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This paper is based on our collaborative research project, funded until April 1994 under the East-West Programme of the ESRC, on `the restructuring of management and industrial relations in Russia'. The project is based on longitudinal intensive case studies of industrial enterprises in four regions of Russia and is directed in Britain by Peter Fairbrother and Simon Clarke, with Russian research teams directed by Irina Kozina (Samara), Petr Bizyukov (Kemerovo), Olga Pulyaeva and Kostya Burnishev (Novokuznetsk), Veronika Kabalina (Moscow), Vladimir Ilyin and Pavel Krotov (Syktyvkar), co-ordinated, until electronic mail took over, by Vadim Borisov and Olga Rodina in Moscow. Additional research has been carried out in Ekaterinburg, Chelyabinsk and Saint Petersburg. The project is planned to continue for us long as we can raise funding to keep our collaborators from starvation.





PART ONE: THE POLITICS OF PRIVATISATION





1. Privatisation in Russia.





Privatisation in Russia is a quite different process from privatisation in the West, with quite different objectives, although the differences are often concealed beneath a common rhetoric.





According to that rhetoric privatisation is the condition for economic dynamism as it subjects enterprises to the discipline of the market, and thereby forces enterprises to restructure their activities as a condition of their profitability and ultimately of their survival.  Some will survive, and some will fail, but those which fail will release human, financial and technical resources which will be put to better use by those who succeed.  Such a diagnosis of the impact of privatisation clearly rests on a large number of tacit assumptions which we do not need to go into here.





The fundamental difference between privatisation East and West is that in the West privatisation is the culmination of an extended  process of restructuring and refinancing to secure the initial profitability and medium-term prospects of the object of privatisation. Without such preparatory work, there would be no possibility of finding buyers for the object of privatisation.





In the former Soviet block privatisation is essentially a formal process, with little or no substantive preparation, which involves no more than the legal definition and demarcation of the assets of the enterprise, its incorporation as a private enterprise, usually in the joint-stock form, and the issue and distribution of shares. There could not be a more striking contrast than that between the British and Russian coal-mining industries. British coal-mining has been subject to a process of state-sponsored restructuring for almost fifty years, and yet is still not ready for privatisation. The Russian coal mining industry was effectively given one month to draw up and adopt its privatisation programme.





This is not to say that privatisation in Russia is not an important process, but only to stress that in the West restructuring is a condition of privatisation, while in Russia it is the anticipated result. Underlying this difference is the simple fact that the processes are quite different. Privatisation in Russia is not about capitalist transformation, but about the constitution of property rights. With the collapse of the soviet system the state, while remaining nominal owner of productive assets, had lost control of the enterprises that it nominally owned. Effective control passed to the directorate, but those in control had no juridical definition of their rights and responsibilities. From this point of view rapid privatisation was essential as the basis on which such rights and responsibilities could be defined. And in practice, at least in Russia, there was no alternative to a privatisation which, in the first instance at least, legitimated juridically the control which the existing management already enjoyed.





2. The disintegration of the soviet system, the destatisation of property and privatisation





The disintegration of the Soviet system made a redefinition of property rights essential, and in this respect some kind of `privatisation' was implicit in the programme of perestroika from the very beginning, as a necessary condition for any kind of economic stabilisation. This is why the essential issue in contention has not been the fact of privatisation but its form. The form of privatisation defines the rights and obligations attached to ownership, and so plays an important role in structuring the conflicts around the future economic and social development of Russia.





The transformation of state ownership was an inevitable consequence of the attempt to replace `administrative' by `economic' methods of regulation which lay at the centre of Gorbachev's reform programme. The programme of perestroika was based on a fundamental contradiction: although perestroika was based on democratisation and the decentralisation of responsibility, these were seen only as the means to strengthen centralised control which would be asserted by economic and ideological rather than administrative means. This contradiction ran through both policy and legislation between 1987 and 1991, until it finally broke the whole system.





The basis of the process of privatisation in Russia was the `de-statisation' of property, which expressed the disintegration of the monolithic administrative-command system to leave independent enterprises, associations and concerns, co-operatives, leasehold and shareholding companies and individual entrepreneurs, all appropriating and using, buying and selling state assets over which the central state apparatus had lost control, but to which no single individual or corporate entity had established clear ownership rights. This `destatisation' of property left the enterprise directorate in control of the means of production, with all the rights but none of the responsibilities of ownership. They disposed of the assets under their control at will, but had no obligation to meet their liabilities, which were still nominally those of the state. 





In the absence of a strong state, whose disintegration had been the other side of destatisation, there was no alternative but to give juridical recognition to the control of the industrial nomenklatura over the assets of the enterprise. However, the purpose of establishing juridical recognition of the rights of private ownership of the means of production was not to give carte blanche to whose who had already in practice gained those rights, but to impose on them the responsibilities of private ownership in an attempt to subject them to the `discipline' of the market and to the levers of fiscal, monetary and financial regulation. The general conception of privatisation in Russia as a process of freeing enterprises from the shackles of state control is the inverse of the truth. Privatisation in Russia has been dominated by the attempt to restore central control over the economy by establishing a juridical framework within which enterprise could be subjected to the instruments of government economic, financial and monetary policy.





The consolidation of the laws and decrees on property in the course of 1990 paved the way for privatisation. Rapid privatisation lay at the heart of the 500 days programme. Gorbachev reaffirmed the centrality of privatisation to the programme of perestroika in his notorious speech to industrial executives in December 1990, which supposedly marked his turn to the right. Gorbachev argued that `property relations are the core of radical economic reform. It was necessary to awaken people's interest, to give them some motivation for increasing production... There is no other way. Therefore, by the way, planning had to be relaxed in order to give enterprises oxygen and economic freedom... Once there are owners, there must also be space in which they can operate... a market' (CDSP 42, 49, 1990). Even the appeal to the people by the plotters of the August coup reaffirmed support for private enterprise and a mixed economy. The momentum towards privatisation was unstoppable, if only because the destatisation of property meant nothing until the ownership of that property was defined. Just who was to own this property was another matter.





The strategy of the Pavlov government in 1991 was that `privatisation should skirt the mighty state ``nuclei'', filling in the niches and pores' of the economy, while large state enterprises would be transformed into collective property on the basis of the issue of `people's shares' (Pavlov interview in Trud, 12th February 1991, pp. 1-2, CDSP, 43, 6, 1991). The government was opposed to the demands of radicals, on both the left and the right, that state property should be given to the people free of charge, a proposal widely condemned as displaying a Bolshevik mentality of `levelling' which would only reinforce the culture of dependency expressed in the expectation that `the state will provide'. Quite apart from political objections, there was a realistic fear that a free distribution of shares would prove inflationary, as workers sought to cash their gains, while the revenue from the sale of shares was central to Pavlov's April 1991 anti-crisis programme of reducing the budget deficit, which envisaged that all small enterprises would be privatised by the end of 1992. This approach was reaffirmed in the Yavlinsky plan, which did not envisage that the privatisation of large-scale enterprises would get under way before 1994. 





The All-Union Law on destatisation and privatisation, which was approved on July 1 1991, allowed the conversion of state enterprises to leased, collective, cooperative, joint-stock or private ownership. The labour collective was given a preferential right to shares, and had the power to determine the form and procedure for privatisation. However, the Law was not so much about the transfer of state assets to private ownership, as about the transformation of state property into other forms of corporate property, and particularly to the form of the joint-stock company. Thus the law did not define any procedures through which privatisation could be achieved in practice. 





At the same time the various Republics passed their own privatisation laws, which conflicted with the Union law. The Russian law was as vague as that of the Union, but it did include a greater emphasis on private ownership, with provision for voucher sales, auction and buyouts. Perhaps more significantly, though, the Russian government's anti-crisis programme, launched to counter that of Pavlov, reversed the relation of priority between privatisation and the market which had been a feature of all previous programmes. For all its rhetorical commitment to privatisation, the Russian programme gave priority to the rapid liberalisation of prices and the `transition to a market economy', a priority which its neo-liberal critics regarded as giving a blank check to monopolistic state enterprises. This issue simmered on through the summer and autumn of 1991, before being confirmed with Eltsin's appointment of Gaidar at the end of the year.





