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The relationship between wage labourer and employer lies at the heart of the capitalist system. Although slavery and forced labour are all too common in peripheral capitalist formations, in developed capitalism this relationship normally assumes a contractual form, freely entered by employer and employee, in which the labourer receives a wage in return for putting him or herself at the employer’s disposal, this wage being regularly paid in accordance with the contractual terms and current legislation. The presupposition of the wage relationship is mutual recognition by employer and employee of their legal and contractual obligations, reinforced by effective judicial enforcement. Although the relationship between employer and employee may be substantively unequal or even grossly exploitative, the law of contract confines this relationship within a legal form of freedom and equality, bestowing rights on the employee and imposing obligations on the employer which are not inherent in the substantive inequality of the wage relation. It is this contractual form which distinguishes free wage labour from slavery and other forms of forced labour. In this sense the rights of labour in the wage relation rest on the effective rule of law.

The international business community has made much of the problems presented to business by the absence of the rule of law in post-Soviet Russia. However, little attention has been paid to the impact of this absence on the position of labour. The two parties to a business relationship stand on a more or less equal footing so that there is a substantive equality underlying the formal equality of the contract. The absence of an effective judicial system is inconvenient, but transnational corporations have shown themselves to be very adept at adapting to ‘local customs’, using ‘commission payments’ and employing ‘security companies’ to secure and enforce contractual agreements with Russian partners. The situation with the labour contract is very different, for there is a fundamental asymmetry of power and resources inherent in the wage relation. The absence of the rule of law has its most tangible manifestation in contemporary Russia in the systematic non-payment of wages, recognition of the significance of which is expressed in the common refrain within the workers’ movement that ‘Russia has achieved the transition from slavery to slavery’. 

However much workers and their trade unions might seek to improve the terms of the labour contract and to strengthen their legal rights, the legal codification of the employment relation in contractual form has almost universally been seen as providing a minimum guarantee of the rights and interests of labour. This understanding has defined the framework within which trade unionism has become institutionalised within developed capitalism and the basis of the separation of the trade union from the political functions of the trade union movement. Trade unions negotiate with employers within the framework of the law, while organising politically to lobby for legislative improvements. The separation and complementarity of these two functions rests on the effective rule of law: there is no point in the trade union either  negotiating a contract or lobbying for changes in legislation if the law is systematically disregarded. In the absence of the rule of law, the inevitable conflict between employer and employee can only be resolved by the threat or the use of force. The establishment of the rule of law is therefore an essential condition for the development of effective trade unionism.

Despite its elaborate legal framework, which formally gave labour and trade unions rights and powers unmatched in the capitalist world, the Soviet system was not based on the rule of law but on the rule of the Party-state. The terms and conditions of labour were not contracted between employer and employee, but were decreed by the state and monitored by the Party. The employment relation was not regulated by law and contract but by political-administrative structures, of which trade unions and the judiciary were specialised parts and for which the law and constitution served as a mere resource. There was correspondingly no separation of the trade union from political functions of the trade union movement. The trade union was a political body, junior partner of the Party and subject to strict Party control, with particular responsibility for the development and implementation of Party policy in the labour and social spheres, subordinating employer and employee alike to the pre-eminent task of plan fulfilment. The legal system was similarly subject to Party direction and control, with the Party deciding which legal rights and provisions should be enforced.

The collapse of the Soviet system has freed the former official trade unions from the straightjacket of Party control and has forced them to seek a new role as representatives of wage labour in the emerging capitalist system. The legal framework of the Soviet era has been modified to allow for collective bargaining and for various forms of labour contract but its basic principles have been retained intact, with unprecedented rights and protection  accorded to workers and their trade unions which in principle provide the basis on which trade unions can develop as effective representatives of their members. However, the former official trade unions are caught in a vicious circle in which they do not have the confidence of their members, and so remain dependent on employers at enterprise level and on government at regional and federal levels, which in turn inhibits their effective fulfilment of their trade union role, further eroding the confidence of their members. Lacking the ability to pursue an independent trade union role, the former official unions have sought to avoid any confrontation with the employers and have confined themselves primarily to political lobbying in collaboration with the employers on behalf of their particular branch of the economy.� 

The new ‘independent’ trade unions that emerged at the end of the 1980s as a part of the ‘democratic’ movement and sought to develop ‘civilised’ forms of trade unionism, formally eschewing politics and negotiating directly with employers on behalf of their members. The new trade unions lacked the institutional and financial resources of the former official unions but sought to build up membership by supporting rank-and-file action against employers, particularly through the provision of legal advice and representation of small groups of workers in the courts. This was an extremely costly and time-consuming process, requiring frequent appeals as lower courts overlooked even the most flagrant legal violations and as employers regularly and illegally victimised or dismissed those who sought to take action against them. Although the new unions had some initial political success in securing favourable legislative change, most notably in the law on collective agreements, from the end of 1992 the Yeltsin government put its state interests above its political rhetoric and came to support the official trade unions as an instrument of social stability. This tacit alliance was sealed with the revised trade union and labour legislation introduced at the end of 1995 which considerably weakened the legal position of the new independent trade unions. 

Although the formal apparatuses of collective bargaining, labour contracts and tripartite collaboration have been installed and the formal independence of the judiciary guaranteed, it has proved very difficult for trade unions to adapt to their new role. The former official trade unions have been in no hurry to adapt, while the new independent trade unions have been marginalised. However, if labour contracts, collective agreements, labour legislation, constitutional provisions and international conventions are systematically violated with impunity by employers and by the government then the essential framework for the development of trade unionism is absent. In this paper I would like to explore in more detail the dilemmas that this situation presents to the trade union movement by focusing specifically on the grossest violation of the legal rights of labour in Russia, the non-payment of wages. The issue that I want ultimately to address is what can and should the trade unions do about this issue?

The non-payment of wages

Table One: Total wage debt, billion roubles at December 1995 prices, end period

�1992�1993�1994�1995�1996��Industry�1034�2653�5019�7734�18185��Agriculture�397�2092�3009�2571�4855��Construction�541�840�1686�1941�5310��Transport����1134�3305��Health�����2108��Education�����3667��Culture�����396��Science�����888��Source:  Russian Economic Trends, 1997.1, p.75

Overdue wages on June 2 1997, on official figures, amounted to 54 trillion roubles, almost ten billion dollars, plus a further nine trillion in wages unpaid to the army, having increased by 16% over the previous six months.� This is equal to approximately five weeks’ wages across the whole economy and has approximately doubled each year, in real terms, since 1992 (Tables One and Two). The average delay for those enterprises and organisations reporting arrears in January 1997 was almost three months and the sum has been growing month by month (Table Three). In January 1997, 40% of those surveyed by the all-Russian polling organisation said that they had been paid nothing at all in the previous month, rising to 54% of unskilled workers, and only a quarter of those interviewed had been paid in full and on time (VTsIOM Bulletin, March-April 1997). Around five per cent of the working population had not been paid for over six months. This does not include the significant and growing proportion of wages and benefits which are paid in kind because of the shortage of money. According to the data of the World Bank sponsored Russian Longitudinal Monitoring Survey (RLMS), one in eight employees were paid in kind, in whole or in part, in October 1996.� In addition, according to official data, around ten per cent are on compulsory leave or laid off with little or no pay at any one time and between ten and twenty per cent are unemployed, no more than one in ten of whom receive unemployment benefit of an average of around $20 per month.

