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1) The dynamics of transition and the micro-economics of reform


The processes of marketisation and privatisation were unleashed in Russia in January 1992 with a programme more radical than that of any other former state socialist country. It is important not to underestimate the impact of this programme, but its results have matched neither the hopes of radical reformers nor the fears of their critics. Capitalist activity flourishes, but productive investment has collapsed. The traditional system of central planning has disintegrated, but traditional economic relationships are maintained. Production has fallen, but we still await the predicted mass unemployment. The majority have incomes below the breadline, but there is no starvation. 


At a superficial view it appears that the traditional system has been dented, but that it has an enormous inertia that makes it resistant to rapid change. The advocates of liberal market reform conclude that the reform programme has not been sufficiently radical and, in particular, that enterprises should be more rigorously subjected to the discipline of the market by being confined within a ‘hard budget constraint'. 


Reformers differ in their assessment of the efficacy of market adjustment, but their diagnoses rest on a common theoretical foundation, which one might call the ‘neo-classical' model. According to this model the twin processes of marketisation and privatisation should lead to the transition to an efficient and dynamic capitalist economy. Marketisation is the process by which the prices of goods and services come to be determined by competitive pressures, and resources correspondingly reallocated on the basis of opportunity cost. Privatisation is the means by which productive assets are constituted as private property (this might well be corporate property), so that they can be allocated on the basis of an evaluation of discounted flows of monetary costs and benefits. Marketisation and privatisation require the development of a legal system which can guarantee the security of property and the person and the enforceability of contracts; a banking system which can guarantee free monetary circulation while preserving the integrity of the currency; a financial system which can allocate financial resources on the basis of prospective returns; and a fiscal system which is characterised as far as possible by neutrality, with predictable and reasonable levels of taxation. Depending on one's point of view, these processes require a greater or lesser degree of directive intervention from national and international state bodies.


This ideal model of a capitalist economy provides the theoretical foundations for a dualistic model of the economics of transition. According to this model the transition is not theorised as an evolutionary development of the existing system under the impact of the development of market structures. For this model the existing system has no dynamic of its own. It is defined purely negatively as a barrier to change which must be transformed, overcome or destroyed, so that a new system can be created out of its fragments. 


Reformers from different camps differ in their assessment of the pace of change and the means by which the transition should be regulated. For the advocates of the neo-liberal reform package the processes of marketisation and privatisation, if carried through sufficiently rigorously and consistently, provide the necessary and sufficient condition for both destruction and regeneration. The critics of neo-liberal reform believe that, particularly in the framework of a world recession, the liberal package leads to an irrevocable spiral of decline without providing any basis for recovery, but the critics look not to the dynamics of the existing system, but to the ‘outside' forces of the state or international agencies to mobilise the regenerative process. Locked into their rhetorical debate, neither side even attempts to explain the specific features of the dynamics of the Russian transition. 


The idea that the inertia of the existing system is a barrier to radical change is not one that is borne out by the facts. The first thing to strike anyone researching the Russian industrial enterprise is the extraordinary diversity, flexibility and originality of managerial strategies for adaptation to the pressures and opportunities created by the collapse of the Soviet system.  The Russian economy since the beginning of 1992 has seen a staggering amount of change, at a pace far more rapid than one could observe in a capitalist economy. There have been enormous fluctuations in relative prices; very substantial changes in the structure of production; colossal redistributions of income and wealth; massive fluctuations in the money supply and in the terms of bank credit; rapid shifts in government fiscal and credit policies and practices; very substantial regional price differences and sectoral profit differences; large movements of labour and changes in relative wages. Unfortunately, while anything can be explained by ad hoc adjustment of lags and coefficients, none of these changes correspond in any obvious way to the predictions of our existing models. Russian enterprises have been responding vigorously to the stimuli of the market, but not in the ways that the neo-classical model tells them that they should. 


It cannot be stressed too strongly that this failure to respond according to the dictates of the neo-classical model is an indicator of the failure of the model, not of the failure of reality, and it is the model and not reality that we have to adjust. In particular, it is not the case that the deviations from the ideal path can be explained simply by institutional and ideological barriers to change, which are underpinned by the ‘soft budget constraint' that is supposed to protect Russian enterprises from the discipline of the market. The absence of a developed financial and monetary system has meant that Russian enterprises have been subjected to budget constraints far harder than anything experienced by a capitalist enterprise, while Russian managers have shown an extraordinary flexibility and adaptability in the face of changes in relative prices and in market and supply conditions which would reduce a capitalist manager to impotent despair. The Russian economy has been changing extraordinarily rapidly, and Russian managers have been responding very rationally to those changes. The problem is that economists are unable to understand, or even to identify, these changes because they are not those which they had anticipated.


If we are to understand the dynamics of transition we have to get away from the dualistic model of the ideal path which is distorted by real world barriers, to try to understand the specific dynamics of the Russian enterprise on the basis of which to develop an appropriate micro-foundation for our theories of transition.  It is time that we admitted, among ourselves if not to the outside world, that we simply do not understand the dynamics of adjustment in the transition from state socialism to a market economy.� We do not understand where we are coming from, where we are going to, or how we are getting there.�


It hardly needs to be said that any economic theory rests on a micro foundation which is an abstract and greatly simplified model of the real world. Nominalists and realists can argue endlessly about the basis of evaluation of the micro foundations, realists insisting that the micro model should correspond to real processes, while nominalists insist that the model should be judged only by its predictive results. If the existing models could provide convincing results the boot would perhaps be on the nominalist foot. However, existing models have recently proved distinctly wobbly even in predicting short-term movements in the mature capitalist economies, while their predictions in the former state socialist world have proved no more than guesses based on wishful thinking. If we are to develop a more adequate model of the dynamics of adjustment, whether for prediction or understanding, we have to develop a more adequate micro foundation. Such a foundation will be a theoretical abstraction, but we can only develop such an abstraction on the basis of the real processes and real institutions of the transitional economies. In this paper I would like to consider in some detail the theoretical implications of the findings of our programme of ethnographic and case-study research on enterprise restructuring in Russia, to try to move beyond the ethnographies of transition to ask what light these ethnographies throw on the dynamics of the transition process as a whole.� How can we make sense of what we see? 


2) First steps in transition


1) Bursting the integument


The first phase of transition can be dated from the beginnings of the disintegration of the Soviet planning system which appeared with the 1987 Law on State Enterprise and the Laws on Co-operatives and Individual Labour Activity. These laws in principle allowed individual enterprises to escape the straight-jacket of the planning system, particularly in wage-setting and in the sale of above-plan output. They were followed by the Law on Leasehold and subsequent Privatisation Law, which in principle allowed enterprises to leave the system altogether on the basis of the leasing, and later purchase, of enterprise assets by the labour collective of the enterprise.�


Most western commentators regarded these legal changes as having had little impact, since their implementation was impeded or prevented by ministerial and local political and judicial authorities. While the ministries could control access to supplies of raw materials, means of production and credit they could exert a stranglehold on enterprises under their jurisdiction. However, some enterprises were able to escape. Our own research indicates that the common feature of the latter enterprises, which became the ‘pioneers of privatisation’, was that they were enterprises which had always been a thorn in the appropriate ministry’s flesh, primarily because of their systematic failure to fulfil their plans, while being of relatively marginal significance to the ministry’s core activity, and so dispensable, which had relatively dynamic directors who had been put in place in an attempt to turn them around. These were, therefore, enterprises which the ministries were not unhappy to release, under enterprising directors who had nothing to lose and everything to gain by freeing themselves from ministerial restraint. 


