced Migrations to Russia. Population and Society, No 32, 1998.
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The rest 40% are the families of so-called “the new poor” when two working spouses can
not provide for one or two children. Being employed at the state-budget enterprises or at not
profitable enterprise is one more poverty factor. The wages are considerably lower in such
industries as agriculture (44% as compared with average wage level in Russia), ligh industry
(57%), public cateE;LSg as well as the financed from the budget fields (education, healthcare,
culture — 53-58%).~* Women constitute the majority of employed in these industries, and this
becomes one more factor adding up to feminine poverty.

It is worth noting, that in general the families of “the new poor” (separately residing citizens
of active age, families without children and families with 1-2 children) account for about
50% of the total number of the population of the poor. In the Soviet period such families did
not land within this category. Thus, we conclude that the poverty expansion entangles new
types of families, headed by active people. Low wages, inadequate (poor) state support to
the children and the unemployed are the reasons for such poverty expansion. These issues are
to be dwelt upon in detail below.

1.3. Regional Differentiation

Higher poverty risks for rural residents are to be immediately noted in case we analyze
differentiation in poverty levels by the type of settlement and region. In 1999 average poverty
risk for urban residents amounted to 40,9% as estimated by the index of possessed resources
of statistical data, while for rural residents it amounted to 46,2%. Rural households account
for 30,3% of the total number of the households of the poor (while rural residents constitute
27% of the total population). Higher poverty level for the rural residents is also accompanied
by deeper poverty, as confirmed by income deficit index. In 1999 income deficit per a rural
resident amounted to 374,7 roubles or 105% of the urban level.

Higher poverty risks for rural residents are mainly determined by the labour market situation:
in rural settlements it is characterized by higher level of general unemployment and low
wages. As for the industrial differentiation, agriculture is the very industry of the lowest
wages, in 1999 the wages in agriculture amounted only to 41% of average wage level in the
economy in general. It is worth noting, that along with low wages, agriculture is
characterized by high wage differentiation. As indicated by 1999 data, the fund
differentiation coefficient for agriculture amounted to 31,6 times. Only in banking wage
differentiation is greater.

Access to land is the major means of adjustment for the rural residents, thus they have to
intensely work at the subsidiary private farms. However, income deficit is only slightly
compensated through sales of generated at SPF produce, such incomes tend to be
concentrated by wealthy rural residents. For the poor rural residents in-kind incomings (food
products) constitute meaningful source of material provision. In 1999 for the rural residents
the in-kind incomings amounted to 24,7% out of the total amount of possessed resources
(while for the urban residents it was only 5.2%), or 34% out of money income level. As it is
estimated by the Goskomstat, for the rural residents the in-kind incomings decrease poverty
risks for 10 points.

% Economy and Life. No 51, December 2000.

19



Meanwhile, the expanding employment at SPF and the growing weigh of in-kind incomings
do not compensate for the losses suffered by the rural residents under the transitory economy.
The majority of the rural families with high labour potential consider SPF employment as a
means to survive, but not to successfully adjust to the market reforms. Success in life is
associated with moving for permanent urban residence, thus starting 1994 the rural residents
tend to move to cities. Cased by migration, smaller size of rural population is only to some
extent compensated by immigrants.

Territorial contrasts of living standards constitute a currently emerging characteristic of the
poverty in Russia and can be estimated through the ratio between per capita incomes and the
subsistence minimum. The buying capacity of the population incomes of the poorest RF
subjects is 8-12 times lower that the ones of the leading one (Moscow).

In the critical 1990s the regions of Russia split into two main groups: the “open” ones, linked
to the world economy and rich in natural resources and export-orientated regions as well as
the biggest cities with fast growing tertiary sector, and the other ones — so-called “closed”
regions, linked with domestic economy, they suffered the most and constitute about 70% of
the total number of the RF subjects, and 2/3 of the overall population reside there.

Soviet mechanisms to level regional incomes (though the incomes were very low) were
though expensive, but rather effective. Under critical situation in economy there happened
either the considerable cut down in the volumes of redistribution of financial and budget
resources to support the poorly developed and high priority regions, or such mechanisms
were completely cancelled. Thus, in the 1990s territorial disproportions in economic
development grew, resulting in increase in regional differences in inﬁﬁme and poverty levels.
Regional disproportions are extremely high: gross regional product= (GRP) of the Tyumen
region is about 13 times higher that the one of the Ingushi Republic. The average index for
the five leading regions is 5,5 times higher than per capita GRP of the five outsider regions.

The above described scale of regional disproportions prove that In Russia it is obviously
insufficient to work out only the general federal strategy on poverty reduction, for there exist
huge differences in conditions and factors of social and economic development all over the
country. Measures, efficient in some regions, might be insufficient or inefficient for the
others.

1.4. Gender Aspects of Poverty

Feminization of poverty — that is presently underway in Russia — becomes even more obvious
from classification of household types with elevated poverty risks. In 1980s-1990s this
tendency is on the rise all over the word and stems out of the increasing number of divorces,
that have become more and more frequent with the last 25 years and leave mothers and
children in a harder economic situation. Besides the number of one-parent families grew as
out-of-wedlock birth are on the rise as well.

Being different from the Western countries, feminization of poverty in Russia roots in both
the worsening material status of sirt%le-mother families and elevated poverty risks for
separately living women of senior age.

2" GRP is adjusted for the subsistence minimum in the region according to the methodics, used in the Russian
reports on the development of the human potential of the UN Development Program.
%8 Feminization of Poverty in Russia, World Bank Report, M., 2000.
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Market niches occupied by women in the labour market become another factor adding up to
feminization of poverty. It is well-known that models of social mobility differ for men and
women. Social mobility for men is characterized by stable professional rising, while women
less often than men achieve a rising career upon entering the labour market. This holds true
for all women, even those who do not have to care for children.

Many researches suppose that there exists a gender discrimination at the labour market. It
happens through many ways, including segregation, that badly influences women’s career. It
limits professional growth as well as the amount of wages and is of negative impact on the
quality of women’s professional life.

Career differences for men and women. During many decades the state made sure women
had been actively involved in the economy. As a result by the late 1980s the employment
level for women was practically the same as for men: 90% of women of active age were
either working or studying. Thus, ways of living and social goals were profoundly modified
for several generations of women. The equal access to education made it possible for women
to reach and to surpass men in this field. According to the 1989 population census, 46% of
working women had higher or professional school education, wlkiéhe for men this figure was
only 34%. The gap was approximately the same in the mid-1990s.

Despite that in a pre-reform period social mobility dynamics was less favourable for women
than for men. The general mobility balance, calculated as the difference between the positi\é%I
and negative mobility meanings, amounted to +53,3% for men and only +18% for women.
This was caused by the fact that the majority of feminine careers are flat™, and that a
professional status of women more often tends to go down as compared with men.

The positive dynamics of social mobility was traditionally related to the worker’s age: both
for men and women it is age-positive. However, for the women the initial cycle of
professional career is much harder for it falls at the childbearing period. In Russia this
happens at a much younger age than in Western European countries. According to the
demographers, at the period 1965-1991 the average age of mother delivering her first child
fell from 24,8 to 22,9, and this is approximately the saﬁe at present (for example, in France
mothers of firstborns are in average 27,9 years old).™ These figures indicate that for the
majority of women in Russia the period of professional knowledge and skills acquisition falls
to the maternity period and this can not but influence the career.

Social shifts were substantially redirected by changes in economy functioning of the recent
decade. Age and related to it period of years-in-service is no longer a factor that determines
positive social mobility. The mobility index for men went down from +53,5% to +3,3%, and
for women — from +18% to — 6,6%. Thus, presently,despite a more favourable situation
(perspectives) for men as compared with women from the professional point of view, the

2 \Women and Men in Russia. Goskomstat of Russia, 1998, p.38

% prokophieva L., Festy P., Muracheva O. (2000) Professional Career for Men and Women. Economy Issues,
No 3, p.74-84. (Table 13).

* To analyze the extent and direction of social and professional mobility there was employed the index “the
professional career type” that is built by dynamics of education level and qualifications of men and women as
the career goes on, as well as by position shifts and periods of unemployment. There were classified 4 types of
professional careers: descending, flat, faintly growing and ascending.

% population of Russia. 1993, M., TzDECh, 1993, p.23. Population of Russia.1997. M., TzDECh, 1998, p.53
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decline of this index within last decade looks more considerable due to the much higher
positions and better rise in the past. Women had lost less, but today the index of their social
mobility is of negative meaning, that is career dives-down are more frequent than career
growth.

Unequal opportunities for men and women at labour market. The data on the employment of
population of active age indicate that during the years of reforms the opportunities to apply
economic activity of population had become more scarce (Appendix 1, Table 1.1.14). This
translates — when all other circumstances are equal - in growing competition at labour market.
Under these conditions both men and women join the category of unemployed or stop being
economically active. Meanwhile, if the men are more prone to become unemployed, women
more often tend to quit the field of economic activity.

From one side this transition, can be connected with growing incomes of other family
members and the general strain on women is less upon the job is quitted. Women themselves
often view this transition as a positive one for it does not result in substantial lowering of a
family well-being. However, under the growing competition at labour market the alternative
approaches of housekeeping are emerging as well.

When the economy is growing housekeeping is opposed to the professional employment
adequate to a woman’s qualifications. When the economy is down housekeeping can be
alternated with search for adequate job, but the chances to find the job are low and the
employment is unstable, of low qualifications and poorly paid for. Under such conditions the
switch to housekeeping most often leads to substantial decline in living standards.