While the contending forces in the state apparatus saw privatisation primarily as a means of transforming and reconstituting state power over the economy, enterprise directors had quite different ambitions. Enterprise directors had established their independence as the system disintegrated around them, and saw privatisation as the means of securing juridical recognition for this independence. They were not going to sit quietly by and see themselves placed under the control of new owners. However they did not press their claims in their own name, but in the name of the people, in the form of the `labour collective' of the enterprise.





3. First Steps in Privatisation - Russia's Managerial Revolution.





While the Pavlov and Gorbachev camps both saw privatisation within the context of the more or less radical transformation of the mechanisms of centralised control of the economy, enterprise directors saw privatisation as the means of securing their economic independence and the relative prosperity which, at that stage, was the almost universal concommitant of such independence. Privatisation proceeded slowly through 1990 and 1991 because it went against the grain of both wings of the reform-conservative camp. However some enterprise directors were able to exploit the provisions of the various property laws to assert their independence, resting on the support of their workforce to press their claims against those of external economic and political structures to carry through the first stage of Russia's `managerial revolution'.





The pioneers of privatisation were those enterprises which had already established de facto independence on the basis of their transformation into co-operatives or, more often, leasehold (arenda) enterprises. Whether privatisation went via the co-operative or the arenda form the pattern was the same. Typically shares would be sold to employees at a discounted price, subsidised from the profits of the enterprise, with the enterprise offering cheap credit to finance share purchases.� Share allocations would generally take account of a worker's grade and/or earnings, length of service and, sometimes, disciplinary record. A residual package of shares was usually held back, to be sold at a later date either internally or to raise external finance, with voting rights meanwhile in the hands of management. 





This form of privatisation appealed to both workers and managers. Workers were attracted by the offer of high dividend payouts, the end of centralised control over wages and the implied promise of job security attached to share ownership.  Privatisation provided the managers with juridical guarantees of the independence of the enterprise from state control. The closed type of joint-stock company ensured that control of the enterprise could not pass to outsiders. The relatively equal distribution of shares among the labour force enabled the management to continue to use the well-established mechanisms through which they controlled worker representation, and made it unlikely that they would face any concerted internal challenge.





Privatisation was not simply about transforming public into private assets. The process was also very important in making it possible to bring the private commercial and financial activities of managers which had been conducted through subsidiary or parallel co-operatives and small enterprises, which were often of very dubious legality, into the framework of the law. The pioneers of privatisation were the directors who had most actively explored the new forms of economic activity not so much because their enterprises were the most advanced or the most capitalistic producers, as because their financial and commercial activity was outgrowing the institutional framework within which it had been born. This was reflected in the typical form of privatised company, in which even the smallest of shareholding companies was effectively a kind of investment trust, which remained distinct from the enterprise or enterprises that it owned, with its own management, constitution and decision-making bodies. The outcome was a symbiotic relationship between the (former) state industrial enterprise and capitalist commercial and financial activities in which the two parts remained distinct, but their relationship ambiguous. 





Although this first wave of privatisation embraced relatively few enterprises, mostly of medium size, it was a direct expression of the interests of enterprise directors, and so set the pattern to which the industrial nomenklatura as a whole aspired, and to which the privatisation process eventually conformed. 





4. The Politics of Privatisation





The battle between Gorbachev and Pavlov in the summer of 1991 was between two wings of the `conservative-reformist' camp, each of which wanted to retain strategic control of the economy from the centre. Through 1991 Eltsin ruthlessly exploited the forces of decentralisation to further his own political advance. Eltsin's counter-putsch of August 1991 not only swept away the conservative-reformists, but also marked the disintegration of the authority of all centralised state structures and so the unviability of any conservative reform programme based on such structures. 





The dilemma that faced Eltsin and his entourage once they had seized power was that the means by which they had done so had fatally weakened the political, juridical, economic and administrative mechanisms through which they could exercise that power. For all their liberal rhetoric about privatisation and the transition to a market economy, the Eltsin regime had one over-riding priority, which was to restore some control over the disintegrating economy, a priority increasingly dominated by fiscal considerations as the government sought to bring the budget deficit under control. The collapse of the authority of the centralised administrative organs meant that the re-establishment of control could only be based on the use of fiscal and monetary instruments, whose effective implementation implied the immediate liberalisation of prices and the rapid privatisation of enterprises. This was a strategy which was in fact the opposite of that advocated by the neo-liberal economists, who stressed the priority of anti-monopoly legislation as the basis of the subjection of enterprises not to state regulation (and the associated fiscal appropriation of monopoly profits) but to market competition.





Initially the Gaidar government envisaged privatisation as involving the sale of assets both to raise revenue and to create a new class of owners, while it was implacably opposed to giving assets away for nothing and to handing control to the existing management in the name of the `labour collective'. In the event the failure to find buyers, the need to secure popular support, and the need to come to terms with the power of the industrial nomenklatura led the government progressively to reverse its position during 1992. The industrial nomenklatura pressed increasingly strongly through a variety of channels, including Parliament and the official trade unions, for privatisation to the labour collective. At the same time the demand for privatisation to the labour collective was getting increasing support from neo-liberal economists, who saw it as the line of least resistance, on the grounds that it was not important who owned the enterprises since the market would soon sort the sheep from the goats. 





The privatisation programme issued in July 1992 marked an almost total capitulation to the demands of the industrial nomenklatura. Enterprises were offered three routes to privatisation, with the choice being a matter for a meeting of the labour collective. The first option allocated 25% of the shares to the workers free in the form of non-voting stock, with a right to buy a further 10% with a 30% rebate (and the senior management would have an option on a further 5%). The remaining shares would remain in the hands of the State or regional Privatisation Committees, to be sold by auction at a subsequent date. The second option allowed the workers to purchase a controlling interest in the enterprise directly, instead of having to bid at auction, on a decision of at least two thirds of the labour collective, with individual shareownership bid for in a closed subscription, and the remaining shares to be sold at auction. Other options were primarily for the privatisation of small enterprises in trade and services and of bankrupt enterprises. Various measures, including the privatisation vouchers, ensured that workers would have the money needed to buy the shares allocated to them. Effectively the labour force was being offered the controlling interest in the enterprise for next to nothing.  





The priority of senior management in the first phase of privatisation was to ensure that control of the enterprise did not fall into the hands of outsiders. In general the second option was more attractive both to management and to the workers. Although the first option provided a free allocation of shares, additional shares had to be bought at auction-related prices, while under the second option a full 51% of the shares were available at a purely nominal price. Moreover the second option ensured that the controlling interest remained within the enterprise, so long as the workers bought the shares allocated to them. Although the bulk of the shares would be held by the workers, the management was very experienced at handling the `representation' of workers' interests to ensure that its own nominees were elected to the Board, while worker shareownership provided a useful prop to the ideology of `social partnership' through which the industrial nomenklatura sought to maintain the stability of the enterprise and to consolidate its political base. However, in enterprises in which it was expected that a secondary market for shares would develop, such as the large automobile factories, there was a risk that workers would be induced to sell their voting shares by outside interests. In this situation the first variant could be more attractive since workers received only a minority of non-voting shares.





The second variant not only assured management of control of the activity of the enterprise and the allocation of its resources, but it also enabled it to have some control over the sale of the remaining 49% of shares, which the managers could buy themselves directly or through `pocket companies' or could sell to outside interests to raise funds or to secure strategic alliances. Under the first option, by contrast, the controlling interest remained in the hands of the relevant State, Regional or Muncipal Property Committee, which could in principle assert its rights and which could control the disposal of additional shares itself. The first option was accordingly favoured by the Privatisation Committees, and by those liberal democrats and worker activists who still hoped to break the power of the industrial nomenklatura. Although the vast majority of enterprises chose to privatise according to the second variant, a significant minority chose the first variant for one reason or another, and a number of the largest enterprises were privatised according to `exceptional' variants.