Table Two: Ratio of wage arrears to total monthly wage bill, %

�1992�1992�1994�1995�1996��Industry�5�13�31�61�133��Construction�6�10�23�40�89��Agriculture�6�36�68�102�189��Transport����27�76��Source: Russian Economic Trends, 1997.1

Table Three: Wage debt as a percentage of the monthly wage fund of those enterprises in debt, end period

�1992�1993�1994�1995�1996��Total�58�81�143�153�272��Industry�51�68�119�163�268��Agriculture�65�114�214�173�327��Construction�73�75�143�166�343��Transport�...�...�...�131�240��Health����107�223��Education����111�220��Culture����106�234��Science����…�377��Sources: 	1992-1994: Goskomstat, Trud i Zanyatost’ v Rossii, 1996

		1995-1996: Sotsial’no-ekonomicheskoe polozhenie Rossii, 12, 1996

Alongside the non-payment of wages is the non-payment of contributions to the social funds (pension, social insurance, employment and medical insurance funds). In the first half of 1997 the government launched a massive campaign to redeem its debt to the pensioners, which had reached 17 trillion roubles ($3 billion) by February. By the end of June 1997 the government could announce that it had met its target of paying off its debt to the pension fund, and that pension arrears would soon be cleared, although there was still a large backlog in payment of child benefit and unemployment benefit, which in many regions was six months or more in arrears.� 

Non-payment is very unevenly distributed regionally (Table Four). In January 1997 the wage debt per head employed ranged from over three million roubles in the Republic of Sakha in the Arctic to only 166,000 roubles in Moscow city. A more accurate indication is given by the average length of the wage delay since nominal wages vary considerably, with large bonuses in the North. On this basis Kemerovo region, which is one of the largest regions in population, has much the worst delays, amounting to over three months by April, while the delay in Moscow city was only three days. Distance from Moscow is one of the key determinants of the length of delay.

Table Four: Unpaid wages per head employed, selected regions (extremes),  January 1997

�Wage debt per head employed, 27 January 1997, thousand roubles�Wage debt as % of total December wage bill��Kemerovo oblast�2270�174��Krasnoyarsk krai�2090�129��Mordoviya �783�121��Sakha (Yakutiya)�3028�121��Russian Federation�732�69��Nizhnii Novgorod oblast�384�49��Orlov oblast �321�42��Leningrad oblast �332�38��Kabardino-Balkarsk Rep.�239�36��Stavropol krai�254�33��Krasnodar krai�270�32��Novgorod oblast �231�30��Moscow oblast �259�28��Kaliningrad oblast�229�28��Samara oblast �288�24��Saint-Petersburg City�229�22��Moscow City�166�12��Sources:	These figures are calculated from:1995 employed population by region, published in Trud i Zanyatost’ v Rossii, 1996, Goskomstat, Moscow 1997. Average Wages (including social payments) by region, December 1996, and total wage indebtedness of enterprises and organisations by region, January 1997, published in Sotsial’no-ekonomicheskoe polozhenie Rossii, 1, 1997, Goskomstat, Moscow.

Note that the unpaid wage is expressed as a percentage of the wages actually due, not wages paid; including social payments, which add about a third to the net wage; and December wages are always about 20% higher than November and January. Thus the figure quoted gives a ranking and should be approximately doubled to give an indication of the average number of months for which wages have not been paid.

Non-payment is also unevenly distributed by branch of production (Table Five). The worst delays are in the coal-mining industry, where the average delay is now almost five months. Delays are compounded in coal-mining by a dramatic fall in relative wages in the industry – although miners are still paid well above the average, when they are paid, their relative wage fell by over 10% in the course of 1996. The coal-mining regions also suffer from the worst delays in the payment of pensions and social benefits. Wage delays in education are around the average, at about one and a half months. However, wage delays in education are distributed very unevenly by region and in some regions wage delays in education exceed six months, while in others there are virtually no delays. This is part of the explanation for the militancy of teachers, which compares with that of the coal miners.

Table Five: Estimated distribution of non-payment by industry, end 1996

Average wage delay in months:

Coal�3.6��Gas�3.0��Non-ferrous metals�2.3��Engineering�2.1��Electricity generation�2.1��Wood, pulp and paper�2.1��Construction materials�1.8��Total Industry�1.8��Ferrous metals�1.7��Agriculture�1.7��Chemicals and petrochemicals�1.5��Light Industry�1.4��Education and Culture�1.4��Total �1.2��Construction�1.0��Health�1.0��Oil extraction�1.0��Transport�0.8��Oil Refining�0.8��Food�0.7��Source: Author's estimates, calculated from figures for average wages, employment and wage delay. The wage is based on January 1997 wage and relativities (Sotsial’no-ekonomicheskoe polozhenie Rossii, 1, 1997), employment figures are end 1995 estimated from Goskomstat, Trud i Zanyatost’ v Rossii, 1996.�

Wage delays do not have much connection with the prosperity of the branch of production, either positive or negative. Thus the most prosperous and best-paid branches of production, gas and electricity generation, are also among the leaders in wage arrears, with delays of around two months. The most important determinant of the scale of arrears is the proximity to cash sales, with the lowest delays being in the food and transport industries and in oil refining. There is no significant statistical relationship between the length of delays and the level of wages or the profitability of the industry, nor is there any significant relationship between the rate of growth of arrears and the rate of growth of wages.

Who is responsible for non-payment?

At first sight the issue of non-payment of wages is a simple one. It is the employer who is responsible for the payment of wages and so the employer who should be taken to account for their non-payment. Where the government is the employer, the government should bear the responsibility, but where the employer is a private enterprise, the enterprise management is responsible. However, in Russia nothing is so clear cut. Employers claim that they cannot pay wages because their enterprises do not have money, and their enterprises do not have money because their customers, including the government, do not pay them for goods delivered. So the issue of the non-payment of wages has to be set in the wider context of non-payment. While the new independent trade unions have concentrated their fire on employers, taking legal action against enterprise directors on behalf of small groups of workers, the former official trade unions have tended to absolve the employers of responsibility and train their guns on the government, lobbying for support in alliance with the employers and regional authorities and holding regular demonstrations of popular backing for their political demands. Yet it is not clear what the government is supposed to do about a situation which it insists is the employers’ responsibility. The debate centres on the traditional Soviet question, kto vinovat – who is guilty?

Federal government and the non-payment of wages

Of the 54 trillion roubles of unpaid wages (outside the military) in June 1997, around 43 trillion was owed by enterprises and organisations on their own account, around 9 trillion was owed by local and regional authorities and around 2 trillion was owed by the federal government.� On this basis the government argued that it was enterprise directors and local authorities who were responsible for the wage delays, while central government had very little responsibility. Enterprise directors and local authorities were supposedly diverting and misappropriating funds which should go to the payment of wages. On this basis First Deputy Prime Minister Chubais blamed ‘Soviet power and the senseless economy which existed for 70 years, and also those who opposed the reforms’ for the delays in payment (Interfax, April 30, 1997). 

The government has repeatedly declared its determination to end wage delays. A Presidential decree of 10 March 1994 instructed the state prosecutor to pursue those responsible for late payment, which was acknowledged to be a source of social tension, but to no effect. In the run-up to the 1996 presidential election there was a flurry of presidential decrees concerning the payment of wages. These decrees instructed the Federal Labour Inspectorate (Rostrudinspektsiya) to verify the observance of the law, to impose fines for violations (regardless of property form) and hold personally responsible all federal leaders and officials whose functions are to pay out wages from the budget and to transfer budgetary funds for the payment of wages to employees in the budget sphere. The government passed a resolution which required the Ministry of Finance to prepare a monthly account of budget-financed wage and other payments to the population and to present it to the appropriate executive authorities. A government commission on payments in the budget sphere was also established which was charged with examining the schedule of wage payments from the budget on a weekly basis, taking action against those responsible for delays in the payment of wages, considering proposals about the regular indexation of unpaid wages and resolving a whole series of other questions related to wage payment in the budget sphere. The heads of administration of Arkhangelsk and Saratov oblasts and the presidential representative in Saratov were sacked before the election as an example for misusing funds which had led to the late payment of wages, but once the election was over the government reversed its pre-election policy of pumping money into the economy and arrears grew even more rapidly. The promise to clear arrears was reiterated by Prime Minister Chernomyrdin on May 19th 1997 in his government’s new seven-point plan, which promised to cut wage arrears to the public sector by half by December 31st and pay the rest by June 30 1998. On July 2 1997 Yeltsin instructed his Prime Minister Chernomyrdin to pay all the government’s debts to the armed forces within two months and to all other state employees within three months (RFE/RL Newsline, 66, 1, 3.7.97), although Deputy Prime Minister Chubais immediately countered that this was unrealistic and Yeltsin signed a decree promising to pay federal employees by the end of the year (Reuter, 8.7.97). Most commentators considered such a promise to be unrealistic, or realisable only at the expense of gross shortfalls in other directions.� However, even if the government were to pay off its entire wage debt, the federal debt only directly accounts for about 5% of wage arrears and the public sector debt as a whole accounts for only 20%.