The ideal situation for such enterprises was to leave the state system with regard to the setting of wages and prices and the disposal of enterprise funds, but to retain a core of state orders which gave guaranteed access to supplies at fixed state prices, to state credits and investment funds. Those enterprises which were able to do this were able to make very considerable windfall profits as market prices escalated during 1990 and 1991, which gave them the funds to pay high wages and expand social provision, while leaving enough money to buy the enterprise outright. The impact of these ‘pioneers of privatisation’ was quite out of proportion to their size or numbers, as their widely publicised (and often grossly exaggerated) success showed the way forward for management as a whole, stimulating the demands for enterprise independence to take advantage of what appeared to be the glowing market opportunities.


2) Marketisation without money


Price liberalisation at the beginning of 1992 was marked by a price explosion which was fuelled by the monetary overhang built up in the last two years of the Soviet system. The effect of the price explosion was to devalue monetary holdings – not only the savings of the population, but also the limited working capital of enterprises, which found themselves without money to pay for raw materials and intermediate products and, by the summer, even to pay wages. The absence of a banking system with sufficient reserves to provide enterprises with working capital and with sufficient data and expertise to assess the uncertain prospects of prospective clients led to the rapid demonetisation of an already largely non-monetary economic system as commercial transactions were based on the rapid accumulation of inter-enterprise debt. By the summer of 1992 enterprises were falling behind in the payment of wages, which were increasingly supplemented by payment in kind. The immediate crisis was staved off by an effective debt write-off and credit expansion, which only served to fuel inflation and lay the basis for a further round of accumulation of indebtedness.


Enterprises responded to the absence of money in two ways. First, by seeking out credit facilities through the emerging banks and financial institutions, many of which were initially set up for that purpose as the ‘pocket banks’ of large industrial enterprises, others of which developed out of the former state banking system or new commercial structures. At first credit was rationed by access to financial institutions rather than by price: interest rates generally remained well below the rate of inflation. Even new commercial banks were willing to extend credit to state enterprises at negative real interest rates in order to get a foothold in the state sector which gave them some security and where they could make very lucrative side-deals financing commercial transactions and channelling state credits. On the other hand, the pocket banks quite rapidly established some distance, and in some cases considerable independence, from their parent enterprises. The expectation on all sides was that, in the absence of bankruptcy, private credit expansion would be validated subsequently by the monetary authorities. However, although subsidised state credits continued to be granted to favoured enterprises, it was not long before real interest rates became large and positive, so that the huge cost of debt service added to the pressure on enterprise cash flow.


The second tendency was for enterprises to make cash-flow maximisation their immediate strategic priority. In a developed capitalist economy cash-flow maximisation is not necessarily inconsistent with profit maximisation, and the two are often confused.  However, in the Soviet system the two were very different because traditionally the only source of cash was sale to final consumers, and the only cash expense was wage payment.  Plant and equipment was provided to the enterprise through the ministry, and raw materials and intermediate products were supplied, according to the plan, against earmarked bank funds.�  Despite the collapse of the ministerial superstructure, this system was preserved more or less intact through 1992 – in June 1992 the exchange rate between bank money and cash in some regions approached two to one.  The immediate pressure was relieved by the government’s debt write-off and credit expansion, and in the longer-term the rapid growth of the banking sector meant that bank credit became available to supplement inter-enterprise debt, but the crippling cost of credit as interest rates moved ahead of inflation in 1993 meant that enterprises continued to be very short of working capital, the situation being exacerbated by reduced willingness of enterprises to extend credit to one another (apart from energy suppliers, whose attempts to enforce payment by cutting off supply were not very successful), by the sharp reduction in directed state credits from 1994 and by the growing burden of taxation, which had first claim on enterprise funds. Cash shortages and the absence of an effective banking system meant that inter-enterprise transactions have continued to be financed by open credit lines, in the expectation of their subsequent validation by economic recovery or debt write-offs, and/or take the form of barter, with bank payment playing a secondary role. Through 1994 and 1995 enterprises increasingly responded to the shortage of cash by holding down wages and delaying their payment, so that workers were financing their own employers.�


The period following price liberalisation at the beginning of 1992 was marked not only by rapid inflation and cash shortage, but also by extreme instability in relative prices, in the relationship between price and wage growth, and in government policy over the allocation of credit and subsidies. This instability put a high premium on flexible and diversified managerial strategies of adaptation and on political connections as the basis of longer-term stability.  


Those enterprises which had been the pioneers of privatisation were initially in a favoured position, since they had already tested the waters of the market economy and had found outlets for cash sale at home and, in some cases, abroad. They were therefore able to continue to pay their suppliers and workers through the summer of 1992. However, these enterprises had, in general, owed their favoured position to the dual economy which had existed until the end of 1991 and which enabled them to buy cheap and sell dear. These advantages were rapidly eroded, while inflation and the debt write-off soon removed their advantages in comparison with state enterprises.�


The most profitable ‘capitalist' activity was to use enterprise assets for commercial and financial speculation, either directly or through financial and commercial subsidiaries and associates.  Production for the market could be very profitable, particularly for the sale of processed raw materials and intermediate goods, but market instability also made it risky unless the enterprise enjoyed an effective monopoly or access to foreign markets.  While the market provided some with opportunities to make large windfall profits, the key to longer term stability was still political contacts, through which to establish and defend a monopoly position; to acquire export licenses; to secure state orders, subsidies and credit; and to get access to foreign currency and scarce supplies and raw materials.


The unstable market environment meant that it was very risky to undertake investment in new plant and equipment, while productive investment could not compete with the high profits to be earned from commercial and financial speculation. Most productive investment since 1992 has either been export-related, using export earnings to upgrade equipment in an attempt to meet world quality standards, occasionally on the basis of a joint-venture or long-term export contract, or has been for state or military orders, which provided access to foreign currency to secure imported equipment or raw materials.  In some enterprises new departments were established to work closely with production shops in developing new products for the market, using the existing plant, equipment and labour force.  Technological limitations and market instability meant that most such innovations involved custom-building or short production runs, often with inappropriate technology and raw materials.  The important point about such developments is that they completely belie the popular image of the rigid and conservative Soviet enterprise, showing that the latter can be extremely flexible, innovative and resourceful. However, most such developments were economically extremely wasteful, since the priority was to secure cash flow, without any consideration of economic costs.