The decision as to which variant to adopt was nominally a matter for the labour collective, but in general the drawing up of privatisation plans was a process which did not involve the workers, and which did not give rise to significant conflict within the enterprise. Workers had very little understanding of what privatisation involved, little faith that the purchase of shares would improve their economic position, and little opportunity to develop or express their own opinions. The whole process of approval of privatisation plans was rushed through in a few weeks over the summer of 1992, with intensive propaganda campaigns in the shops, and ritual endorsement by short meetings of the labour collective. Management controlled the channels of information so that their proposals were routinely endorsed through the traditional channels of `representation'. Management conducted intensive propaganda throughout the enterprise to drum up support, primarily in the attempt to persuade workers to take up their allocation of shares so that they would not fall into outside hands. Workers were induced to subscribe for shares by various means, including in some cases the promise of future dividend payouts, but the most common was the implicit or explicit threat that in the event of redundancy those without shares would be the first to go. Although in almost every enterprise management's plans came under criticism, it was exceptional for the plan to meet with significant opposition from the labour force.





The process of mass privatisation in Russia took place remarkably quickly. However such speed was possible because the act of privatisation itself was a purely formal process, providing juridical confirmation of the de facto control of the enterprise by its management, and transforming the basis of representation within the enterprise from that of labour to that of shareownership. The  real process of transformation of the enterprise into a proto-capitalist company, and accordingly the real struggle for control of the enterprise, only began after the formal process of privatisation was completed.





PART TWO: PRIVATISATION AND THE STRUGGLE FOR CONTROL OF THE ENTERPRISE.





5. Management Control and Privatisation to the Labour Collective.





The predominance of privatisation to the labour collective in the second wave of `voucher privatisation' in Russia inevitably raised the question of whether the fears of the neo-liberals, that Russia will follow the dreaded `Yugoslav road', would be realised. According to the mythology, held even more strongly in the former Soviet block than in the West, supposed workers' control in Yugoslavia was the basis of the `wage consumption of revenues', as workers paid themselves high wages at the expense of profits, and voted for large dividend payouts at the expense of investment. This pattern of behaviour is certainly very familiar to Western business executives, since they practice it themselves all the time, but it is hardly an accurate picture of the Yugoslav case, since it rests on the unfounded supposition that Yugoslav workers controlled their enterprises.





On the other hand at first sight this picture does appear to provide an accurate characterisation of the Russian situation. It certainly has been the case that enterprises have given priority to making wage payments, and have used their resources to maintain employment and, if possible, to increase wages and benefits at the expense of investment and even of meeting their current costs. It has also been the case that in a significant number of enterprises workers have voted to replace their Director, frequently electing a more compliant Director in his (or rarely her) place. However the fundamental question is whether this is a consequence of the assertion of workers' control, and indeed of whether it is connected to the form of privatisation. To examine this issue we need to look first at the strategy of enterprise management in the post-soviet enterprise and then at the forms of control of the enterprise. Our central argument is that support for the labour collective is a feature of management strategy, which has different significance at different stages of the transition process, but that the form of privatisation does not impose significant constraints on that strategy. 





The first priority of enterprise management was to keep control of their enterprise, using both the time-honoured methods inherited from the old system, and the more highly developed authoritarian-paternalist methods pioneered by those enterprises which privatised in the first wave. With the collapse of the soviet system the enterprise directors became the de facto owners of their enterprises, but having lost the support of higher bodies they had no guarantees of the security of their position. The Director was most vulnerable to a challenge from an opposition faction within the enterprise administration, often drawing on support from external political, financial or commercial structures. In the absence of any established ownership rights the only formal bases of managerial legitimacy were the representative bodies of self-management, and particularly the Labour Collective Council (STK) and the meeting of the labour collective. While these bodies were almost universally under management control, they provided the framework within which an opposition faction in management could try to replace the existing Director by mobilising worker dissatisfaction in its support. Thus the Director sought to avoid conflict within the enterprise by trying by all means possible to maintain wages and benefits.





The extreme conflict-aversion of enterprise management was not only the result of a fear of being ousted, but was more fundamentally a feature of the established forms of authoritarian management of the soviet enterprise, with much deeper structural and ideological roots than the relatively recent innovation of `industrial democracy'. Thus, while the STK and the meeting of the labour collective provided an institutional framework within which a Director could be ousted, the threat came not from these institutions but from the fact that conflict, if it developed unchecked, tended rapidly to become generalised, with the Director becoming the target or the scapegoat. In the past in such a situation the Director would have been removed by the Party Committee or by higher authorities, after 1987 the STK or meeting of the collective provided the framework for his removal, and following privatisation it became the Board of Directors or the shareholders' meeting.





The Director needed to retain the support of the collective not only to secure his position and his managerial authority within the enterprise, but also to reinforce his attempts to extract subsidies and privileges from local, regional and central government bodies, which became increasingly important as the `transition to the market economy' descended into chaos. However such lobbying could only be effective if the Director could speak convincingly on behalf of the labour collective as a whole. The 1989 miners' strikes had first shown enterprise directors how powerful a weapon a strike could be in extracting such concessions, and the vast majority of strikes in Russia, whatever their origins, have turned out in their effects to have been such `directors' strikes', with demands orchestrated by senior management and addressed to state bodies of various levels to secure subsidies, tax privileges, cheap state-guaranteed credit, and speedy settlement of debts to the enterprise.





This was the main reason why enterprise Directors pursued a strategy of `authoritarian paternalism' in the period of transition. This strategy was expressed in the rhetoric of `social partnership', in which the directorate guaranteed to protect the labour collective in return for the workers' passive support for the directorate's ownership claims. The cries of `social partnership' reached a crescendo during the privatisation campaign as the directorate enlisted popular support for its demand for privatisation to the labour collective. 





Far from strengthening the workers' control of the enterprise, privatisation to the labour collective was seen by the enterprise directorate as the means of freeing themselves from that control, and securing their position juridically by establishing themselves as representatives of the `owners' of the enterprise. Their initial priority in the privatisation campaign was to ensure that the enterprise did not fall into the hands of `outsiders', and a great deal was made of such a threat in their propaganda campaigns within the enterprise to persuade the workers' to adopt the second variant of privatisation, and then to buy their allocation of shares, so that in most cases the allocation was well-subscribed.





Once the workers had subscribed to the share issue the first objective, of keeping the shares in the family, had been achieved. The next stage in the strategy of the directorate was to ensure that the new representative bodies of shareholders were as firmly under their control as had been the traditional organs they replaced. Most enterprises distributed shares on a relatively equal basis, although in enterprises which had opened up wide differentials beween workers and managers allocation tended to be in proportion to wages, so that managers ended up with larger holdings. Moreover senior managers had additional privileged allocations, and were able to buy further shares if the issue was undersubscribed. Nevertheless management usually held only a small proportion of shares in the first stages. 





In more traditional enterprises, with no record of worker activism, there was no need for management to take any special steps to ensure that the shareholders' meeting voted through the management programme, and elected management's nominees to the Board of Directors, and indeed the traditional meeting of the labour collective was frequently used in lieu of a shareholders' meeting, i.e. no account was taken of who held shares and who didn't, or of the size of their holdings. Few enterprises had share registers, and even fewer had such registers open for inspection. In one enterprise which we have been studying workers were not even issued with share certificates, so they had no proof of their ownership.� 





Where management was less confident of its control a whole range of measures have been employed to ensure that no problems arise. In large enterprises a general meeting of the shareholders can only be held in a sports stadium, with management on the platform controlling the public address system, the selection of speakers, the submission of resolutions and the counting of votes. In many large enterprises management choses to hold representative meetings, either using the traditional methods of electing representatives in the shops, or persuading workers to assign proxies to their managers. In these circumstances there is no independent monitoring of the electoral process, whose announced results do not always correspond with the impressions of the participants, and no independent check on the number of proxies claimed by managers. Opposition within meetings is headed off by equally familiar methods, by issuing more or less veiled threats of dismissal and even physical violence against opponents, by controlling the agenda, ruling motions out of order, prolonging discuss of trivial issues in order to close the meeting before completion of the agenda. 





In general, although these methods are fairly widespread, this is largely out of habit, since none of them are really necessary. Once the Board has been elected by the shareholders' meeting the role of the latter is at an end, at least until the next election to the Board. If the shareholders' meeting has passed resolutions which are not to the liking of the President of the shareholding company, the President can reverse them, or the minutes of the shareholders' meeting falsified. If the Board includes malcontents, the President simply fails to call meetings. Moreover, even the Board has little significance for the everyday running of the enterprise. In general the shareholding company is seen as a financial-juridical body without any management role in relation to the productive enterprise, beyond appointing the enterprise director, nomrally the same person as the President of the shareholding company. Its main function, where it is not a purely paper body, is to serve as a holding company through which the senior managers co-ordinate their commercial and financial activities and those of their associates. 