The data of the research of the late 19805,just before the large-scale changes in economy,
drives one to the conclusion that at that period the first group of factors dominated (husband’s
high income allowed the wife to quit the job upon the delivery of a child). As the economic
crisis emerged the main reason for women to switch to housekeeping was a growing
competition at labour market and little hope to find a job. As it was shown above, by adding
up to the dependant strain on the working members of the family, housewives invite poverty
even to the families considered safe from the demographic point of view. Though being a
kind of adjustment to the current conditions of labour market, forced departure from the
labour market is rooted in the limited activity choice for women and obstructs decent living
standards.

Despite the fact the majority of the unemployed are men, the peculiarities of feminine
unemployment translate into harder chances for women to find a job. It is reflected in the
different duration of the average job-searching time for men and women and by the number
of men and women who are seeking for jobs for not less than a year: 46% and 55%
correspondingly (Appendix 1, Table 1.1.15).

Unequal job payments for men and women. One of the factors of feminine poverty is the
unequal wages for women as compared with the ones of the working men. The gap between
the average wages of men and women has been gradually increasing in recent years. Thus, if
in the 80s the_feminine wages amounted to 70% of the one for men, nowadays, according to
the VTZIOM™ data, average feminine wages equal only to half of the one for men.* This

¥ Social and Economic Research of Well-Being, Ways and Standards of Living of the City Residents
(“Taganrog-3” Project). M., ISEPPD RAN, 1992.
 All Russian Centre for Public Opinion Studies
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figure is a bit bigger than official data of the State Committee on Statistics on the wage
differences. According to the latter, the pre-reform ratio is still the same (Appendix 1, Table
1.1.17). However, VTZIOM data provides the differences on sum total wages earned at the
main and additional jobs, so there are no contradictions.

There are a lot of factors to cause such differences. Most of them involve indirect
discrimination of women, for example the specific structural characteristics of industries,
skills and qualifications of employed men and women as combined with the traditional
differentiation of average wages throughout industries and occupations.

World tendencies indicate that feminine employment is mostly concentrated in less profitable
fields. The analysis of the feminization of an industry and the level of wages in the Russian
economy confirms this conclusion. There is a clear-cut tendency for lower wages in the
industries mainly serviced by women. The 1/3 of employed women work at the fields
financed from a state-budget: healthcare, education, culture. Only 9% of working men are
employed in these spheres. The wages of women employed in these fields, according to the
1998 data, amount only to 57-63% of average wages in the country and does not provide the
consumption at the subsistence minimum level even for themselves (let alone dependants).
Presently women are being forced out from such just recently feminine industries, as banking
and insurance - for under the market conditions they became the fields with high salaries. At
the period since 1940 t0_1993 in Russia the index of industry segregation has risen twice
(from 17,28 up to 34,52).

Besides the industrial wage differentiation there exist the differences in wages for men and
women employed in the same industry, and it concerns not only the overall wages, but hourly
wages as well. This is a more exact indicator of wages differences for the general level of
wages includes the differences in working time.

According to the survey on the wages of the workers of particular occupations and positions,
carried out by the State Committee on Statistics, only in one of the industries surveyed
(metal-refining industry) the average hourly wages of women were higher than the one of
men. In the rest 19 industries women are left behind and the biggest gap amounted to 2,8
times (coal-extracting enterprises), and the minimal one was only 2% - in the educational
sphere. It is worth noting that among the industries with lower hourly wages for women there
are many with prevailing feminine employment, %_szlch as textile, sewing, shoe-making,
communications and healthcare (the gap is 38 points).

There exists the problem of different wages for men and women employed in the same
industry. Unfortunately the lack of data on qualifications of men and women of the
occupations surveyed does not allow to draw clear-cut conclusions on the causes of gender
differences of wages, however the indirect data indicate that this negative trend emerged due
to lower professional qualifications of women. The factor of direct discrimination can not be
ruled out either.

The main cause for feminization of low income employment roots in the objective
specifications of feminine competitiveness connected with reproduction and double
engagement of women. This is the very reason why in the majority of families women are

% Feminization of Poverty in Russia, World Bank Report, M., 2000.

% Roschin S.Y. Employment of Women in the Transitory Economy of Russia. M., 1996, TEIS.; Baskakova
M.E. Equal Opportunities and Non-Gender Stereotypes at the Labour Market. M., 1998, MtsGl.

% Feminization of Poverty in Russia. p.78.
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“secondary” working providers and men are “the primary” ones. These gender differences are
illustrated in statistical lines showing the workers’ wages distribution: women occupy
positions in the left — low paid — distribution wing, while men — in the right — highly paid —
wing.

The analysis on employers’ preferences clearly shows their unwillingness to hire women. The
polls, made by Center for Labour market Research, indicated that more than a half of them
consider that family related strain lowers the value of women as a working force. Due to their
opinion, it is connected primarily with frequent absence from the job (60%) and low working
efficiency (22%) as well as with low interest in the job (12%) and low intellectual level (2%).
Besides when job competition is high the employers prefer the workers that are ready for
greater work-load, urgent changes of working schedule and late hours. The latter is less
acceptable for women as compared with men, however in other issues (the level of wages, the
duration of paid leave) women may be more agreeable than men.

Thus, women are under unfavourable conditions to build a career mostly because of the
priority differences at the labour market that stem out of different functional family roles. As
a result, industrial and professional niches that call for less efforts, are less promising for
career growth are, as a result, less paid. And they are the very ones to be occupied by women.

The employers’ preferences, based on both objective differences in the quality of masculine
and feminine working capacities and on prejudices as well also diminish the competitiveness
of women. Such situation can’t but influence the living standards of families with women as
main breadwinners, that is single-mothers’ families.

1.5. Policy to Counteract Poverty Aggravating Factors

The key, poverty-aggravating social and economic processes - as provided by the above-
rendered analysis of the social and demographic composition of the population of the poor
and of the factors aggravating poverty — are as follows:

1. Limited access of the population of the poor to free services that results in social
exclusion and lower living standards.

2. Growing number of the unemployed population of the active age.

3. The already emerged system of wages, that brought about an unprecedented number of
workers with wages below the subsistence minimum.

4. Flaws in labour and social legislation, that limit the access of the poor to the resources.

5. The system of social protection is inadequate to settle the problems arising due to
emerging labour relations. Such a system limits the access of the poor to social transfers.

6. High level of regional social and economic disproportions, that results in locally bound
poverty.

The combination of the above-listed factors brought about the situation when 1/3 of the
Russian population lives in poverty, while the poverty risk for the traditional categories of the
poor 1.5-2 times exceeds the national level. Meanwhile, “the new poor” constitute the largest
group of the population of the poor. Thus, poverty reduction strategy is to be effective only in
case it is based on the very two directions:
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» To create conditions for the working population to be able to earn enough to escape
poverty;

* To set the effective system to support the socially vulnerable population groups (the
senior, the disabled and the handicapped, families with high dependant strain, families in
extreme life situations — refugees, etc.).
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2. Poverty and Overall Health of Population

Overall population health is one of the major indicators of life quality. It determines the
degree of social development and prosperity, as well as compliance to civilization norms. As
it was indicated by cross-country comparisons, major national health parameters, - and life
expectancy first of all — are closely interconnected with the amount of national per capita
income. There are numerous direct and feedback connections between health and wellbeing.
High living standards can be considered to be one of major factors contributing to good
health, while only a healthy population is ready for intensive labour, studies and achievement
of material well being.

2.1. General Survey of Overall Health of the Population of Russia

Official statistics of recent decade reflect a catastrophic health decline among the Russian
population. Sick rate increased for practically all major groups of diseases. The situation is
especially serious for the nosology forms of social etiology: tuberculosis sick rate has sprung
up to an epidemic (it grew 70% in 5 recent years), the number of infected with Hepatitis B
and C increases 20% a year; AIDS has become a social catastrophe (1 million of HIV-
infected are expected in 2002); substance abuse is on the rise (especially among children,
young people and women).

Unfavourable dynamics is seen for the feminine reproduction (1300-1500 cases of chronic
pathology for 10.000 of women), only 1/8 of women can be classified as healthy at the onset
of pregnancy.

Unbalanced and insufficient nutrition causes anemia in a large number of pregnant women
(its rate grew 3,4 times for 10 years), only 6 out of 100 pregnant women get the sufficient
energy and nutrient provision. The lack of folic acid, for example, results in a higher risk of
birth defects, one can see this trend on the rise in Russia nowadays.

Poor maternity health predisposes the low health of the newborns. As compared with 1990,
the number of the sick-born has increased 2.8 times and now 1/3 of newborns are delivered
already sick. Thus, while 70% of newborns are generally healthy, only 10-12% of children
retain their health by primary school, only 8% stay healthy through the secondary school and
only 5% of school children are still healthy by the end of school years. Half of school
children have some chronic diseases, 79% suffer from neuropsychic disorders, mainly, of
bordering etiology.

While the general sick rate is increasing, it also results in a growing percentage of disabled
and handicapped, especially children. In 1999 there were more than 10 million of the disabled
and handicapped in Russia, among them 0,5 million are children.

Overall health decline, being aggravated by hard labour conditions for the major part of
workers, unavoidably results in a higher death rate (in 2000 — 15,3 per population 1000). The
percentage of those deceased while being of active age, is growing (in 2000 — 29% of the
total number of the deceased).

Demographic processes in Russia are characterized by low life expectancy (66 years). For
men it is 58,9 years. High rate of infant death is also an indicator of poor national health
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(16,9% in 1999) along with increased rate of masculine deaths (in 1999 the general death
index for men was 16,9%, for women — 13,3%), mainly due to accidents and intoxications.

The serious situation with poor national health in Russia is confirmed through comparisons of
certain health parameters with the corresponding indexes for the Western European countries,
where men live for 10-15 years and women — for 6-8 years longer; and infant death rate is 4-5
times lower.