3) Privatisation without capital


I describe the Soviet system of production as non-monetary not because money did not exist, because money clearly did have some functions as means of exchange and as money of account, but because money did not function as a universal equivalent, as a form of value: money did not exist as capital. The lack of fixed investment, emphasis on cash-flow maximisation and continued reliance on barter and inter-enterprise credit were all symptoms of the attempt to effect a transition to capitalism in the absence of capital. The emergence of new financial and commercial structures indicated the strength and speed of the transformation of money into capital, but this was by no means a sufficient condition for the transformation of the Soviet into a capitalist system of social production, for most of this capital remained confined to commercial, financial and political channels of circulation, with a large proportion flowing abroad.� For this transformation to take place the direct producers have to be separated from the means of production and the latter transformed from the means of production of things into the means of production and appropriation of surplus value.


The existence of private property and of a market are necessary but by no means sufficient conditions for the transition to a capitalist system of production. Privatisation in the first instance concerns the constitution of ownership rights and the transfer of title to physical assets to individuals or corporate bodies, not excluding state agencies. Marketisation provides a means by which physical assets, in the first instance goods and services, can be transformed into money. But neither goods nor money in themselves constitute capital. To be transformed into capital, goods and money have to play their part in the valorisation process, the process of the production, appropriation and realisation of surplus value, the process by which a sum of money is laid out in the purchase of labour power and means of production in the expectation of securing an increased sum of money in return. This point is crucial to understanding the process of ‘privatisation without capital’ — the absence of money capital with which to buy state assets corresponded to the fact that such assets had little or no value as capital.


Within the Soviet system of production the value of productive assets was determined ideologically and politically in accordance with the use-values which they produced – those assets were most highly valued which produced those use-values appropriated by the state as the physical surplus which was the basis of its own expanded reproduction, above all in the military-industrial sector. The high value placed on these assets was expressed in the higher wages paid to workers in the favoured branches of production; the higher quality of housing, social and welfare provision by those enterprises; the honours and promotion bestowed on the workers and managers of those enterprises; their sheer gargantuan size. The evaluation of the productive contribution of an enterprise and its labour collective bore little relation to the costs incurred in making that contribution. In strictly accounting terms, the value of the fixed assets of the enterprise was accounted on the basis of their depreciated historic cost, the value of its circulating funds being determined by its plan allocations based on the size of its staff list and its authorised levels of wages and social provision. 


The valuation of the assets of an enterprise as capital is determined not by their historic costs but by the discounted flow of expected future returns to those assets. Within a capitalist economy such a discounted flow can be based on projections from historic and existing prices and profit levels, but in a state socialist economy there is no such basis for projecting into a putative capitalist future. Any valuation will be heavily discounted to the extent of the absence of appropriate data, quite apart from the need to discount the risks which arise from uncertainty about the economic and political future. Such discounting will be the least in the case of enterprises dealing with internationally traded commodities which can be valued at world prices and which have a relatively low domestic value-added: those enterprises involved in the extraction, processing and export of fuel and raw materials or those involved in dealing in internationally traded commodities (who are protected from the risk of devaluation of their stocks which confronts those trading in domestic commodities). In the case of Russia all the evidence from attempts to attract foreign investment indicates that even in such favourable cases the valuation of enterprise assets as capital is extremely low, while the value of the majority of the productive assets which have been built up over seventy years of state socialism is at best zero, and more often negative. The principal barrier to the transformation of Russian productive assets into capital was not the shortage of money with which to purchase such assets, since the world economy is awash with money capital seeking lucrative outlets, but the fact that the vast majority of those productive assets were valueless as capital.


Privatisation can transfer title to assets, but it cannot in itself transform those assets into capital. Thus, in the West it is a precondition of privatisation that enterprises should first be made profitable: the restructuring of unprofitable public corporations is a precondition, not a consequence, of privatisation. Privatisation in Russia involved the constitution of property rights and transfer of title to the physical assets of enterprises, valuation in the first wave of privatisation being based on the book value of assets at historic cost, a sum which, in inflationary circumstances, was derisory. However, this derisory valuation was by no means out of line with the valuation of such assets as capital which, in the first wave of privatisation, would in most cases have been negative since those enterprises which could be considered to have some positive value were deemed to be ‘of strategic importance’ and were excluded from the first wave of privatisation in order subsequently to be sold by auction.� The peculiarly Russian form of ‘privatisation to the labour collective’ did not represent a victory of conservative, let alone socialist, forces over capital, but rather the fact that only the ‘labour collectives’ could be induced take these liabilities off the hands of the state.


3) The dynamic of transition and the struggle for control


1) Control without ownership


While the majority of Russian state enterprises might be valueless as capital, the enterprise as a corporate entity is a source of a wide range of income flows. Privatised enterprises own buildings (but not the land on which they stood) which can generate rents, and in their trading activities are the conduits for substantial flows of goods and money which can be tapped by the providers of financial and commercial ‘services’. Privatised state enterprises continue to have enormous political leverage, not only through historic personal connections but because of their fiscal, employment and social significance regionally and nationally. They can therefore continue to bargain for privileged access to energy and raw materials, state credit and subsidies, export privileges, monopoly powers and so on. The absence of effective normative, legal, political or competitive mechanisms of corporate governance provides ample opportunity to siphon profit out of unprofitable enterprises through commercial and financial structures.� The key is therefore not ownership of the enterprise, which is worthless, but control, which is invaluable. The Russian form of privatisation is one in which capital can enjoy the fruits of control without the burden of ownership. 


The enterprise is undoubtedly important as a source of income flows for associated financial and commercial structures which connect the enterprise with the market, the most lucrative being those where state regulation reinforces monopoly profits.� However, these flows are as nothing compared to the flows of income which still pass through state structures. Federal government expenditure amounts to around one fifth of GDP, around 60 per cent of which is financed by taxes on enterprises (profits tax, payroll taxes, VAT) which absorb the bulk of the nominal enterprise profits of former state enterprises (new private enterprises largely evade taxation).� Moreover, the tax authorities have first claim on the assets of the enterprise, after its payroll, before the claims of its commercial and bank creditors, so that the surplus appropriated by the state is far more secure than that appropriated by the enterprise’s capitalist partners. A substantial proportion of government expenditure is channelled back through enterprises and through local and regional authorities, providing further scope for ‘intermediation’. Thus the bulk of the surplus in Russia continues to be appropriated through the state, while even the bulk of that appropriated directly through  commercial and financial channels derives from state-endorsed privileges. Thus the generation of a surplus in the transitional mode of production continues to depend primarily not on the capitalist production of surplus value but on its fiscal appropriation by the state, while a portion of this surplus is appropriated by capital as profit in its role as intermediary between enterprises and the state and as state-endorsed intermediary between enterprises and the market. The enterprise is important to its investors and creditors as a source of income, and it is therefore important to them that it remain solvent, but the surplus generated by the enterprise from its productive activity is only a small and often insignificant aspect of its role in the capitalist appropriation of profit. Access to the privileges of state power is at least as important to the new capitalists as it is to the red directors.


Although the labour collective became titular owner of the enterprise which it had built, it was not given the enterprise as capital. The constitution of enterprise assets as capital is taking place not through privatisation, but through the integration of the enterprise with commercial and financial structures which can tap into the income flows which link the enterprise with the market and the state. The dynamic of transition is being played out in this relationship between the labour collective, commercial and financial structures and the state which intersect in their competing claims to the enterprise. 