In our experience management, except in the most profitable branches of production, is more interested in control than in ownership of the enterprise, and more interested in profiting from enhanced salaries and bonuses and from commercial and financial opportunities, than from dividend payouts which have to be shared with the worker shareholders. Nevertheless this does not prevent managers from acquiring shares on advantageous terms, often financed by loans from the enterprise or an associated bank, nor from paying out large dividends to pay off their loans. Senior managers have privileged opportunities to purchase additional shares because they know about their availability, they have access to financial resources to fund their purchases, and they know the dividend policy since they make it. 





Managers have access to shares on privileged terms in the first stage of privatisation. Thereafter they have to buy their shares on the open market. However, in the absence of any effective secondary share markets and even of any real knowledge of what a share is on the part of the public, the market is not very open. In enterprises in which we have been researching workers have been induced to sell their shares to management at or close to their massively discounted nominal valuation by various means, the most common being to offer workers the chance of exchanging their shares for cheap consumer goods, exploiting �cash shortage and the non-payment of wages to persuade workers to sell shares, holding down wages to induce workers to sell their shares, and persuading or (illegally) forcing retiring and redundant workers to sell their shares. 





There are many ways in which the senior management can establish control over blocks of shares which they do not, at least nominally, own. It is not unusual for a block of shares to remain unissued, with voting rights vested in the Director or Board. Moreover it is equally common for a portion of the shares to be sold or allocated to subsidiary `daughter' companies of the main enterprise, with voting rights vested in the Board. Similarly associate companies, often owned by relatives or close associates of senior managers, will typically buy substantial shareholdings. Finally, the appropriate State Property Committee is free to vest the voting rights attached to its residual shareholding in the existing management or its associates.





These links are connected with another feature of privatisation, which is the changing relationship between the large state industrial enterprise and the new commercial and financial structures which oil the wheels of the market economy, and through which state resources have been diverted into private hands. The majority of commercial and financial enterprises were established in close symbiotic relationship with state enterprises, but this relationship was typically sealed by informal personal relationships in which managers of the state enterprise, their relatives or their close associates were partners in formally independent companies. The disadvantage of such arrangements was that the relationship between state and private enterprise at best sailed very close to the law, and more often was simply illegal. The privatisation of the state enterprise then makes it possible to bring these illegal and semi-legal activities within a secure legal framework, by incorporating the commercial and financial enterprises as partners or subsidiaries of the privatised state enterprise, or in many cases as substantial shareholders in the state enterprise. In this way, paradoxically, privatisation provides a way of consolidating the dominance of the enterprise directorate over the proto-capitalist financial and commercial sector, while also providing the directorate with an exit route if life within the enterprise becomes difficult.� Typically the privatised shareholding company is conceived as a holding company, established on the basis of its majority shareholding in the privatised state industrial enterprise, but soon embracing a number of other commercial and financial subsidiaries, through which it can engage in a variety of speculative undertakings, which in many cases will in their turn be major shareholders in the privatised enterprise, leading to complex networks of mutual ownership. 





Privatisation also provides a means of sealing links with local or regional authorities by the allocation of shares to those authorities or, not infrequently, the vesting of the residual state-owned shares in those companies. Far from fostering de-monopolisation and the growth of competion, privatisation provided the means of consolidating monopolistic relationships which linked industrial, financial, commercial and state structures in interdependent blocks.�





6. Management Strategy in `Worker-Owned' Enterprises.





In the transitional period the enterprise directorate had to remain attentive to the needs and expectations of the labour collective. However, once the shares are issued and the Board elected, the directorate's hand is freed from dependence on the labour collective as a whole, and a change of strategy is in order.





Management has effective control of the enterprise, but for what purpose does it exercise its control? We can identify three elements in the management strategy of the post-soviet enterprise, which co-exist in different proportions in different enterprises and at different stages of development of the enterprise.





The first element is the simple desire to survive, which for many enterprises in the contemporary situation is the best that can be hoped for. This ambition is strongly underpinned by the traditional ideology of soviet management, in which the fate and reputation of the director was tied to the fate and prosperity of the enterprise. Thus to some degree this first element is the foundation of any management strategy. There is still a considerable range of variation within this strategy. The survival of the enterprise is not seen in terms of its financial indicators, but in terms of its survival as a productive unit, and above all as a labour collective. However survival might equally involve trying to preserve the highest possible level of employment, at the expense of lower wages, short-time working and reductions in social and welfare facilities, or it might involve trying to maintain wages and social expenditure at the expense of large-scale reductions in the labour force. Nevertheless the primary objective is some notion of devoting the enterprise's resources to securing the short-term reproduction of the enterprise as a unit of productive labour.





The second element is what can politely be called a `rent-seeking' strategy, in which the senior managers are preoccupied with their personal interests. This will often involve the diversification of the enterprise, usually into financial and commercial activity and often involving daughter or associate companies, as managers use the resources of the enterprise for their own benefit and to prepare a place for themselves in the private sector. Such activity often crosses the borders of legality, for example selling the enterprise's products or assets to oneself at discount prices or borrowing from the enterprise at low rates of interest, and not infrequently amounts to outright theft. 





The third element is a market-oriented profit-seeking strategy, oriented to the long-term profitability of the enterprise in the new environment of the market economy. It is this element that privatisation and the entire programme of economic reform was designed to foster.





These three elements are by no means mutually exclusive, differences between one enterprise and another relate to the balance between them. Moreover it is extremely difficult to identify which of these elements prevails in practice in any particular enterprise. Management may espouse the traditional rhetoric of preserving the enterprise, while in fact pursuing an aggressive strategy of restructuring the enterprise, which they may judge to be the best way of preserving the enterprise in the long-term. The reverse may also be true - a conservative practice may be masked by the rhetoric of capitalist modernisation. Meanwhile managers in both enterprises will undoubtedly be covering their options by engaging in `rent-seeking' activity. Moreover in conditions of extreme economic and political instability a conservative strategy may be the best way of securing the long-term profitability of the enterprise, while a commitment to an aggressive restructuring may mark the undoing of the enterprise if conditions become unfavourable.





The strategy pursued by management depends on a number of factors. Ideological factors are undoubtedly important, with older and longer established directors on the whole finding it more difficult to adapt, while younger directors are more willing to explore new opportunities and to renounce traditional obligations. However the substantive differences in strategy are often far less than the contrasting rhetorics might indicate, because the enterprise is severely constrained by both its internal relationships and external circumstances in what it can do. In particular, the collapse of the market and the extreme shortage of working capital and investment funds has meant that connections with political authorities and with commercial and financial structures can play a decisive role in determining opportunities. Within these quite narrow limits we would argue that the decisive factor is the professional competence of the managers to make the most of the opportunities that confront them. Within the management team different individuals will have different motives and will be inclined to pursue different strategies, or frequently to interpret one and the same strategy in very different ways.





The economic position of the enterprise is the most powerful constraint on the strategy pursued by management. In conditions of extreme political and economic instability any long-term planning is extremely difficult. Labour-intensive enterprises, which can diversify rapidly without incurring major fixed investment costs, can exploit changing market opportunities, while heavy industry lacks the resources to make major investments which can only pay-off over years. In a situation in which there is an acute shortage of working capital and real interest rates have reached 5% per month not only is long-term investment out of the question, but even investment in inventory is unsupportable, putting a huge premium on a rapid turnover and on cash-generating activities.





The economic position of the enterprise is also increasingly closely connected with the maintenance of links with the old system. After three years of reform enterprises which initially embraced independence with enthusiasm are having second thoughts as they find themselves burdened with debt, facing falling demand and an increasingly demoralised labour force. In these circumstances they are looking to maintain stable links with customers and suppliers, the crisis of mutual indebtedeness being the heritage and the price of the maintenance of these connections. Similarly enterprises are keen to preserve or restore connections with regional and branch state authorities, which provide access to state orders, guarantees of local and regional monopoly and various kinds of subsidies and privileges. In this respect enterprises which struck out on their own in the early stages of reform, breaking old economic links and struggling for their independence against local authorities, now find themselves cut-off from this life-line.