On the other hand, at the end of 1996 the government owed 11 trillion roubles in overdue payments to enterprises and organisations for goods supplied and was also considerably in arrears in other budgetary transfers to local authorities and to enterprises and organisations, in part as a result of sharp reductions in government expenditure imposed by its revenue shortfall. The budget crisis in the first half of 1997 led to further massive cuts in public expenditure. These non-payments have a disproportionate significance because the government remains, almost as much as in the Soviet period, the main source of the injection of money into the economy (Russian Economic Trends, March 1997, p. iv). 

Directors and the non-payment of wages

The new independent trade unions endorse the government’s arguments and give priority to taking legal action against employers to compel them to pay wages due. All the trade unions recommend to their primary groups that collective agreements include a clause which specifies the dates on which payment of wages should be made and provides for the indexation of unpaid wages and sanctions for delay. Violation of the terms of the collective agreement by management is subject to derisory judicial penalties, but if timely payment is included in the collective agreement the failure to pay wages on time provides a legitimate ground for strike action, as long as the laborious procedures are followed.� However, employers are reluctant to agree to such terms in the collective agreement, for very good reason. The vast majority of strikes over the non-payment of wages have therefore been illegal, and usually spontaneous, strikes. In the case of small groups of workers these strikes have been directed at enterprise management. Management often settles such strikes rapidly, with a promise to pay, but the payment itself is not so frequently forthcoming, and strikers often face subsequent victimisation. Enterprise and industry-wide strikes have usually occurred with the collusion or active encouragement of management in the attempt to extract money from local or federal government.� 

In the absence of a term in the collective agreement, the only legal remedy for employees is to take action against their employers through the courts. The new trade unions have supported workers who have initiated legal proceedings for breach of contract against the directors of individual enterprises and have achieved some success. Some courts have awarded indexation of unpaid wages, either at the rate of inflation or, more advantageously, at Central Bank interest rates, under Article 395 of the Civil Code and on a number of occasions workers have also been awarded damages for ‘moral loss’ under Article 151 of the Civil Code which provides for compensation where people’s individual rights are violated, although the Supreme Court has now ruled that the Civil Code cannot be invoked with regard to wage delays. However, court judgements in these cases refer only to the individual workers who pursue the case and are heard on an individual basis. The fact that the enterprise does have the resources to pay the wages of a handful of activists does not mean that it has enough to pay the wages due to the whole labour force. In some cases the courts have sequestered enterprise assets, for example the company's fleet of automobiles, to pay wages, but in other cases courts have ruled in favour of the employees but have not compelled the enterprise to pay unless or until it has money in its bank account.� 

Trade unions and the government have extensive legal powers which they can, in principle, wield in seeking to force enterprise directors to pay their wages. According to Article 96 of the Labour Code wages have to be paid no less than fortnightly, and holiday pay must be paid in advance.� Responsibility for ensuring the observation of labour legislation lies with the Federal Labour Inspectorate (Rostrudinspektsiya), the State Prosecutor and their agencies. The responsibilities of Rostrudinspektsiya are laid down in a resolution of the Ministry of Labour, confirmed by Presidential Decree 1504 of 20.07.1994. It has rights of access to enterprises, to all required information, to impose fines and sanctions on responsible managers and officials. Trade unions and commissions also have a right of social control over the observation of the law and can collaborate with Rostrudinspektsiya. Employers have to respond to demands within a week, reporting the results of their inquiry and measures taken. Trade unions have rights of access and rights to necessary information. 

Those immediately responsible for violations of the labour law or for failure to carry out their responsibilities or obstructing the trade union are subject to appropriate disciplinary, administrative and criminal sanctions as specified in legislation. Disciplinary sanctions, up to dismissal, can be imposed for systematic or gross violation of duties. Moreover, senior employees can be dismissed on the demand of the trade union at district level or above for failure to carry out their duties under the Labour Code. Criminal liability arises in the event of failure to carry out the orders of a court, for example to pay wages. Under a June 1995 amendment to the Criminal Code, those responsible were immediately subject to criminal liability for the non-payment of wages, but this amendment was repealed by the Duma in the middle of 1996 as being too draconian.  However, responsibility under the Labour Code has been difficult to enforce partly because of a lack of will on the part of the responsible authorities, but also because of the difficulty of identifying the individual managers responsible for non-payment of wages.

It certainly is the case, as the independent trade unions claim, that enterprises, organisations and regional and municipal authorities divert resources which are supposed to be used (or at least could be used) to pay wages to other ends. In some cases these ends are entirely illegitimate and may be corrupt, but more often than not they are to meet other pressing obligations, for example paying bills to the electricity company which is threatening to cut off power supplies, or paying taxes to the federal government which is threatening the bankruptcy court or a disruptive tax inspection in case of non-payment. There is no doubt that directors and senior managers line their own pockets and those of their friends and relatives, but this is usually only a drop in the ocean. It is also certainly the case that on occasion the money is invested in high-interest short-term government debt, particularly by the commercial banks which have until recently had the exclusive power to transfer government funds, rather than being paid out in wages. There is no doubt that the official trade unions, State Prosecutor, Federal Labour Inspectorate and the courts could be more diligent in using the various laws and decrees regarding the payment of wages to investigate the misappropriation of enterprise funds, monitor enterprise payments and enforce the payment of wages where the enterprise has funds at its disposal. But, however much misappropriation of funds there might be, the key problem is quite simply the fact that enterprises do not have the resources to pay wages. The main reason for non-payment is not the wilful negligence or corruption of managers and officials but is the lack of funds.

Economic crisis and the non-payment of wages

The normal procedure in the event of the non-payment of debt is for the creditor to institute bankruptcy proceedings, and this is in principle an option open to Russian creditors, although one rarely pursued and, if pursued, one which confronts innumerable legal, political and bureaucratic obstacles embedded within the bankruptcy proceedings. Although Russian bankruptcy and redundancy legislation provides for relatively generous redundancy payments to employees, so that bankruptcy might be an attractive option for unpaid workers, most bankrupt enterprises have few if any realisable assets so that bankruptcy is unlikely in practice to benefit the employees. Nor is bankruptcy attractive to any of the other parties involved. So long as an enterprise continues trading, even if it pays for nothing, it provides formal employment and some element of security for its employees, it may administer key social and communal services and its liabilities build up as assets in the balance sheets of its trading partners and municipal and federal tax authorities.� The balance of interests is, therefore, overwhelmingly against the liquidation of any unprofitable medium or large enterprise.� 

On the other hand, bankruptcy is only a solution in the case of isolated non-payment, where the workers who lose their jobs as the result of closure have some possibility of finding a job elsewhere. In the case of Russia insolvency is not the exception but the rule. Russia has experienced the deepest and most sustained economic decline in world history, with a parallel collapse of governmental and administrative institutions. Fifty-six per cent of enterprises in the main branches of production ran at a loss in 1996, and this was after a privatisation in which they were given their land and all their fixed assets virtually free and in a year in which inflation was still running at over 20%. One third of enterprises were insolvent (current assets less than short-term liabilities), and fewer than a third had assets more than double their liabilities, which is the ratio they are required to maintain under the Russian law on insolvency. However, the real situation was much worse than this because most of the current assets were unrealisable, comprising 40% stocks of raw materials and unsold goods, 45% debts (of which over half were overdue) and less than 4% cash and short-term financial investments. 

In such a situation there is no such thing as an isolated bankruptcy. Since it is not normal practice in Russia to write off bad debts until they are completely rotten, one bankruptcy risks unleashing a chain. The crucial question in the case of bankruptcy in such a situation is which is the key link in the web of non-payment? This question cannot be answered by a court, which can rule only on the bankruptcy of an individual company, which is why the bankruptcy administration has considerable discretion under the Russian bankruptcy procedures. This means in turn, however, that bankruptcy is essentially a political issue which can only be addressed in a much wider political context.