2) Structural adjustment without mass unemployment


Despite the collapse of productive investment, Russian enterprises have already been through a massive restructuring, with a very substantial fall in production, particularly in the military-industrial and light industrial sectors, and significant changes in production profiles, yet these changes have taken place without inflicting mass unemployment on the Russia population. What does this phenomenon have to tell us about the dynamics of transition? Is it an indicator of the resistance to reform of conservative enterprise directors, backed up by workers who have been empowered by privatisation, as many neo-liberals presume? Or is it an indicator of an unprecedented triumph of reform, resulting from the great flexibility of the Russian labour market, as other economists argue? Is the Russian working class a solidaristic mass defending its collective class interest, as the first diagnosis implies, or is it a thoroughly atomised and commodified aggregate of labour power, as the second would presume? Let us look more closely at this phenomenon of structural adjustment without mass unemployment.


The absence of mass unemployment is one of the most striking features of the Russian transition, which distinguishes it from the countries of Eastern Europe, with the exception of the Czech Republic. Yet this is by no means a symptom of stagnation, for Russia has seen an extremely rapid restructuring of employment. The average recorded separation rate in industry has been around 30 per cent per annum since 1993 (our own case study research indicates the true figure is substantially higher then even this rate, which is already about three times that typical of a capitalist industrial economy). The majority of separations are officially recorded as voluntary, with fewer than one in five being recorded as compulsory redundancies. Registered unemployment remains very low, with half of those registered finding a job within four months. With such a high separation rate, the rate of hiring has also remained high, amounting to about 21 per cent in 1993 and 14 per cent in 1994.� This means that the maintenance of full employment has not been the result of a reluctance of conservative managers to dismiss workers, but of a positive policy of re-hiring to replace a substantial proportion of those who have left. 


Some economists hail this as an exemplary case of the labour market flexibility that they have been preaching throughout the capitalist world, with wages adjusting to the marginal productivity of labour and enterprising workers changing jobs in response to higher wages elsewhere, while the less productive have accepted substantial cuts in real wages in order to avoid redundancy. While the labour market certainly has proved extremely flexible, this is hardly a result of the choice of workers as free economic agents.�


At first sight this very high degree of employment restructuring would seem to be completely at odds with the supposed reluctance of Russian managers to reduce employment, expressed in the declared ambition of every Russian manager to ‘preserve the labour collective’. How can you ‘preserve the labour collective’ when on average one-third of the labour force leaves every year, so that statistically the entire labour force turned over in the first three years of liberal reform? Yet this ambition was clearly not merely rhetoric: reductions in employment have lagged well behind the fall in production, with workers put on short-time or temporary lay-offs rather than being made redundant. Enterprises have used all the means available to them to raise cash to pay wages, and initially used their bargaining power to acquire food and consumer goods to be provided to their own workers at subsidised prices. The restructuring of employment has not been in response to the imperatives of production, for a significant proportion of those hired are clearly surplus to any foreseeable requirements.


‘Preserving the labour collective’ does not mean retaining every member of the collective: the ‘labour collective’ is a transcendental concept. Thus it is quite in order to follow Soviet tradition and sacrifice individuals for the good of the whole. The idea of ‘preserving the labour collective’ is not a conservative notion, but one which coexists with the idea of ‘renewing’ or ‘rejuvenating’ the labour collective. Managers of those enterprises which enjoyed windfall gains in the transition to the market economy were able to pay higher wages than their neighbours and so to attract younger, skilled and diligent workers, while they were also able to impose stricter discipline and force out the unskilled, the old, the indigent – the ‘drunkards and absentees’ with whom every Soviet enterprise had been burdened. Those enterprises which were less fortunate had to allow wages to fall behind inflation; fell into arrears in the payment of wages; assigned workers to maintenance, repair and subsidiary employment; put them on short-time working; or sent them on extended ‘administrative vacation'. The effect of such a policy was that the younger and more highly skilled workers left to find work elsewhere, while such enterprises had to hold on to their undesirables and were forced to recruit where they could, even taking newcomers ‘from the street’. Sooner or later such enterprises were forced to confront the issue of reducing the size of their staff, abandoning the strategy of ‘preserving the labour collective’ in favour of the strategy of  ‘preserving the skeleton of the labour collective’. In general those who held out the longest were those who faced the largest cuts in production: the former flagships of the Soviet system, the giant military-industrial enterprises, which had the largest reserves of skilled labour, and the light industrial enterprises with a predominantly low-paid female labour force, women being much less likely than men to leave their jobs in response to falling pay. However, in principle it was open to any enterprise director to choose either option at any time. But practice is never as easy as principle.


The result of such employment strategies was a very high turnover of labour and substantial change in the skill and demographic composition of the labour force of particular enterprises, but the dynamic involved more a reshuffling than a restructuring of employment as younger, more diligent and more highly skilled workers left the giant military-industrial enterprises which had been the flagships of the Soviet system and moved to the new private sector or to those enterprises whose standing had been transformed by the transition to the market. 


This reshuffling of employment has been associated with sometimes very considerable reductions in employment, particularly in military-industrial enterprises, hit by the cut in military orders, and light industry, decimated by the fall in consumption and by foreign competition. Employment at Kirovskii zavod in Saint Petersburg fell from 50,000 to 12,000 by the end of 1994, while the textile and light industrial sector as a whole lost 41 per cent of its jobs.� Employment in the former state sector as a whole has fallen considerably, although by nowhere near as much as production has fallen. There is a general assumption that those who have left have moved into the new private services sector, but there is no reliable data on private sector employment, a significant proportion of which is subsidiary employment of pensioners and of those formally employed in state enterprises (particularly those working short-time or temporarily laid off).


It is not unreasonable for enterprises to reduce employment by less than what they may still consider to be a temporary fall in production, particularly when we take account of the costs of redundancy against the very low wages and the extent to which the ‘non-technological’ character of Soviet production implies a high level of firm-specific skills.� Nevertheless the fact remains that some enterprises have cut employment by much more than others, even within the same branch of production. This raises the question of what determines the employment strategy of any particular enterprise. 


For those blinded by the neo-classical model the ambition to preserve the labour collective is at best an expression of a misguided sense of social responsibility inherited from the Communist past, and at worst simply a rhetorical device to mask a managerial conservatism which is seeking to resist change at any price, deliberately blocking the necessary restructuring of production. The extent of employment reduction is therefore seen as a test of the virility of new entrepreneurship, an indicator of the extent to which management has adapted to the dictates of the market economy. However, the evidence of our case studies is that the extent of employment reduction has little to do with the ambitions or ideology of senior management, but is structurally determined by the character of the post-Soviet enterprise. Thus, almost every enterprise has already tried to implement ambitious employment-reduction plans, but such plans are regularly thwarted.�  


The positive incentive for senior management to reduce employment is independent of the ideological orientation of management. The red director has as much of an interest as does the capitalist entrepreneur in removing surplus labour in order to upgrade the labour force by increasing the wages of those who remain, to raise managerial salaries and to siphon off commercial and financial profits. The key question is why neither has a free hand in carrying through such a policy. The liberal economists identify the existing labour force, supposedly empowered by ‘privatisation to the labour collective’, as the barrier. However, this would be to take collectivism to implausible limits. The labour force does not have a homogeneous interest in avoiding employment reduction — skilled and younger workers have a clear interest in cutting the labour force in order to increase their own wages. Thus the ‘pioneers of privatisation’, which privatised one hundred per cent to the labour collective as closed joint-stock companies, were also the pioneers of employment reduction, tightening labour discipline, offering generous retirement and redundancy packages in order to boost profits and pay high wages to those who remained. Typically, responsibility for identifying candidates for dismissal in enterprises is passed down to shop, section or even brigade level so that a redundancy programme does not face workers as an anonymous threat but as a means of saving their own jobs. Workers are, perhaps misguidedly, not actively opposed to redundancy. They are actively opposed to low pay and the non-payment of their wages.