Various conjunctural factors also play an important role in determining the economic position of the enterprise, most notably the ability to export or the strategic importance of the enterprise in the local or national economy, which increases its bargaining power. Similarly enterprises with well-established financial and commercial subsidiaries and associates are in a stronger position in securing access to markets and finance, including subsidised state loans which are channeled through commercial banks.





As already noted, the three aspects of management strategy are by no means mutually exclusive. Although the `rent-seeking' element appears to be predominant in the present economic, political and legal environment, the enterprise directorate depends on retaining its position in the enterprise to be able to continue its rent-seeking activities, even if the senior managers are able to leave the enterprise if the going gets tough. Thus the management team has to work for the survival of the enterprise, and in order for the enterprise to survive it also has to adapt.





Although it is difficult to generalise about the pattern of restructuring within the enterprise, some common directions do seem to be emerging. Typically the first step is to undertake a restructuring of the management of the enterprise, removing or downgrading those branches of management which had been central to the administrative control of the enterprise, and expanding the commercial and financial branches of management which play the leading role in the adjustment to changing market conditions. Typically this restructuring is associated with a dualistic management structure in which the day to day management of the productive enterprise remains under the control of the chief engineer and shop chiefs, who are oriented to the preservation and reinforcement of traditional authoritarian management structures, while the management of the shareholding company is dominated by economic and financial branches of management, which are oriented to commercial and financial activity, are the most heavily involved in parallel structures, and tend to favour a `rent-seeking' strategy. Alongside this restructuring of the management hierarchy there is a substantial widening of pay differentials in favour of management as a whole, and within management in favour of the strategic senior managers, despite the fact that this violates the deeply held `egalitarian' values of the workers who supposedly own the enterprise.





Privatisation also seems to be closely linked to the introduction of redundancies and the restructuring of the labour force. Although most large enterprises have been threatening redundancies for some time, and many have reduced their labour force substantially, these reductions have largely been through natural wastage, primarily in response to low wages. This is why until 1994 labour force restructuring appeared in the form of a continuing high level of labour turnover, rather than a significant growth in the level of unemployment. The disadvantage of a strategy of `preserving the labour force' by holding down wages is that the workers who leave voluntarily are the more highly skilled and motivated workers. There has therefore been a growing tendency for management to attempt to maintain or increase the wages of these categories of workers by increasing pay differentials, modifying payment systems (including a move towards individual contracts, loyalty bonuses etc),� and by introducing programmes of compulsory redundancy. This tendency is associated with privatisation since those enterprises and branches of production which remain under state ownership and/or control continue to look to the state to meet the wages bill, pressurising the state by running up wage arrears rather than trying to reduce the wages bill by cutting numbers or wages.





On the whole management has been successful in avoiding resistance to redundancy, despite the fact that it violates the traditional social guarantees, by selecting the most marginal and vulnerable workers for redundancy, and rationalising it on the grounds of the need to pay higher wages for those who remain in order to preserve the `backbone' of the labour collective intact. In many cases responsibility for selecting workers for redundancy is passed down to the shop, section or even brigade level. Compulsory redundancy has largely focused on older workers (those working beyond pension age),� auxiliary administrative and manual workers (especially women), and workers with a poor disciplinary record. 





Wages and redundancy policy is most closely associated with the attempt to restructure of the labour force in circumstances in which, despite the massive fall in production, there are still felt to be acute shortages of skilled and motivated workers. The managerial ideal is to release older, unskilled and undisciplined workers, and to recruit younger, high skilled and more highly motivated workers in their place.� In our view it is this attempted restructuring of the labour force and the associated competition for skilled, loyal and diligent workers, rather than the power of `workers' control', that underpins the attempt of management to pay high wages and to provide housing, health and social facilities to attract the desirable quality of worker. While those enterprises able to maintain a high standard of living for their workers achieve such an upgrading of the labour force, less prosperous enterprises find skilled and younger workers leaving in droves to seek opportunities elsewhere.





Despite the promise of the regenerative powers of private ownership, privatisation provides very little incentive to investment in new production facilities, or even to the significant reorganisation of existing production. In the face of the disintegration of the soviet system enterprise directors have shown themselves to be extremely flexible and resourceful in exploiting short term opportunities, using the skills which had been necessary to meet the plan in the face of the shortages and chaos which masqueraded as a planned economy. Enterprises have proved extraordinarily adept at finding new markets and new sources of supply, and at using existing equipment, labour and raw materials to develop new lines of production in response to fluctuating demand. However, in conditions of extreme economic instability large scale productive investment, except on the basis of state subsidies for production for state orders, is unprofitable, while the more modest restructuring of production to raise productivity risks provoking dangerous conflict with the labour force, and between senior and line management. It is far more profitable to invest in the exploitation of commercial and financial opportunities, avowedly to earn money to support the labour collective, and to restrict attempts to raise productivity in the sphere of production to the intensification of labour and the restructuring of the labour force indicated above. In this context the workers' scepticism about allocating profits to investment is quite justified, for if management is unchecked such investment will be in financial and commercial affiliates beyond their control, rather than in improving working conditions and developing the productive facilities of their own workplace. 





Privatisation to the labour collective has not presented a barrier to the ambitions of the management of privatised enterprises. Management has available the whole range of tried and tested methods of intimidation and manipulation of worker representation. Control is more important to management than ownership, and other means of making profit than through dividends (eg higher salaries, profit-related bonuses, subsidiary activities). But at the same time the process of concentration of shareownership, the purchase of shares by pocket and associate companies, and the vesting of residual and state owned shares in management's hands, continues to strengthen the control of management.





Management has been able to pursue its chosen strategy, both before and after privatisation, without reference to the representation of the workers' interests, whether through the STK or the shareholders' meeting. This strategy has included a heavy reliance on authoritarian paternalist methods of management, which include an avowed commitment to preserve the labour collective and to maintain employment and living standards. But this commitment is no more an expression of workers' power than is the commitment of Japanese managers to a superficially similar paternalism. It is an aspect of traditional forms of management, deeply embedded in the expectations of both workers and managers. Far from increasing the power of the labour force, privatisation to the labour collective has seen a rapid erosion of the forms of worker representation that developed under perestroika, while worker protest has been demobilised by paternalism and, above all, by the fear of victimisation and unemployment. The payment of high wages is not an expression of workers' power, but of labour market conditions, and the payment of high wages is closely linked to the strengthening of managerial authority, the introduction of individual contracts, much stricter discipline, and increased job insecurity. Similarly the lack of investment is not a matter of workers' power, but of the absence of investment funding and of profitable outlets for productive investment.





PART THREE: POST-VOUCHER PRIVATISATION





7. The third wave of privatisation.





The second wave of privatisation, dominated by the exchange of shares for privatisation vouchers in closed subscriptions, came to an end on 30th June 1994, with the intention being that the privatisation programme would move fully into the third wave, which is based on the sale of shares for cash payment primarily through auction. The supposed purpose of the third wave of privatisation is to loosen the grip of existing management over large enterprises by diluting their shareholding and bringing in outside investors. Estimates of how many remaining state enterprises are eligible for privatisation by this means vary considerably, but the bulk of auction sales will involve already privatised enterprises. In principle the third wave should involve the issue of new shares to raise investment funds, but the the bulk of the shares to be sold at auction will be the residual holdings in already privatised enterprises that are held by the State Property Fund.





Enterprise directors have managed to consolidate their control of the enterprise in the first two waves of privatisation, and are certainly not willing to cede control in the third wave. In the context of undeveloped secondary markets, management control of information and enterprise resources, and tight formal and informal networks connecting management, regional administration and financial institutions, the existing management is in a very strong position to control the auction and tender process in its own interests and to use it to strengthen that control. Thus it is very common for a large block of the shares sold at auction to fall into the hands of daughter or associate companies, often using enterprise profits directly or indirectly for share purchase, and there is more than a suspicion that cartels between buyers to keep the price low are the rule rather than the exception. However the sale of shares also provides enterprises with the means to cement other connections than those with their daughter companies, most notably with customers and suppliers and with state bodies. In this way the third wave of privatisation may paradoxically provide a powerful lever for the further consolidation of state capitalist monopolies.