The Russian economic collapse has not been accompanied by an upsurge of open unemployment, registered unemployment still being below 3.5% and even survey unemployment remaining below 10% despite the halving of GDP in the previous five years. This has led to the argument that the non-payment of wages is the alternative to the mass unemployment which would ensue if enterprises and organisations cut their labour force and/or reduced wages to a size which was manageable within the resources at their disposal. The implication is that the non-payment of wages is an implicit choice which has been made by employees, who prefer to keep the security of a job even if they are not paid for it (Russian Economic Trends, 1997.1, p. 71). Economists disagree as to whether or not people should be free to make this ‘choice’, some believing that those who are not economically ‘productive’ should not be employed so that wages should be paid to those who can be paid and the rest should be dismissed, while others believe that wages should be cut to a level that equates the supply and demand for labour. But liberal economists are unanimous in arguing that the government should not undermine the painfully achieved stability of prices by bailing out those who have not paid wages or compensating those who have chosen to continue to work without receiving wages.

This argument makes it clear that the economic crisis and the lack of resources are not a natural phenomenon but are the result of a deliberate economic strategy of ‘stabilisation and structural adjustment’, according to which economic restructuring is to take place through market forces within a framework of fiscal austerity and monetary restraint. In this sense, the problem of non-payment of wages is merely a symptom of the depth of the crisis which this ‘shock therapy’ has inflicted on the Russian economy. However, it is more than this. The shortage of resources is one aspect of the problem, but the other aspect is the shortage of money.

Non-payment and the de-monetisation of the Russian economy

The problem of wage debt is only a small part of the problem of enterprise indebtedness. The overdue debt of enterprises and organisations in industry, transport, construction and agriculture almost doubled during 1996 to a total of 538 trillion roubles, almost 25% of annual GDP, and this was an average of almost five months late. Twenty-four trillion of this was overdue to banks, 246 trillion was overdue trade debt, 106 trillion tax arrears, 97 trillion arrears to off-budget funds (the pension fund, employment fund, medical insurance fund, social security fund) and ‘only’ 35 trillion was accounted for by unpaid wages. 

Part of the reason for this enterprise indebtedness is the depth and length of the depression to which the economy has been subjected. As noted above, up to two-thirds of enterprises are insolvent according to Russian legislation. Profits of non-financial companies fell by more than half in 1996. Even those enterprises which made a profit on paper were not able to realise those profits because they were not paid for the goods they sold (on average 14% of sales were not paid for in 1996), so that the increase in trade debt in 1996 was almost three times the total profits. For the vast majority of enterprises the appearance of solvency was only maintained because they delivered products without being paid for them and they did not write off bad debts. What this means is that bankruptcy, which is touted as the answer to non-payment by many liberal economists, is not the solution because the vast majority of enterprises and organisations are bankrupt on any meaningful definition of the term. 

This problem is not only the result of economic crisis, nor can it be put down simply to bad management which wilfully runs up debts:  the total indebtedness of Russian enterprises accounted for by trade credit and bank lending amounted to the equivalent of 34% of GDP in January 1997, while in Britain, according to the data in the National Income and Expenditure blue book,  they amount to 43% of GDP, so Russian companies are significantly less indebted than are British companies. Even the amount of overdue trade credit, at about 11% of GDP, is by no means unusual by international standards (Russian Economic Trends, 1997.1, p. 141). Adding in their tax arrears, at about 9% of GDP, brings the level of indebtedness of the Russian corporate sector to about the same level as British companies. The problem, therefore, is not the level of debt incurred by Russian enterprises, but the way in which their activities are financed: underlying the problem of non-payment is the demonetisation of the economy, which is in turn one of the underlying reasons for the depth of the recession. Enterprises do not pay because they do not have money, either cash or liquid financial assets, and this sets off a chain of non-payment.� In the absence of money and credit, inter-enterprise transactions are financed by an accumulation of debt to other enterprises, to the budget and off-budget funds and to their employees. But in addition to this, a growing proportion of inter-enterprise transactions take the form of barter.� Russian Economic Barometer reported that barter accounted for 40% of the sales of its reporting industrial enterprises in December 1996, while the government itself estimated that ‘almost 70% of deliveries were exchanged on barter terms’ in industry in 1996 (Russian Economic Barometer, 1, 1997; Goskomstat, Sotsial’no-ekonomicheskoe polozhenie Rossii, 1, 1997, p. 11). A large proportion of tax payments and payments to social funds take the form of payment in kind or offsets.�

There are several reasons for this demonetisation of the economy. The first reason is that the government has maintained a very tight money policy, with only occasional relaxation, ever since the inflationary explosion which followed the liberalisation of prices in 1992. The shortage of cash is therefore a direct consequence of the macroeconomic stabilisation policy which is the centrepiece of the reform programme. This is reflected in the very small reserves of cash and bank deposits held by Russian enterprises. According to the official figures, the total cash holdings and short-term investments of the non-financial corporate sector in September 1996 amounted to 44 trillion and 26 trillion roubles respectively. This is the equivalent of less than 3% of GDP. For comparison, British non-financial companies in 1995 held the equivalent of 17% of GDP in cash and bank deposits alone. 

The second reason is the very inequitable distribution of the tax burden, which falls disproportionately on the state and former state enterprises of the budget sector, while the highly profitable and relatively cash-rich new service and financial sectors pay almost no tax at all (Russian Economic Trends, 1997.1, pp. 14-17). It is hardly surprising, therefore, that tax revenues cannot cover government expenditure so that the government does not have enough money to pump into the budget sphere while it makes every effort to siphon cash out of enterprises in the productive sphere.

The third reason is the fact that banks are very reluctant to lend to enterprises, so that credit and loans covered only 1.2% of the increase in enterprise assets in January to September 1996, 80% being covered by trade credit. This reluctance to lend to enterprises is partly for perfectly good financial reasons �– since around two-thirds of enterprises are insolvent and virtually all of them are illiquid banks are not going to make even short-term loans. But this is a vicious circle because the problem of insolvency and illiquidity is itself a result of the failure of banks to extend credit to enterprises to finance their normal operations. Lying behind this reluctance to lend are two other factors. First, the fragility and limited development of the banking system. Second, the fact that banks have so many other extremely profitable opportunities for short-term lending, above all lending to the government and government agencies at enormous rates of interest to enable the government to cover its budget deficit and to maintain expenditure in the face of non-payment. Short-term government debt more than doubled over 1996, to reach 10.4% of GDP by the end of February 1997, so that over half of bank lending is to the government at real rates of interest which in 1996 were well over 50% per annum, although interest rates were brought down sharply through the first half of 1997. Thus bank lending to non-financial companies in Britain is equivalent to about 26% of GDP, while in Russia it is equivalent to only 5% of GDP, and Russian enterprises do not have any of the other wide range of sources of finance available to British companies. Because the banks do not lend to enterprises, enterprises do not have the money to pay taxes, which means that the government has to borrow from the banks to fund its expenditure, paying astronomically high interest rates because of its own tight monetary policy. The last twist to the tale is that much of the money which the banks lend to the government is the government’s own money which it has deposited in or transmitted through those same banks, while much of the rest is money from abroad, most of which is probably the return flow of misappropriated public assets and unpaid taxes.