2.2. What are the Links between Poverty and Health?

The links between poverty and health are seen at macro- and micro-levels. In the first case,
GDP is the main indicator to reflect material provision of population, while life expectancy
serves as a means of populational estimation of national health. These two indexes are closely
interconnected as shown by cross-country comparisons of human potential development
index (IHPD). However, if one is to reveal the above-mentioned links within the country, one
should turn to a micro-level.

According to the research of the World Health Organization, health is to one half determined
by the life conditions and style, for one-fifth — by the environmental conditions, to the same
extent — by genetic makeup and only for 10% - by the healthcare services. the ILO experts
have made an attempt to reveal the meanings of the 50% -influence of life conditions and
style.

Two groups of factors were singled out: the ones pertaining to living standards (the nature of
labour, housing and everyday conditions and peculiarities, the income level and nutrition,

% At the period from 1981 to 1998 a series of such research was carried out by the Institute of Social and
Economic Problems of the Population of the Russian Academy of Sciencies (ISEPP of the RAS) in the cities of
Taganrog (1981, 1989, 1994, 1998), Moscow (1997), Saint-Petersburg (1997), in the villages of the Saratov and
Pskov regions (1997), in the villages of the Tver region (1993). Within the frame of these surveys the
interconnection between the individual health potential and certain parameters of living standards and life styles
was studied.

¥ Detailed research on the interconnection between subjective health estimation and objective health indications
were headed by ISEPP director N.M.Rimashevskaya. The data was obtained through studies of a history of
disease and indicates close interconnection between objective and subjective health estimations.
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transportation strain). The second group of factors included individual life style, particular
behavior, starting childhood (and it may be either vital, or pathogenic, that is marked by
health waste). When the health data is paired to the material provision indexes (as obtained
by ISEPP research), the following pattern emerges (see Appendix 2, tables 2.1-2.3):
individuals with better material provision enjoy better health. The “rich” and “poor” groups
substantially differ in the percentage of people with numerous ailments: among the “poor”
their number is 3 times bigger.

At birth, all newborns are divided into 3 groups according to their health indications. Group |
is represented by generally healthy newborns, group Il — by newborns with potential risk to
develop a chronic disease and group Il — newborns with heavy birth defects or disorders
developed at perinatal period.

Special research of health quality of future generations that was carried out in a real-time
format and was started at the moment of birth, indicates that already at this point the
newborns of the groups Il and 1ll much more tend to come from poorly provided families.
Thus, there are 2,6 times more women with “excellent” health in the families with relatively
good material status, that is with money enough not to limit essential needs - as compared
with the families that have to limit even the groceries.” Thus, the condition of maternity
health constitutes the major link between the living standards of a family, a poor one in
particular, with the health of a future generation.

“ Data of the survey carried out in Saint-Petersburg in 1997.
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A low material well-being translates into a number of factors, that are of a negative health
influence. Unbalanced and poorly structured nutrition is a No 1 here.

In Russia in 1990s the traditional pattern of money expenses for food was disrupted. The
money food expenses in the families of poor are substantially, below the norms of a minimal
consumer basket: with the norm being at the level of 68,3%,* the families of poor spent only
51-52% of their money incomes. Such a situation can be explained by two factors.

In the first case, there exist expenses to pay for more important needs, than groceries.
Secondly, population has additional sources to obtain food products. Both factors are present,
as it is indicated by analysis. When total resources a family possesses — including the food
products from Individual Subsidiary Farms — are taken into consideration (along with money
incomes) the percentage of food expenses of the families of poor is estimated as 68-70%.

Under critical economic conditions the products of the individual subsidiary farms have
become a substantial household resource to satisfy nutritional needs. Naturally attained food
products amount to 23-25% out of the total expenses for food in the families of the poor. And
in the rural areas, where poverty level is 1,5 higher, the naturally attained food products
constitute 60% of total food expenses.

At the same time, the families of poor have to strictly limit food expenses in order to pay for
medicines, housing and communal payments, the cost of which since 1995 grows faster than
the cost of nutrition. Thus, the 10% of the poorest families suffer insufficient consumption of
all aggregated groups of food products (see Appendix 2, table 2.4.). As for the second decile
group, only the meat and sugar consumption only is up to the standard. Up to the standard
consumption of such food groups as dairy food, vegetables, fruits and oil is observed only in
the families with incomes higher than the subsistence minimum. This results in the situation
when 10% of the poorest of the Russian families are seriously deprived of consuming the
needed calorie amount.

The research of the Nutrition Institute of the Russian Academy of Medical Sciences indicates
that the facE]of undernourishment in this income group are confirmed by weigh and height
parameters.*= The rest categories of the poor families are characterized by unbalanced
nutrition. The insufficient consumption of proteins is the most acute issue here.

Protein deficiency is extremely dangerous for children, for the mental development is slowed
down and physic disorders emerge. The nutrition ration of many families is extremely poor in
vitamins and minerals. As indicated by the research carried out by the Institute of Nutrition of
the Russian Academy of Medical Sciences through various regions of the country, pregnant
and lactating women are often deficient in ascorbic acid (70-80%), lack of vitamins of B
group and folic acid (60-80%) as well as of beta carotene (40-60%).

As for the life styles of low-income families, numerous and unresolved vital problems
overshadow healthcare and it becomes a matter of concern only when health has been

*! Here: the subsistence minimum of 1992 is meant.

42 “Nutrition in the Families of Poor” Report, ordered by World Bank and prepared by the Institute of Nutrition
of the Russian Academy of Medical Sciences. June, 2000.

8 “Nutrition in the Families of the Poor” Report, ordered by World Bank and prepared by the Institute of
Nutrition of the Russian Academy of Medical Sciences. June, 2000.
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profoundly damaged. It is worth noting that for the majority of Russian families medicine and
healthcare are of a “firefighter brigade” function, that is coming into action only upon an
onset of a disaster.

One should also underline that health estimation by the “rich” and “the poor” is getting more
and more different. Thus, in 1981 difference in points in the estimations of individual health
potential drawn by “the rich” and “the poor” was 0,7, in 1998 it was twice bigger — 1,4.

As it follows from the above said, the population with lowest incomes suffer from the poorest
health, they are the very population category to be in need of proper medical services.
According to the Constitution of the Russian Federation, all the citizens have the right for
free medical treatment. The principle of equal access and of free healthcare was for a long
time a state policy priority, while its actual implementation (along with all drawbacks) was
and is considered by the majority of population as *“social achievement” and the most
powerful confirmation of social justice. However, the current situation in healthcare services
is characterized by poor balance between state expenditures and guarantees of free medical
services.

2.3. Is Healthcare Really Free in Russia?
Sources of Finance. In 1988 the Government adopted the Federal Program of State

Guarantees of Free Medical Services Provision. The corresponding Programs were adopted
by the majority of the Russian Federation Subjects.

However, there emerged — practically in all territories - a sharp discrepancy between the
volumes of medical services to be rendered and the amounts of corresponding expenditures
allocated. The deficit of budget resources amounted — in various territories — from 20% to
60%, while in the average 40% of means were lacking to cover proper functioning of the
medical institutions.

The system of compulsory medical insurance - viewed by the heads of the industry as the
means to boost the expenditures on healthcare — was introduced, but the gained profit
practically substitutes the shrinking amounts of state expenditures. The budgets of many
regions do not make medical insurance payments for non-working population groups
(pensioners, children, disabled and handicapped, those not capable for labour and
unemployed).

Non-working people constitute half of the Russian population, however, they, as a rule, tend
to attend doctors more frequently than average. Thus, an insurance payment for every
working person is to cover for two and insured medical services are only half-free, one
should pay for the second half.

Free medical services are getting more and more illusive, and medical charges — legal, semi-
legal and illegal — are becoming more and more widespread. A consumer budget of majority
of families, of low-income families in particular, can not bear an additional strain: medical
services can be covered only at the expense of other, no less vital, needs.

At the same time medical services are of low quality for there is a lack in medical space,

medicines, equipment, out-of-date treatment techniques are applied. All these factors hinder
the introduction of medical services to be paid for. It is worth noting that nowadays the elite
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medical institutions, based, as a rule, in the leading medical centers are to a much greater
extent available for only a few.

In fact nowadays in Russia there has emerged a system of mixed-financing of healthcare. It
has three sources:

» Consolidated state budget;
* Fund of the Compulsory Medical Insurance;
» Citizen and households.

Thus, we may say, and as it follows from the above-said, free medical services still exist in
Russia. However, they are very heterogeneous. There exist free medical services for the
higher state officials: these are medical institutions with updated equipment, all the necessary
medication available, with highly professional and attentive doctors, patients are excellently
accommodated, cared and provided for.

The maintenance of such high quality medicine lays a substantial strain on the budget. In the
Federal Budget of 1998 the share of the Ministry for Healthcare constituted only 66,5% for
the expenditures on the “Healthcare” entry. The rest of the budget was distributed as follows:
the share of the Administrative Service of the President of the Russian Federation, including
the expenditures on medical center, amounted to 10,4%, the share of other federate
authorities and institutions — 23,1%. There are no grounds to expect these figures to have
changed.

Things are quite different for the majority of other institutions rendering free healthcare
services (these are municipal out-patient policlinics, as well as regional, district, city and rural
in-patient institutions and medical stations).

The industry suffers from low salaries for doctors and nurses (in 2000 the average wages in
this industry amounted only to 61% of the average national wages and to 54% of wages in
manufacture). There is an acute need in personnel, especially of certain specialists, and not
only in rural areas, but in the cities as well. Outflow of the industry is seen practically
everywhere; young professionals — right upon graduation — switch for more profitable
occupations or head for commercial medicine. Municipal out-patient policlinics are serviced
by personnel of close to retirement age or already retired. The lack of specialists causes lines
of patients, waiting to see the doctor for hours, patients have to come to the policlinic long
before it opens, tension is common between doctors and patients.