Hostile takeovers are extremely rare, and most often reflect divisions within the management of the enterprise which links up with outside interests, most commonly local or regional authorities, on the initiative of one side or the other. Banks or other financial institutions play the mediating role in establishing this relationship. In a few cases the outside interests may seek to displace the entire management team. Most attempts on the part of individuals or financial institutions to launch a hostile takeover without the support of an internal management faction or regional authorities have ended in failure. Outsiders are at a clear disadvantage in buying up workers' shareholdings, since insiders are able to mobilise enterprise resources and use various levers to induce workers to sell shares to them.





Secondary share issues are still rare, partly because of the undeveloped character of the secondary market in shares and partly because of management's fear of losing control. Most commonly secondary issues are used to strengthen management's control, either by issuing shares in large blocks to daughter companies or affiliates, or in small blocks to disperse ownership. Secondary issues to raise investment finance are confined to large and stable enterprises with secure future prospects and are primarily directed at foreign investors, with foreign consultants organising the share issue, British institutions playing a leading role in this activity with the support of the Know-How Fund.� 





We have noted above the increasing importance of traditional links for enterprises, and these links can be cemented by the sale or exchange of shares with customers, clients and financial associates, often linked to privileged contracts for purchase and sale or privileged credit terms. Similarly vesting or transferring a part of the shareholding to local authorities cements the vital political connections of the enterprise. Moreover these political connections are by no means in contradiction with the links of the enterprise with `capitalist' commercial and financial institutions, since links with regional and national state bodies have become equally important to the prosperity of financial and commercial organisations, so that the two kinds of connections are mutually reinforcing rather than being mutually exclusive. 





The culmination of these tendencies is the formation of the financial-industrial groups which are proliferating in Russia, and which link industrial enterprises, financial and commercial organisations, and regional or branch state bodies in monopolistic organisations. Although most of these groups exist only on paper at the moment, the tide is running strongly in their direction, a direction which links together in a tight package the three elements of management strategy identified above - the survival of the enterprise and `rent-seeking' and profit-seeking activity - and the three major players in the transitional period - regional and branch state bodies, large industrial enterprises, and proto-capitalist commercial and financial institutions. The core of this package remains the industrial enterprise, not so much because productive investment is a serious source of profit, but because it is the industrial base of these groups which is the source of local revenue and which provides employment for the local population.





The formation of such a regionalised `state monopoly capitalist' or `monopoly state capitalist' economy is still the object of intense conflict between the elite groups at its core and the reformers in the central government, and particularly around the State Property Committee and in the Presidential apparatus. The 1994 privatisation programme, approved by Eltsin in December 1993, focuses on the regulation of cross-shareholdings and the formation of holding companies and financial-industrial groups, which were themselves brought under regulative control in December 1993.� However in Russia the best sign that a developmental tendency is becoming dominant is that the central government attempts to block it by legislative and regulative means. Just as the government failed dismally to prevent spontaneous privatisation and privatisation to the labour collective, it also seems most likely that it will fail equally to block the state monopolisation of the economy. This is particularly the case because the strongest weapon that the Federal government can employ in preventing the regionalisation of the economy on the basis of the formation of financial-industrial groups is to counter such developments with the formation of sectoral groupings linking the largest enterprises on a branch basis. Thus the struggle between Moscow and the regions will be reproduced in the struggle between former Moscow ministries pressing for branch monopolisation and regional authorities looking for monopolisation on a regional basis, with control of fiscal and financial resources being the decisive factor in this struggle. It is this conflict that is likely to force the central government back into alliance with the old ministerial apparatus, and to marginalise the State Property Committee. 





8. Forced privatisation - bankruptcy and liquidation





The privatisation process was seen by many neo-liberals as only the first stage in the transfer of control over the enterprise to new owners. The sale of residual state shareholdings and secondary share issues are unlikely to achieve any significant weakening of management control of the enterprise. However, at least in principle, bankruptcy proceedings provide an alternative means by which already privatised enterprises can be liquidated and their assets sold at auction to the highest bidder, annihilating worker share-ownership in the process. As Gavriil Popov, then Mayor of Moscow, argued, `it is necessary first ... to give privileges to the labour collectives. They will be, so to speak, "pre-owners". They will enter the market. Competition will show who is able to conduct business ... It is not difficult to predict that quite a few of these "pre-owners" will end up having their enterprises go to the auction block' (Izvestia, May 20 1992, p.4 CDSP 44, 20, 1992, p. 3). 


 


Eltsin issued a decree on insolvency in August 1992, following the liquidation of enterprise debt in the wake of the debt crisis that was precipitated by price liberalisation and the illiquidity of the banking system. However this decree proved singularly ineffective, with only about fifty small enterprises being taken to court, around ten of which were declared bankrupt (Izvestiya, 29.6.94).� A further Presidential Decree of December 1993 was followed by a government resolution in May 1994, implemented in subsequent Presidential Decrees, to get tough on bankruptcy. The main principle of the policy remained that of the 1992 decree, to use bankruptcy proceedings as far as possible to provide the space for the reconstruction of the enterprise as a going concern, with liquidation only as a last resort (Sergei Belyaev, Rossiiskii Ekonomicheskii Zhurnal, 8, 1994, p. 23). Thus the decree provided that the contract of the existing enterprise director would be terminated, and a new director appointed by the appropriate bankruptcy committee (usually on the basis of nomination by the creditors). The enterprise's debts would then be frozen for a period of up to eighteen months, during which time it would have an opporunity to restructure itself. At the end of the period the enterprise would be sold as a going concern or, if restructuring failed to establish solvency, the enterprise would be liquidated and its assets sold off.� The decree also provided for an injection of new funds for enterprise restructuring, although no provision was made for such funding in the government budget, and Sergei Belyaev, head of the Federal Bankruptcy Administration, announced in August that only private funds would be available for this purpose (Izvetiya, 25.8.94).





In principle the bankruptcy legislation is designed to achieve the transfer of former state enterprises to new owners, whether on the basis of secondary privatisation or through the forced privatisation of enterprises whose sale has hitherto been blocked by political obstacles. However in Russia principle is always a very long way from practice. With its enormous economy and extremely undeveloped banking system, Russian industry and agriculture has faced a chronic shortage of working capital which has been compensated by the growth of inter-enterprise debt, mediated through the banking system, the absence of control over which has freed enterprises from any predictable budget constraints.� The extended chains of indebtedness and low levels of liquidity make it almost impossible to define insolvency and bankruptcy unambiguously, since a large proportion of every enterprise's assets comprise potentially bad debts.� This means that a declaration of insolvency or bankruptcy is essentially a political decision, even in the most chronic cases.� 





It is important to distinguish the declaration of insolvency, which is the first stage of the process, from the formal bankrupcty and liquidation of the enterprise. There are several reasons why a declaration of bankruptcy for a large enterprise is an undesirable option from the point of view of the various interested parties.�


First, the creditors of the enterprise stand to gain little from a declaration of bankruptcy because they are the last claimants to the assets of the enterprise, behind the existing employees, expenditure directed to the restructuring of the enterprise, and fiscal arrears, while their debts are frozen for up to eighteen months. Second, the largest creditors are likely to be the enterprise's suppliers, who stand to lose a major customer if the enterprise is liquidated. Third, a declaration of bankruptcy on the part of a large enterprise is likely to provoke a chain reaction as its creditors have to write off its debts. Such a writing-off of assets would have a devastating impact not only on commercial creditors, but also on the banking system. Fourth, regional and municipal authorities have a strong interest in preserving the large enterprise since if that enterprise is liquidated responsibility for the maintenance of what is often a very substantial infrastructure of health, education, welfare and housing provision falls to the local authority, which has no resources to meet such obligations. Moreover, large enterprises are the major source of municipal and regional tax revenues, the claim to which has priority over commercial claims.� Fifth, a declaration of insolvency of an already privatised enterprise immediately devalues the workers' shares, which they have so recently been induced to buy with extravagant promises, while liquidation implies widespread job losses. Although workers have long since lost all illusions about the benefits of privatisation, their expropriation could prove the last straw. This is perhaps one reason why privatisation through bankruptcy is being discussed primarily in relation to those large enterprises which have, for one reason or another, not yet been privatised.