The circulation of bank money, therefore, passes from the government back to the government via the commercial banks (and criminal structures), with leakages to the non-financial corporate sector countered by the tax inspectorate. Alongside this is a very different circulation of cash money which passes from hand to hand, basically in payment of wages and social benefits which are used primarily for retail purchases. This is why enterprises closest to final consumers, such as those in the service sector or in the food processing industry, are the best able to pay wages, while those further up the chain have to wait their turn. The gas and electricity industries are enormously profitable, but they are far from the final consumer so that no cash reaches them. Export earnings for gas are deposited abroad, since money paid into the companies’ domestic accounts immediately runs the risk of being appropriated by the tax inspectors. The electricity companies use their monopoly powers to establish extremely profitable barter networks – only six per cent of electricity supply is paid for in cash. Of course there are ways around this: the most prosperous branches of production, like gas and oil, have their own banks which have a dual loyalty, to their branch and to the government, so enterprises can maintain all kinds of shadow accounts which do not report to the relevant authorities, quite apart from salting away their foreign earnings in overseas bank accounts, which can then be lent back to the government via the commercial banks. � 

There is a further reason for the demonetisation of the economy, which is that enterprises positively do not want to have cash, primarily because, until recently, the government had first claim on enterprise cash holdings for the payment of taxation and contributions to off-budget funds. This gave enterprises every incentive to minimise their monetary resources, holding funds abroad, engaging in barter transactions, setting up complex networks of intermediaries, issuing promissory notes and reducing their exposure to banks. Enterprises have been able to finance inter-enterprise transactions on a non-cash basis, through barter and non-payment of inter-enterprise debt, so that the burden of the demonetisation of the economy has fallen on the budget and on enterprise employees, who cannot so easily meet their daily subsistence needs by without paying (although they can and do leave their housing and utility bills unpaid). 

The federal government is the primary competitor with wages and the off-budget social funds for access to enterprise cash. If enterprises pay wages, they have less money to pay their taxes. If they pay their taxes, they have no money to pay wages. The government is in a very strong position to twist the arm of enterprises, and particularly of their banks, to secure payment of taxes, and this sequestration of enterprise funds has been one of the main reasons why enterprises have been unable to pay wages. In July 1996 the State Duma amended paragraph 2 of article 855 of the Civil Code to instruct enterprises and banks to give wages (and payments to pension, social security and employment funds which by law have to be paid at the same time as wages) priority over taxes in payments, after the payment of compensation and wages ordered by the courts. Yeltsin signed the amendment into law on 12 August. The reason for introducing the amendment, which had been included in the 1996 General Agreement between the government, employers and trade unions, was that in the pre-election period the government was borrowing heavily (short-term and at very high interest) to pay off wages and deputies feared, with good cause, that after the election the government would step up tax collection at the expense of wages. 

The result of the change in the law was predictable: tax payments slumped in August and the rate of growth of private sector wage arrears slowed, arrears actually falling in November. Prime Minister Chernomyrdin blamed the slump on the change in the law, proposing that the government and Duma should review it, but the law had already been adopted and the Duma was hardly likely to agree to reverse its decision. A memo of October 30th from Finance Minister Livshits to Chernomyrdin said that ‘the main reason for the disruption of tax revenue collection for the federal budget … was the fact that commercial banks began invoking article 855 of the Civil Code, which amended the order of making payments, and assigned taxes and other payments to the budget to the fourth category’ (Moscow Tribune, 16.11.96).  

At precisely this time the government was coming under increasing pressure from the IMF over its poor tax collection record, and the IMF suspended payment of its loan. The government’s response was for the Finance Ministry, Tax Service and Central Bank to issue a joint instruction to banks which simply ordered them to disregard article 855 of the Civil Code and continue to give tax payments priority over wage payments. In October, the outraged Duma adopted a resolution challenging the legality of the government’s order and condemning the government’s refusal to withdraw it. The IMF refused to discuss the question of whether it endorsed the government’s violation of the law in order to meet the IMF’s targets for the payment of taxes (Moscow Tribune, 16.11.96). The government claimed that in the case of a conflict between tax law and the Civil Code it was the former which had priority, but at a hearing in December 1996 of a case brought by workers of the giant Norilsk metallurgical complex, one of the largest debtors to the Federal budget, the Supreme Court endorsed article 855 and declared the government’s instruction illegal (Segodnya, 21.12.96). Nevertheless, the banks are completely dependent on the government for their viability and so it seems that the banks have continued to violate the law, under government direction, and to give precedence to tax payments. Just in case the banks have any doubts about their loyalties, the government through 1997 has warned of the need to cut the number of banks and curtail their privileges.

In sum, the main reason for the demonetisation of the Russian economy, which underlies the web of non-payment, is the economic strategy pursued by the government of attempting to secure economic recovery on the back of a financial ‘stabilisation’ which has proved counter-productive in squeezing money out of the system altogether. However, this strategy is still supported by very strong and closely interconnected interest groups: senior politicians, the commercial banks, the energy complex, the multilateral financial institutions and, it now transpires, their consultants and employees.�

Wages and the standard of living

According to liberal economists, demonetisation of the economy is a bad thing because it has blunted the impact of shock therapy and allowed unsustainable levels of wages and employment. It is therefore important to keep in mind the level of wages and the standard of living of the Russian population when we hear talk of excessive wages and employment and overgenerous social provision as the reasons for the inability of enterprises, organisations and government to pay wages. Wages in Russia, even when paid, account for only 15% of the costs of production and sales of goods in industry, construction, transport and communications. Less than 7% of GDP is accounted for by social benefits (pensions, maternity allowances and child benefits, unemployment benefit) in a country in which 20% of the population are above retirement age, 21% are children, at least 10% of the population of working age are unemployed and actual employment has fallen by close to 30% since 1990.

Many of those who receive their wages in full and on time are not much better off than those who are not paid at all, since wages are so low and wages make a relatively small contribution to the subsistence needs of households. While prices in Russia have fast attained world levels, wages and benefits have not. The legal minimum wage in the second half of 1996 was 75,900 roubles – $13 – per month. Pensions and welfare payments are hardly generous:  the minimum pension is currently $12 per month, child benefit is currently $9 per month and the minimum unemployment benefit is currently $13 per month. Yet, despite such miserable levels of benefit, which are increasingly not even paid, according to the data of the World Bank-sponsored Russian Longitudinal Monitoring Survey (RLMS), in November 1996 one-quarter of households depended on these state benefits for more than 50% of their income (the government’s official household survey indicates that benefits accounted for about a quarter of household income of the bottom quarter of households).

De-monetisation has not only affected enterprises, it has also affected households. People gathered and grew much of their food throughout the Soviet period, but in recent years there has been a mass return to subsistence agriculture. In 1996 about 90% of potatoes and 80% of vegetables consumed were home-grown. Despite this high level of subsistence production, over half of Russian households spent over half their income on food. The median total income per head of the 4,000 households questioned by RLMS in November 1996 was 290,000 roubles, $50. Sixty-four per cent of households had a total income per head below the meagre official subsistence minimum of $66 per month (the official government estimates for the second quarter of 1996, based on its household budget survey, was about 330,000 roubles median income per head, with 37% below the subsistence minimum). Half the households had only one-third of the amount which they estimated that they needed to live normally, 83% had less than two-thirds of the amount they needed to live normally and only 7% had what they considered to be sufficient to live a normal life – and a Russian's concept of normality is extremely modest. 

This perhaps puts into context the depth of the crisis of non-payment in a developed industrial society in which inequality has reached Latin American levels and poverty is close to the levels of South Asia if not, yet, Sub-Saharan Africa. At the same time it puts into perspective the common response to the government’s declared determination to remove all subsidies from housing and public utilities, a response which combines anger with a laugh of desperation: the idea that the majority of the population could pay the full cost of their housing and utilities is so absurd as to be laughable. If the policy were to be implemented it would solve the problem of non-payment overnight: full-cost charges for housing and utilities would leave those who are paid in the same position as those who are not, with no disposable monetary income. 

Multilateral financial institutions and the crisis of non-payment

The crisis of non-payment of wages is part of the much larger crisis of non-payment and demonetisation of the economy. This crisis is the direct result of the strategy of the Russian government in four respects. First, the government has adopted a strategy of stabilisation and structural adjustment based on the freeing of markets from administrative control, the removal of subsidies and a very tight monetary regime. Second, the government has overseen the development of a financial and monetary system in which banks lend the government its own money at high rates of interest and so will not extend credit to the productive economy. Third, the government has used the fiscal system as a means of further tightening what are already extremely hard budget constraints on enterprises and organisations of the productive and budget sectors. Fourth, the government has promoted the demonetisation of the economy by sequestering cash balances for the budget.