There are serious problems with medical equipment, materials for laboratory tests and
medicines. As for the in-patient institutions there is no secret that the patients bring aboﬁ|
their own syringes, medications, bandages and sometimes - even linen. Special research
indicates that 14% of hospitalized patients paid for their stay. Besides, 12% of them paid for
“medicines, syringes and bandages”. Post-surgery care and routine in-hospital patient care are
less than satisfactory.

The majority of population face difficulties to obtain a really free medical assistance of good
quality. 39% of the surveyed think that the opportunities to obtain medical assistance have

* Household survey in the city of Taganrog (1998).
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been cut down, for 34% things are the same, and 14% Iigjnostly the respondents with high
incomes), think that the opportunities have become better.

One can still obtain free medical services, but it takes extremely big efforts. However,
population groups with the lowest incomes have to turn to such kind of medical assistance.
Meanwhile it is much easier to get many types of medical services if one is ready to pay —
officially or not.

Medical charges, including spontaneous ones, are making their way to any of the stages of
medical treatment. According to the Survey carried out by ISEPP of the Russian Academy of
Science in the city of Taganrog in 1998, 22% of the respondents, while at a certain time being
patients of the district policlinics, reported that they had to pay for a certain part of services.
The most common of paid services of residential policlinics are as follows: diagnostic tests
with the use of medical equipment, the services of a specialist, as well as testing, - that is
practically all diagnostic services. Paid medical services are also a part of in-patient stay.

According to the survey carried out in Taganrog in 1981, less than 2% of population paid for
medical services, later in 1994 — a bit more than 10%, while in 1998 — 25%, thus it becomes
obvious how far the paid services in this sphere have spread.

It is quite clear why the amount of total expenses to cover medical treatment is of a pure
estimation. The following are some calculation on the cost of medical services. In 1998 a
special survey was carried to study in detail the issues of paid services.* The data of this
survey indicate that the existing system of medical services in Russia has lost — to a great
extent — its free nature for the users.

In 1997 the share of state expenditures amounted to 45% of the total volume of expenses on
medical services. At the same time 39% of the expenses were covered by household
payments, including the ones for private medical insurance and “shadow” payments. 16%
were borne by the Fund of the Compulsory Medical Insurance, payments to which are done
by the employer and are by essence a part of workers’ wages.

> Household survey in the city of Taganrog (1998).
“ The survey of the Institute of Social Studies of the Russian Academy of State Service together with the
Boston Univercity.
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Let’s try to illustrate the distribution of expenses on healthcare among the certain population
groups, including the ones of the rich and the poor. This is possible through the analysis of
incomes, expenses and household consumption drawn according to the data of 1999 random
household budget survey.

This data indicates that the expenses on medical services of population groups with the
lowest incomes (the first three deciles) are 4,6%, while the expenses of the most well-to-do
population groups (the last three deciles) amount to 67,5%. As for the medicine and the
medical goods, the expenses of the first three groups were 13,5% of total sum, and the share
of the last three groups — 51,5%. The more striking polarization of conditions, quality, scale
and nature of medical services rendered to population - independently from the sources of
finance - is seen though the comparison in the shares of the total expense volume paid by the
population of the first decile group (the poor) and of the last (the rich).

According to the data of 1998, the families of the first category spent only 1%, and the
families of the tenth category — 46,6%. In case one starts analyzing the expenses on medical
treatments in resorts and sanatoriums, she can easily identify the same pattern: the 10% of the
poorest population supply only 0,2% of the total expenses for resort and sanatorium
treatment. The differences in the amounts paid for medical services are apparently deeper
than the general difference in the final consumption. The rich spend a lot more for health
maintenance than the poor.

In case one turns to the expense structure indexes for every 10% income group, it is seen, that
the sums paid by the poor for the medical services and goods constitute a bigger part of their
incomes: 4,4% as compared with 3,7% (see Appendix 2, table 2.5.) — and that is only because
their incomes are very small. Here we mean the compulsory spendings, actually to cover for
vital needs, for the poor had to cut down on many things. They mainly pay for medicines
(4,2% of the total medical expenses of the poor as compared with 2,9% for the rich), and
much less is spent for paid medical services (0,2% for the poor as compared with 0,8% for
the rich).

The lack of financial resources makes a lot of Russian people cancel prescribed medicines,
medical procedures or treatment (see Appendix 2, table 2.6.). The families of the poor tend to
do this much more frequently.

Thus, the comprehensive analysis of the data obtained through a micro-level research
(families and households) indicates, that poverty, the low level of material provision is a
powerful factor contributing to the decline of population health, thus:

Those with low incomes tend to have a negative “social inheritance”, for the poor produce the
poor as the sick produce the sick.

The conditions of poverty have a cumulative (comprises a number of factors) effect on
health, weaken health potential and immune system, cause diseases.

Poverty makes it hard for the low-income population groups to overcome diseases, even with
medical assistance provided, while free medical services are extremely limited.

The low-income population groups, half of which are children — find themselves in a vicious
circle of intensive health decline. The task of the poverty alleviation strategy is to break such
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a circle. It is worth noting, that the danger of the current situation is aggravated by the fact
that sick mothers give birth to sick kids, and they — upon embarking the fertile age —
reproduce a sick generation. The society is getting trapped in a very dangerous “social
funnel”, that entangles a growing part of population.

As it has been already mentioned, the population groups with the lowest incomes have the
lowest health potential. And these are the very population groups of the Russian citizens to
have the most problems to obtain a qualified medical assistance and medical goods. The
absence of real guarantees for the population groups with the lowest incomes to obtain
medical assistance result in the situation when a substantial number of citizens are excluded
from a healthcare system.

The process of population differentiation and polarization according to the volume and
quality of medical services aggravates sharp social stratification, is of destabilizing social
effect and is on the rise.

2.4. Steps to Promote Good Health for the Poor

In the context considered, the poverty reduction strategy is to include both long-term as well
as urgent and imperative steps.

Both groups of strategic and tactic measures share the same three priorities. The first is to
reduce the number of the poor; the second is to promote health potential of the least provided
and the third — to reform the healthcare system in order to make it more effective, especially
for the medically indigent groups of population.

The key link in the system of these priorities is the level of official wages, including the ones
of medical workers. From one hand, a wage rise is to reduce the number of the low-income
population and, at the other hand - is to lay grounds to reform and to improve the services of
the medical institutions. These transformations are obviously to promote the overall health of
the population.

Our analysis concludes that market reforms introduced to social sphere that renders free
services and is financially subsidized hinders the access of the poor even to the minimal
social services. This is the very point for us to draw a suggestion that an independent
expertise on the discrimination of the population groups of the poor is a part and a parcel of
any reforms of the social sphere. Such a conclusion concerns not only the medical sphere, but
the reforms of the system of privileges, housing and communal services, as well as education.
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3. Labour Market Processes to Have Triggered Deeper and Wider
Poverty

3.1. Unemployment and Its Role in Upscaling Poverty

All through the 1990s Russia faced a steadily growing unemployment, that was spreading
over new regions and social groups. While up to the mid-90s the official data of the State
Committee of Statistics indicated a low — according to the international standards -
unemployment growth, now Russia is classified as a country with high unemployment rate.
Recent positive shifts in the Russian economy, a certain increase in the volume of
manufacture and employment somehow “enlivened” social and labour relations, but up to
now have not brought about stable positive changes in the unemployment dynamics.

According to the data of the State Committee of Statistics, at the period from 1992 to 2000
the total number of the unemployed has increased nearly three times and in February, 2000 it
reached 8,6 million people. Unemployment level — as calculated according to THE ILO
method - has increased at the same period from 5,2 to 12,4% of the economically active
population. As it was mentioned above, most frequently poverty knocks at the door of a
family if a non-working adult member is searching for a job.

3.1.1. Peculiarities of Unemployment in Russia

Regional differences. The problem appears less acute provided unemployment is analyzed
by average national indexes. A more than ten times gap of regional and interregional
differences becomes smothered (for example, the unemployment level varies from 3,8% in
Moscow up to 32,0% in the Republic of Ingushi). Meanwhile, there is a strong tendency for
regional differences to grow in sync with the general unemployment rise. In 1993 the
unemployment level did not exceed 7% in 60 of Russian regions, in November 2000 85 of
the regions surpassed this index. By the late 1998 the unemployment rate was higher than
13% in 23 of the regions, and amounted to 20% in the 14 of them. Thus, in the number of
Russian regions the unemployment rate is twice higher than the average in the Western
Europe.

Locally Bound Unemployment. Regional unemployment differences are aggravated by
interregional heterogeneity of the labor market. In the majority of Russian regions —
excluding Moscow and S.-Petersburg, - there are sites of local unemployment. Interregional
unemployment rates not infrequently differ ten times. Unemployment is rigidly bound to
certain locations and it is extremely hard to deal away without external intervention. Many of
locations with critical unemployment rate are missed by the state policy to alleviate
unemployment for the real situation is distorted in case the focus is laid on the indexes of
registered unemployment.

The factors to cause locally bound unemployment are as follows: 1) mono industrial profile
of many cities and districts 2) low territory mobility of the population limited by high
transportation and housing expenses 3) differences in regional authorities’ approach to
implement the economic reforms 4) the state policy that is more of a palliative nature — in
order to alleviate tension, - at the expense of programs to encourage migration.
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Lingering Unemployment. The experience of many countries, that used to face the
phenomena of lingering unemployment, indicates that a sky-rocketing - under critical
economic conditions — rate of persistently unemployed tends to only slowly go down as the
economic situation gets better. A substantial number of persistently unemployed are to
become a permanent burden to the system of social provision. Thus, poverty reduction
strategy is to include, along with the task to reduce general unemployment rate, priority
measures to reduce the number of persistently unemployed.

According to the data of the State Committee of Statistics of the Russian Federation, at the
period from 1994 to November 2000 the average job-searching time (open unemployment)
has increased from 6,7 to 9,1 months. Meanwhile, the group of the unemployed to be in job-
search for more than a year, became more numerous through the 1990s — from 18,2% in 1993
up to 40,3% in 1998 and up to 42,3% - in 2000. Presently, those persistently unemployed
constitute the majority of this category.

Hidden Employment and Unemployment are on the Rise. Latent processes are developing

in employment and unemployment fields for the real wages are cut down, there are flaws in
Wage Funds taxation, the system of social support to the unemployed is in a critical
condition, the employers are impotent and reluctant to fulfill their commitments to the laid
off workers. The employers are also encouraged by a passive reaction of courts in case the
labour legislation is violated, along with flaws in existing labour legislation itself.

*" Labour and Employment in Russia. 1999, M., p.219. C3IIP, January, 2000. M., 2000, p.1999. The duration of
an administrative leave is estimated per a worker sent to such a leave.

“8 COIIP. January 2000. M., 2000, p.200.

4 CHIIP. January 2000. M., pp.199-200. In 1998 the percentage of workers of manufacture industries and
construction industry who had been sent to administrative leaves , amounted correspondingly to 27% and 21%.
%0 Labour and Employment in Russia. 1999, M., p.219. CIIP. January 2000. M., 2000, p.198.
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There are the following categories of hidden unemployed in Russia nowadays:
* Those being forced out to administration leaves or part-time employment;
» Those working, but not receiving wages;

* Those underemployed due to temporal or relatively permanent absence of a job (for
example, the manufacture was halted, but administrative leave had not been imposed and
working-hours had not been cut down);

* Those employed at the jobs, that do not require the qualifications and experience the
workers possess, while the latter are eager to get the employment up to their qualifications;

» Those out of job, but searching for it and ready to start working. They had casual earnings
within the control week;

» Those out of job, but eager to work and ready to start working. They ceased active job-
search (so-called “disillusioned unemployed).

According to estimations, made by THE ILO experts, hidden unemployment in Russia is of
much greater scale than the explicit one. The smothered dynamics of the explicit
unemployment in Russia is to a great extent caused by the wide spread of the above-listed
forms of the hidden unemployment. They are hard to be disclosed by a standard set of
indexes and to be registered statistically. Some of these forms are the consequences of the
administrative command system, the others emerged due to the market reforms and - being
essential to a market economy - acquired — under critical economic conditions — enormous
range.

*! The survey on the industrial labour market flexibility made by Center for Labour Market Research of the
Institute of Economy of the Russian Academy of Sciences, the survey made by the Russian Economic
Barometer

52 For excessive employment dynamics developed through surveys made by the Center for Labour Market
Research see Appendix, table 3.
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maintaining a certain number of employed for then the enterprise is preserved as a
meaningful industrial player. The chances to lobby the interests of the particular enterprise
are deternﬁned by its size. Thus, directors are keen to maintain a certain number of the
employed.

Comments made by the experts of the Center for Labour Market Research of the
Russian Academy of Sciences.

As we see, hidden unemployment is of a double effect on the employment issue. First of all,
it determines low wages due to underemployment or lack of employment — when a worker is
sent to an unpaid administrative leave. Secondly, it is pregnant with explicit unemployment.

Certain categories of workers are tolerant about underemployment and low wages for they
fear to lose a job and social coverage that is sometimes provided by enterprises. However,
this holds true only for some categories of employed, those of comparatively low mobility
and more vulnerable at the labour market. Other workers either look for and find an
appropriate job or, and this happens more frequently, look for and find additional sources of
income (through employment or property).

The most vulnerable categories at the labour market are as follows: young people, entering
the market (those having or without special education); the disabled and the handicapped;
those not having any profession and under the age of 29; mothers with many children and
single mothers; retired military men and members of their families; single parents with
children under 14 years of age; refugees and forced migrants, etc. Many of the above-listed
categories are not related to hidden unemployment, while others can not be downsized as
provided by the Labour Code.

A group vulnerable for poverty risk due to hidden unemployment is comprised by those
workers who, being underemployed, can not or consider it hard to earn additional means and
in case a job is lost have problems to find an appropriate one. This category is represented,
along with the disabled and the handicapped, by single mothers or single parents, by workers
of close to retirement age; low-qualified workers; women, exclusive specialists of depressed
and low competitive industries; by those employed in depressed industries of the regions with
mono-specialization.

The 1990s are also noted for the relatively tightening labour market conditions for the
most_productive part of labour force. Both the absolute number of unemployed and
unemployment rate itself maximally grew for the age group of the most labour-productive
and active years (25-49 y.0.). 64,1% of the total number of the unemployed are represented
by this age group. It is natural - for this is the very group with the highest economic activity
level, and the slowest — as compared with other groups — rate for the unemployment to go
down. Meanwhile, in 1993-2000 the number of economically non-active population at the
age 25-49 y.o. grew more than twice, as compared with a bit higher than 30% average
increase of economically non-active population across all the age groups (15-72 y.o.).

The unemployment level is high for the young people at the age of 20-24 y.o. For the age
group under 20 the unemployment was at the rate of 35,1% in November 2000 and 16,6% for

%% Here quantitative parameters are hard to outline for the optimal size of an enterprise is determined by a
number of factors, such as: the number of employed at the period of time, preceding the reforms, along with the
level of market development for a certain industry and sub-industry, as well as priorities of the administration
and owners of the enterprise.
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the age group of 20-24 y.o. The absolute number of the unemployed in the both age groups
more than doubled as compared with 1992. This index is lower for the bordering age groups.
It is of extremely strategic importance to adjust the unemployed young people to labour
market conditions for this is the very age group of those initially entering the labour market.
The long-term consequences of current processes are more than hazardous for preserving and
developing the labour potential of the country.

Gender_and_unemployment. There are a number of indications that presently women
occupy weaker positions at the labour market. First of all, there are more regions where rate
of feminine unemployment exceeds the one for men: in 1977 there were 19 of such regions,
25 — in 1998 and 33 - in 2000. Secondly, the average duration of the period of being
unemployed becomes longer by itself and as compared with the such period for men as well.

While in 1998 the average period of being unemployed was 0,4 month longer that the one for
men, by the end of 2000 it was longer for 1,1 month, that is a 2,5 times increase. In
November 2000 the percentage of those searching for a job for more than a year was 47,1%
for women (42,7% - in 1998), and 38,3% for men (39,4% - in 1998). Thirdly, women more
than men fear to lose a job (32% of women and 28% of men reported the soon possibility to
lose a job) and are pessimistic about getting a new one (12% of women and 25% of men
reported that should a job be lost they would easily find an adequate one).

It is reasonable to suppose that fear to lose a job, and particularly, not to find a new one, at
least to some extent adequate to the aspirations and a labour potential of a worker, is one of
the key factors to limit labour mobility of women.

3.1.2. General and Registered Unemployment

The discrepancy between the rate of general and registered unemployment is particular
typical for the emerging labour market in Russia. This issue is of a great importance and
should be taken into consideration by the strategy on poverty reduction among the working
population. This strategy is to be yet developed, thus, we are to attend it closely.

Despite the fact that various forms to register unemployment are formally acknowledged in
Russia, the rate of registered, or so-called official unemployment serves as the practical
criteria to estimate labour market conditions, to reveal regions in crisis, to develop
employment policy and to adjust the unemployed population to labour market conditions.

Being recently developed, the state programs to encourage employment, including the
Program for the period of 2002-2005, are based on the very index of registered
unemployment. Thus, this market sector, being attended by state authorities, turns out to be
dragged out of the comprehensive context of social and economic relations in the labour
sphere, and this is totally unacceptable.

As a result, there emerges a stable opinion in political and international circles that despite
more than the 50% industrial decline, in the current decade Russia managed to preserve a low

> Up to recent time the data of state reports on registered unemployed and non-engaged in labour population
has been the only accurately obtained and regularly available source of information on unemployment trends in
Russia. Random population surveys on employment issues that revealed actual unemployment rate and were
done and are presently treated only as an additional source of information.
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— as compared with not only former socialist states, but many developed countries as well —
unemployment rate.

The rate of the registered unemployment, being applied as the primary indicator, promotes
the following aims:

* To support a public opinion notion that reforms are of low cost — in order to prevent
social explosions and, secondly, to have an opportunity to separately pursue economic and
social reforms;

* Not to acknowledge unemployment as a national, calling for state intervention problem —
in order to avoid big financial expenditures to reorganize the already established support
system to the unemployed, let alone to avoid reforms of the system of social protection.

Such an approach suppresses the problem and postpones the hard and expensive measures
until later periods. As we have already noted, the rehabilitation of persistently unemployed —
and by the present time they have already emerged as a major group of the unemployed — is
an expensive and low-efficient program. Measures to prevent lingering unemployment are of
better effect and are less expensive.

The index of registered unemployment mirrors only a curtailed sector of the Russian labour
market. Throughout various periods of time it reflected from 1/3 to 1/7 of the total number of
unemployed. On the contrary, the majority of countries employ the index of general
unemployment to indicate not only the scale, but the emerging unemployment trends. This
index is obtained through random labour force surveys. In this case non-working and
searching for a job citizens of active age are qualified as unemployed.

The data of table 3.1. indicates that the rates of general and registered unemployment differ in
developmental trends. By the early 2001 the discrepancy between these two indexes
amounted to 7 times.

At least the following factors influence the rate of registered unemployment:

» general economic situation in the region: it determines chances to get employed:;

o state policy towards the unemployed (legally established registration procedures and
eligibility for benefits);

» efficiency and working style of territorial employment institutions;
» the particular provisions of labour legislation, on retirement issues especially;
» legislative initiatives of local and regional authorities.
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Table 3.1_The Dynamics of General and Registered Unemployment Rate in

1992-19995
By the end The number The The number The level of The percentage
of the year of the | unemployment of the | registered of the registered
unemployed, level, due to the | registered unemployment | unemployed out of
due to the ILO | ILO unemployed, , % the total number of
methodology, | methodology, % | min the unemployed, %
min.
1992 3,6 4,7 0,6 0,1 16,7
1993 4,2 5,5 0,8 1,1 19,0
1994 5,5 7,4 1,6 2,0 29,1
1995 6,4 7,8 2,3 2,5 35,9
1996 6,8 9,3 2,6 2,9 38,2
1997 8,1 11,8 2,0 2,2 24,5
1998 8,9 13,3 1,9 2,5 21,3
1999 9,1 13,3 1,3 1,7 14,3
2000 7,0 10,0 1,0 14 14,3

The above-mentioned factors substantially influence both a drive of the unemployed to get
registered and objective opportunities for the non-working to obtain the unemployed status,
thus encouraging or reducing the percentage of the unemployed granted the official status.

Since 1996 all the above-drawn factors have been of stable influence to diminish the rate of
the registered unemployment as compared with its actual scale. The unemployed are less
motivated to get registered for the Employment Fund lacks financial means and there are
problems with benefit payments, while the programs of active support are cut down.
Simultaneously there have been introduced more strict registration procedures, regional
authorities initiate — despite the acting Federal legislation - additional obstructions for the
non-working to obtain official status of the unemployed. As a result, the total number of
those applying to the Employment Service decreases as well as the percentage of those with
the status of unemployed. In other words, the status of the unemployed is more seldom to be
granted. While in 1995 81,9% of those non-working and job-searching who applied to the
Employment Service were granted the status of the “unemployed”, in 2000 — there were only
60,3% of them.

The above-listed factors allow for a conclusion that data on the registered unemployment
indicate neither the actual unemployment scale nor the trends of its future development. The
unemployment parameters, disclosed by labour force surveys, do not exactly mirror the actual
situation.

However, specific distortions typical for the indicator of the general unemployment are
comparatively stable and to a less extent are prone to changes caused by short-lived factors.
In other words, obtained through such surveys, the index of general unemployment is much
harder to be manipulated with. Thus, in Russia the general unemployment index is of greater
priority to reflect both the unemployment scale and the trends of its future development.

*® The table is drawn according to the data of the State Committee of Statistics and Statistic Bulletin of the
Ministry of Labour and Federal Employment Service for the corresponding years.
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3.1.3. Unemployment Benefits and Their Role in the System of the Social
Protection of the Unemployed

In Russia the unemployment benefits were introduced to the practice of social support of
population in the period of reforms, for the planned economy did not allow for
unemployment as an economic reality. The unemployment benefit mainly targets to support
citizens who lost a job and failed to find a new one. Being a new form of economic relations,
the system of unemployment benefits evolved through developmental shortcomings, while
opting for balance between support to the unemployed and fighting the “relaxed” attitudes of
the non-working population. The analysis of the functioning of this system in Russia, made
by the ILO experts, indicates that the mostly pursued priority is forcing out “relaxed”
attitudes, but not the support the unemployed by paying benefits.

* In 1995-1998 the percentage of unemployment benefit recipients grew 22% in the
regions with an unemployment rate beyond 7%; for 13% - in the regions with the
unemployment rate of 4-7% and for 10%- in the regions with the level of registered
unemployment below 3%. More than half of the registered unemployed received a
minimal unemployment benefit through the second half of the 1990s.

* While in 1993 the unemployment benefit amounted to 26,9% of the subsistence
minimum (SM), already in 1999 it was only 8,3% of the SM and 3,5% of average
amount of per capita incomes (Appendix 3, table 3.1.).

* On the average in Russia about half of the registered unemployed receive minimal
unemployment benefit and in a number of Russian Federation Subjects the number of
the unemployment benefit recipients is close to the total number of the registered
unemployed.

e At the period from 1993 to 1999 the average paymentsa to the unemployed ranged
from 28 to 68% of the SM amount. The maximal payments were done in 1998
(mostly the payments of the overdue benefits) and sharply decreased (down to 40%)
in 1999, upon the adoption of the amendments to the Law “On the Employment of the
Population in the Russian Federation” - for the system of payments and the amount of
unemployment benefits were substantially changed (Appendix 3, table 3.2.).

» Before the amendments to the Law “On the Employment of the Population in the
Russian Federation” were introduced, the general ratio between the average payments
per an unemployed and the average wages in the Russian Federation was an average
32,1% (Appendix 3, table 3.2.), but differed greatly throughout the regions.

Thus, in the Koryak Autonomous District the unemployment benefit amounted to 9,6% of an
averages wages, while in the Komi Republic — 12,9% (minimal meanings), in the Sakha
Republic (Yakutia) — 63,9% (maximal meaning). Upon the introduction of the amendments to
this law in July 1999, the ratio between the amount of the average wages and paid benefits

% Besides the unemployment benefit the average payments also include the following: allowances for the
dependants; coverage of temporarily work disability; payments of the district allowances for the residents of the
regions granted the same special status as the Northern Territories (there are 30 of such regions); payments of
the overdue benefits
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per an unemployed decreased to general 25,5% throughout the Russian Federation. The
minimal meaning became even smaller — 9,3% in the Koryak Autonomous District, and the
maximal one was reduced to 50% (the Republic of Sakha (Yakutia).

* As itis indicated by the analysis, the status of the employed is far beyond the one of
the unemployed as for the amount of compensation payments received and by the
share in the family budget. The ratio between average payments per an unemployed
and the averages wages, as well as to average income level indicate that even a
“raised” benefit (that was paid prior to the introduction of the amendments to the law
on the employment) can not support “relaxed” attitudes. Thus, a reduction of the
unemployment benefit amount does not pursue the task to discourage a “relaxed”
attitude of the unemployed, but reflects a situation when financial resources allocated
for unemployment benefits payments are inadequate to the scale and depth of the
problems emerged in the labour sphere.

- in 1999 in more than half of the Russian regions (48 out of 89) the
unemployment benefits amounted to 30% of the average wages (in 1998 — in 33 out of 89
regions);

- the number of regions where unemployment benefits amounted to less than
20% of the average wages increased 3 times (from 6 in 1988 up to 18 in 1999);

- the number of regions with unemployment benefits exceeding 50% of the
amount of the average wages has become smaller: from 5 in 1998 to 1 in 1999 (the Republic
of Sakha)

Calculations by THE ILO expert T.Chetverina

Thus, current amounts of unemployment benefits fail its main function, that is to support
living standards of the unemployed (here we mean economically active citizens of active age)
at the socially acceptable level in order to allow them to focus on active job-search.

3.1.4. Unemployment for the Young

Unemployment is high — as for its level and scale — among the young people, thus being one
of the major factors of objective and substantial decline in the living standards of the young,
aggravate to expanding substance abuse, criminal behavior and suicide of the young people.

Presently a number of social, economic and demographic factors determine the vulnerable
positions of the young people at the labour market. They are as follows:

» Substantial reduction of working places due to manufacture decline.

* The chances of young people_to find a job are sharply cut down by the rising
competition for working places®= Here the most vulnerable are the teenagers — they
often have, but a secondary school certificate at the time of initial labour market
entrance.

%" According to the survey “On Measures to Rise the Competitiveness of Hired Workers at the Labour Market”
carried out by the Center for Labour Market Research of the Russian Academy of Sciences in November, 1999,
the main reason for young people’s failure to get a job is the “rejection by the employers” (33%), but not a “low
wages” reason (9,8%). The employer’s rejection was due to the worker’s age, inadequate occupation, low
qualifications and, the mostly common reason — the absence of work experience.
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» Teenagers without any professional education initially enter a labour market at a
younger age for the incomes of their families are not sufficient to support a dependant
— a professional school or a college student.

* High risk of being employed at the “shadow” sector of the economy in order to obtain
better earnings for unqualified labour, accompanied by lack of understanding of the
importance of retirement, social and medical benefits.

* The absence of up-to-date career guidance system in schools, of professional training
and retraining programs on the working places and in the employment offices also
reduces the initial employment opportunities and competitiveness of young people,
both initially entering the labour market and those with some work experience.

e The existing privileges and the Labour Code provisions for the employment
conditions and working hours are often of counterproductive effect. Those very norms
decrease the chances — for this age group - to get hired, in the private sector in
particular. The above-mentioned provisions are to a more extent observed in the state
(financed from the state budget) sector of the economy.

e High birth rate of the 70s and the 80s brought higher number of young people
entering the labour market, thus causing a tighter social and demographic situation at
the junior labour market.

3.1.5. Priorities of the Labour Market Policy

The optimal employment and the reduction of both natural and actual levels of
unemployment are generally and necessarily predetermined by the growth of economy — for
it generates new working places. Should such conditions fail to be provided any policy to
reduce unemployment level and to promote employment is doomed, while concrete steps to
adjust the unemployed to the labour market would be of low efficiency and could be of a
solely palliative nature. In Russia rational productive employment has been yet impossible to
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achieve, for in general social policy is still separated from the whole body of economic issues
and in the absence of an effective perspective program of the economy restructuring.

Meanwhile under present conditions the economy growth by itself is not to automatically
translate into unemployment reduction. Moreover, at the first stages of such a process there is
a possibility for the further unemployment growth. It can be caused by the following:

* Release processes are to be more active due to increasing labour efficiency and
growing tendency to get rid of excessive labour that presently constitutes — according
to the estimations by the ILO experts — up to 35% of the employed,;

» Structural discrepancy is to emerge between the newly created working places - from
one side, and qualification and demographic characteristics of the unemployed - from
the other side;

» The regions (districts) to generate the demand for labour force and the regions where
the non-engaged labour force is concentrated are not to comply in territories;

» Low opportunities for the persistently unemployed to get adjusted to labour market
for they have already lost their qualifications, a habit to work on a regular basis and,
as a result, competitiveness.

Thus, from one side, the growth of economy, even accompanied by expanding employment,
does not automatically translate into the reduction of unemployment. From the other side,
labour market policy is not to be narrowed exclusively to the assistance to the unemployed,
even more to the assistance only to those of them registered by the employment services. In
case such an approach is pursued, the control over the emerging labour market processes is to
be lost.

Employment policy has been for a long time outlined and treated — in world science and
practice - as a tool to implement and to develop the labour potential of population. Thus,
measures to aid the unemployed are an essential part of a wider context.

In order to shape in Russia an effective — at least to a some extent - policy to counteract
unemployment for the following is to be pursued:

* To move towards economic stabilization;

* To move beyond the policy of “coping with hard situations” - to a strategic planing
and managed restructuring of the economy;

* To acknowledge unemployment as a national problem and to base state policy at
labour market on the index of general unemployment, calculated according to the
methodology of the International Labour Organization (and not on the index of
registered unemployment based on the data provided by the Employment Service).

The task to regulate labour market in order to curb unemployment comprises a number of
components, and only a few of them can work separately. The majority of such components
are to be efficient only in case they are combined. Such components are as follows:

» Other than investment factors of the economy growth are to be maximally activated in
order to generate new working places;
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» An effective mechanism to finance active and passive programs is to be developed. It
will be useful to revive the Employment Fund, but the principles of its formation and
distribution are to be profoundly revised.

* The Employment Services are to be made more effective. The work methods of
proven practical long-term efficiency are to be activated. This means, from one side,
to redirect the unemployed for an independent job-search (“all is in your hands”
attitude) and to direct all the experts of the employment services to assist the
unemployed in their individual job-search. From the other side, - to improve the
working procedures and to change the ways the work is organized at the very
Employment Service itself, to shift the emphasis from the passive procedures (to
register and to reregister the unemployed) to the active services, such as professional
counseling, career guidance and psychological help;

» Addressed regional policy at the labour market (to create specific programs to
counteract unemployment in the regions with elevated tension at the labour market) is
to be pursued,;

e Labour Legislation: Labour Code and the Law on the Employment of the Population
in the Russian Federation — are to be reformed,;

» Effective passive policy is to be shaped. That is the effective system of material
support to the unemployed is to be introduced and is to be adequate to the relevant
stage of the market reforms. Insurance against unemployment may become a basis for
such a policy.

In Russia since 1991 and up to now there exist a double criteria system of unemployment
benefits. From one side it is partly alike to the system of insurance against unemployment -
for the amount of the benefit paid is determined by the amount of the wages paid and by the
period of paid employment. However, in practice the principle of social aid is a dominant
one: for any citizen of a active age and applying to the employment service has the right for a
minimal unemployment benefit, independently from his previous employment or lack of it,
from family income, etc.

Comments by THE ILO expert T.Chetverina

Socially responsible restructuring of enterprises emerges — under the conditions of transitory
economy - as the key element of the poverty reduction strategy. Enterprise restructuring is
one of the critical issues for the countries with transitory economy, for the planned economy
ended up with enterprises with rigid, vertically integrated system of administration. Such
enterprises are not capable to adjust to swiftly changing economic conditions. The situation
gets harder for restructuring is a must for all the enterprises, even for the most successful just
yesterday. Meanwhile, the needed changes are unspeakably more complex, risky and are
much more profound than those practiced in the developed countries.

The majority of the researchers attend economic or organizational issues of restructuring. The
much smaller number of researchers analyze exclusively the social consequences of
enterprise restructuring. These two groups do not cooperate and do not share any
understanding for each tends to declare absolute the priorities they adhere. Revenue
generation is the key point for the former, while the latter value preservation of the quality of
labour life and employment level.
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The International Labour Organization has developed a special program on socially
responsible restructuring of enterprises. The program comprises the development the
restructuring methodology, as well as research to be made and socially responsible approach
to industrial enterprises restructuring to be applied.

The ILO approach is to result into a smaller number of contradictions between economic and
social priorities of organizational reforms. Meanwhile, the ILO adheres to the principle that
“Restructuring is not to be socially responsible unless it is economically effective”. Another
principle recognized by the ILO stipulates that “The Restructuring is impossible to be fully
effective unless interests of various social groups involved and to a certain extent to
experience the consequences of the reforms are to be properly considered.

The ILO methodology emphasizes the necessity to define the social impact of business in the
globilized world. The responsibility of business to the society, as it was traditionally
interpreted through revenue generation and wealth increase turns out to be too narrow or even
dangerous in the times when business has emerged as the most powerful institution.

Types and main directions of enterprise restructuring were outlined through the research on
socially responsible restructuring.

The ILO methodology specially emphasizes — as restructuring technologies are considered —
the *“organizational slimming”, which is unavoidably accompanied by unemployment. A
clear-cut distinction is drawn between *“organizational slimming” due to singling out of
certain structural departments and the one due to the sharp layoffs of workers - not
accompanied by any significant restructuring. The second approach is very common and
became the synonym for restructuring. The hastened “slimming” of an enterprise usually
ends up in failed hopes.

As it is indicated by the analysis of other countries’ experience, the main models to release
work force are as follows: the American system with two hours’ notification to sweep off the
working place, then goes highly formal French system of work force release with obligatory
introduction of alternative working places or personnel retraining. The Japanese system
formally allows massive layoffs while it is still under the influence of “life-long hiring”
traditions.

It is hard to estimate economic or social effectiveness of one or another system. National
peculiarities, the stage of economic cycle, mobility of population and a number of other
factors make it hard to directly apply ready-made decisions and experience of other countries.
Still these are the factors to be remembered when national concept of economic reforms is
being shaped.

In the post-Soviet countries privatization is the issue impossible to ignore when restructuring
enterprises. A bunch of questions is to be answered, and the particular moment to restructure
an enterprise — prior of after the privatization - is one of them. The experience of a number of
countries speaks in favour of “restructuring prior to privatization” formula. Such an approach
lets not only to increase commercial value of the privatized objects, but to ensure their better
adjustment to new economic conditions.

Authorities are to play an important part to shape social inclinations of restructuring. The
authorities are to stay neutral, however, they are to preserve the right to step in - in case a
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labour conflict is an extraordinary one. Unfortunately it becomes possible only in the
countries with already shaped effective structure of workers’ and employers’ associations. In
the absence of such a structure the government unavoidably gets involved in settling endless
conflicts between potential social partners. Thus, development and strengthening of workers’
and employers’ associations emerges as a priority task for the state institutions.

The success of enterprise restructuring technologies is determined by the effective
distribution of functions between the government, workers’ associations and employers’
associations. The ILO methodology provides a guiding scheme for corresponding legislative
acts and plans of regional development to be yet worked out as well as three-party decision-
making bodies to be established.

By Alexander Luzin,

Coordinator,

“Socially Responsible Restructuring of the Enterprises” Program,
he International Labour Organization, Geneva

3.2. Wages and Poverty Reduction
3.2.1. Main parameters of wage level and differentiation
Wages remain the main income source for the population of Russia (see table 3.2.1.). Low
wages is one of the reasons for more than double decline in the average level of real incomes.

In 2000 the real accrued wages fell to 32% as compared with the level of E’%?QO. The share of
the Wage Fund within the GNP fell from 44,1% in 1990 to 20,6% in 1999.

*® The Report of the Government of the Russian Federation “On the Gradual Rise of the Amount of Minimal
Wages”.
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Table 3.2.1. The Structure of Money Incomes of the Population of Russia

Years | Money Includingme
Incomes Wages Entrepre- Social Property Other

neurial Transfers Revenues incomes
Revenues —

Income structure as corrected due to estimation of hidden wages

1990 100 76.4 3.7 14.7 2.5 2.7

1995 100 62.8 16.4 13.1 6.5 1.2

1996 100 65.9 13.6 14.0 54 1.1

1997 100 65.7 13.0 15.0 5.7 0.6

1998 100 64.9 14.2 13.6 55 1.8

1999 100 65.0 13.2 13.7 — 172 0.9

Income structure, estimation of hidden wages is not considered™™

1998 100 37.8 14.2 13.6 55 28.9

1999 100 36.3 13.2 13.7 7.2 29.6

Minimal Wages. The first years of the reforms witnessed a decline of the amount of
minimal wages much below the subsistence minimum amount for the active population. In
1992 it was equal to 33% of the subsistence minimum of the active population, by 1995 it fell
to 14%, then it grew a bit (Appendix 3.2., Table 3.2.4.). Since 1998 the wages amount tﬁﬂd to
decline as compared with the subsistence minimum amount. In 1999 it was down to 8%™ All
this resulted in the situation, when more than 60% of those working in agriculture, healthcare,
education and culture, received the wages below the subsistence minimum amount (Appendix
3.2, Table 3.2.1.). In the first quarter of 2001 the minimum wage was equal to 200 roubles or
12% of the subsistence minimum of the active population.

The ratio between the average wages and the subsistence minimum. Up to 1999 the average
accrued wages tended to move towards the subsistence minimum amount. While in 1992 the
average wages equaled to 320% of national average subsistence minimum amount (Appendix
3.2, Table 3.2.4), in 1999 such a ratio was 174%. In March, 2000 the ratio was about 200% of
the subsistence minimum amount for the active population.

The ratio between the real minimal wages and average wages. In Russia distributional
relations on wages are rattﬁ specific for there is a great difference between real minimal
wages and average wages <. Thus, in March, 2001 the real minimal wages within the
economy in general equaled to 6,7% of the amount of average wages (Appendix 3.2., Table
3.2.2). The higher is the level of average wages, the greater is the difference between the
minimal and the average wages. In gas industry (natural gas extracting and refining), that is

% Social Situation and Living Standards in Russia, Collected Statistics/ Goskomstat of Russia - M., 2000. —
Edléscial Situation and Living Standards in Russia, Collected Statistics/ Goskomstat of Russia - M., 2000. —
gllls(?cial Situation and Living Standards in Russia, Collected Statistics/ Goskomstat of Russia - M., 2000. —
Ezlzlfjfhis case, we mean not the minimal wage index, but the real minimal wages, that is higher than minimal
\r/;alljgbe;z.sThus, in March, 2001 the minimal wages equaled to 100 roubles, while the real minimal wages — to 199

49




characterized by high wages, the ratio between the minimal and average for the industry
wages was 0,8%, while for agriculture with its lowest wages such a ratio amounted to 20,8%.

Hidden Wages. Informal wages are widely practiced under the conditions of transitory
economy. Even at the officially registered enterprises, 20% of the workers receive wages,
higher than those formall)@jetermined by the terms of the labour contract. The wage-drift
varied from 2 to 20 times.®™ Informal wages is mostly the means to avoid high social faxes,
which are calculated due to the size of Wage Fund. According to the lowest estimations,**12-
15% ofEEtPe working time is paid by “shadow wages”, thus the wages are — in average - 13%
higher.™ From 25% (as estimated by the Goskomstat) to 50% (as estimated by the Interior
Ministry) of the Wage Fund Amount emerges within the shadow economy.

Thus, the Goskomstat publishes two estimations of the structure of the money incomes of
population: with and without re-estimation, corrected as shadow Wage Fund is taken into
account. As it is illustrated by the data of Table 3.2.1, the share of wages within the income
sum total rises twice - as we consider the income structure, with shadow Wage Fund
considered.

Differentiation of Wages. The unprecedented rise in wage differentiation was brought about
by the reforms of distributional relations. For the period from 1991 to 1999 the level of wage
differentiation increased 4 times (Table 3.2.2.). The data of March, 2001 (Appendix 3.2,
Table 3.2.2.) allow to suppose that the wage differentiation is growing.

Table 3.2.2. Level of Income and Wage Differentiation kel

Differentiation Years

Parameters 1991 1994 1995 1996 1997 1999
Fund coefficient of | 7.8 23.4 26.4 24.0 25.0 32.1
wage

differentiation

Ginni  coefficient | 0.317 0.439 0.454 0.445 0.447 0.480
for wages

Fund coefficient of | 4.5 15.1 135 13.0 13.8 13.9
income
differentiation

Increasing wage differentiation was to a great extent due to the fact that, being a priority in
the Soviet period, the principle to restrain wages was no longer observed. In this connection,
we emphasize the sharp wage differentiation that followed the financial crisis of August,
1998, when the restraining mechanism had been already compensated.

% Ibid, p.124.

8 L.Kosalce. In between the Chaos and Social Order. The Shadow Economy. Pro et Contra Journal. Volume 4,

No 1, p.41.

® Ibid.

% Calculated by the 1LO experts by the following sources:

1. Social Situation and Living Standards in Russia, Collected Statistics/ Goskomstat of Russia/ - M., 2000. —
502 p.

2. Social Situation and Living Standards in Russia, Collected Statistics/ Goskomstat of Russia/ - M., 1997. —
372 p.
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The wage differentiation is to be considered positive only in case it promotes labour
productivity and consequently brings the growth of economy. Meanwhile, in Russia the
growing wage differentiation did not result in the economy growth. The rise that took place
after the financial crisis of August, 1998, is hardly due to increasing labour productivity.
Thus, the cumulative effect of growing labour productivity is not to be treated as the
successful outcome of the reforms. On the contrary, such differentiation level does not create
economic perspectives for the middle class to emerge.

Wage differentiation across the industries. Wage differentiation is built by uneven wages
within an industry as well as intersectorial differences. The highest salaries are typical for
fuel and power industries, non-ferrous metallurgy, finance, credit and insurance fields.
Minimal wages are in agriculture and budget sectors (Appendix 3.2, Table 2). In 1999 the
average wages in the gas-extracting and processing industry (the maximal level for Russia)
was 11.3 times higher the average wages iELlLIagriculture (the minimal level for Russia). In
March, 2001 the ratio amounted to 25 times.

The wage differentiation is higher within an industry. Presently the highest level of
differentiation exists in banking,m in 1999 the salaries of the 10% of the best paid workers
were 40 times higher than the ones of the 10% of the least paid workers (Appendix 3.2, Table
3). High wage differentiation is typical for some industries with low wages as well: in
agriculture fund coefficient of wage differentiation amounted to 32 times, while in culture
and arts — to 29 times. Electric power industry, being an industry with high level of average
wages, is noted for the lowest wage differentiation in 1999. The fund coefficient for this
industry was 9 times in 1999.

3.2.2. Wages and Poverty

There are three main factors for negative wage shifts to aggravate poverty expansion:

1. Mechanisms to protect wages from inflation are - due to certain reasons — totally absent
while being formally declared by law.

2. The opportunities of the workers to increase official wages through better labour have
been sharply cut down.

Wages emerging in informal sector of the economy are on the rise.

Why are the mechanisms to protect wages from inflation absent in Russia?

It is widely known that inflation is somehow inherent to the nature of contemporary market
economy. Prices are rising all over the world. All other factors being the same, rising prices
are to lead to decrease of real wages. However, real wages are not impaired, especially the
ones of the low-paid workers.

At the initial stage of reforms there were adopted no real measures to introduce wages
indexation: consumer demand decline was beneficial for many of the Russian elites that had

%7 Here the differentiation is estimated due to a monthly data. Differentiation calculated for an annual period is
usually lower, but not twice — as in our case here.

% Unfortunately, gas-industry is not singled out in the Goskomstat data on the differentiation within an industry.
This industry is probably to present a high level of wage differentiation within an industry.
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access to decision making. The year of 1992 witnessed a 16-times price rise, thus in 1993 the
issue of savings of population was easily settled. Population savings of the socialist period
were a voluntary money lending to the state. It was no secret, that borrowed from population
money was merely a debt probably to be paid off some day. This was “paper money”, not
secured by any real means, as well as an inflation shelter - to be removed some day through
the very price rise. Liberalization of prices granted freedom to enterprises, and at the same
time took care of this problem — the state became in fact debt-free.

New factors emerged within succeeding years. Enterprise teams and owners of the privatized
enterprises had been given free hand and could not accept the system of prices inherited from
the socialist period for it provided sharp differentiation in rate of return. Prices for extracting
industries production were relatively low as well for the one of agriculture, transportation and
power energy industries. Light and food industries, machinery building enjoyed higher
returns. Thus, surplus product generated by national economy landed at the industries with
high rate of return and missed the industries with low profit-yield.

It was at the very moment that there emerged a suggestion that domestic prices for oil, gas,
coal, electric power, transportation, etc. should be risen up to the world standards. This
principle was actively implemented, being a starter and generator of rising prices on all types
of products. Thus, rising prices were used by entrepreneurs to settle the issue of surplus
product redistribution. Privatization of surplus product practically took place prior to
privatization of property and was actively pursued as the latter was under way. Redistribution
of surplus product would have been slowed down should price-rise motivated indexation of
wages be introduced.

In the majority of countries with developed economy price-rise is accompanied by the real
wages and real income rise. It means that in such countries money wages grow faster than
prices. For example, in Japan for the period of more than 50 post war years, including the
occupation, there was not a single year when money wages grew slower than prices. In other
countries there are certain periods when real wages rise slows down, but in general the
tendency of accelerated growth of money wages as compared with rising prices is well-
pronounced.

Attention is drawn to the fact that in many countries legal provisions on indexation stipulate a
relatively low indexation threshold (as the prices rise for 0,2%; 0,4%; 0,6%). Indexation of
such scale is easily borne by practically all entrepreneurs, while negative effects do not yet
emerge and the issue of adequate balance between demand and supply is promptly settled
under such indexation threshold provided.

Comments made by The ILO experts

The dynamics of nominal wages, price index for consumer goods and services and real wages
are drawn in Appendix 3.3. Table 3.2.4.

Prices growing faster than wages constantly disturb a balance between current money supply
and payment requirements for the job done. Thus, there emerge a problem of default
payments. As it is indicated by analysis made by the ILO experts, default payments at the
initial stage of reforms in Russia were caused not by manufacture of goods of no demand, but
by short money supply due to rising prices. However, default payments — being generated by
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objective factors — tend to linger and to expand: for if one does not pay wages — even due to
objective reasons — others can follow the suit, referring to the same or any reason.

Thus, as it is indicated by the above rendered, at the initial stage of reforms there existed
significant economic interests to block mechanisms of wage indexation. Finally the minimal
wages dropped to such a low point that they were no longer perceived as a payment for the
job done while the amount of tariff rates of the budget sector unified tariff scale (18 entries
overall) — established by state — fell below the subsistence minimum amount. The majority of
anti-indexation incentives are no longer relevant, but there have emerged other factors

Unofficial component of the wages was much encouraged by the absence of the mechanisms
of official wage indexation. In case a worker performs a qualified and important job the
employer paid and pays a sum greatly exceeding the wages officially exposed for taxation.
The vector of this factor is quite differently directed. Currently should mechanisms of wage
indexation be adopted the wage growth is to be generated by the legalization of informal
component of wages as well.

The opportunities to increase official wages through better labour have been sharply
cut_down. Reforms in Russia were initiated upon the economy in critical condition.
Consumer demand decline was accompanied — under the conditions of open economy - by
low competitiveness of Russian goods and resulted in manufacture decline on an
unprecedented for peacetime scale. Artificially high employment prevented social upheaval
and provided population with the minimally possible resources to exist by job-earnings. In
the years of reforms manufacture was cut down more than in half while the number of the
employed in the economy dropped for a bit more than 20%. Thus, it turned to be 1,5 times