While the liquidation of the bankrupt enterprise has little to offer any of the interested parties, a declaration of insolvency can play an important role in the struggle for control of the enterprise, since it is immediately followed by the dismissal of the General Director and the installation of a new management team, nominated by the bankruptcy administration in consultation with the major creditors. Insolvency therefore provides a much more powerful lever for breaking the control of existing management than do any of the mechanisms of privatisation.� 





Insolvency proceedings are normally initiated by the creditors of the enterprise, and so formally provide a means by which commercial partners and/or banks can gain control over the enterprise.� The procedure is channelled through the regional bankruptcy administration and is adjudicated by the regional arbitration courts, both of which bodies are normally associated very closely with the regional administration which is involved in the preparation of restructuring plans. However, the connections between financial institutions and the regional and national government bodies are even more important than the formal and informal links between judicial and administrative bodies in determining the course of insolvency proceedings. The largest and most powerful banks, and those who carry the highest levels of indebtedness to industrial and agricultural enterprises, are the former state banks which retain their traditional branch connections. However the lever of state control over the banks is not so much these traditional and personal connections as the dependence of the financial system on the state. On the one hand, the banks rely for their bread and butter business (often liberally spread with butter) on channelling regional and national government loans and remissions. On the other hand, most if not all of the banks are themselves insolvent and so depend on goverment favour to remain in business. 





An insolvency suit is therefore controlled by the regional government, through the banks, the bankruptcy administration and the arbitration courts, and provides a powerful means by which the regional administration can intervene in the management of state and recently privatised enterprises.� Moreover, universal indebtedness creates a situation in which insolvency is a threat which hangs over all enterprises, up to 70% of which are estimated to be insolvent. In this situation it is not difficult for the regional government to use the threat of insolvency as a lever of influence over all enterprises, to link up with a dissident faction within management, or even to replace the management team as a whole by its own nominees. Far from furthering the development of the market economy, bankruptcy provides the regional government bodies with a powerful means to re-establish control over enterprises which had been lost with the collapse of the 


administrative-command system.� 





Insolvency and bankruptcy provide a crucial means by which the state can re-establish control over industry and agriculture, mediated through its influence over the banking system. However this does not mean that there is a simple restoration of the administrative-command system, since bankruptcy reinforces the shift in the balance of power away from the centre and towards the regional authorities, and so is a further element in the regionalisation of the economy. The centre cannot allow this regionalisation to proceed unchecked, but the only lever of influence available to the centre is its ability to create credit. Regional authorities can use debt as the means of creating and consolidating regional financial-industrial groups, but the central authorities have the power to release financial institutions and large industrial enterprises from the grip of regional authorities by issuing credits. During 1992-3 competition between regional and national government appeared primarily in the form of the issue of regional and national credits directly to industrial enterprises. During 1994, and particularly following the introduction of bankruptcy legislation, competition has shifted towards the struggle for control of the banking system, building on the existing tendencies within the banking system itself for regional affiliates to look towards the regional authorities to establish their independence from Moscow. During 1994 regional authorities have established tighter links with regional banks. We would therefore expect to see the dominant tendency in the next phase of this struggle to be the attempt to establish more systematic control over the banking system at national level, with the Ministry of Finance beginning to re-assume the functions (and working practices) of Gosplan in a new guise. 





IV. CONCLUSION 





At one level privatisation has been a disaster. The majority of the productive assets of Russia have been sold off for a song, with the revenues from privatisation almost certainly amounting to less than the administrative costs of the programme as a whole. Privatisation has not established clear rights and responsibilities on the part of owners, while it has been accompanied by an explosion of theft and fraud which has encouraged the criminalisation of fundamental economic activities and relationships. Privatisation in the absence of competitive markets, in the face of a massive structural dislocation of the economy, in the absence of even the most primitive financial institutions or any adequate framework of legal regulation, has been associated with the collapse of production and investment, growing insecurity, widening inequalities and falling living standards alongside a boom in speculation and fraud. Not surprisingly the crash privatisation programme, which was supposed to secure mass political support for an irreversible programme of reform, has provoked growing disillusionment with the reform process as a whole.





If privatisation has failed to achieve its economic aims, politically it has proved even more disastrous. According to poll data towards the end of the second wave of privatisation (VTsIOM All-Russian survey, c. 2500 respondents, February/March 1994) support for the reform process had collapsed since the summer of 1993. While 42% still supported reform in June 1993, with 40% against, by March 1994 only 25% supported reform with 50% against. Those who favoured the market over strict state planning amounted to 39% against 33% in June 1993, but by the spring of 1994 the figures were reversed, with 42% favouring strict state planning as against only 25% favouring the market. In June 1993 40% wanted privatisation to continue, with 29% wanting to end it, while by the spring of 1994 37% wanted to end the process with only 22% wanting it to continue. Most telling of all, after a populist privatisation programme which handed free shares to the people, only 8% of the population believed in March 1994 that they had benefitted personally from privatisation.





However, privatisation should not be written off simply because it has not provided the magic wand that could turn the Soviet Union into a prosperous capitalist liberal democracy. Although a growing number of people would like to return to the old system, the basis of that system has been destroyed. Mass privatisation may not be a step on the road to liberal capitalism, but it is a step on the road to something. 





To help us to speculate about the future it might be worthwhile locating the present privatisation initiative in its historical perspective, to ask what was the purpose of privatisation? If we go back to the beginning of perestroika, we see a programme which intended to make enterprises into self-financing units which could then be regulated by financial, fiscal and monetary means, in place of the administrative-command methods of control. In the event it proved impossible to reconcile the freeing of enterprises with the maintenance of centralised control, and the system collapsed into semi-chaos. But this semi-chaos represented the achievement of one side of the programme of perstroika. Enterprises have become self-financing, but methods of control have not been put in place. Nevertheless, the enterprise directors have discovered that juridical independence does not mean that they can do what they want, but only that they face a different kind of constraint. Moreover the disintegration of the economy, and particularly the financial pressures to which they have been subjected by the Federal government, has persuaded them that there may be some virtues in state regulation after all. Although they do not want to lose control of their enterprises, they are increasingly willing to enter broader groupings and to accept higher degrees of financial and fiscal regulation as the price to be paid for the restoration of some order and the provision of state support. Thus the programme of perestroika is in a sense on the brink of success as enterprises are forced to accept state regulation for financial rather than administrative-legal reasons. 





This process is by no means complete. A degree of economic regulation and stabilisation has been achieved on a regional basis, through the increasing integration of the regional administration, regional financial structures, and commercial, industrial and agricultural enterprises. However, no region is self-sufficient, and the economy cannot be rebuilt on the basis of regional autonomy. While there is some basis for the formation of wider regional groupings and for inter-regional agreements, central regulation of the financial system is the unavoidable basis for the stabilisation of the economic system as a whole, and the focus of the current phase of conflict. This conflict may appear to be a conflict in Moscow between the principles of `sound banking' and `financial irresponsibility', but underlying this conflict is the struggle for control over the economy as a whole between Moscow and the regions. In this context the principles of `sound banking' strengthen the forces of disintegration and regionalisation, within both the financial and the political system, forces which can only be countered by the issue of central credits. This is why the inflationary tendencies in the Russian economy are not simply the result of financial irresponsibility, but are an expression of the struggle for control over the economy between the regional and national authorities. 
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NOTES





� The valuation of the enterprise was based on the discounted historic cost of its assets, which meant that even by 1991 the prices were very low.


� In enterprises which privatised according to the first variant the workers' free shares did not have voting rights.


� 


� In most cases with which we are familiar in which senior managers have left a state or privatised enterprise following a conflict within management they immediately re-emerge as senior figures within private financial or commercial structures.


� Anti-monopoly legislation strongly reinforced this tendency, since the legislation restricted the price at which monopolies could sell their products. This was like manna from heaven for the directors of enterprises fortunate enough to be declared monopolies, since it meant that they could sell their product at a low price to commercial enterprises (in which they had an interest), which could then re-sell at market prices. 