In all four of these respects the Russian government has not acted as an entirely free agent. However enthusiastically it has been embraced by the Russian government, the macroeconomic strategy adopted has been imposed on Russia by the multilateral institutions as the price of their support for the partial incorporation of Russia into the global capitalist economy. The banking and financial system has been shaped largely by the multilateral agencies, which have poured money and advice into the development of financial institutions. However, these financial institutions have not been established to serve the financial and monetary requirements of the productive economy but to facilitate the rapid transfer of ownership of assets from those to whom they were initially assigned in the crash privatisation programme, to provide a means of concentration of such assets in the hands of the financial institutions, to provide channels through which these institutions could recycle the government's own money to fund the government's debt and, more recently, through which foreign investors can acquire a stake in the ownership of the prize Russian companies. Moreover, as has become clear in the publicity surrounding the Harvard Institute for International Development scandal, this money has also been used to finance the formation of an internationally-oriented coalition of bankers and politicians, headed by First Deputy Prime Minister Anatolii Chubais, which now controls both the banking system and the Russian government (Boston Globe, 29.05.97). Third, the International Monetary Fund has extended a long-term credit to the Russian government, paid out in monthly tranches, the payment of which is conditional on the effectiveness of revenue collection of the Russian tax administration. The sequestering of funds which should have been used to pay wages by the Russian government has therefore been at the direct instigation of the International Monetary Fund, which knows full well that taxes can only be paid if wages are not.

During 1997 the multilateral institutions, and in particular the World Bank, have shown increasing concern for the victims of the non-payment of wages. This concern was motivated not only by humanitarian considerations, but also by fears of social instability and political unrest in the face of the renewed attempt to impose full-blooded shock therapy on the Russian population. This fear was not so much of violence or insurrection (the Albanian nightmare), but of the President and government reversing course once more, rejecting its international partners and their Russian friends and adopting a populist inflationary strategy of printing money to pay wages. This has led to the absurd situation in which the IMF pushes the government to increase its tax take, at the expense of wages and pensions and in violation of the law, while the World Bank offers large loans not to rebuild the shattered Russian economy but to pay off wage and pension arrears, which the government will merely sequester as soon as the money leaves the wage-earners’ pockets. This is the ultimate nonsense, lending more money to continue the same senseless policies which feed the rich but do nothing to foster the creation of jobs while leaving the government even more deeply in debt. Nevertheless, AP reported on April 14 1997 that the World Bank is preparing a two-year $6 billion adjustment loan to help pay off wage and pension arrears and to resettle up to 500,000 people from the North. World Bank chief Wolfensohn said that the loan was essential to preserve Russia’s ‘social stability’. Some of the money will be channelled through the government, but `the idea is to get money directly to the wage earners and pensioners’. Later that month Chubais travelled to Washington to accept his prize, announcing a $600 million World Bank loan to pay wage arrears by the end of June  (Interfax April 30). 

What has been Done?

We have already discussed the limited and rather ineffectual actions taken against enterprise directors by the new ‘independent’ trade unions and noted the absence of similar action on the part of the former official unions, an inaction which is partly to be explained by the continued dependence of the enterprise trade union on management, but which the trade unions legitimate by reference to the wider problem. What have Russian workers and their trade unions done about this wider crisis of non-payment?

The first large scale non-payment of wages dates back to the second half of 1991, particularly in the coal mining regions where Yeltsin had paid off the miners for their political support with a large pay increase, but had not provided the money to pay the increased wages. By December 1991 the Independent Miners’ Union (NPG), which had grown out of the Workers’ Committees that had backed Yeltsin, was pointing to widespread spontaneous strikes over the non-payment of wages and was issuing dire threats to the government about the social consequences of non-payment. 

The non-payment of wages really took off in the summer of 1992 when the government tried to combat the inflation which had followed the liberalisation of prices by imposing a very restrictive monetary policy on an undeveloped financial system, starving enterprises and organisations of the cash with which to pay wages. This was the period in which directors used their contacts and experience of surviving under the Soviet regime to good effect, establishing barter relations and paying workers, when they paid them at all, in kind and with various sorts of chits and tokens. This was also the time at which the directors discovered that they could get away with non-payment, since the former official trade unions exonerated the directors, blaming the government’s macroeconomic policy for the problem, while the new trade unions were too weak to have a serious impact. There was a small wave of wildcat strikes over the summer, usually involving workers in one shop or section of a factory and attracting the support of local new trade union activists, and usually ending very quickly with the promise that those who took action would be paid. In a handful of cases new trade unions took directors to court, but the cases got bogged down in the legal system. The former official unions opposed such actions and instead complained to the Constitutional Court about the legality of the government’s policy which was starving employers of cash. 

The situation eased in the autumn of 1992 as the government relaxed its monetary policy, although the coal-mining industry continued to be plagued by wage delays. The coal-mining industry was particularly affected because the government had maintained control of the coal price, promising a large subsidy to the industry to meet the cost of wages, but then delaying payment of the subsidy because of its budgetary difficulties. This lay behind continuing militancy in the coal mining industry, where the new Independent Miners’ Union (NPG) supported strikes and court action against mine directors, while the former official trade union, Rosugleprof, organised what became ritual biannual strikes closely co-ordinated with the employers, at the beginning of each year to support the industry’s negotiations with the government over the size of the budget subsidy for wages and in the autumn over the failure of the government to pay over the promised money. Meanwhile small wildcat strikes continued in other branches, usually resulting in success, although the official FNPR trade union federation restricted itself largely to extracting hollow promises from the government in the annual negotiations over the Tripartite General Agreement and issuing rhetorical declarations as part of its regular spring and autumn demonstrations.

The situation in the coalfields became progressively worse, and the workers increasingly desperate. As worker militancy increased, Rosugleprof began to show more active support for their demands, although NPG continued to take the lead in spontaneous actions on the ground. However, the trade unions in all branches of production were constrained by two factors. First, particularly from the end of 1993, enterprise directors showed a growing willingness to use the law against strikers, or to dismiss them summarily, since it was almost impossible to hold a fully legal strike, particularly over the non-payment of wages. Second, the trade unions, and particularly the former official unions, drew the line at action which might damage the future prospects of the enterprise, as any strike which affected only one enterprise was bound to do. The result was that wildcat strikes continued to predominate and attempts to organise more co-ordinated action were relatively unsuccessful. 

As protests, pickets and strikes have had less effect, workers have taken to increasingly desperate measures, including blocking roads and railways (a heinous crime even in post-Soviet society), hunger striking, taking hostages and even suicide. Such actions are usually ended by the promise of payment, but such promises are not always fulfilled. In some cases small groups of workers (for example, underground miners occupying their mines) have taken action and refused to end it until all employees are paid, but more usually such spontaneous actions have tended to be divisive, with the authorities effectively exploiting those divisions. Quite often the more dramatic disputes have been brought to an end when local or regional authorities have provided the money to pay wages, directly from their own resources, through the employment fund under the guise of job preservation measures, or by using their leverage to persuade local banks to provide loans.

The issue of wage arrears came increasingly to the centre of the trade union and political agenda from 1995, particularly in view of the impending elections to the state Duma in December 1995 and for the Presidency in June 1996, as wage arrears doubled in 1995 and doubled again in 1996. As far as the trade unions, both official and new, have been concerned the kind of spontaneous displays of militancy described above have been seen as counterproductive, dividing workers from one another, provoking the breakdown of public order and playing into the hands of unpredictable extremist political forces. The trade unions have therefore sought to guide unrest into more constructive channels. However, the two wings of the trade union movement have pursued fundamentally different strategies, corresponding to their very different political orientations. While the new trade unions have sought to pursue individual employers through the courts, the former official trade unions have sought to address the issue of wage delays primarily at the governmental level.