Opposition to redundancy comes not from workers so much as from line managers, particularly shop and section chiefs. While the Soviet system of central planning may have collapsed, the Soviet system of management has been retained more or less intact inside the enterprise, expressing the persistence of the traditional social relations within the sphere of production. The shop chief still works to a production plan, with staffing levels and wages fund determined by the size of the staff list. Production at shop level is even more unstable than it was in Soviet times: orders come in sporadically, and then have to be fulfilled in record time to high quality standards, particularly if they are lucrative export orders. To meet these orders the shop chief needs to keep the full range of (often shop or machine-specific) skills of his or her labour force, even if they are only required sporadically. Similarly, the shop chief can use an inflated staff list as a means of attracting additional wage funds to the shop with which to pay discretionary bonuses and incentive payments. Thus it is the shop chiefs who regularly resist and subvert attempts to reduce the staff list by imposing redundancies. This is not because ‘red shop chiefs’ stand in the way of radical liberal directors, for it is the same shop chiefs who are most active in seeking to upgrade the labour force by tightening discipline and by sacking insubordinate, unskilled and older auxiliary workers in order to retain and strengthen the ‘skeleton of the labour collective’. The shop chiefs defend their staffing levels, if not the individuals who comprise their staff, because they retain their traditional orientation to production, putting the needs of the shop as a unit for the production of use-values above the demands of both capital and labour.


3) The enterprise between capital and labour 


Transition is not a dualistic condition in which the new co-exists with and confronts the old, each retaining its purity through their opposition. Transition is a process which expresses the development of a contradictory unity, a development of the contradictions inherent in the Soviet system of production which were themselves already over-determined by the insertion of the Soviet system into global capitalism.� The contradictions that arise out of this encounter permeate the system and underlie the patterns of conflict to which they give rise. 


The constitutive contradiction of all class-based forms of social production is the contradiction between the forces and the social relations of production, between the demands of the production of use-values and those of the production and appropriation of a surplus. This is not a dogmatic slogan but an invaluable heuristic principal, universally recognised as valid for all but the capitalist mode of production — it was Adam Smith who showed that the social relations of feudal production were the decisive barrier to the development of the forces of production, and Friedrich Hayek argued the same for the Soviet system of production on the basis of a direct analogy with feudalism. It is only in the case of the capitalist mode of production that liberals have a blind spot which allows them to see only the positive aspects of capitalist production relations, in encouraging the unlimited development of the forces of production, without recognising the obverse tendency for capital to have to confine the development of the forces of production within the limits of profitability.� Yet it is precisely this contradictory dynamic that we see in play in the transition. 


The contradiction of the Soviet system of social production was that, like feudalism, it detached the appropriation of a surplus from its production: the Soviet system of planning sought to maximise the development of the forces of production regardless of cost, so that the growing demand for a surplus could only be met at the expense of the living standards and working conditions of the mass of the population. This system was unsustainable, but the issue in the transition is not what will replace it, since its existence cannot be wished away, but into what will it be transformed? What is to be the logic of development of production? Is production to be subordinated to the production and appropriation of surplus value, or to the technological rationality of the production of use-values, or even to the needs of the mass of the population? The first tendency corresponds to the subordination of production to capitalist social relations of production, the last to some (perhaps for now utopian) socialism, the second to an unrestrained technologistic managerialism. These alternative developments are not superimposed on the enterprise from outside, but express different moments of the contradictory unity of the transitional social relations of production which develops through the conflicts to which it gives rise.


The fundamental contradiction is expressed in its sharpest form in the contradiction between the workers, for whom the enterprise provides material subsistence and the social and cultural framework of their lives, and the directorate, as agent of the broader class forces for which the enterprise is a source of surplus. However, this contradiction is defused by the imperfect subordination of the directorate to such broader forces, whether capital or the state, to the extent that the director can seek the support of the labour collective to establish a degree of independence, in which case the line of division moves outside the enterprise, the director representing himself as defender of the labour collective, expressing its interests in making claims on the state and in resisting external demands. However, while individual directors may be successful in such efforts by virtue of connections or of the size or strategic importance of their enterprise, there are limits to the extent to which the productive sector has a whole can evade the constraints of the finite. Thus the director always has, to a greater or lesser extent, to face both ways at once.


The principal line of conflict through which the fundamental contradiction is expressed is not that between the director and the labour collective, but between competing factions of management, typically represented by the new commercial and financial departments, through which the constraints and opportunities of the market economy are transmitted, and the engineering specialisms which have traditionally dominated the Soviet enterprise. The director provides a bridge between these factions, having to balance the claims of each, appealing upwards to the state and downwards to the labour collective. 


This conflict is characteristic of all enterprises, expressing the unavoidability of the underlying contradiction. The director of even the most conservative of enterprises has to live within financial constraints, even if these are relieved by subsidies and privileges. Even if the productive enterprise is no more than a power base and a shell for financial and commercial operations, its director has to minimise the drain it imposes on the financial resources at his disposal. Thus every enterprise is marked by internal conflict as financial and commercial departments seek to subject line managers and engineers to the constraints of the market. 


The workers play an important role within the conflict, not so much as an independent force but more often as the decisive support for one or the other faction: the workers do not aspire to manage the enterprise, but demand that their managers provide them with an income, with work, with adequate technical resources and satisfactory working conditions. Thus conflict still takes place within the framework of the ‘authoritarian paternalism’ which was typical of the Soviet system of management, as each faction appeals to the labour force as defender of its interests.


Under the Soviet system the enterprise director was represented ideologically as the paternalistic guardian of his enterprise, but his power and authority came from above, from the ministry and the Party committee which had appointed him and which alone could dismiss him. With the collapse of the Soviet system, however, enterprise directors lost any such external guarantees of their position. The director became much more vulnerable to attack from an opposition faction of management within the enterprise, particularly if backed by external political and/or financial-commercial interests, and this made it vital for the director to give some substance to the paternalistic rhetoric in order to secure the loyalty of the labour force, which could otherwise be used against him by oppositional forces. By the same token, oppositional forces could best hope to progress by making paternalistic promises to the labour force. Internal conflict, therefore, far from weakening paternalism tends to strengthen it.


The structure of senior management was traditionally technologistic and hierarchical, with the core management team being made up of the director, chief engineer and shop chiefs. With the transition to the market economy there has been a tendency for enterprises to establish new departments of marketing, commercial relations, finance, foreign trade etc. But more generally there has been a change in the balance of power, even where there has been no formal restructuring, in which the senior management team is increasingly defined by its economic functions, rather than its technical role. The chief engineer and the shop chiefs then find themselves in a subordinate position, expected to meet the demands of the marketing department, within the limits of the resources provided by the economists or the finance department. The chief engineer is usually easy to neutralise, since he or she is either awaiting retirement or hoping for promotion, but the shop chiefs cannot evade their responsibilities for meeting the production plans.


In the absence of productive investment the development of new product lines in response to the demands of the market depends very heavily on the initiative and responsibility of the workers. The shop chief is expected to maintain the workers' motivation, to recruit and retain good workers, to meet production targets, to secure necessary supplies, and often even to find contracts and collect debts, while getting progressively less material and moral support from upstairs, and seeing his or her status and relative economic position in relation to senior managers being eroded. The result is growing tension between shop chiefs and senior management, expressed in the conflict between a technologistic logic and an economic logic, as line managers struggle to preserve the paternalistic apparatus of control in the face of growing pressure from above and from below. However, this managerial conflict is only a displaced expression of the emerging proto-class conflict, as shop chiefs find themselves being forced to decide on which side of the line they stand.


The role of the workers in managerial conflict is an expression of their status as the determinant force of social production — the enterprise as a social organism is no more and no less than the social activity of the workers as a labour collective: the struggle between engineers and financiers is the struggle to subject the creative powers of the labour force to an economic or to a technological logic. The ability of the workers to influence management conflict has little if anything to do with their status as shareholders, since management has innumerable ways of controlling the casting of their votes. Thus, for example, the independent influence of workers has probably been the least in those ‘pioneers of privatisation’ which privatised as closed joint-stock companies, owned one hundred per cent by the labour collective, while their influence has been the greatest in the coal-mining industry, where privatisation has been purely formal, and in the transport sector, which remains wholly state-owned.� Even where the controlling interest falls into the hands of management and its associates, they are only able to exercise their rights of ownership within the enterprise to the extent that the workers recognise the legitimacy of their claims. In our experience, far from legitimating managerial control, private ownership weakens the position of managers who have traditionally legitimated their dominant role through the paternalistic rhetoric of ‘social partnership', which is hardly consistent with the assertion of a proprietorial authority. Workers have been told for the past seventy years that the enterprise has been built by their labour - indeed in most enterprises the old slogans still adorn the dilapidated buildings - and it is not surprising that they feel cheated when the product of their labour is appropriated as private property by anybody else.�


The shop chief and the line manager always played an ambivalent role in the Soviet system of production, representing senior management in the face of the workers, but also representing the workers in the face of senior management. This ambivalent role is one that shop chiefs are finding it increasingly difficult to maintain. While their instincts tend to be authoritarian, and their aspirations are to advance their own careers, they depend on the support of their workers to meet the plan day in and day out. The more paternalism breaks down at enterprise level, the more likely are workers to look to their line managers as their paternalistic defenders, and the more likely are their line managers to respond. 


Paternalism was the most effective means of preserving the authority relations of the enterprise intact in the transition to the market economy. However, the ability of the enterprise to pursue an effective paternalistic policy depended on the resources available to it. Within the Soviet system enterprise paternalism was part of a total social system. Its reproduction depended, in particular, on the existence of the redistributive mechanisms that ensured that enterprises had the resources required to meet their paternalistic obligations. The destruction of the administrative-command system removed these redistributive mechanisms and so compromised the reproduction of paternalism as enterprises were subjected to the pressure of the market. 


In the last analysis neither line managers nor accountants represent the interests of the workers as social subjects, nor can either faction count on the workers’ unquestioning support. Workers are no happier with a line manager who forces them to toil in appalling conditions to make products which nobody wants to buy than they are with a chief accountant who sends them on administrative leave because there is no money to pay them wages. The disintegration of paternalism therefore threatens to unleash industrial conflicts which have an increasingly marked class character as management ceases to respond to what the workers consider to be their legitimate expectations and aspirations. However, it is precisely this threat of autonomous action on the part of the workers which provokes a counter-reaction, reinforcing the claims of the shop, the management faction and the enterprise for subsidies and support to secure the reproduction of paternalistic structures. In this way, despite the fact that Russian workers do not constitute an autonomous political force, conflicts and even potential conflicts on the shop-floor reverberate through society as a whole and present a barrier to the expanded reproductive of exploitative social relations of production.


4) How capitalist is Russian capital?


The neo-liberal model of transition has the structure of a morality tale, as the forces of good and evil fight for the future of humanity. Red directors and red shop chiefs rely on the labour collective to fend off capital, in the form of the capitalist financial and commercial sector and new capitalist SMEs backed up by the reforming state. The central issue for this model is whether the logic of capital can impose itself on the enterprise. Having achieved its initial aims of marketisation and privatisation, to little effect, the state, as architect of reform, now focuses its efforts on the tightening of monetary and exchange-rate policy so that enterprises will be subjected to competitive pressure and hard budget constraints. However, enterprises responded to tightening credit through 1994 and 1995 by cutting production and employment and by deferring payments to suppliers, workers and the tax authorities, while it proved impossible to implement bankruptcy legislation because neither banks, nor local authorities nor tax authorities could bear the financial, material and social costs which mass bankruptcy would impose. 


The failure to subordinate the enterprise to the logic of capital by subordinating it to macroeconomic pressures has led the liberal reformers to seek to penetrate ‘the hidden abode of production’, so that they are now preoccupied with the struggle for control of the enterprise itself, focusing on the issues of ‘corporate governance’ and breaking ‘insider control’ by imposing outside shareholding. But even this is thwarted, as the outsiders rapidly ‘go native’, or prove even less ‘governable’ than the insiders, indicating once again that the dynamics of transition are not determined voluntaristically by the outcome of the battle between good and evil, but are structurally constrained. The growing integration of commercial and financial structures with industrial enterprises does not express the subordination of the latter to the logic of capital, but the reintegration of financial and commercial capital, concerned primarily with the redistribution of the surplus, into the state-enterprise nexus, which remains the primary moment of surplus appropriation.


The liberation of the enterprise from the straightjacket of the ministerial system freed it from its subordination to the Soviet social relations of surplus appropriation. For the directors of many enterprises, particularly those which could sell at inflated market prices at home or abroad, the market initially seemed like a heaven-sent opportunity.� The new co-operatives and the pioneers of privatisation had already shown the way forward, their much-proclaimed prosperity fuelling the growing demands for enterprise independence from 1989 through 1992. Far from opposing privatisation, the ‘red directors’ enthusiastically embraced it, provided only that they could ensure that they remained in control of their enterprises. 


Once they had achieved their independence, enterprise directors had new opportunities to secure their own economic well-being. However, although they sought to achieve this ambition by exploiting their managerial position, their own economic prospects were largely independent of those of the enterprise.  However unprofitable the enterprise might be, its management controlled considerable tangible assets, acquired at minimal prices and on privileged terms, which could be sold to profit the manager, his or her associates, and perhaps even the enterprise itself. However, to realise these assets, as well as to secure the reproduction of the enterprise on whose continued existence these opportunities depended, the directors had to establish their own commercial and financial contacts.


The traditional supply, sales, financial and economic services of the enterprise were ill-adapted to the new market conditions, and it was almost impossible to attract young specialists to reform such departments. The enterprise therefore had no choice but to build on their relationships with the financial and commercial intermediaries which had already developed within the pores of the declining Soviet system. The relationship between the state enterprises and the new financial and commercial structures was symbiotic: the latter had a monopoly of new skills and connections, while the former controlled huge material and financial resources and, in many cases, retained close contacts with state structures.  The bargain between the two was therefore mutually advantageous.


This symbiotic relationship means that it would be quite wrong to see the new financial and commercial structures as forces of capitalist regeneration confronting conservative state enterprises, just as it would be equally wrong to see the pocket banks and commercial institutions set up by state enterprises as a subversion of the market by red directors. Directors of state enterprises knew full well that they could not do without the market institutions which they embraced with enthusiasm to get access to markets, supplies and financial resources which had formerly (if only formally) been guaranteed by the state. Directors also had a strong personal interest in developing such connections, which could bring them (and their family, friends and associates) considerable financial rewards and security for the future which the Soviet system had never provided.


The new commercial and financial structures were by no means autonomous capitalist institutions. They also had deep roots in the established system. Commercial structures, many of which are now closely linked to associated banks, initially prospered by using personal connections to secure and exploit state-granted foreign trade privileges in association with their partner state enterprises, particularly in the extractive and raw material processing industries, and have continued to prosper to the extent that they have been able to sustain their monopolistic position, by fair means or foul. The largest banks had been established on the basis of the state banking system, the numerical majority of banks had been established as pocket banks by state enterprises (although many soon established their independence from their parent enterprise), while the new commercial banks, which dominated the banking system in terms of assets, had been established on the basis of ‘redirected’ (if not simply misappropriated) public funds, and continued to accumulate their funds on the basis of financial and commercial intermediation with state structures (including short-term credits to privatised enterprises, transmission of state funds, short-term financing of commercial activity and speculation in currency and securities markets). The principal sustainable source of profit for the banking system as a whole has continued to be intermediation between state and former state structures and state-related financial operations (in state debt and foreign currency).� Thus state and non-state structures are connected through a web of financial and personal connections.


The developing relationship between industrial enterprises and banks cannot be seen in isolation from the relationship of both parties to the state, which remains at the apex of the triangle. Bank lending to former state enterprises has increased considerably since 1992, which has relieved some of the financial pressure on the latter and is one reason why the 1992 crisis of inter-enterprise debt has not been repeated. However, this lending has not been entirely voluntary on the part of the banks. The initial momentum came with the issue of short-term loans by pocket banks to their parents and lending to enterprises by commercial banks channelling subsidised state credits. When these loans were not repaid the banks rolled over and supplemented them to enable the enterprises to continue to service their debts. Banks are positively encouraged to roll-over non-performing loans by the current state of bank regulation, including the failure of the monetary authorities to monitor non-performing loans and positive pressure on the banks not to make provision for losses (which would cut both their dividend pay-outs and their tax liabilities). Banks were also put under more direct political pressure from regional and national authorities to sustain unprofitable enterprises which remained the principal source not only of employment and of social and welfare provision, but also of local and national tax revenues. The banks, dependent on the favour of the state which, directly or indirectly, provided the bulk of their business, had no choice but to comply. At the same time, the absence of effective bankruptcy procedures gives the debtors the whip hand.�


The growing indebtedness of an enterprise gives its creditor bank an increasing interest in involving itself in the day-to-day running of the enterprise to try to reduce the drain on its resources. The foundations of such involvement were often already laid with the participation of the bank in the privatisation programme, as an associate of senior management, which would give its favoured bank privileged access to the enterprise to allow it to purchase shares at discount prices from workers (and often on its own behalf), and then secure it an insider position in the subsequent share sales. The banks could then exploit the foothold they had gained to move their own nominees into positions of power, particularly in financial and marketing departments of the enterprise, and to nominate members of the board of directors. However, only in very rare cases does such a development represent a take-over of the enterprise by outsiders. In general it is a spontaneous development of the symbiotic relationship between the industrial enterprise and the financial and commercial structures which mediate its external relations, the outsiders being closely linked with the dominant faction within enterprise management  — normally that headed by the General Director. Moreover, the close connections between banks and political structures means that such initiatives are rarely undertaken without the tacit or active involvement of appropriate state bodies. 


Enterprise indebtedness and outsider shareholding are the levers by which enterprise independence is eroded not to the benefit of the anonymous power of capital but by coalitions of state and financial interests. This is the basis of the reconstitution of redistributive structures based on an integration of capital and the state expressed most fully in the tendency, as yet more an aspiration than a reality, to the formation of ‘financial-industrial groups’. The ultimate tendency of such a development could be a system which has existed hitherto only in the textbooks of the Soviet era, the system of State Monopoly Capitalism, in which profit is appropriated and redistributed through the exercise of state-sanctioned monopoly powers, a system marked, as the Soviet textbooks tell us, by the stagnation of the forces of production and by a growing polarisation of class forces. However, this bring us to a fundamental issue which we must postpone to another time: consideration of the character and dynamics of the transitional state.


� Some of us think that we do not understand the dynamics of adjustment of a mature capitalist economy either, but that is another matter.


� The most striking failure is in our understanding of the role of money in the Russian economy. The cash rouble is still largely limited to mediating exchange between workers and the enterprise sector, with cash shortages leading to various measures designed to reduce the circulation time of cash. Relations between enterprises are mediated primarily by money-of-account, but this does not function as credit money since there is no expectation that debts will be repaid. Through 1992 this meant that cost-plus pricing was validated primarily by the expansion of inter-enterprise debt. Levels of production and purchases of supplies were adjusted to sales, and unsold stocks periodically cleared as inflation ran ahead of marked prices. Cash shortages and attempts at credit restriction in the early summer of 1992 and again from 1993 led to the suspension of wage payments and the threatened cessation of supply deliveries, with no discernible impact on inflation. Inflation was curbed not by a restrictive monetary policy but by an aggressive exchange rate policy.


� This project, which is part of a wider programme of research into aspects of restructuring in Russia, has been underway since 1991, conducted collaboratively by the Centre for Comparative Labour Studies (CCLS), University of Warwick, and the inter-regional Institute for Comparative Labour Relations Research (ISITO), Moscow. Industrial enterprises in four regions of Russia have been monitored continuously since the beginning of reform, with a period of intensive ethnographic research in twelve enterprises at shop level lasting from the beginning of 1992 to the summer of 1994. Other research findings have also been monitored, but most published enterprise-level data derives from survey research and official statistical reporting, much of which is of extremely dubious validity, and superficial ‘case studies’. The most useful survey data is that of the Russian Economic Barometer team.


This research has been funded by the British Economic and Social Research Council and INTAS. Results have been published in various reports and articles, and in a series of books published by Edward Elgar. Details of a selection of case studies will be published by Edward Elgar shortly as The Russian Industrial Enterprise in transition: Case Studies. Further details, papers and research materials can be obtained from our WWW site:


http://www.warwick.ac.uk/WWW/faculties/social_studies/complabstuds/complab.htm


� For fuller discussion of privatisation see Simon Clarke, Privatisation and the Development of Capitalism in Russia, New Left Review, 196, November/December, London, 1992, pp 3-27, and Simon Clarke, Peter Fairbrother, Michael Burawoy and Pavel Krotov, What about the Workers? Workers and the Transition to Capitalism in Russia, Verso, London and New York, 1993, Chapter 9.


� The supply of funds was the subject of negotiation between enterprise and Ministry, but within the framework of this bargaining system the enterprise was subject to an extremely hard budget constraint. The contrary view, of a laxity based on the soft budget constraint, derives from Kornai's model of post-reform Hungary. One might debate the extent to which the model applied to the latter case, but it certainly did not apply to the Russian economy.


� On 1st November 1994 enterprises owed about 52 trillion roubles to suppliers, 16 trillion in back taxes, 5 trillion in overdue payments to banks and about 4.7 trillion in unpaid wages. Inter-enterprise arrears were about two-thirds of total bank credit, although they subsequently fell back sharply. In October 1994 wage arrears amounted to almost 60 per cent of the monthly wage bill: 18.5 per cent of the working population reported that they received no wages at all, 35.5 per cent incompletely or with delay, and only 39.9 per cent completely and on time (OECD Economic Survey, The Russian Federation, OECD, Paris, 1995, pp. 104, 114, 178).


� For an early report on case studies of four such enterprises see Simon Clarke, Peter Fairbrother Vadim Borisov and Petr Bizyukov, The Privatisation of Industrial Enterprises in Russia: Four Case Studies, Europe-Asia Studies, 46, 2, Glasgow, 1994, pp 179-214.


� The bulk of this new capital originally derived from what is politely called ‘intermediation’ between state and market, i.e. the difference in prices paid to purchase public property and the prices realised in the market and between the (negative) real interest rates paid for state credit and the positive returns realised by their speculative re-investment. Not surprisingly, access to such golden opportunities depended on connections. A large proportion of capital held in Russia is undoubtedly fictitious, created by the recycling of bad debts within the financial system.


� The valuation of these strategic industries was also derisory. Gazprom, the home company of Prime Minister Chernomyrdin, controls 30 per cent of the world’s known gas reserves. In the fall of 1994 it was valued at 0.3 cents per barrel of oil equivalent, while British Gas is valued at roughly 10.30 dollars. The valuation per access line of Rostelkom, the telephone monopoly, is one fiftieth of that of Japan’s NTT. On the basis of the first round of voucher auctions Boycko, Shleifer and Vishny estimated the value of the whole of Russian industry as amounting to $5 billion, yet at even these prices there were virtually no foreign buyers (OECD, op. cit., 1995, p. 159).  When the auction of the ‘crown jewels’ got underway foreign bidders were still scared off by political instability, the inadequate legal protection of foreign participation, and more direct pressure. The tendency for 1995 was for the shares to be sold to consortia headed in each case by the bank organising the auction.


� This is by no means a feature of underdeveloped Russian business ethics. Russian businessmen have learned their trade from the multinational corporations with whom they deal, whose motto is ‘ask no questions’.


� Anti-monopoly legislation works by controlling supply prices of monopoly suppliers. No such controls are imposed on the selling prices of those intermediaries who purchase the products, who appropriate the monopoly gains as windfall profits. Trade in most strategic materials is effectively monopolised by private companies linked in to state structures.


� Most of the rest of state expenditure is in practice financed by credit creation to the benefit of the financial sector and by arrears.


� Construction lived up to its Soviet reputation with a separation rate of 45 per cent and a hiring rate of almost 35 per cent in 1994. Unemployment according to the ILO definition is about three times the registered rate, but is still relatively low (OECD, op. cit., 1995, pp. 108–9).


� Gimpelson estimated total labour costs as amounting to only 12 per cent of total costs in the Russian economy as a whole in 1992–3 (quoted OECD, op. cit., 1995, p. 166), so wage reductions will have an insignificant impact on an enterprise’s viability. Workers do not choose low wages in order to protect their jobs. Low wages and employment cuts are twin symptoms of crisis, but not a means to its resolution.


� David Mandel, ‘The Russian Working Class and Labour Movement in the Fourth Year of ‘Shock Therapy’, ms, 1995.


� Sergei Alasheev, ‘On a Particular Kind of Love and the Specificity of Soviet Production’ in Simon Clarke, ed., Management and Industry in Russia, Edward Elgar, Cheltenham, 1995.


� Surveys, most notoriously those of the ILO, have regularly projected imminent mass unemployment on the basis of the declared intentions of senior management.


� Simon Clarke et al., What About the Workers, op. cit.,  chapters 1 and 2.


� Simon Clarke, Marx’s Theory of Crisis, Macmillan, London and St Martin’s, New York, 1993.


� The real issue underlying the struggles around privatisation is not that of ownership, but that of control. The juridical process of privatisation plays only a superficial role in this struggle, particularly in a society in which the state does not have the power to enforce property rights, because the basis of control is not property but the paternalistic hierarchy of authority. It is for this reason that the privatisation programme has had to bend to the reality of power, and transfer ownership to the labour collective and its management.


� Workers do not in general regard private ownership as being inconsistent with paternalistic care. Indeed, they have been so bombarded with images of caring US capitalists that they believe that a ‘real owner’ (khozyain) is a pure paternalist, who claims not more than a modest profit in reward for his concern.


� The fact that transport and energy costs continued to be heavily subsidised, amortisation was based on historic costs, wages were so low, enterprises paid nothing for land, and the extractive industries paid no royalties, meant that it was extremely difficult for enterprises not to make a ‘profit’ in the new market environment.


� ‘In 1992, as much as 50 per cent of all commercial bank credit took the form of directed credit from the government. In 1994, the bulk of bank lending (short- and long-term) still consisted of on-lending government funds.’ (OECD, op. cit., 1995, p. 102) Although they have a relatively small asset base, the former state banks still dominate the system by on-lending to commercial banks in the interbank market. The state savings bank, Sberbank, is still the only bank with a significant deposit base, with ‘60 per cent of its assets in the form of loans to other banks’. Commercial banks hold about one-third of their assets in (almost entirely short-term) loans to enterprises, less than they lend to one another (ibid., p. 164). 


� Bankruptcy is very beneficial for the bankrupt, the only real victim being the general director, who is required to resign. Creditors, municipal authorities and tax authorities all stand to lose heavily, the banks in particular rarely being in a position to write-off a large debt without facing insolvency themselves. In general a bankruptcy declaration is only politically possible on the basis of a coalition of the latter interests (Pavel Romanov ‘The regional elite in the epoch of bankruptcy’,  in Simon Clarke (ed.) Conflict and Change in the Russian Industrial Enterprise, Edward Elgar, Cheltenham, 1996). 
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