� The modification of payment systems gives rise to considerable conflict. On the one hand, workers are much more aggrieved at the widening of differentials than they are at any absolute fall in their living standards. The former is clearly attributable to management policy, while the latter can be attributed to external economic conditions. On the other hand, moves away from the traditional piece-rate payments and discretionary bonuses tend to undermine line managers' control of the production process.


� The large number of `working pensioners' in Russia is a result of the relatively low retirement age and the miserly pension. In branches of production with enhanced retirement, such as coal-mining, many workers reach pension age in their forties. When these workers are laid off they appear as retired rather than being counted amongst the unemployed.


� Thus redundancy cannot be explained solely in terms of the increasingly harsh financial environment, since many enterprises which are making workers redundant are also continuing to recruit.


� Announcements of such deals play an important political role for enterprises, but relatively few come to fruition. Current major proposed issues include KamAZ and Krasnyi Oktyabr'.


� The third wave privatisation programme was heavily amended and then thrown out by the Duma in July, only to be issued in a watered down form as a Presidential Decree on 22nd July.


� Different sources give different estimates of the number of enterprises declared bankrupt. Belyaev was quoted in March as saying that not one enterprise had been liquidated (Economist, 19.3.1994). In June he announced that a total of thirty bankruptcies had been declared, of which twenty were in Moscow (Sevodnya, 7.6.94), but in July Chernomyrdin announced that only six bankrupcties had been declared, with sixty cases currently before the courts and 1,500 to 2,000 cases being expected to be submitted by the end of the year (Izvestiya, 16.7.94). Sevodnya reported on October 15th that more than 200 enterprises had been declared insolvent, of which 50 were in receivership (sanatsia). In its first six months of operation the Vladimir oblast bankruptcy administration had looked at 68 state and 11 privatised enterprises, of which it had taken control of about 30, of which one hand already been declared bankrupt. (VK interview with head of Vladimir bankruptcy administration, 16.11.94). See Wall Street Journal (12.11.1993) for a report on the show-piece insolvency of an enterprise in Nizhni Novgorod oblast.


� The simplest course is in the case of state enterprises, which can be sold off to clear their debts. Thus bankruptcy is an effective mechanism for the forced privatisation of enterprises which are either potentially viable or have valuable assets. Such a forced privatisation is being contemplated for the giant AZLK auto factory in Moscow, whose privatisation has been blocked for over four years by political conflicts. The director of the Vladimir oblast bankruptcy administration regards this as the `gentlest' solution, but it is not easy to find a buyer, particularly because the conditions of sale normally include the requirement to maintain employment and to continue to support the social sphere. The one Vladimir enterprise declared bankrupt was the joint-stock company Undol'skaya Manufaktura, with debts of 27 billion roubles against a valuation of 15 billion, of which the main creditor and initiator of the suit, a branch of the Moscow-based Agroprombank, was owed 15 billion. The enterprise was placed in administration for 6 months from December 15th 1994, at the end of which period it would be auctioned. However the director of the bankruptcy administration proposed to define the reserve price of the enterprise on the basis of the sum of its indebtedness, plus the amount required to invest in restructuring (more than 21 billion) (interview with VK, 16.11.94).


� The contrast between `hard' and `soft' budget constraints is misleading. The key point today, as in the soviet period, is that budget constraints are hard but unpredictable. It is perhaps more appropriate to refer to this situation as the absence of `firm' budget constraints.


� The existing decrees do not clearly distinguish bankruptcy from insolvency. The Federal Bankruptcy Administration is planning to introduce a new law to the Duma which will clarify this distinction.


� While insisting that the new decree provided a mechanical way for determining the solvency of an enterprise, Belyaev acknowledged that bankruptcy decisions would take account of social conditions, and in particular the scale of the social infrastructure maintained by the enterprise.


� The situation with smaller enterprises is somewhat different. On the one hand, smaller enterprises find it much more difficult to continue trading as their debt mounts up. On the other hand, a declaration of bankruptcy does not have serious wider repercussions. The growth of indebtedness therefore provides a further powerful lever of monopolisation in the Russian economy by making smaller enterprises much more vulnerable to dismantling, sale or absorption by large enterprises, again with the active participation of the local or regional administration. In Samara the Regional Property Committee organised an auction at the autumn 1994 agricultural fair at which not only shares in privatised enterprises were sold, but also the productive assets of debtor enterprises. Similar auctions have been organised by banks to sell mortgaged property, including a small cheese factory, to redeem their debts (details of this and subsequent Samara cases are taken from Pavel Romanov, `Rossiiskaya promyshlennost' vstupila v epokhu bankrotstv', unpublished research paper, November 1994).


This process need not go through the formal procedures of bankruptcy. Indeed it long antedates the recent bankruptcy legislation, one example being the widespread absorption of collective farms by large industrial enterprises on the basis of the assumption of the farm's debts by the industrial enterprise. 


� It was reported in December 1994 that bankruptcy proceedings had been initiated against Abashevskaya deep-mine and Mezhdurechensk open-cast, the two most productive mines in South Kuzbass, on the grounds that closure would cost 2,000 jobs, but would preserve up to 20,000 jobs in less productive mines. Even if unreliable, the report is symptomatic.


� Insolvency provides a very attractive way for an enterprise to escape responsibility for its debts, at the cost only of the sacrifice (or self-sacrifice) of its Director. The Samara enterprise Gydroavtomatika submitted itself to bankruptcy proceedings following a collapse of production with the loss of military orders, with 95% of its workers laid off, but the suit was thrown out by the court on the grounds that the enterprise was not technically insolvent. Aleksandr Shumilin, director of the Vladimir oblast bankruptcy administration, reported that he was frequently approached by directors seeking protection from creditors, restructuring funds, and help in finding outside investors, which he provided if the enterprise has a packet of shares available for sale (interview with VK, 16.11.94. Other examples from Vladimir come from this interview).


� Management may initiate the proceedings, as in the case of Gydroavtomatika above. At the Syzransel'mash agricultural machinery factory in Syzran', Samara oblast, the trade union committee tried to initiate proceedings (probably representing an opposition faction in management) following the dismissal of one thousand workers, extended lay-offs, management corruption, a net indebtedness of 3.5 billion roubles and debt mounting at 300 million roubles per month. 


� The regional administration may also block privatisation proceedings. The bankruptcy of the giant military enterprise ZiM in Samara (as the basis of a forced privatisation) was blocked, the suspicion being that the separation of the enterprise into two, one military and one civil, would put the latter in a position to emerge as a powerful competitor to existing enterprises. Shumilin, the chief of the bankruptcy administration in Volodya oblast complained that the regional administration saw bankruptcy as just another way of channelling state funds to local enterprises. Takamak, a local military enterprise, was heavily in debt with a very weak management. Shumilin proposed putting the enterprise out to tender to bring in a stronger management, but the Director had close personal connections in the oblast and secured its inclusion on the list of military enterprises to receive priority support from the Federal budget (VK interview, 16.11.94).


� In Samara the regional administration (one of the most loyal to Moscow) was reported to have lain behind the appointment of a new director of the Middle Volga Commercial Bank, who immediately instigated bankruptcy proceedings against three large local enterprises, including the aircraft factory, whose management was rumoured to have asked for the process to be initiated. Although the aircraft factory was in a hopeless situation, with almost no orders, wages unpaid for six months, and debts of 200 billion roubles, it was given twelve months in which to restructure itself, and a new director was installed by the creditors. Although the court ruled that there was a possibility of the enterprise regaining solvency, the deputy chief of the regional administration, Vladimir Moskovskii, was more frank, pointing out that the enterprise financed an enormous social sphere, including 357 apartment blocks, 22 kindergartens etc., that at least 8,000 workers would be dismissed, that the enterprise paid tens of billions of roubles in tax to the local and regional government, that 22% of the parts and raw materials used by the factory were provided by other enterprises in the region, and that closure would have unforseeable social and political consequences (Samarskie izvestiya, 27.09.94). The new Director, elected by the creditors, was the 28 year old `new Russian', Lev Aronovich Khasis, who had close links with the regional administration. Khasis was a graduate of the Samara aviation institute, who had done his pre-diploma placement in the aircraft factory, before establishing a Samara commodity brokers which imported consumer goods from Israil and then becoming chief of the Samara branch of the powerful Avtovazbank. 
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