FNPR’s non-payment campaign

The official trade union federation continued its traditional strategy of seeking to negotiate with the government within a framework of social partnership, joining with the employers to extract concessions from the government while holding periodic public demonstrations to display their strength, or to allow their followers to let off steam, depending on one’s point of view. Although the background and personal sympathies of a high proportion of FNPR officials are with the Communist Party, the corporate interests of the FNPR and the branch unions are closely tied to support for the government, if not for its policies, reflecting their vulnerability to political or legislative intervention that would threaten their property and privileges and reflecting their close relationship with the employers, who generally support a market economy but seek more effective industrial policies. Thus FNPR moved rapidly away from the Communist Party after the Communist failure in the 1996 Presidential election.

The trade unions extracted an agreement from the government to amend the law to give wages priority over taxes in enterprise payments, an agreement incorporated in the 1996 Tripartite General Agreement and embodied in the amendment to article 855 of the Civil Code discussed above. Strikes and demonstrations, particularly involving the hardest hit regions and professions, escalated through 1996, but to no significant effect. The government made wild promises and pumped money into the economy during the Presidential election campaign so that arrears grew only slowly for the first few months of the year, before the promises were withdrawn and the economic brakes slammed on after the election. The miners organised nation-wide strikes in February and August which did not produce a strong response from the membership, but which extracted paper concessions from the government. The FNPR called a demonstration for November 5th over wage arrears, with the slogan ‘for work, wages and social welfare’ which attracted a reasonable turnout: according to the interior ministry 320,000 people took part in 334 rallies and marches and half a million took part in protest work stoppages, with the miners’ union claiming that almost as many miners struck over the government’s failure to stick to the August agreement. The threat of the strike was sufficient for Prime Minister Chernomyrdin to promise at an extraordinary meeting of the Tripartite Commission on November 3 that the government would settle wage arrears to budget-funded enterprises by 15 November. On the other hand, the FNPR was cautious in the extent of its opposition to the government, conspicuously dissociating itself from the Communist Party, which held its own traditional demonstrations on November 7th. On December 3rd the miners came out on strike again, with about two-thirds of the mines coming out in support of the demand for the resignation of the government in a strike which was widely believed to have the backing of the employers, eager to press their own cause. The strike rapidly crumbled and the miners went back to work on the promise that some money would be paid.

Spontaneous actions continued to escalate during 1997, with increasing numbers of hunger strikes, picketing of public buildings, blockading of roads and railways and even the kidnapping of officials. Workers’ desperation has also been tragically demonstrated by a growing number of public suicides – two miners in the Kuzbass town of Kiselevsk, for example, filled their car with explosives and blew themselves up. In January the teachers held a one week nation-wide strike at the start of the school term, which was supported by 25 regions. FNPR called a demonstration for March 27th on a broad platform which attracted the support of the main new trade unions, social democratic politicians, the ICFTU and employers’ representatives, with even the President and the Prime Minister declaring their wholehearted support for the strikers’ demands, but specifically excluding the Communist Party, which participated in the demonstrations while denouncing the ‘toothless’ demands of FNPR. Despite widespread anxiety that the demonstration would have ‘Albanian consequences’ (and corresponding preparations made by the security forces) it passed off very peacefully, with the Interior Ministry announcing that 1.827 million people had participated in 1,308 meetings in 1,280 cities without a single violation of public order, while Mikhail Shmakov, FNPR leader, claimed that over 20 million people had participated and over 5 million had been involved in work stoppages. In the majority of regions where the day of action attracted a strong response it was supported and even sponsored by the regional administration (although not in the Kemerovo region), which saw the demonstration as a way of putting leverage on Moscow. Despite the official declaration that the demonstration was ‘non-political’, in practice the overwhelming majority of slogans were anti-government. It was noteworthy that in the coal-mining regions the demonstrations attracted massive support, but the coal-miners did not strike – the general feeling among the miners was now that striking was to cut their own throats and those of their communities. 

The demonstration certainly had some effect in extracting promises from the government, as had that of the previous November, but the Russian people had become very used to promises: 79% of the public told the opinion pollsters that they do not believe such promises from the government. Overall the demonstration followed very much in the FNPR tradition of organising demonstrations around vague slogans to allow the rank and file to let off steam. The fact that the demonstration went off so peacefully, despite very real anxiety, showed the government that it had nothing to fear. Immediately after the demonstration it decided to push ahead with the next, and more radical, phase of shock therapy, including the removal of subsidies from housing and communal services and the promise of substantial cuts in pensions and welfare benefits. The problem which continues to face FNPR is that, beyond an appeal to the good nature of the government, it has no idea what it can do. In calling its regular demonstrations it can extract paper concessions from the government by trading on anxiety about the possibility of a social explosion, but when the demonstration passes peacefully the government sees this as a sign that it can tighten the screw. Indeed, Moscow News cited insiders in support of its claim that the government had been very interested in using the rallies as a means of judging the public mood, which is why they gave the organisers a free run and even allowed sympathetic media publicity. The Cabinet’s conclusion was reportedly that they now had at least six month’s of peace in which no drastic social upheavals are likely (MN, 13, 1997).

FNPR and the Communist Party also held quite separate demonstrations on May Day, FNPR declaring that its demonstrations would have a festive character and would not be anti-government, demanding legality, employment, the payment of wages and opposition to proposals to withdraw subsidies from housing and communal services and to cut social and pension payments. Meanwhile, on the ground the main sites of militant action remained the coal-mining regions, the Vorkuta and Inta miners extracting substantial concessions from the government with a strike in June, but such actions, like the pursuit of individual employers through the courts, can only satisfy the demands of one group of workers at the expense of another, unless the underlying problem is addressed. 

The future role of trade union action

The apparent convergence between the former official trade unions organised in FNPR and the new trade unions expressed in FNPR’s rejection of the Communist Party and their common sponsorship of the March 27 demonstrations is of little more than symbolic significance. Each organisation is still far more concerned with its own corporate interests than in representing its members’ interests and this only reproduces and reinforces the disillusion of the members of all trade union organisations with their leadership. FNPR’s rejection of links with the Communist Party and its conciliatory relation to the government reflects the fact that it has decided to reject confrontation and put all its eggs in the basket of ‘social partnership’ at precisely the point at which the new government has turned its back on any pretence at social partnership. The new trade unions remain extremely weak and have made their conciliatory moves towards FNPR partly because they fear being completely marginalised. Thus, the leader of the small Sotsprof federation of independent trade unions made it clear that Sotsprof’s support for the March 27th demonstration implied support only for the demand that wages be paid and did not imply any weakening of Sotsprof’s  position that it is the employers who are responsible for non-payment. There are, therefore, no signs of any new thinking on the part of either wing of the trade union movement in the wake of the renewed offensive of the government and the continuing escalation of wage delays.

On the other hand, the trade unions cannot indefinitely postpone confronting an issue which is a challenge to their very existence: if a trade union cannot even secure the payment of the meagre wages legally due to its members, what is the point of a trade union at all? The problem is that the issue is not a simple one, and there is no simple solution. The former official trade unions must follow the example of the new unions and become more active in monitoring the situation in their own enterprises, extracting payment when resources are to be found, but the new unions have to recognise that there is no purely trade union solution to the problem of non-payment. Neither recourse to the courts nor collective bargaining nor strike actions can force an employer to pay when the employer simply does not have any money. The issue of non-payment is inevitably a political issue, an issue of the economic strategy and the policy priorities of the government and the international agencies that pay the piper. As always, the risk of an excessive politicisation of trade union activity is that it leads to fragmentation and polarisation within the trade union movement, since attitudes to the government within the trade union movement range from the outright support of the independent trade unions, through the instrumental accommodation of most of the former official unions, to the outright opposition of the Communist Party and its sympathisers. The key to effective trade union action in the political arena is not to displace trade union by political action, but to integrate the two by identifying realisable political demands which derive directly from trade union priorities, which can attract broad support and which can provide a unifying focus for the campaign.

It was this thinking that underlay a new campaign on the non-payment of wages launched in the second half of 1996, co-ordinated by the ICFTU, supported by the ILO, and involving both wings of the Russian trade union movement. In an attempt to provide a unifying and realistic set of demands for the campaign it was decided that the most effective focus was the issue of the rule of law, and specifically the responsibility of the Russian government both to enforce the existing law and to abide by the law itself, with the trade unions playing an active role in using their existing rights and powers to monitor the enforcement of the law at enterprise and regional levels. This is a demand which can be supported in principle by both wings of the Russian trade union movement, and which links up with the widely expressed concern of Western governments and business organisations of all political complexions about the vital political and economic urgency of establishing the effective rule of law in Russia, while making it clear that the principal victims of the absence of legality are not the businessmen, who have their own methods of protection and enforcement (Hendley et al, 1997), but the mass of the ordinary population. Moreover, it is an issue which immediately raises much broader questions of an economic strategy whose pursuit rests on the systematic violation of the law by the government, with the active encouragement of the multilateral economic institutions, and particularly the IMF, which themselves have a considerable degree of responsibility for the non-payment of wages in making the payment of taxes the main criterion by which they disburse their loans. It remains to be seen whether this new approach to the problem can provide the basis for a more coherent and effective response from the Russian trade union movement.
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� My colleagues and I have written extensively on the development of trade unionism and the new workers’ movement elsewhere: see � ADDIN ENRef ��(Clarke 1993; Clarke et al. 1993; � Clarke et al. 1995; Clarke and Ashwin, 1996)

� This is an underestimate because it is based only on reporting enterprises in reporting branches. These are basically large and medium enterprises in industry, transport, construction, agriculture and education, health, culture and science. There is no data for the rest of the service sector and for small enterprises, where delays are, however,  probably much less. All statistics quoted in this article are taken from official sources, unless otherwise stated.  The principal official publication is the monthly Sotsial’no-ekonomicheskoe polozhenie Rossii, published by Goskomstat.

� Social benefits are also often paid in kind, because enterprises can only pay their contributions to the funds in kind. One local employment office pays unemployment benefit in fur coats, once you have accumulated a sufficient backlog of unemployment pay. Two-thirds of Nizhnii Novgorod oblast pension outlays are covered by oil deliveries from oil companies in lieu of contributions to the pension fund in a scheme started by Nemtsov (IEWS Russian Regional Report, 2, 23, 26.6.97)

� The payment of the pensions debt had the hallmarks of a traditional Soviet campaign, with all resources devoted to the achievement of a single target. The repayment was achieved by twisting the arm of a few large debtors, Prime Minister Chernomyrdin’s Gazprom alone paying off 1.3 trillion in contribution arrears, and by transferring loan receipts from the federal budget to the pension fund, including $300 million of a World Bank loan and receipts from a $2 billion Eurobond issue (Finance Ministry, quoted Reuter, 1.7.97). As with all Soviet campaigns, such an exceptional effort is not generalisable.

� These estimates are approximate because the coverage of the data for average wages, employment and wage delays is not clear. Figures for the number employed, in particular, are not entirely consistent (this explains the differences from figures in Table Two). The figures used for employment are end-1995 figures, with those for industry being imputed from turnover figures, which are presented as a percentage of average list number of employees of large and medium enterprises, which are about 85% of the total. It is likely that it is only these enterprises which report wage debt. On the other hand, industrial employment fell by about 15% during 1996, so the figures for industry understate delays by this much, on average. The delays in construction may be understated because over half the estimated employment in construction is in small enterprises, which probably do not report wage delays.

� These are the officially published figures. However, according to the press department of the Finance Ministry, on 8th July the debt of central government amounted to 7.7 trillion roubles and that of regional authorities amounted to 25.6 trillion (Reuter, 8.7.97)

� The expectation was that this pay-off would be financed by further privatisation and bond sales, particular of the electricity company, and improved tax collection from the largest debtors, most of whom belong to the circle of the increasingly marginalised prime minister. Yeltsin was quoted as saying that he would ask foreign governments for the money, but this was later denied by his press service (Reuter, 7.7.97), although the proceeds of an $800 million World Bank loan were expected to be used to cover unpaid wages.

� Under current legislation a strike is only legal if it is in pursuit of a collective labour dispute (i.e. in relation to the terms of the collective agreement), if it has been endorsed by a ballot, if due notice is given and if appropriate conciliation and arbitration procedures have been undertaken. The draft of the new labour code currently being discussed in the Duma would allow workers to strike on full pay after ten days delay in the payment of their wages.

� Strike statistics bear no relation to reality, since most strikes are not reported as such, officially being defined as an unauthorised absence from work. According to the official data there were strikes in 8,278 enterprises and organisations involving 664,000 people and a loss of just over 4 million days during 1996, the vast majority being in education and coal-mining over the issue of unpaid wages. These figures were not much higher than those for 1995 (Sotsial’no-ekonomicheskoe polozhenie Rossii, 12, 1996, Trud i Zanyatost’ v Rossii, 1996).

� Details of activity of the independent trade unions are drawn from research by Dr Sarah Ashwin, based primarily on reports in their newspaper, Rabochaya Sila, and interviews with their leaders.

� Under the Labour Code, if an employee leaves the enterprise, all sums due must be paid on the day of departure. During 1992 and 1993 this provided an individual solution to non-payment, workers resigning in order to get their back pay and returning to their job later, but with rising unemployment this has ceased to be an option for all but the most highly skilled.

� There is almost no provision for bad debt in Russian balance sheets. During 1996 less than one per cent of overdue debt was written off against the profits of non-financial companies and banks similarly make virtually no provision for bad debt in their accounts. 

� Ironically, the liquidity crisis makes it both legally possible and much more attractive for creditors to use bankruptcy proceedings to get control of the most profitable enterprises.

� The ratio of liquid assets to annual GDP fell from 100% under the (non-monetary) Soviet regime in 1990 to only 20% in 1996 (Financial Times, 9 April 1997).

� The issue of non-payment and enterprise arrears in 1992 attracted a lot of attention � ADDIN ENRef ��(Fan and Schaffer 1994; Ickes and Ryterman 1992; Ickes and Ryterman 1993; Rostowski 1993)�, but since then there has been very little serious analysis of the problem.

� There have been very few serious studies of barter in Russia, but see � ADDIN ENRef ��(Woodruff 1996)�. 

� The biggest tax debtors have been the richest and most profitable exporting companies which fall within the charmed circle of government – 83 companies accounted for almost 40% of all tax debt (Russian Economic Trends, 1997.1, p. 142). These companies have no cash to pay taxes because they use complicated networks of intermediaries to keep cash off their balance sheets and to avoid remitting foreign earnings to the parent company (Vladimir Popov, head of tax enforcement authority, Reuter, 11.6.97). This money can, however, be remitted through commercial banks to lend to the government at high rates of interest. The government is thereby borrowing at high rates of interest the very funds which have been diverted from the payment of tax.

The changes in the government in the spring of 1997 led to a major shift in the balance of power away from the primary exporting sector towards the commercial banks and foreign portfolio investors. This was reflected in the renewed tax offensive, which had been launched against these companies in November 1996 with hollow threats of bankruptcy. The campaign only began to bite in the summer of 1997, on the back of a booming stock market fuelled by inflows of foreign capital, which enabled the government to extract payment by forcing the companies to sell stock or to transfer it to the government as collateral. Gazprom alone paid off 14.5 trillion roubles of tax debt, equivalent to 0.6% of GDP, in June (Reuter, 1.7.97), although other giant debtors such as Norilsk and AvtoVAZ kept stalling (Reuter 11.6.97). This is very much a case of the biter bit: the energy monopolies have for several years been using the leverage accorded by debt to acquire equity stakes to strengthen their vertical integration (Financial Times, April 9 1997). At the same time the government tried to ease the problems facing the productive sector by slashing energy and transport prices, at the expense of the formerly dominant monopolies.

� It turns out that employees of the Harvard Institute for International Development, headed by Jeff Sachs and one of the main beneficiaries of the largesse of the World Bank and US AID, have not only been ‘advising’ the Russian government in establishing financial markets and paying very substantial sums of money as ‘consultancy fees’ to friendly politicians, but also playing the markets for their own account (Wall Street Journal, 27 May 1997).



�PAGE  �3�










