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Foreword

In 1993, withthe support of the United Nations Development Fund, the International L abour
Organization conducted the first survey of manufacturing enterprises in Kyrgyzstan. The findings
documented massive disl ocation within the manufacturing sector of the Kyrgyz economy during the
first years of the transition to a market-based economy. In 1995 a follow-on survey of the same
manufacturers was conducted to investigate the employment impact of the continuing privatization
programme.

The andlysis of the findings from the second Kyrgyz Survey of Industrial Establishments
reveals that two moreyearsinto the privatisation process, the Kyrgyz economy has not yet managed
to stem the job haemorrhage, much less turn the corner to output growth and job creation. The
report documents that the rate of job loss in the surveyed establishments had accelerated and yet
managers continued to report a surplus of workers. The survey findings, and fieldwork conducted
in Bishkek in 1996, are used to compare performance between privatised and state-owned
establishments and to identify the most important constraints on the ability of manufacturers to
increase production and generate jobs.

The surveys in the Kyrgyz Republic were undertaken as part of a series of establishment
surveys in severa transition economies to document the employment impact of enterprise
restructuring. This paper buildson the analysis of these previous surveys, including of Russia, China,
and, in particular, the first round of the enterprise survey in the Kyrgyz Republic, written by Jim
Windéll, Richard Anker and Gyorgy Sziraczki.

Thesurvey wascarried out by the National Statistical Committeewithoversight and direction
provided by Jm Windell, then ILO Advisor to Central Asa. Many thanks are due to Natalie
Gudkova, director of the statistics unit of the NSC, for conducting the survey and preparing the data
filesand to her staff for arranging the fieldwork. Comments on the first draft provided by Richard
Anker are gratefully acknowledged. Smita Barbattini was responsible for preparing the figures.
Cheryl Wright prepared the manuscript.

Gek-Boo Ng
Chief
Employment and Labour Market Policies Branch
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Executive Summary

Thefirst round of the Kyrgyz Republic Survey of Industrial Enterprises was conducted in mid-
1994. Because of theseverefall inindustrial employment documented inthefirst survey, afollow-up
survey was carried out ayear and ahdf later, in September 1995. The two surveys combined provide
afive-year dataserieswhich describesin detail the extent of enterpriserestructuring and the resulting
changes in the number of jobs and quality of employment in the manufacturing sector. Analysis of
the survey findings concentrates on three questions:

First, what isthe current state of employment in Kyrgyz manufacturing? In particular, hasthe
sharp decline documented in the earlier survey bottomed out and is there optimism that production,
and job creation, will improve?

Second, how does the performance of privatized establishmentscompare with those till in the
state sector? Hasthe privatization of Kyrgyz industry been accomplished in such away that has both
motivated and enabled managers to improve productivity, sales and employment?

Findly, what conditions in the overall economy constrain establishments growth and what are
the implications of their experiences for creating a public policy environment more conducive to
establishment growth and job creation?

The survey findings are sobering:

C One out of every two workers employed by the surveyed manufacturersin 1991 had lost their
job by 1995. Thelatest survey suggeststhat job lossin manufacturing has continued unabated,
with a 15 per cent drop in employment in 1995 alone.

C Even these numbers do not show the full extent of the employment problem: One third of the
respondentsreported that they were employing more workers than they needed and could use
productively. Seventy per cent of the surveyed establishments owed their workersback wages.
Of dl workers counted as employed in 1995, one out of three had been placed on extended
leave during the year, with or without pay, and one out of four had been placed on short
workdays or work weeks by their employers.

C While not apparent in the first survey, the unemployment burden now appears to be faling
disproportionately on women. Two thirds of all jobslost in 1994 and 1995 had been filled by
women.

C Employerswerenot optimistic that their production and demand for labour would turn around.
Of the 232 establishments surveyed, only 7 per cent said they expected to increase employment
in the next year.

In the survey responses and interviews with plant managers, three principal factors explain the
sharp fal in production and employment:

First, the supply networks for raw materials have been severed, having been based on non-
economic trade patterns under the Soviet regime. This problemisendemic across ClISrepublics, but
is particularly severe for the Kyrgyz Republic because of its remote and land-locked location.

Second, development of nationa ingtitutions and policy has been unequal to the task of
establishing and implementing fiscal policies conducive to business growth. While succeeding in
bringing down rampant inflationin 1993-94 to 2 percent per monthin 1996, fiscal and trade policies
remain influx and are not conducive to recovery of manufacturing output. Plant managersidentified
stable markets, less restrictive taxation policy, and establishing new business finance institutions as
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the critical factors determining their future prospects.

Third, the managers trying to cope with these problems had no experience dealing with
uncertainty under the old regime. Although none of the managers interviewed in the field work
expressed a desire to return to the command economy, many revedled that their concept of
management had not changed: Given a production target, they could “manage’ the technical,
physical, engineering, and human resources necessary to achieveit. But havingto searchfor buyers,
being on their own to find suppliers, and trying to improve product quality to export standards were
al new manageria tasks.

Against dl these negative trends, one highly-promoted change has by and large occurred: there
has been a marked shift from state-owned to private property forms. The share of state ownership
of the surveyed enterprises dropped from 42 percent in 1993 to 26 percent just two yearslater. The
survey findings show that change of property form aloneis not associated with better performance
at the establishment level in terms of sales, entering new markets, employment growth or training.
In each of these areas, there is no statistically distinguishable difference between the behaviour or
performance of privatized establishments and that of state-owned establishments. While necessary,
changesin ownership structureand profit incentives are hardly sufficient conditionsfor surmounting
the constraintsimposed by disruption in input and output markets, the absence of a stable and sound
policy framework, and the lack of manageria training.

Officia policy hasa so been strong in encouraging establishmentsto become more competitive
and profit-oriented by shedding non-productive activities, such as providing utilitiesto communities
and social services to their workers. But so far it is faling far behind in replacing manufacturers
socia services with “public” utilities, transportation infrastructure, kindergartens and clinics.

The report begins by describing the survey of Kyrgyz manufacturers and characterizing the
respondents by size, region and industrial sector. Section 2 documents the continuing fall of
employment and compares job loss across groups of establishmentsand groups of workers. Section
3 examines the extent of hidden unemployment, in terms of surplus workers and the practices used
to manage the problem of excess supply of labour inthe workplace. Section 4 comparesthe salesand
the employment performance of privatized and state-owned establishments. Section 5 continuesthis
comparison on qualitative aspectsof employment such astraining, socia servicesand discrimination.
Managers perceptions of their main business problems form the basis of a brief overview of policy
priorities to improve the job creation potential of Kyrgyz manufacturersin Section 6.



1. Introduction

Landlocked between Kazakstan and China, the Kyrgyz Republic is one of the most isolated of
the Republics of the former Soviet Union. Markets for its products and supplies were lost with the
dissolution of the Union. Difficulties in renewing these ties, entering new markets and privatizing
manufacturing and agricultural production resulted in severe economic depression’:

C The fall of GDP was arrested only in 1996, after a decline of 40 per cent since 1991.

C In 1996, productionin light industry equalled onethird of its 1991 leve. Food production was
reportedly down 80 per cent.

C Consumer prices increased 4 times faster than wages during this period. Real wagesin 1996
were estimated at 26 per cent of the 1991 level.

It isagainst thisbackdrop that survey datadocumenting the employment impact of restructuring
within enterprisesis to be examined.

1.1 Survey of Kyrgyz manufacturers

Thefirst round of the Kyrgyz Survey of Industrial Enterprises was conducted in mid-1994? and
the follow-up survey was carried out ayear and a half later, in September 1995. All establishments
surveyed in the first round were included in the follow-up survey. Of the original 244 enterprises
surveyed inthefirst round, 230 were found to be still in operation, and only two new manufacturing
enterprises were found to have entered into operation.®

The surveys covered almost dl manufacturing enterprises with at least 40 employees in the
principal industrial regions of the country: the capital city Bishkek; Chu Oblast, the valley
surrounding Bishkek in the northern part of the country, and the Osh Oblast in southern Kyrgyzstan,
including the citiesof Osh and Jala-Abad. Because thiswas an attempt to survey the population of
establishments in these regions, it was not necessary to stratify by industry or other characteristics.
Establishments were identified through records of the National Statistical Committee, which also
administered the surveys.*

However, the results of the survey should not be construed to represent the entire economy
nation-wide. Rather, the evidence describes in detall the extent of enterprise restructuring and the
resulting changes in the number of jobs and quality of employment in the manufacturing sector. It
should be noted that the survey did not cover areas outside these two regions of the country, for

1Statistical Committee of the CIS, 1997.

2For acomplete analysis of thefirst enterprise survey, see Windell, Anker and Sziraczki, Kyrgyzstan: Enterpriserestructuring and
labour shedding in a free-fall economy, 1991-1994, 1L O, 1995.

3 The striking absence of new businesses established by private owners during the privatization process was also noted by
Jermakowicz and Pankow, “Privatization in the Kyrgyz Republic,” Russian and East European Finance and Trade, 1995.

4In both surveys, information was collected from enterprises in two stages. Part one of the questionnaire, covering basic
employment, wages, and production, was completed by the plant managerson the basisof enterpriserecords. The second part was
filled in during a structured interview with plant managers conducted by staff of the National Statistical Committee which covered
management practices, future expectations, and training and recruitment practices.
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logistical reasons, and that it was limited to manufacturing enterprises. In 1991, the manufacturing
sector accounted for about one-fifth of national employment -- about haf as many workers as were
employed in agriculture.

The two surveys combined provide afive-year data seriesrepresenting the general trendsin the
Kyrgyz manufacturing sector. Most of the analysisfocuses on change from 1993 to 1995. However,
employment data was collected for the pre-transition point December 1991 against which the effect
of changes launched by the breakup of the Soviet Union can be measured. The statistical data is
supplemented with findings fromasmall set of interviewswith plant managers conducted in Bishkek
and the Chu Valley in August 1996. Information originating in the two rounds of the Kyrgyzstan
Survey of Industrial Enterprisesisidentified in the following tables and figuresas KSIE | and KSIE
I, respectively.

1.2 Characteristics of surveyed establishments

Establishment performance can differ markedly depending on industry, initial size, and region.
Beforeturning to the employment and restructuring questions, it isuseful to characterize the surveyed
establishments by these basic attributes.

The industrial composition of the surveyed firms is consistent with Kyrgyzstan's endowment
of natural resources. Over half of the enterprises are engaged in processing agricultural products
(figure 1). The food processing industry (including beverages and tobacco products) accounts for
athird of dl establishments and is the only group to have registered a sight increase in share of
manufacturers since 1991. Textiles and apparel, including footwear, is the second largest group of
establishments, followed closely by fabricated metals.®

5For the analysis of the first survey, Kyrgyz industrial codes were translated and grouped into categories more consistent with the
International Standard for Industrial Classification (ISIC). Due to the small number of enterprises, motor vehicle and electronics
were grouped in fabricated metal's, construction materials (stone, cement) and plastic and rubber products were grouped together
as “non-metal mineral products’, and chemicals and basic metals were included in “other” manufacturing.



Figurel. Distribution of establishments by industry, 1991 and 1995

Distribution of establishments by industry, 1991 and 1995

35.00 -
30.00 A
25.00
20.00 -
15.00 . —
10.00

 m
0.00 : : : :

Food Textles NorHmetals Fabricated WoodPaper ~ Other
ninerals metals

Percent of establishments

01991 @ 1995

Sources: KSIE | and Il, n=232

About two out of five establishmentssurveyed are located in Bishkek, with the rest distributed
amost evenly between the Chu Oblast in the North and the Osh Oblast in the South. The textile
industry includeswool and leather productsin the North, and cottonand slk processing and garment-
making centred inthe southern part of the country. Fabricated metal processing iscentredin Bishkek.
Food processors are distributed amost evenly between the Chu Valley and southern Kyrgyzstan
(figure 2).

The share of employment in establishmentswith more than 1000 employees dropped from 67
per cent in 1991 to 45 per cent in 1995 (figure 3). Only five per cent of employment was in
establishments with fewer than 100 employees, but this group’s share of employment in the first
survey was barely 1 per cent. Thismarked shift in the size structure of the manufacturing sector is
likely to continue as part of the revamping of the manufacturing sector, from one characterized by
very largeenterprisesresponding to set production goalsto moreand smaller producersresponding
to diverse national and regional markets.
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Figure2. Distribution of establishments by industry and region, 1995

Distribution of establishments by industry and region, 1995
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Figure3. Distribution of employment by size class, 1991 and 1995
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The food and textilesindustries are characterized by avery even distribution of large and smdll
enterprises, usng number of employees as the measurement of size. Establishments with fewer than
100 employees are out-numbered by medium-sized establishmentsin only fabricated metals and non-
metals processing. The largest establishments, those with more than 1000 workers, are concentrated
in textiles and fabricated metals (figure 4).

Figure4. Distribution of establishments by industry and size, 1995

Distribution of establishments by industry and size, 1995
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There has been continued movement of industry away from direct state control of
manufacturers. 1n 1991, 75 per cent of the establishments were state-owned, and another nine per
cent were owned by the state but “leased” to their managers or workers. The portion of state-owned
establishmentshad dropped to 42 per cent by the end of 1993 and to 26 per cent by September, 1995
(figure 5).
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Figure5. Establishmentsby property form, 1993 and 1995
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As explained in the previous report, the most popular form of privatization has been to “sell”
state-owned plants to managers and workers in the form of closed joint-stock companies. 1n 1995
these accounted for about 60 per cent of the establishmentssurveyed. Other typesof property forms
accounted for a smal minority of the surveyed establishments: 4 per cent owned by private
individuas, another 4 per cent owned by workersin the form of cooperatives, and 3 per cent limited
liability partnerships. Notably, not one of the surveyed enterpriseswas ajoint venture with aforeign

partner.

2. Job displacement

Employment in the surveyed establishments fell by half between 1991 and 1995. Measured
employment fell from 172,000 at the end of 1991 to just below 90,000 in September 1995, adrop of
48 per cent (figure6). Of the 130,000 people employed in these establishmentsin December, 1993,

one out of three was no longer employed there 21 months later.




Figure6. Employment changein surveyed establishments, 1991 to 1995

Employment change in surveyed establishments, 1991 to
1995
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The firgt round of the KSIE documented a decrease of employment by one-third, from 1991
to mid-1994, in the surveyed establishments-- adecline characterized as a“free-fall economy.” The
follow-up survey indicates that the rate at which the manufacturing sector was shedding jobs had
not slowed. Taking December 1991 asthe base period, employment fell at an annualized compounded
rate of 13.5 per cent through 1993, and 14.7 per cent through the third quarter of 1995 (table 1).
One can estimate the end-1995 employment figure from the September 1995 data collected by the
survey by assuming that jobloss continued inthe final quarter at the same rate asin the previousthree
guarters. Using this estimate, the end-1991 to end-1995 average annual growth rate would be
negative 16.3 per cent. The number of jobs disappearing annually declined dightly in absolute
numbers, 20,700 jobs lost in 1995 compared to 25,500 in 1993, but they represent a greater 1oss
relative to the shrinking employment base in the manufacturing sector.®

6 Just over ten per cent of the establishments surveyed indicated that they had detached a unit within the previous year. To check
whether therate of total employment decline is exaggerated by not counting employeesin these detached units, their number was
added back to the total and the rate of change recalculated. Counting these 2,216 jobs as transferred rather than lost results in
adjusting the average annual employment decline to 15.7 per cent rather than 16.3 per cent. This change is negligible, aswell as
overly-optimistic considering that it assumes no subsequent job loss in the detached units.



10

Tablel. Employment change, 1991-1995

Time Period Employment Annual Changein Annua  Average Annua Growth

Employment Percentage  Rate (relative to 12/91)
Change

December 1991 172 234

December 1992 154 493 -17 141 -10.3 -10.3

December 1993 129 002 -25 491 -16.5 -135

December 1994 105 320 -23 682 -184 -15.1

September 1995 89772 -15548

December 1995* 84 590 -20730 -19.7 -16.3

December 1995 +

employeesin 86 806 -15.7

detached units**

*The end-1995 employment figure was estimated from the September 1995 figures collected in the survey by
assuming aconstant quarterly rate of change.

**Re-estimated total employment assuming that all workersin detached units were still employed in newly-
independent or recombined establishments.

Sources; KSIE | and I, n =244 in 1993; 232 in 1995

2.1 Wherejaob loss has occurred, employment change by industry and region

The loss of jobs has been highest in heavy industry. The sharpest decline documented earlier
was in fabricated metals, where employment fell by 45 per cent from 1991 to 1994, followed by 35
per cent in building materials and rubber and plastics (non-metal mineral products). Thiswaslargely
explained by the need for industrial restructuring as the country moved away from manufacturing
“assigned” to it by the Soviet Union to a structure driven more by market forces which would
emphasize processing raw materias in which Kyrgyzstan had a comparative advantage. Over the
latest period surveyed, 1994 to 1995, the two heavy manufacturing sectors each lost another 10 per
cent of their jobs, about haf the job lossrate experienced in the textile industry and twicethelossrate
inthefood industry. Agricultural food products and wood and paper had the dightest declines, but
textiles and apparel had the largest proportional decline of the principal industrial sectors (figure 7).
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Figure7. Employment change by industry
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Four years of drastic change have fundamentally atered the composition of industria
employment fromthe baseperiodin 1991. The share of employment in food production has doubled,;
the share in machinery, electronics, and fabricated metas has falen by more than athird. The share
of employment in textiles and apparel and in non-metal materials has hardly changed, remaining at
about 30 per cent and 10 per cent respectively. Textiles and apparel now employ only dightly more
than the food sector, whereas in 1991 it provided twice as many jobs in the economy (figure 8).
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Figure8. Employment distribution by industry, 1991 and 1995
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The distribution of job displacement by industry ismirrored inthe distribution by region (figure
9). Themost severeloss of employment was experienced in the southern region, Osh and Jalal-Abad.
Oneout of fivejobs disappeared from surveyed establishmentsin thisregion between 1994 and 1995.
Thisis probably mostly due to the concentration of much of the textiles and apparel industry in this
region, which had the highest share of jobslost. Employment loss in both of the northern regions,
the capital Bishkek and the surrounding Chu valey, was about 12 per cent, whereasin thefirst three
years of adjustment Bishkek had suffered far greater proportional job loss than had the Chu valley.

Figure9. Employment decline by region
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Employment performance in the latest year for which data was collected, 1995, is compared
across regions in figure 10. Establishments outside Biskek reported essentially no vacancies as of
September, 1995, and no workers hired in the previous nine months. Even in Bishkek, with the
smallest per percentage decline in employment, there were no signs of aturn around in demand for
labour, as net employment decrease was three times the number of workers hired in the first three
guarters of 1995.

Although a household or labour survey would document the subsequent economic activities of
workers who had been displaced, the overall net loss of jobs in the manufacturing establishments
surveyed clearly shows that they had not been re-deployed to other sectors within manufacturing.

Figure 10. Employment performance by region

Employment performance by region

4000

2000 A

-2000

-4000

-6000

-8000 -

Change in Employment No. Of vacancies 9/95 No. Of w orkers Hired 1/95-
12/94-9/95 9/95

@Bishkek OChu valley O Osh J-Abad

Source: KSIE I
2.2 Employment change by demographic group and occupation

The impact of labour shedding by manufacturers appears not to have been borne equally by dl
sectors of the labour force. The survey data indicate that women and young persons have been
particularly hard hit inthe last few years. General employment trends by specific groupsin the labour
forcearehighlighted here, and further analysis of theimpact of establishment restructuring on women
is presented in a separate section below.

A particular feature of the Kyrgyz labour force is that more women than men have been
employed inthe manufacturing sector. In 1992, 55 per cent of the workersemployed in the surveyed
establishmentswerewomen; by 1995 their share had fallen dightly but they continued tofill just over
half of al jobs (figure 11). Inthe early years of the restructuring, male workerslost jobs at a faster
rate than did their femae colleagues, 19 per cent from 1992 to 1993 for men, versus 14 per cent for
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women. The following year, the data show that this had reversed: from 1993 to 1994 the number
of women employed in the surveyed establishments decreased by 21 per cent, versus 15 per cent for
males. The gap widened in 1995, with the number of women employed dropping by over 17 per cent
versus 11 per cent for men.

As for young workers, those with newly desired skills (English, modern business training,
computer skills) may be favoured relative to middle-age workers steeped only in the “old ways”.
Unfortunately, access to such education and training is very limited, so for the majority of young
labour force entrantsthe probability of finding employment in manufacturing isvery low. The number
of workers under the age of 25 employed by the surveyed establishments fell by 51 per cent from
199210 1995. Their share of the job loss has been larger than their share of the work force. At the
beginning of the period covered by the surveys, young workers made up one fourth of the work force;
in 1995 their share had falen to one fifth. (See Appendix table 1 for data on youth and older
workers.)

Figure 11. Employment change by gender, 1992 to 1995
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Thejoblossby older workers, aged 50 and above, while severe seemsto be more proportional
to their share of the work force. The number of workers over the age of 50 employed by the
surveyed establishments fell by half from 1992 to 1995. At the beginning of that period they
accounted for 14 per cent of employment and at the end for 12.6 per cent.

Kyrgyz manufacturers have demonstrated a clear tendency to dismiss least skilled workers
first, or at least to try to hang on to skilled workerslonger. Jobs classified as semi- or unskilled and
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genera service suffered the greatest decline, dropping by 60 per cent since 1993. Managers and
specialistshad the second largest proportional fal in jobs, each fell by one quarter over thetwo years.
Although half of al jobs lost were classified as semi- or unskilled, this category remains the second
largest occupation category. And despite the 15 per cent drop in the number of jobs for skilled
workers, their share of total employment actually increased (figure 12).

Figure 12. Distribution of employment by occupation, 1993 and 1995
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2.3  How employment changetakes place

On the surface, most of this fall in employment seems to have occurred “voluntarily.” In
1995, asin 1993, survey respondentsindicated that the mgjority of job-leavershad resigned, defined
as leaving by their own choice, as opposed to being dismissed (for poor work), retired, or released
by management. Released isthe category which coversawide variety of possible economic reasons
for job loss, insufficient production due to lack of raw materials, downturn of demand for product,
inability to obtain working capital, preference to hire more skilled workers, as opposed to
demographic reasons (retirement, called to military service) or adjustmentswithin the enterprise (sent
to training, transferred to other units).

In 1995, nearly 60 per cent of al decrease in employment was attributed to workers
voluntarily “resigning.” In 1993 the share of resignations had been even higher, 78 per cent (figure
13). Thedeclineinthe share of resignations indicates that management may be taking amore active
role in directing employment change: of all job-leavers, the share of workers “released” doubled
from7to 14 per cent from 1993 to 1995. The share“dismissed” for poor work performancetripled,
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from 7 to 21 per cent.’

Figure 13. Distribution of job-leaver s by reason, 1993 and 1995
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The majority of establishmentsindicated that the share of resignations among job-leaverswas
lower in 1995 than in the previous year (figure 14). In only one out of five establishments had the
rate of voluntary quits increased. Establishments in all regions of the country reported the same
downward trend in voluntary turnover.

The findings from the two establishment surveys of the Kyrgyz manufacturing sector
document the massive transition underway, in terms of property form, gender and age composition
of the work force, and size of enterprises. There are aso signs that restructuring among
manufacturing sectors continues, with rates of job displacement that are till rising. The most
discouraging finding is the lack of evidence of replacement job creation in any of the manufacturing

sectors or regions of the country.

"There were no significant differences across industries or size of establishments in the proportion of released workers among all

job-leavers.
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Figure 14. Trendsin voluntary turnover, by region, 1995
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3. Hidden unemployment

Thejobloss documented inthe manufacturing sector of the Kyrgyz economy representsonly
aportion of the total changein labour utilization. Many of those counted as employed were placed
on leave or on shortened hours involuntarily because their employers had insufficient work relative
to the number employed. Severa groups of questions on the survey probed employment practices
and managers expectations to gauge whether the job loss represented the bottom of the trough or
whether employment waslikely to declinefurther. Four methods of estimating hidden unemployment
are presented, followed by an explanation of why practicesto retain workers above the level needed
to match current demand for output persist, from the perspectives of both managers and workers.

The first method of estimating underutilised labour is to ask directly for managers
perceptions: do they consider some of their workers “redundant,” i.e. could they produce current
output with fewer workers. A second method isto examine employment terms. Some workers are
counted “on the books’ but are on extended leave because there is no work for them to do, or are
working part-time because thereisinsufficient work to engage them full time. Workers on leave and
some portion of workers on reduced work day or work week schedules should also be counted as
surplus labour. A third method of disguised unemployment is to encourage women to take
exaggerated maternity leaves. By extending thetimethey take away from their jobsto be homewith
young children, employers reduce labour costs but the women maintain formal links with their
employers and thus access accompanying privileges. To the extent that maternity leaves are above
a“norma” rate, assuming no marked increase in fertility rates, some portion of women placed on
maternity leave should be considered as till in the labour force and part of the hidden unemployed
within establishments. Finally, workers who remain employed but without receiving pay over an
extended period of time may a so be considered part of the hidden unemployed. These methodsallow
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us to estimate the hidden employment, the underutilised labour of persons formally counted as
employed.

3.1 Managers perceptionsof labour redundancy

Survey respondentsclearly indicated that the job loss has not bottomed out. Despitethejobs
already shed, one third of al establishmentsreported having redundant workers, i.e. that they would
be able to produce the same output with fewer workers. Moreover, slightly more establishments
reported having redundant workers in September 1995 than in March 1994 (figure 15).

The share of establishments reporting having redundant workers increased substantially in
food and fabricated metals establishments, from 30 per cent to over 40 per cent in each case. The
change was most marked for the smallest establishments. In 1994, 18 per cent reported having
redundant workers; a year and haf later 36 per cent said that they would be able to sustain their
present production level with fewer workers. (See Appendix table 2 for details by region, size and
industry.)

Figure 15. Changein share of establishmentswith surplusworkers, 1994 and 1995
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The share of redundant workers among the employed is far from marginal. The average
redundancy rate was 24.5 per cent acrossthe 82 (out of 232) establishmentsthat reported being able
to maintain production levels with fewer worker. Thisadds up to some 7,150 workers, or 8 per cent
of the total employment covered in the survey, considered redundant by their employers. This was
managers estimates of their surplusworkersafter they had cut 20,700 jobsin the first nine months
of 1995, through the retrenchments, retirements, and dismissals documented above.

One way to check the accuracy of managers estimates of labour redundancy isto compare
plant capacity utilizationto labour utilization. Overall, managers said that they were using just under
40 per cent of their production capacity. The labour utilization rate can be defined as the inverse of
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the redundancy rate (i.e. if a manager estimated that 10 per cent of the work force was redundant,
then the labour utilization rate would be 90 per cent.) The corresponding rates, by industry sector,
are provided for the 82 establishments which regarded some workers as redundant in figure 16.

In al industries, managers of these establishments reported higher labour utilization than
physical capacity utilization. At aminimum this means that managers did not overestimate the share
of their workers labelled redundant. At worst, because production capacity exceeds demand,
enterprise restructuring can be expected to continue and additional workers will be displaced.

Figure 16. Physical capacity and labour utilization, 1995
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3.2 Reduced work time

Retai ning employeeswho cannot contributeto production, becausethereisno market for the
products they would produce or thereis no materials for them to process, represents adrain on the
establishments' financesand constrainstheir abilityto become productiveor profitable. Establishment
directors or managers in the Kyrgyz Republic, asin other CIS countries, have resorted to various
ways of reducing the costs of retaining surplusworkers. Measuring the prevalence of such practices
is the second way of estimating unemployment hidden within establishments.

Oneincreasingly popul ar response hasbeento placeworkerson extended administrative leave
with or without pay.® The current survey shows that the practice continues to be pervasive among
Kyrgyz manufacturers. Four out of five establishments had placed some employees on extended
leave in 1995; one out of three persons employed in September 1995 had been placed on extended

8 Previous establishment surveys have documented this practice in other CIS countries. See, for example, G. Standing, Russian
Unemployment and Enterprise Restructuring, Reviving Dead Souls, (London: MacMillan Press, 1996); G. Sziraczki, “Emerging
labour market policy in Kazakhstan,” Labour Market PapersNo. 13, ILO, Geneva, 1995; and G. Standing and L. Zsoldos, “ L abour
market crisisin Ukrainian industry, Labour Market Papers No. 12, ILO, Geneva, 1995.
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leave for at least part of the previous nine months.

The reliance on extended leaves to “manage’ surpluslabour has, if anything, increased since
the first survey was conducted: The share of establishments placing some workers on leave rose
from 69 per cent in 1993 to 80 per cent in 1995. The average share of thesefirms workforce placed
on leave increased from 39 per cent in 1993 to 45 per cent in 1995. And the average length of leave
grew from eight weeks to nine.

The evidence on leaves demonstrates most clearly the precarious position of workersin the
Osh/Jdla-Abad region. 1nOsh City itself, 94 per cent of establishmentshad placed workerson leave,
and the average length of leave was 11 weeks. In the entire Osh/Jalal-Abad region, 55 per cent of
al workershad experienced episodes of being placed on leavein 1995. Much of thiscan be explained
by the decline in the agricultural-based food and textilesindustries. One half of textilesworkersand
onethird of food industry workers had been placed on leave by their employers. (See Appendix table
3 for breakout of this data by region, size and industry.)

Estimating the total unemployment hidden under the rubric of extended leave is straight
forward. The number of employees placed on leave multiplied by the average length of the leave
providesthe total number of work weekslost per establishment. Summing across all establishments
gives an estimate of 430,840 total work weeks lost. The total number of weeks from January
through the end of September, less two weeks of assumed vacation time, leaves 37 weeks to be
considered as full-time work per employee. Dividing the total number of work weeks lost by 37
weeks yields an estimate of the full-time equivalent number of surplus employees represented by
administrative leaves. By this calculation, 11,640 full-time equivalent jobs formally filled actually
represented surplus labour, or 13 per cent of the total work force employed by the surveyed
establishments in 1995.

An aternative employment practice to reduce the burden of surplusworkersisto reduce the
hours worked per week.® Just over one fourth of the establishments put some workers on reduced
work schedulesin 1995. The average shortened work schedule was 12 hoursless per week -- or the
loss, on average, of one fourth of the typical work week. Far fewer establishments reported reducing
work schedules than having placed workers on leave (28 per cent versus 80 per cent), and one out
of four employees had seen their work hours reduced at some point over the year, versus one out of
three being put on extended leave. But the average duration of the reduced work schedule was far
longer than the duration of extended leave, 21 weeks compared to 9 weeksrespectively. (Dataalso
presented in Appendix table 3.)

Larger establishmentswere morelikely to reduce working hoursthan smaller ones. Forty per
cent of workers in establishments with over 1000 employees had seen their hours reduced in 1995,
comparedto 17 per cent in medium-sized establishments. The phenomenon was prevalent only inthe
capital, Bishkek, wherefully half of dl workers had seentheir hoursreduced, versus 6 to 13 per cent
in less urban aress.

The prevaence of putting workers on part-time schedules seems to be constant over the past
few years. In 1993, 23 per cent of al firms had put some workers on reduced schedules. By 1995,

9The survey questionnaire asked whether “the establishment placed any workers on reduced work schedules.” Thusthesefigures
should accurately represent employees working less than full time at the request of management, not as a result of workers
preferences.
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the share had moved up dightly to 28 per cent. The average share of these firms workforce placed
on part-time schedules stayed the same, at about 64 per cent in both years. The duration of the part-
time schedules increased only margindly, from 19 weeks in 1993 to 21 weeks in 1995, and the
average number of hours reduced per week increased from 8 to 12.

A smilar formula can be used to estimate the total unemployment hidden in reduced work
schedules as was used above for the unemployment hidden by placing workers on extended leave.*”
The full-time equivalent number of jobs represented by reduced work schedules, which is actually
underutilised labour but not counted as unemployment, is 4,640, or 5 per cent of total employment
in the surveyed establishmentsin 1995.

Both of these employment practices represent ways of spreading insufficient work acrossthe
existing work force. From the employees perspective, aslong as there is a chance of being called
back to remunerated work, thereisanincentive to remain formally attached to their employers. Their
willingnessto do so, however, isrelated to the difficulty of finding full-time full-year work elsewhere
and the prospects of continuing to receive some social benefits. The most important of these may be
that on-leave and part-time work continues to count for meeting the time-employed eligibility
requirements in pension plans.

From the employers perspective, extended |eaves and shortened work weeks are strategies
for reducing wage claims when there isinsufficient sales and income to meet current payroll. While
at the same time managers maintain the option to recall experienced, known workers should output
demand increase, thus avoiding having to recruit and train new workers. Knowing that the chances
of re-employment, at better jobs, are low for their workers, they take little risk by placing workers
on leave. Moreimportantly, however, laying off workers may obligate employersto pay severance
fees and give advance notification. Informally reducing working time, through leaves or reduced
hours, spares these expenses but at the same time brings labour costs more in line with productivity
and output.

Thereis some evidence that reducing work time does not substitute, but complements, direct
employment cuts: Establishmentswhich had reduced work schedules tended to have alarger decline
in employment, 16 per cent cutsversus 11 per cent.™ Also, the two practices seem to overlap: 95
per cent of the enterprises which had reduced work schedules also had placed some workers on
extended |eave.

However, placing workers on reduced schedules did not seem to speed voluntary exits by
workers: On average, quit rates (share of resignations among job-leavers) were lower in
establishmentswhich had placed workersonleave or which had higher shares of workerson part-time

0The average number of hours lost per week multiplied by the average duration of the part time schedule, per affected employes,
provides the total number of work weekslost per establishment. Summing across all establishments gives an estimate of 171,629
total work weeks lost. Dividing the total number of work week equivalents lost by the 37 weeks representing full time
work/employee yields an estimate of the full-time equivalent jobs of surplus labour hidden in reduced work schedules.

1 Difference between the two means (average employment change) is significant at the .05 level. There was no significant
difference in employment change between establishments which had placed workers on extended leave and those which had not.
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schedules.? Workers' acceptance of reduced hours and earnings, in preference to quitting, indicates
that the benefitsof not quitting outweigh the costs. Given the survey findings on manufacturing job
loss, it isreasonable that workerswould weigh their prospects of re-employment elsewhere as quite
low. Thisisasoanindication that displaced industry workers do not expect to find replacement jobs
in the service sector.

3.3 Maternity leave

In September 1995, some 14,600 women wereofficialy on maternity or child careleavefrom
the establishments surveyed.™® In the entire survey, the maternity rate was 31 per cent, calculated
asthe number of women on maternity leave as a percentage of the total number of women employed.
In other words, for every three women employed, one was listed as on maternity leave. Rather than
represent arising fertility rate, the findings seem to indicate that establishments are “ encouraging”
women employeesto prolong child care leave, on an unpaid basis, as a method of managing surplus
labour.

Further evidencethat economic reasons, not fertility, accounted for extended use of maternity
leavesisthefact that maternity leaveswerehighest infemal e-dominatedindustriesand establishments.
Figure 17 compares maternity rates across regions. The rate is highest in the southern region of
Osh/Jdal-Abad: 85 per cent. This means that for every five women employed in establishments
surveyed in that region, four women were officidly on maternity leave. Aswas discussed above, 44
per cent of employment in the Osh/Jalal-Abad region is in the textile industry which has the highest
proportion of female workers, 67 per cent, compared to 53 per cent across al industries. Average
maternity rateswerethe highest inthe two industrieswith the highest proportions of womenworkers,
textiles (57 per cent) and food (39 per cent).*

2The share of resignations among job-leavers was 67 per cent on average in establishments which had reduced work hours and
74 per cent in those which had not (mean differences significant at just over the 10 per cent threshold.) The correlation between
per cent resignations and per cent of workers placed on part-time schedules was negative and significant at the 1 per cent level.
The correlation was al so negative for per cent of workers placed on extended leave at the 5 per cent significance level meaning that
employers view these as alternative rather than complementary practices.

18 On the survey questionnaire, women on maternity leave were not counted among the total number employed in each
establishment.

1A crossall establishments, regardlessof industry, the correl ation coefficient between women' s share of employment and maternity
rate is +.14, significant at the 5 per cent level.
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Figure 17. Maternity rates by region, 1992 and 1995*
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*Number of women on maternity leave as percentage of total number of women employees.

The evidenceisstrong, then, that asubstantial share of the women on maternity and child care
leave should be counted among the excess labour supply. Similar to extended administrative leave
and reduced work time, prolonging maternity leavesisamethod of managing surpluslabour, and may
be the method of choice in establishments with greater numbers of female workers. Estimating the
extent of unemployment hidden in maternity leavesisamoredifficult exercise. 1n 1992, thefirst year
for which survey data was collected, the maternity rate was at an already inflated 23 per cent, and
cannot be taken as a baseline of fertility and maternity rates. As shown in figure 19, athough
maternity leaves have declined dightly in absoluteterms, relative to total employment of women they
have risen steadily. At 31 per cent, the 1995 maternity rate is 8 percentage points above the 1992
rate, which can be interpreted as the increase over three years in the surplus labour hidden through
extended maternity leaves.
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Figure 18. Female employment and mater nity rates, 1992-1995
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34 WageArrears

Finally, retaining workers on the books but faling to pay themis also an indicator of hidden
unemployment, and employees’ willingnessto continuing working without being paid isan indication
of their perception of the low likelihood of finding paid work elsewhere. 1n 1995, 70 per cent of the
establishments reported that they had been unable to pay wages during some period of that year.
The incidence of wage arrears was highest in the fabricated metals industry (90 per cent) and food
industry (54 per cent). On average, the duration of wage arrears was eight and a half weeks and
affected 43 per cent of the establishments employees. (See Appendix table 4.)

Respondentsexplained wage arrearsasthe result of inability to bring in cash. Ninety per cent
reported that wage arrearswere due either to inability to sdll their productsor inability of customers
to pay for them. Lack of raw materials and not being able to withdraw deposits from banks were
given as reasons by fewer than one tenth of the respondents reporting wage arrears.

Two-thirds of all establishments had offered some workers non-monetary benefits to
supplement the regular wage, including 80 per cent of the establishments reporting wage arrears.
Examples of such in-kind payments included food, consumer goods, and factory products. On
average, non-monetary paymentswere equivalent to 33 per cent of workers' total compensation, and
66 per cent of the establishmentspaying non-monetary benefitsreported that this share had increased
since 1993.
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Most establishments which had instituted extended leaves and reduced work schedules to
manage the problem of surplusworkersalso admitted to having periods of not being able to pay their
workers. Seventy-five per cent of the establishments placing workers on leave and 90 per cent of the
establishmentsplacing workers on part-time schedul es had experienced some period of wage arrears
in 1995.

35 Summary

The survey findingsindicate that employment in the manufacturing sector dropped by 20 per
cent from 1994 to 1995 and that the employment position of many of those still employed was
precarious. Their employershadtoo littlework to employ them full-time, year-round, with pay. Some
37 per cent of employees had been placed onlong-termleave, 29 per cent had been placed on short
work schedule, and about 40 per cent had back pay due themin 1995. In addition, the number of
women on maternity leave was equal to one third the number of women currently employed, and it
can be assumed that most did not have a remunerative job to return to. The unemployment hidden
by such employment practices, in full-time equivaencies, ranges from 5 per cent due to part-time
schedules to 13 per cent due to extended leaves. Because workers could fall into one or more of
these categories (months of reduced hours, other months of unpaid leave, episodes of wage arrears)
these estimates cannot be summed. The most conservative estimate of hidden unemployment isthe
8 per cent of workers considered redundant by their employers, plus at least 2 per cent on extended
maternity leave.

The pervasivenessof these practicesisevident infigures 19 through 21. Withfew exceptions,
the share of establishments placing workers on leave and having wage arrearsis very smilar in most
industries, regions and size classes. Reducing working time of employees is the least popular
response mechanism. Most striking isthe similarity of management responses across different sizes
of establishments. The problem of surplus workers and tendency to retain work force size beyond
that needed to meet output demand is not limited to the largest state enterprises, where the practice
of hoarding labour as a means of sustaining access to state resources was well known under the
command economy.
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Figure 19. Surpluslabour management practices by industry, 1995
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Figure 20. Surpluslabour management practices by region, 1995
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Figure 21. Surplus labour management practices by size of establishment, 1995
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It is possible that managers retain “surplus’ workers because they expect demand to turn
around and they prefer to avoid hiring and retraining new workers. However, managers expectations
for additional job cutsin the near future verifiestheinterpretation that extended |eaves, reduced work
time, and wage arrearsare methods of managing surpluslabour. Managersof only 17 establishments,
or 7 per cent of those surveyed, expected to increase employment in the nine months following
September, 1995. The marginaly good news is that a larger segment of the rest expected that
employment levels would not change (44 per cent) rather than fall (30 per cent).

Across the 17 respondents expecting to increase employment, the average increase was 30
per cent. Among those expecting employment to decrease, 69 respondents, the average anticipated
decline was 21 per cent. Applying the percentage change expected to each establishment’s
employment levels gives an estimate of a net decrease of employment of 6,620, equivalent to 8 per
cent of the 1995 employment total. This expected employment cut is nearly identical to the total
number of workers considered redundant by their employers.
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4, Enterprise performancein the State and Private sectors

In 1992 the Kyrgyz Republic initiated a highly-touted plan to decrease state ownership of
manufacturing and serviceunits.”® Theprincipal strategy wasto providevoucherstoindividuals, with
which they could buy “shares’ of state-held establishments. This strategy was smilar to those used
in some other CIS countriesin that it tried first to provide the means for individuas to “ purchase’
shares, by freely distributing vouchers. Thefirst stageof privatization, 1992 through 1994 was almost
entirely limited to closed joint-stock purchases, whereby vouchers were distributed to plants
managers and workers and could not be transferred to outsiders nor exchanged for shares of other
facilities. Ownership of small retail and service sector establishmentswas quickly transferred through
this plan, but implementation for larger and manufacturing facilities stalled. The second stage,
initiated in 1994 was amore sophisticated plan, inwhich shareswereallocated to citizenson the basis
of their previous work contribution and which could be exchanged for shares of any establishments
being privatized in open auctions. The salient characteristics of the process are summarized in
Appendix table 5.

The surveys provide a unique data base with which to assess the initial results of this change
in property form. The survey collected data on when establishments changed property form; how
ownership shares were distributed among managers, workers, and outsiders; and whether these
changes were accompanied by achange in management. The central question is whether change of
property form has been associated with better performance at the enterprise level, measured interms
of sales; new market entrance; and employment growth, terms and training.

4.1  Changesin property form and management

As described in Section 1 above, by September 1995, three fourths of the surveyed
establishments had changed property form and were no longer state-owned. This represents almost
a 25 per cent increase in the number of privatized establishmentsamong those surveyed in December
1993. Closed joint-stock companies accounted for 71 per cent of total employment covered in the
survey. The remaining non-state owned establishments (individual owners, cooperatives, lease
holdings) accounted for just 3 per cent of employment (figure 22).

B For detailed descriptions of privatization plans and implementation see Jermakowicz and Pankow, “ Privatization in the Kyrgyz
Republic,” Russian and East European Financeand Trade, November-December 1995; Max Spoor, “ Upheaval alongthesilk route,
thedynamicsof economictransitionin Central Asia,” Institute of Social Studies, Working paper SeriesNo. 216, April 1996; Cheryl
W. Gray, “In search of owners, Lessons of experience with privatization and corporate governance in transition economies,”
background paper for World Development Report 1996, Policy Research Working Paper, The World Bank, April 1996.
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The change of property form was fairly consistent across size classes (figure 23). The
aternative property forms, such ascooperatives, leaseholdings, or privateindividua ownership, tend
to be smdl establishments. The change in property form has not been limited to selected industries
(figure 24), although as noted earlier, privatization of the smal retail and trade sectors began earlier
and ismore compl ete than the processin the manufacturing sector. Although not predominate in any
of the manufacturing sectors, state ownership is proportionally largest in the food industry and
smallest in the fabricated metals industry.
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Figure 23. Establishments by property form and size, 1995
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Figure 24. Establishments by property form and industry, 1995
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On average, production workers owned a quarter of the sharesin the joint-stock companies
(figure 25). Combined with shares held by managers and professionals, employees of joint-stock
companies on average controlled just over 50 per cent of the shares of the establishmentsin which
they worked. Therole of investment funds and foreign investorsin the Kyrgyz privatization is also
shown to be quite limited.

Figure25.  Distribution of ownership shares, aver age across joint-stock companies, 1995
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Change of top managers, and the way in which they are selected, has proceeded at a much
dower pace than has change of property form. Thisisnot surprising given that the closed joint-stock
property form was preferred in at least the beginning stages of the privatization process. However,
relatively few joint-stock companies have elected new managers, once given the opportunity to do
so, and the magjority of managerscurrently in senior positions have been appointed by state agencies.

There has been greater turnover of managers in state-owned establishments than in joint-
stock companies. Senior managers in 47 per cent of the state-owned establishments had been
appointed since 1993, compared to in 33 per cent of the joint-stock companies (figure 26).
Furthermore, fully half of the joi nt-stock companieswere managed by government appointees(figure
27). Managers at all of the cooperatives were government appointees, although a third had been
appointed by loca, rather than federa, government agencies. Workers had elected senior
management in 29 per cent of the joint-stock companies, compared to about 10 per cent of the state-
owned or cooperative establishments.
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Figure26. Manager selection by year appointed (as of September, 1995)
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Figure27. Manager selection by method and property form, 1995

Manager selection by method and property form, 1995

State ow ned -:I:I
Joint stock . | |
Other private . | |

0% 20% 40% 60% 80% 100%

@ By ministry W By local Govt [J By enterprise board [0 By w orkers ‘

Sources: KSIE II.



33

The field research in 1996 provided some anecdotes that workers took their right and
responsibility to select senior managers quite seriously. However, technical-level staff interviewed
at several plants said that they had exercised a good deal of influence in the management of their
plants under state-ownership, and that it was more the form of influence that had changed (voting
shares, for example) than the substance.

4.2 Sales and markets

The survey findings reveal few differences in production, sales, and market performance
registered thus far between joint-stock and state-owned establishments. The evidence seems to
indicatethat the change in property form alone, accompanied by modest managerial changes, has not
improved the ability of establishmentsto respond effectively to the serious economy-wide problems.
This section compares survey findings on sales, barter, and exports between state-owned and joint
stock companies. The following section examines employment performance.

4.2.1 Declinein sales

Two thirdsof the establishmentsreported that their sales(inreal, inflation-adjusted vaue) had
falenover the previous year and another 13 per cent reported that saleshad not changed (figure 28).
The proportions of joint-stock and state-owned establishmentsreporting declining salesareidentical .
For the few establishments that increased sales (15 state-owned and 25 joint-stock companies) the
average growth was high, with a third of each group reporting sales increase of over 50 per cent.'®

8 There was no statistically significant difference between the average percentage increase of sales among those state-owned and
joint-stock companies reporting sales growth, nor average rate of decline between those reporting adrop in sales.
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Figure28.  Changein sales by property form, 1994-95

Change in sales by property form, 1994-95

all

State-ow ned

Joint stock

0% 20% 40% 60% 80% 100%

‘El Increased @ No change @ Decreased ‘

Sources: KSIE II.

The absence of a turn-around in Kyrgyz manufacturing is also evident in an industry-by-
industry comparison (figure 29). Fabricated metals had the best performance, with one fifth of
establishmentsreporting arisein sales. Some 75 per cent of the establishments in the food industry
reported that saleshad fallen--a disturbing indication of continuing declinein the standard of living.
Southern Kyrgyzstan had the lowest portion of establishmentsreporting salesincrease, and intheless
urban Osh Oblast, fewer than one out of ten establishments reported sales growth.
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Figure29. Changein salesby industry, 1994-95
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4.2.2 Barter trade

Many businessesreported resorting to exchanging their output for material inputs, for labour,
or for consumer goods with which to “pay” workers. This practice became more prevalent among
Kyrgyz manufacturersin the interval between the two surveys. 1n 1993, establishments bartered 19
per cent of their output on average. By 1995 the average share had risen to 28 per cent, and 70 per
cent of dl establishmentsreported bartering some portion of their output (See Appendix table 6 for
details by industry, region and size.)

Bartering seems to be less of an option for state-owned establishments. In 1995 the average
shareof output bartered by state-owned establishmentswas 23 per cent, and had hardly changed over
the previousyear (figure30). Theaverage share of output bartered among joint-stock companieswas
over 30 per cent, and had risen two and a half percentage points over the averagein 1994. Two-
thirds of dl joint-stock companies transferred more than 10 per cent of their output under barter
arrangements, while just under half of the state-owned establishments did so.

" The difference in average share of output bartered between state-owned and joint-stock companies was significant at the 10 per
cent level.
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Figure30.  Average shareof output bartered by property form, 1994 and 1995

Average share of output bartered by property form, 1994
and 1995

35 4

30 4

25

20 A

15

10 A

Joint stock State ow ned All

O Average % bartered 1994 [JAverage % bartered 1995

Sources: KSIE | and Il.

Whether bartering indicates that an establishment is more or isless successful is ambiguous.
On the one hand, those that barter obviously do so as alast resort, being unable to exchange their
goods for cash due to the overal depression of demand, poor product quality, or lack of liquidity in
the country. On the other hand, it may be a survival strategy of establishments with long-term
viability trying to deal with these short-run crises and to provide what income they can to a work
force otherwise perhaps left destitute. Establishmentsin Bishkek tended to resort to bartering less
frequently than did establishments in Osh Oblast, where the general economy has been slower to
revive; 17 per cent of establishments in Bishkek versus 28 per cent of establishments in Osh Oblast
bartered at least half their output in 1995 (figure 31).
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Figure31l.  Shareof output bartered, by region, 1995
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4.2.3 Exportsand imports

Theabilityto export productsisusualy amark of asuccessful business, indicating competitive
product quality, prices, and delivery reliability. The definition of export changed for Kyrgyz
manufacturers when the country became an independent republic; products formerly traded within
the huge internal market of the Soviet Union have become foreign exports. Retaining marketswithin
the new Commonwealth of Independent States was an achievement that very few Kyrgyz
manufacturerscould claimin 1995; evenfewer had succeeded in maintaining or entering new markets
beyond the CIS. The disruption in both supply chains, for raw materias and other inputs, and in
marketing channelswasthe single greatest challengeidentified by business managers (see section 6.1
below). Thechallengeisparticularly severefor Kyrgyzstan asalandl ocked country with aproduction
base never organized for national self-sufficiency.

Onaverage, Kyrgyz manufacturersexported 12 per cent of their output to other CIScountries
in 1995, and only 1 per cent to non-CIS countries (figure 32). The state-owned establishments on
average exported nothing beyond CIS countries, compared to a 1.7 per cent average by joint-stock
companies. The average share of output exported did not differ materially across regions, but
increased proportionally with establishment size (See Appendix table 7).

Indl industrial sectors except food, establishmentsreported a higher average share of inputs
imported than output exported (figure 33). Establishments in the fabricated metals industry had the
highest average share of exports. The food industry had one of the lowest average shares of output
exported but was the only sector with a higher share of output exported than of materials imported.

The gap between exports and imports was largest in the wood and paper sector. The Osh Oblast
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appears to be the least dependent on inputs from other regions, with average shares of inputs
imported half as high asin the other regions.

Figure32.  Output destination, establishment aver ages by property form, 1995
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Figure33. ClSimportsand exports by industry, 1995
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4.3  Employment and surplus labour

One of the tenets of the method of transition to a market economy followed by Kyrgyzstan
was that privatization, removing production from state control, was a necessary first step expressy
because managers in establishments would respond to the profit motive by moving quickly to
rationalize production, including discharging redundant workers. Rather than see their
“regpongbility” in terms of providing employment, social services, and meeting centrally-set output
targets, they would begin to try to minimize costs. Thiswould launch avirtuous cycle of increasing
productivity and profitability which would lead to job growth, both within the firm and elsewhere as
it increased demand for inputsand asitspaid workersincreased consumptionand savings. Eventually
viablejobswould be created for the displaced workers. As presented above, although the job cutting
part of the process has been severe in the manufacturing sector, there is no evidence of new job
creation. Contrary to expectations the survey documents no significant difference in the behaviour
of state-owned and joint-stock companies in terms of average change in employment or average
share of work force considered redundant.

4.3.1 Employment trends

The most recent data provided by the second survey of Kyrgyz manufacturers shows that
state-owned establishmentsdid shed alarger percentage of their jobsin the first nine months of 1995
than did joint-stock companies. Tota employment in the state-owned establishmentsfell by 18.4 per
cent, compared to 13.5 per cent in the joint-stock companies (table 2). However, as showninfigure
22 above, state-owned establishments accounted for a much smaller share of employment than the
joint-stock companies and thus a smaller nominal change in their employment represents a larger
change in proportional terms, relative to the joint-stock establishments. The average drop in
employment among the joint-stock establishments was just one percentage point higher than the
average change among state-owned establishments, 12.9 per cent compared to 11.8 per cent.’®

Table 2. Employment change by property form, December 1994-September 1995

Total employment change Average employment change
per establishment

All establishments -14.8% -12.5%
Joint-stock companies - 13.5% -12.9%
State-owned - 18.4% -11.8%
Source: KSIE 1

Managers expectations for the near-term prospectsof their work force likewisedid not vary
substantially between joint-stock and state-owned establishments. About 9 per cent of thejoint-stock

8The difference between the mean percentage change of employment between joint-stock and state-owned establishments was not
significant (t-statistic = .36).
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establishments expected to increase employment in the upcoming year, compared to 6.6 per cent of
the state-owned establishments. A third of the managers in each group expected employment to
decrease further (figure 34).

Figure34.  Expected employment change, by property form
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Managers in joint-stock and state establishments ranked their reasons for expecting
employment to declinein the same order: Nearly half of the respondentsin each group said that lack
of supplieswas the principal constraint. Another third identified lack of output market as the reason
why employment would likely decrease (38 per cent of the joint-stock and 30 per cent of state-owned
establishments). Third most important was enterprise restructuring, somewhat higher among state-
owned establishments, which could yet be privatized. Rising wageswere not considered asignificant
influence on labour demand (figure 35).
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Figure35. Reasonsgiven for expecting to decr ease employment
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4.3.2 Managing surplus labour

The hypothesis that employment shedding would take place more rapidly under private
management seems not to be supported in the Kyrgyz case. However, additional datais needed to
determine whether it was the state-owned establishmentswhich exceeded expectations for shedding
labour or whether it was the privatized establishments which failed to shed surplus labour as
expected. As shown in section 3 above, despite massive worker dislocation, athird of the survey
respondents gill retained more workers than they could use productively, reporting on average that
25 per cent of their workerswere redundant. This section presents survey findings that suggest that
thereis very little difference in how joint-stock and state-owned establishments have dealt with the
problem of surplus labour.

According to survey data, the joint-stock establishmentswere both less productive and were
more likely to have redundant workers than were the state-owned establishments. The average
physical capacity rate was 8 percentage points below the average for state-owned establishments
(table 3). Half of al thejoint-stock companies reported having redundant workers, compared with
just under one quarter of the state-owned establishments. However, the average share of workers
considered surplus was similar across both types of establishments, about 25 per cent.
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Table 3. Production capacity and labour utilization rates, 1995

Establishments Average capacity Per cent of establishmentswith ~ Average per cent of work force

utilization rate redundant workers redundant
All 36.4% 35.3% 24.5%
Joint-stock 33.2%* 49.2%** 23.1%
State-owned 41.5% 23.8% 26.3%

* Difference between average capacity utilization rates of joint-stock and state-owned establishments is statistically
** Difference between proportion of joint-stock and state-owned establishments reporting having redundant workersis

Source: KSIE I

Asdescribed above, Kyrgyz manufacturersresorted to a number of ways to reduce the costs
of retaining employees who were not needed to meet current and anticipated production levels,
including placing workerson leave or reduced work schedules, extending maternity leaves, or paying
wageslateor in-kind. There does not seem be adifferent pattern of management practicesto reduce
the costsof retaining redundant workers by property form. Reducing work schedules and extending
maternity leaves were equally as popular among joint-stock as state-owned establishments, and the
frequency of extended leaves was even higher among joint-stock companies (table 4).

Table 4. Practices used to manage sur plus labour, by property form, 1995

Extended leaves Reduced work time Maternity Rate
(ratio of # women
on maternity leave

Establishments Per cent of Average per cent Per cent of Average per cent to # femae
establishment of employees establishments of employees employees)

s
All 79.7% 45.2% 28.0% 63.1% 34.3%
Joint-stock 82.2%* 41.9% 29.6% 60.8% 33.3%
State-owned 72.1% 45.0% 26.2% 63.4% 31.9%

* Differences statistically significant between joint-stock and state-owned establishments at the 5 per cent
level.
Source: KSIE 11

4.3.3 Multivariate employment models

The survey findings presented thus far suggest that employment trends and management
practices between joint-stock and state-owned establishmentshave not diverged. Thisconclusionhas
been drawn from comparisons of joint-stock and state-owned establishments across a range of
employment factors. Additional statistical examination isrequired to compare joint-stock and state-
owned establishments employment records while holding constant other factors which vary across
privatized establishmentsand may independently affect employment performance. Two modelswere
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estimated using ordinary least squareregressiontechniques. Thefirst model examinestherelationship
between property formand percentage empl oyment changeover the 1994-95 period, hol ding constant
other establishment characteristics such as industry sector, initial size, and region location. The
second model looksfor differencesin how joint-stock and state-owned establishmentshave dedt with
the problem of surplusworkers. Theresultsof thetwo modelsare discussed bel ow and are presented
in the Appendix tables 8 and 9.

Theresultsof the first model do not contradict the smpler comparisons presented earlier; the
model fails to exhibit evidence of a statistically sgnificant relationship between privatization and
employment change. As shown in Appendix table 8, column A, the estimated coefficient on the
JOINT STOCK variable fails the statistical test of significance, implying that there was no material
difference in employment change between privatized and state-owned establishments.’® The model
provides some evidence that medium-sized establishments had worse employment performance than
smaller ones, but the resultswereinconclusivefor thelargest establishments. Theresultsalsoindicate
that several other factors that could be expected to affect employment performance, apart from
ownership form, and for which data was collected, did not appear to be related to employment
change.

First, it could be hypothesized that establishmentswith a higher portion of unskilled workers
would find it more difficult to adapt to rapid change and might shed a greater share of employment.
However, the model found no statistical relationship between skill structure (measured as per cent
of work force unskilled) and employment change.

Second, management selection by workers or enterprise boards, as opposed to appointment
by government agencies, could be an indication of change associated withimproved productivity and
employment growth. But, again, establishments which had selected their own senior managers
recorded no greater employment growth on average than those that had not.

Third, although itsdlf a performance indicator, it could be hypothesized that establishments
that had been able to maintain access to export markets might have better employment performance
regardless of ownership structure. The model shows no relationship, however, between higher share
of output exported and employment change.

The second model was specifiedto examinemoreclosely whether privatized firms, responding
more to market pressures, were less likey to retain surplus workers. In this modd the same
explanatory variables were used as in the employment change model to investigate the relationship
between property formand the propensity to retain surplusworkers (measured asredundant workers
share of total establishment work force).

Themodel resultsdo not provide any evidencethat joint-stock establishmentswerelesslikely
to shed surplusworkers (Appendix table 9, column A). TheJOINT STOCK variableagain hasavery
low t-statistic. The results do indicate, however, that establishments located in Bishkek were less
likely to retain surplus workersthan establishmentsel sewhere. This can probably be attributed to the
somewhat better opportunitiesfor alternative employment or self-employment available inthe Capital
than in less urban areas. Asin the employment change model, the results provide no evidence that
export performance, skill distribution, establishment selection of management, or property form
explained variation in retaining surplus workers across establishments.

®This model, and the variations described below, was estimated separately including two other non-government property forms
intheset of privatized establishments: 7 limited liability companiesand 10 establishmentsowned by privateindividuals, inaddition
to the joint-stock companies. The results of the model were not altered in any material way by their inclusion.



44

One possible explanation for the similarity of employment practices could be that
establishmentshad been privatized only recently and had not had timeto carry out reforms. Therefore
the same models were re-estimated constraining the set of joint-stock establishmentsto those which
had been privatized for at least two years. This change had no measurable impact on the model
results (Column B of Appendix tables 8 and 9).

Overdl, these models fall to explain differences in employment trends and practices (as
evidenced in the extremely low R-square statistics). They are smply one additional method of
examining the survey data which indicate that thus far, changing property forms alone has not
contributed to productive use of labour resources. The underutilisation of employees as well asthe
disocation of industrial workers remains substantial in both state-owned and joint-stock
establishments.

S. Human Resour ces Development

This section analyses the survey evidence on qualitative changes in employment relevant to
policy questions on human resources development. Specifically, it examines the evidence on
occupational shiftsinemployment, training, and provisionof social services. It also questionswhether
the distribution of employment opportunities has become less equitable during the transition crisis.

5.1  Training needs and practices

Aswas reported in the discussion of job loss, displacement in manufacturing fell heaviest on
the semi- and un-skilled workers. Their share of total employment in the surveyed establishmentsfell
from 26 per cent to 15 per cent from 1993 t0 1995. This section presents additional survey findings
on changes in skill and occupation mix during the transition process. It contrasts managers
expectations for the type of workers they expect to need with the training they are able to provide
their workers.

The effects of restructuring in the manufacturing sector between 1993 and 1995 on the
occupational mix of thework force are displayed infigure 36. The upper portion of the figure shows
the distribution of jobloss across occupations, with semi- and un-skilled workers accounting for over
40 per cent of dl lost jobs. The lower portion shows job loss in each occupation as a percentage of
its 1993 level. The general service category accounted for 10 per cent of overall job loss but this
represented 64 per cent of the all general service jobsfilled in 1993. The job loss in the unskilled
category was an equally drastic 61 per cent. Job loss was lowest in percentage terms for skilled
workers (15 per cent), followed by managers and professionals (20 per cent each).
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Figure 36. Distribution of employment by occupation, 1993 and 1995
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Managerswere asked about the future mix of occupations, and the answersindicate that the
enormouslossesin the general serviceand low-skilled categoriesarenot likely to berecovered. Only
21 establishmentsexpected to increase the rel ative share of any occupation; 17 of these expected the
share of skilled workersto increase. Twice as many establishments reported that some occupations
would decrease in relative terms, but they were evenly split between expecting to decrease the share
of administrators or the share of semi- and un-skilled workers (table 5) Because of the very low
response rate, no strong comparisons can be drawn between the joint-stock and state-owned
establishments. It isperhaps notable, however, that most of the establishments expecting to increase
the share of skilled workers were joint-stock companies.
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Table 5.0ccupational changes expected, by property form

No. establishments expecting to increase No. establishments expecting to decrease
occupational share occupational share

All Joint-stock ~ State-owned All Joint-stock ~ State-owned
Administrators/ 1 1 0 12 9 3
Managers
Specialists 2 2 0 6 4 2
General service workers 0 0 0 5 2 1
Skilled workers 17 10 4 8 5 2
Semi-+unskilled workers 1 0 1 12 7 3
Source: KSIE I

Despite the indications that the work force needed in the near future will favour skilled
workers, very few establishments reported that they provided any training to their employees. As
shown in figure 37, 80 per cent of establishments provide no training at all and another 10 per cent
had decreased training since 1993. During the massive restructuring, only one out of twenty-five
establishments was investing in human capital. Of the nearly 90,000 workers employed by the
surveyed establishments, fewer than 4,000 received any training in 1995, or less than five per cent.

Figure 37. Changesin establishment-level training since 1993
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Two conclusions can be drawn from the evidence on occupational restructuring by
manufacturers. First, thereisaclear premium on work skills. Although having atrade or profession
has been no guarantee against job loss in the economic depression, establishments' effortsto retain
their skilled workersis an indication of what they will be looking for in new workers when economic
growthenablesthemto rehire. Second, thelossof over 20,000 jobsin the semi- or unskilled category
represents a chalenge to human resource development strategy - by national governments, local
schools and within enterprises. Re-deploying displaced low-skilled workers is likely to require
investments in re-training -- investments that will have to be shared by workers, government and
employers.

5.2  Wages and benefits

This section summarizes survey findings on two issues pertinent to human resources
development policy: wage differentials between occupations and changes in the role of the employer
asprincipal provider of basic socia services. Information gleaned from the survey on establishments
problems meeting their payrolls (wage arrears and paymentsin-kind) was discussed above (Section
3.4). The survey findings indicated that most establishments had experienced delays in paying
workersdue to inability to find buyers able to pay cashfor their purchases. Even so, average wages
seemed inadequateto provide for basic consumptionneeds. The average wage of semi- or unskilled
workersin the surveyed establishmentswas 274 soms per month (approximately US$25), while the
UNDP reported the gover nment’ s estimate that the price of a month’ s supply of basic food products
was 189 somin October, 1995.%°

Under the socidist systems, wage differences within the work place weretypically quitelow,
with a narrow range of wages from unskilled workers to top managers. Thiswas borne out in the
evidence from the first Kyrgyz survey of manufacturers: Within establishments, managers wages
were just three times higher than the average wage earned by semi- or unskilled workers. It could
be expected that returns to skills might have increased in the interim, given the high proportion of
unskilled among the displaced workers and premium on new skillsand managerial ability. However,
the wage dispersion between unskilled workers, skilled workers and managers in 1995 was nearly
identical to the 1992 figures (figure 38).

PUNDP, Kyrgyz Republic National Human Devel opment Report, 1996.



48

Figure 38. Occupational wage differentials, 1992 and 1995*
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*Monthly occupation wage as percentage of wage for semi and unskilled occupation, averaged across establishments.

This pattern of wage differentials has not been affected by privatization, notable not only in
the 1992-95 comparison made above, but also in the direct comparison of average wages between
joint-stock and state-owned establishmentsin the most recent year (figure 39). For al occupations,
average wages were dightly higher in the state sector, except for skilled workers where they were
identical. However, in only one occupation category, general service workers, was this difference
significant.?* Thewagedifferentialsbetween occupation categorieswerenot greater for theprivatized
establishmentsthan for those till state-owned. Thisindicates that remuneration systems have not
changed as part of the change in property form and ownership structure.

2 The difference between the average wage across state-owned and joint-stock establishments was statistically significant at the
10 per cent level.
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Figure 39. Average monthly wages by occupation and property form, 1995
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The data aso show that non-wage payments continue to comprise a substantial part of
earnings. Half of the surveyed establishments reported that they operated a performance-related
payment system for their production workers, and that such bonuses accounted for 50 per cent of
average earnings. Bonuses accounted for the same share of earnings, on average, across joint-stock
and state-owned establishments. The criteria determining the amount of this payment were aso
markedly smilar. Seventy per cent of the establishments in each group cited plant performance as
the principa determining factor (figure 40). Performance of a unit within the establishment was the
second most commonly-cited factor (by 15 per cent of al establishments), followed by individual
performance (by 10 per cent).
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Figure40. Criteriafor performance-related payment systems, by property form, 1995
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Thelow wagesin general and low returnsto higher skilled and professional jobswerepartially
compensated by employer-provided services. Thefull costs of housing, education, medical care and
vacations were kept low to employees as they were considered socia entitlements and provided by
the state, often directly through employers rather than through revenue collection and state
expenditures. Kyrgyz manufacturers have come under enormous pressure to reduce social benefits
and shed unitsproviding utilities or socia servicesto their communities as part of their restructuring
process and becoming profit-oriented. The survey documents the trend in cutting social services.
Interviews with plant directorsand local officials show that a new definition of “public” services has
yet to be articulated and that neither local nor national government agencies have had the means to
replace establishment-provided services.

As shown in figure 41, provision of transportation to work, subsidized cafeterias, on-site
clinics, and child-care facilities have declined the most. Housing was the most frequently provided
benefit, by one third of dl establishments, and its provision by employers decreased only dightly
between 1993 and 1995. The linkage between housing and employment may explain much of the
rationality to maintain formal ties to employers for workers placed on unpaid administrative or
maternity leave. Employeesin large establishments were much more likely to receive these benefits
from their employers than were workers in smaler establishments. Almost 90 per cent of
establishments with more than 1000 employees provided housing to their workers, compared to 50
per cent of medium-sized establishments and under 10 per cent of those with fewer than 100
employees. A smilar decline in provision of clinics and child care was evident between larger and
smaller employers (Appendix table 10).
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Figure4l. Changein provision of social services by establishments, 1993 to 1995
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The trend away from employer-provided services can be expected to continue. First, are-
definition of what is properly the “private” sphere, as establishments change ownership forms,
motivates employers to cut costs by reducing benefits. Second, as large establishments are broken
up through privatization into smaller units, the economies of scale arelost which make it even more
difficult for employersto provide the same range or quality of services. The paradigm shift - that
governmentsand the private sector should assume responsibility for provision of basic social services
- would lead usto expect that state-owned establishmentswould be morelikely than privatized ones
to continue to provide socia services. The evidence from the survey, however, isjust the reverse.
Indl of the principal types of social services, the frequency of provisionwas higher among joint-stock
than among state-owned establishments(figure42). Thesefindingsare most surprising for employer-
provided housing since selling apartmentsto workerswas often part of the privatization process, yet
37 per cent of thejoint-stock companies provided housing in 1995, compared to 28 per cent of state-
owned establishments.
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Figure 42. Provision of social services, by property form, 1995
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As the Kyrgyz economy emerges from depression, it can be expected that wage rates will
become more flexible and will adjust to attract desired workers or discourage low-productive
workers. To the extent that higher wages give incentivesto workersto invest in their own education
and training and reflect higher productivity, broader wage differentials between skill levels should
emerge as part of a better functioning labour market. If this trend comes in conflict with social
objectives of “fair” income distribution, other means may have to substitute for this role played by
officia wagesunder the previous economic system (such asincreased investmentsin training for low-
skilled workers or a minimum wage that provides adequate subsistence income). Job displacement,
or loss of earnings or benefits, are the principal forces now contributing to growth of income

inequality.
5.3  Changesin women’s employment

Another distribution concern is the relative effects of establishment restructuring on women
in the labour market. As noted above, at the beginning of the 1990s women accounted for dightly
more than half of al jobs in manufacturing. However, two-thirds of all jobslost from 1993 to 1995
in the surveyed manufacturers had been held by women. In the last period covered by the survey,
thefirst three quarters of 1995, employment of women fell by 18 per cent, compared to a 10 per cent
drop in the number of men employed.

Employment of women declined by 15 per cent on average across all establishments from
1994 to 1995, compared to an average decline of 9 per cent for men. The percentage change was
nearly identical between joint-stock and state-owned establishments but differed widely between
sndler and larger establishments. Women in smdl establishments, those with fewer than 100



53

employees in December 1994, were most likely to lose their jobs. on average, small establishments
decreased employment of women by 15 per cent, compared to just under 5 per cent for men (figure
43). Share of job loss appeared to be more equitably distributed between men and women in larger
establishments. The survey did not collect surplus labour data separately for women, but did
document that for every three women employed, one was listed as on maternity leave. Women’s
disproportionate share of job displacement, their share of unemployment hidden by administrative
leaves, reduced schedules and unpaid work time in addition to extended maternity leaves, addsup to
an enormous burden paid by women workers during the restructuring and transition process.

Figure 43. Employment change, by gender and size of establishment, 1994-1995
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These findings contrast sharply with conclusions drawn from the first Kyrgyz survey of
manufacturers. At that time, gender patternsnot only in job displacement, but also in recruitment and
training showed no disproportionate effect on the employment position of women.?? However,
anaysis of the datafromthe follow-on survey suggeststhat in these areas a so discrimination against
women may be growing:

C In the area of recruitment, of those establishments that reported hiring any workers at al in
1995, women accounted for lessthan onethird of newhires. Acrossall establishments, their
share of new hires was 27 per cent and did not differ between state-owned and joint-stock
establishments.

C About one out of ten respondents expected that the employment share of women would
decrease in the upcoming nine months, while fewer than one out of twenty expected women’'s

2 Jim Windell and Guy Standing, “Women and other vulnerable groupsin Kyrgyz industry,” paper presented at the Workshop on
enterprise and employment restructuring in Kyrgyz industry, December 1994, Bishkek.
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shareto increase. Most establishments, however, either expected no shift in women's share
of employment (72 per cent) or did not know (15 per cent).

C The average share of the work force receiving training fromtheir employerswas 11 per cent
(across the one fifth of respondents which reported providing any training). These
establishments reported that on average only one out of five trainees were women.

C Women' s share of trainees was much lower on average in the joint-stock establishments, 16
per cent compared to 33 per cent in the state-owned establishments.®
C Findly, women’ sparticipationintheir employers' training programmesdecreased from 24 per

cent in 1994 to 21 per cent in 1995.

Thesefindingsare sobering not only for demonstrating that women’ semployment has become
more precarious than men’s, but because the data on recruitment and training indicate that their
position may deterioratefurther. So far the effectsof women being laid off first and retrained last have
not resulted in substantial changein the occupational mix by gender. Asshowninfigure44, women's
share of employment has declined only dightly in the skilled and unskilled workers categories, and
increased dightly in administration management and professional positions.

Figure 44. Women'’s shar e of employment by occupation, 1993 and 1995
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One explanation for the disproportionate share of job loss by women is that women initidly
held onto jobsin order to maintain family accessto social benefitsprovided by employers, evenif they
were placed on leave without pay. Over time, as either socia services were cut back or the
probability of earning income receded, more women left voluntarily or were retrenched. Another
explanation suggested by women managers interviewed in Bishkek is that the preference to retain
male employees, especially in managerial and professional positions, isrising, in a notable shift from

BThe difference between average share of trainees that were women in joint-stock and state-owned establishmentswas significant
at the 10 per cent level.
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Soviet times. Such a tendency could be accentuated by persisting labour surplus which enables
managersto be more selective in hiring procedures or prejudicial in favour of menas*“family earners’
when retrenching workers or putting them on leave.

6. Implications of survey findings for employment generation policy

Previous sections documented joblossand changesin employment security, remunerationand
benefits. Thissection beginswith the survey results of how managersranked their business problems
and identified constraintson businessgrowthand job creation. Thefollowing brief discussion of these
problemsdrawsalso oninformationgathered directly frominterviewswithbusinessdirectorsin 1996.
The purpose of this section of the report isto draw attention to policy changes and market-enhancing
ingtitutions that could improve the external business climate for Kyrgyz manufacturersand facilitate
the growth that was anticipated from the initial step of internal, or property form, changes.

6.1  Main problemsidentified by survey respondents

Survey respondents were asked to identify the main problem they had faced in the previous
twelve months. Their responses, collected by type of establishment, are shown in figure 45. They
reported their most serious problem to be difficulties obtaining raw materials, including energy and
intermediate goods. Two out of five respondents selected this as the principal problem in running
their business. This shows clearly that the disruptions in supply networks due to the breakup of the
former Soviet Union have not been restored nor replaced. Difficulties accessing investment or
working capital was the second most frequently cited difficulty: The combined problems of lack of
investment capital and inefficient banking systems were cited by one out of four respondents. One
out of five managers ranked declining demand for their products, either in the Kyrgyz Republic or
throughout the CIS countries, as their most pressing difficulty.
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Figure 45. Main business problem reported, by property form, 1995
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Discouragingly, thisranking of problemsis precisely the same aswas given by respondents
to the first survey, describing their business difficulties in 1993. Evidently, over that two-year
period, establishment managershad not found it easier to source supplies, find buyers, or raise capital.
Thisisastriking indictment of the lack of progress in devel oping trade and credit policies conducive
to business growth. The only difference of note is that in 1993 taxes were considered the main
business problem by only 5 per cent of respondents. In 1995 this share had doubled, with one out of
ten respondents naming high taxation as their principal business concern. Thus in addition to not
improving the business climate in terms of markets and banking institutions, the policy environment
was deemed to have become more burdensome with higher taxes, and greater emphasis on revenue
collection.

Managers of joint-stock companies viewed their business problems only dightly differently
than their counterpartsat state-owned establishments (also shownin figure 45). Although obtaining
raw materials was the most often cited problem by managersin both types of establishments, 40 per
cent of the managers of privatized companies considered it the main business problem, compared to
50 per cent of the managers at state-owned establishments. The principa difference, which isless
surprising, is that the share of managers of joint-stock companies that cited taxes as their most
important problem was three times higher than the share among state-owned establishments.

The extent to which taxation has grown in importance is more evident in figure 46, where
establishments' responses have been combined, so that for each problem the table shows the share
of managers which selected it as their first, second or third most pressing problem. This presents a
more accurate picture of the importance business managers place on each of these policy areas, then
whenin fact, asking themto select only one important problem. Taxeswereidentified by two thirds
of the managers as an important business problem. Investment capital alone was the third most
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common problem, but added together with related banking problems (high interest rates, the banking
system) it becomes apparent that managers of joint-stock companies considered inadequate access
to capital to be as serious a problem as sourcing material inputs. State-owned establishments
evidently did not enjoy preferential accessto scarce credit, as the share of their managersregarding
banking and credit as mgor problems was nearly identical to the share of managers at joint-stock
companies.

Figure 46. Business-related problemsrated 1st, 2nd or 3rd, by property form, 1995
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There are dso some interesting lessons to draw from what managers did not identify astheir
main problems, or what were identified as problems by smal minorities of managersand collected as
“other problems’ inthe abovetables. Kyrgyz manufacturersarein the enviable position of no longer
facing high inflation rates, but, as obvious above, have paid apricein terms of lack of liquidity in the
economy. Despite the obvious difficulties managers have had through the transition process, only 7
considered that “the need for improved market-oriented skillsamong management” was one of their
top three problems. Only 5 managers considered lack of accessto technology or equipment asatop
priority, and only 6 considered government regulations particularly burdensome. For example in
response to a separate question, only one out of five respondents said that severance pay
requirementsinfluenced their firing decisions. While these responses underscore for policy makers
where business decision-makers feel policy improvements would be most helpful, the lack of
recognition that management training might be instrumental only makes it more apparent that it is
indeed needed.

Apart from these general business problems, managers were asked to identify their principal
employment problem. As shown in figure 47, the majority responded that none of the proffered
employment problems listed on the questionnaire were considered serious. This is in itself an
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important indication that the majority of the business managers, in both privatized and state-owned
establishments, consider conditions external to the enterprise as the most serious constraints. Of the
nearly haf of respondents that did identify employment problems, the two most common problems
werethe lack of skilled workers and low wage incentives (each accounting for about one third of the
responses). The main difference of views expressed by managers of joint-stock and state-owned
establishments was the former’s greater tendency to regard low wage incentives as a significant
problem (36 per cent versus 20 per cent of managers at state-owned establishments). Managing
surpluslabour wasthe third most often cited employment difficulty, by 17 per cent of the respondents.
Low worker quality and wages were each cited as the main employment problem by about 5 per cent
of respondents.

Figure 47. Main employment problem, by property form
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Despite these difficulties, 20 per cent of the respondents reported an increase in sales and
14 per cent reported that they had increased employment over the preceding year. (However, only
eight out of over 200 respondentsreported anincreasein both salesand employment.) The enterprises
inthese sub-setsof “better performers’ were distributed fairly evenly acrossregions, industries, and,
most interestingly, property forms.

Among the 33 respondents that had increased employment, the average percentage change
was 9 per cent. Compared to the larger group that had not increased employment, on average they
did not have higher skilled workforce, were not more likely to provide training or to have a
performance-based wage system, and did not export a higher share of their output.

One might expect, or hope, that the employment gains could be associated with better
governancestructures. However, the share of the 33 employment-gainersthat were state-owned was
higher than among the set of establishments with static or declining employment. A dightly higher
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share of state-owned enterprises than of privatized ones reported an increase in employment, 17 per
cent versus 12 per cent. Even establishments that had been privatized for at least two years had a
lower likelihood of reporting employment increases (12 per cent) relative to those that had been
privatized more recently (17 per cent). A higher share of the establishmentswith state-appointed top
managers reported employment gains (36 per cent) than of establishments where enterprise boards
or employees had selected the manager (18 per cent).

Also surprisingly, these employment-gainers were, on average, using less than half of their
physical capacity, 44 per cent, athough this was significantly higher than the average capacity
utilizationamong the rest of the respondents, 35 per cent. Asexpected, the employment-gainerswere
not among the largest firms, but they were fairly evenly distributed across small and medium-size
classes of enterprises: 16 per cent of establishments with fewer than 100 workers and 15 per cent of
those with 100 to 500 workers had increased employment.

6.2  Enabling policy environment for establishment adjustment

This section draws out the implications of these findings on how public policy could improve
the ability of enterprisesto stay in production and generate jobs.?* The section follows the ranking
of business problems revealed by managers. market disruptions for supplies and output, inability to
access credit, and taxation and other fiscal policies. It isfollowed by a brief discussion of 1abour
market policy and the relationship of the privatization process to employment creation.

6.2.1 Market development and trade policies

With no local financing available and previous supply networks disrupted, many managers
reported that their survival hinged on attracting foreign investment and on securing foreign sources
of raw materials. Intheagricultura sector, problems both inherited from the command economy and
due to the privatization process had seriously undermined local food processing industries. For
example, ameat packer in Bishkek imported beef carcases from Germany because farmers had not
yet been able to build back herds slaughtered several years previous when livestock, but not feed nor
pasture, had been privatised. The largest sugar producer, and one of the best known and most
successful companiesin the country, had long been forced to procure sugar cane from the Caribbean
because over farming had ruined local capacity to grow sugar beets. Agricultural processing
industries should be viable in the long-term, as problems in the agricultural sector are resolved.

Meanwhile, in 1996, some businessand |abour | eadersquestioned whether trade policieswere
deterring rather than hastening recovery in the agricultural-processing industries. For example,
because domestic processors had no cash, farmerswerewilling to sall cotton, wool, silk cocoons and
skins at far below market prices to foreign buyers. With no access to operating capital and no
customers with cash to advance, Kyrgyz textile manufacturers were relying on export taxes on
unprocessed agricultural productsto keep some raw materias available in the country. Reportedly,
slk cocoons were being sold for 10 per cent of value and smuggled across southern borders, further

2 For broader reviews of economic policies and privatisation in the Kyrgyz Republic, see World Bank, “The Kyrgyz Republic,
Poverty Assessment and Strategy,” 30 May 1995; UNDP, “Kyrgyz Republic, National Human Development Report, 1996; Max
Spoor, “Upheaval alongthe silk route, the dynamics of economictransition in Central Asia,” Instituteof Social Studies, April 1996;
and Wladys aw Jermakowicz and Julian Pankow, “ Privatisation in the Kyrgyz Republic,” Russian and East European Finance and
Trade, 1994.
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depressing the domestic sk textile industry. However, the Kyrgyz government has entered into a
number of agreements to restore trade relations among Commonwealth of Independent States,
including joining the customs union of the CISin 1996, and hastried to develop new trade partners,
including signing a trade agreement with Chinaiin 1994.

A particular adjustment challenge faced by large manufacturers in the heavy manufacturing
sector wastheir prior role as defence suppliersto the Soviet Union. Although civilian producers had
also seentheir supply and output marketsdisappear withthe breakup of the Soviet Union, the defence
producers were trying to create new civilian products as well as forge new market relationships.
Their single advantage was that they seemed to have more up-to-date technologies and equipment
than typical non-defence firms. On the other hand, they continued to be required to devote part of
their production capacity to military production, under state control, which handicapped them in
arranging foreign partnerships or attracting foreign investment. The largest military producer
displayed a dozen civilian productsit had devel oped--from machine tools to household appliances--
but the volume of sales required only a small fraction of the idle plant capacity.

Among the few plantsvisited there were some successful instances of entering new markets.
A defence plant had converted one of its facilities to producing semiconductors for a Japanese
company, which shipped both components and fina products via the trans-Siberian railroad. The
director of the plant attributed the interest of the Japanese multinationa in investing in Kyrgyzstan
to its lower wages compared to offshore manufacturing sites closer to Japan.

C Policies to open new markets and help establishments improve technology or receive
injections of foreign capital will need to target specific industries. In some cases, the
objective must be to help establishments devel op new products because previous production
was sustainable only because of subsidized procurement of foreign-sourced materials. In
industries based on processing agricultural and mineral products, however, in which
Kyrgyzstan has a natural advantage, attention must focus on improving agricultural
production and management. Inthelong run, successful adjustmentintheagricultural sector
iscrucial to prospects in manufacturing.

C The combination of low wages, universal secondary education, and experienced industrial
worker sgivesthe Kyrgyz Republic someval uabl e assetsin competing for foreigninvestment.
However, the long-termviability of being a low-wage export-production platformislimited
due both to high transport costs to world markets and upward pressure on real wages as a
greater portion of basic consumption goods and services will have to be “ purchased” by
individualsrather than“ received” fromemployers. Sustained interest by multinational swill
require investments in training, transportation and communication infrastructure in order
for Kyrgyz manufacturers to remain competitive in higher value-added production.

6.2.2 Banking and credit institutions

In striving to modernize and adjust, firms are handicapped by the severe shortage of capital
and investment funds. Enterprises must invest in new equipment to downsize plantsto economically
efficient scale, appropriateto new smaller markets, and to convert to new productsor improve quality
of current products. The Republic has succeeded in controlling inflation through strict monetary
policy but by 1996 many banks were on the verge of bankruptcy and development of alternative,
smdl-scae financeinstitutions waslimited. Most businesses reported that they werein debt for back
taxes, owed paymentsto suppliers as well as back wages to their employees, so even if banks had
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money to lend most businesses would not have been found credit-worthy.

The fact that businesses find themselves in these quandaries is not necessarily due to poor
management or resistance to change, but may be inevitable consequences of the enormous upheaval
throughout the economy. For example, the plant manager at a bakery visited in arural community
was trying to finance buying smaller ovens to bring production scale down to a more economical
level after losing 50 per cent of its market to start-up specialist bakeries. Part of her difficulty
financing investment, aswell asin meeting current expenses, was the failure of state agenciesto pay
for bread which the bakery was obliged to continue to ddliver to medical and educationinstitutions--
a“market” its new competitors did not have to accept.

As the large state enterprises permanently reduce the size of their operations, policies are
needed to promote development of small and medium-sized manufacturers. Managers clearly
indicated in the survey that lack of effective banking institutions and means of obtaining operational
and investment capital was aserious obstacle to thisprocess. Thiswasthe case evenfor large, state-
owned establishments; the prospects for new, small businesses to access startup capital, in an
economy where such enterprises in the manufacturing sector were unknown, have proven to be
particularly low.

C Development of new credit institutions conducive to entrepreneurship and small business
growth will be key deter minantsof the success of programmesto promote small and medium-
sized businesses. Examplesof suchinstitutionsthat merit considerationincluderotating credit
funds, small-business cooperatives, and government-subsidized small business loans.

C Further trade liberalization will fail to achieve its potential to improve the efficiency of
Kyrgyz manufacturers unless market failures in the credit and financial sectors can be
resolved.

6.2.3 Taxes and public expenditures

In 1991, uniontransfers accounted for athird of total government revenue. The government
responded to the loss of these transfers and the decline in tax revenue due to general economic
disocation by drastically cutting expenditures and gradually trying to build up tax revenue
collection.”> Managers at several of the large enterprises visited criticized the privatization strategy
for placing higher priority on relieving government deficits than on investing in productivity,
marketing networks and long-term viability. For example, the principa purpose of a $60 million
privatisation promotion programme funded by the World Bank was to remove large deficit-running
enterprises from the public sector. Half of the money had been budgeted for hiring consultants to
assess the viahility of selected enterprises, to detach non-profitable units or public services, and to
provide income allowances to workers during the assessment or initial shut-down period. The other
half wastransferred directly to the government budget. The programme had also intended to provide
some working capital to those firms deemed viable, but that part of the programme had not
materialised.

While acknowledging the value of successful effortsto bring inflation under control, through
controlled monetary policy and reduced government expenditures, business leaders, labour union
officials and representatives of international assistance organizations al expressed the opinion that

ZUNIDO, 1996.
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tax policy had not yet succeeded in balancing state revenue needswithincentivesto start and maintain
small businesses. Business managers also exhibited agreat deal of confusion about corporate taxes,
import and export taxes, excise taxes, and a recently introduced value added tax. There was
confusion over the base to be taxed, whether revenue or profits. There was dismay that corporate
income tax was not graduated and was particularly burdensome to smal and newly established
businesses. And there was some anger that while they were required to give up providing social
services to their employees and communities in order to improve profitability and attract foreign
investors -- the tax revenue was not returning to their communities for utilities and transportation
infrastructure, clinics and schools. While broad generalizations cannot be made, the stories told by
managers of struggling to trade their productsfor inputsor consumption goods indicated that barter
trade was motivated much more by difficulties finding buyers than as a strategy to avoid taxation.
The World Bank has aso acknowledged that “the sustainability and the pace of reform will
depend on how effectively the Government can establish asocial safety net, including unemployment
compensation, and benefits targeted at the truly needy.”?® The trap of needing tax revenue to fund
such services while reducing budget deficits has certainly delayed the process as the Bank foresaw.

Directors at several plants visited in 1996 justified their use of extended leave and reduced work

schedules asthe best they could do to meet their responsibilitiesto their workers. Both managersand

productionworkersconsidered arrangementsto “ share unemployment” by rotation asmoreequitable
than retrenching some of the workers because all the employees maintained access to some medical
benefits and added work months to their pension digibility.

C Government investment in transportation and other infrastructure would both create jobs
in the near term and leverage private and foreign investment for future job growth. Public
investment in basic social services would create additional employment opportunities and
remove one barrier to surplus workers being retrenched or leaving employers voluntarily.
At this juncture, the priority of public policy must be to leverage the economy out of
depression by increasing effective demand and promoting labour -intensive private domestic
and international investment.

C Infrastructure projects could also serve the additional important objective of bringing
economic opportunitiesto remote regions where economic distressisgreatest, by improving
transportation connections to the Capital and to regional commercial centres.

C Transparency, consistency and fairness of tax policies are as important to business
managersastaxrates. Uncertainty intaxliability reducesmanagers willingnessto commit
resour ces to endeavourswhich if fruitful will be taxed at unknown rates. Reducing nominal
tax rateswhile increasing effortsto collect taxeswould probably increase state revenues by
decreasing incentives to cheat. Although “flat” tax rates appear to be “fair” they are
actually regressive, i.e. more burdensome to small, startup establishments and should be
replaced with graduated tax rates.

C A new consensus is needed as to what services should be purchased by individuals as
consumers and provided by private businesses and what basic services should be made
available to all, especially the vulnerable and unemployed. This should be a social
consensus, and not a decision driven only by immediate exigencies to decrease gover nment
spending.

%\World Bank, 1994, pageiv.
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6.3 Employment and labour market policies

Privatization schemes which transfer facilities to workers are often criticized out of concern
that worker-shareholderswould retard progress towards more effective management structures and
avoid necessary cost-cutting and labour shedding. The results of the two Kyrgyz surveys of
manufacturers document that enormous job destruction has taken place, but the rate of employment
declinewas similar injoint-stock and state-owned establishments. Even so, most establishmentshave
retained redundant workers, at Smilar rates regardless of ownership form. Theworry that joint-stock
companies would not shed labour is not consistent with the facts, and within the small sample of
interviewstherewere some encouraging signsthat workerswere making the hard decisionsnecessary
to improve business viability. In one instance incompetent managers had been voted out and new
managers hired by workers. In several enterprises workers had voted to invest in new equipment
rather than distribute profits.

Policy issues beyond those of establishment ownership and governance, such as investment,
credit institutions, smal business promotion, and provision of social services discussed above, are
now the preeminent concerns. In addition, however, three areas of labour market policy could also
be instrumental in re-deploying displaced workers: improved labour information collection, more
effective employment services, and employment training.

6.3.1 Labour market infor mation

The establishment surveys yidd essentia information about the demand side of the labour
market. The widespread problems across manufacturing sectors show that displaced workers were
unlikely to find comparable jobsin other manufacturing sectors. However, the establishment surveys
cannot tell usthe duration of their subsequent unemployment nor the type and remuneration of their
new jobs. An establishment survey alone, without this type of information, cannot document the
growth of poverty resulting from job displacement.

Labour market surveys are also needed to provide accurate estimates of open and hidden
unemployment. The official unemployment rate in the Kyrgyz Republic has hovered around 5 per
cent. In effect, the official unemployment rate measures the portion of urban unemployed who have
registered for unemployment benefits, which is far from an accurate count of persons available and
willing to work but unable to find remunerative work. Thusit cannot be used as a base against which
to measureemployment changesbecauseit does not capturethe surpluslabour (unemployed “ hidden”
within the enterprise) nor the mgjority of the openly unemployed. 2 Higher unemployment figures
could indicate either improved data collection or improved benefit distribution, rather than an actual
change in employment and unemployment rates.

Zn fact, the extent of underemployment and surplus labour and the inability of the government to provide unemployment
benefits lead us to expect that a rise in the official unemployment rate would indicate a turn around in the Kyrgyz economy,
exactly the reverse of its interpretation in full market economies. As long as unemployment registration is neither a means of
gaining subsistence support or learning about availability of new jobs, registration coverage will not improve and official
unemployment rates will not reflect the number of persons needing and available for work. As unemployed workers see benefits
being paid and job-search assistance provided they will have some incentive to register. Also, as basic social services are
provided by communities or the national government, employees not actively working or paid will have less incentive to remain

among the hidden unemployed. Thus “higher” rates could actually be “more accurate” rates.
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C Labour or household surveysare needed to track displaced workers and to provide accurate
estimates of unemployment and family poverty. Policy-makers tasked with devising social
safety nets need such data to form realistic estimates of the costs of providing sufficient
unemployment benefits to those in need, to plan training programmes and to formulate
programmes targeting young and older workers.

6.3.2 Employment services

Most managers explained continued labour hoarding asan effort to retain their most qualified
and experienced workers, in hopesthat market conditions would improve. However, many directors
also expressed deep concern for the precarious position of discharged workers as well as those ill
working or onextended leave. For example, the government had been unableto pay even the meagre
unemployment benefit, 75 soms a month (about $7) to applicants outside Bishkek through most of
1996.

One of the market-enhancinginstitutionsthat remainsunder-devel oped intheKyrgyz Republic
is employment services. While the state no longer directly allocates labour among sectors and
enterprises, it gill has an important role to play in developing labour markets and helping them
function effectively. Employment offices which collect vacancy postings from employers (and
worker qualifications needed) and applications for work from unemployed and underemployed
workers, help workersand employersfind each other, thus reducing search costs and unemployment
duration. According to the survey evidence, such employment services are not available or are used
by relatively few establishments. For example, survey respondents were asked what would be their
main recruitment method if they were to recruit production workers. Only 13 per cent of the
managers said they would turn to the official employment serviceto fill open positions. However,
these managers did routinely advise laid-off workersto register with the employment service.

C Increasing the amount and coverage of unemployment benefits should be a high priority.
Thisisimportant first of all as a means to decrease the costs borne by individual families
for changes that, eventually, are to benefit the entire economy. But it is also necessary in
order to improve labour mobility.

C Effortsto improvetherole of employment centres asjob infor mation exchange could benefit
both job-seekers and employers, by reducing search time and duration of unemployment.

6.3.3 Human resour ce development

L east-skilled workers have been most likely to lose jobs and least likely to be re-employed.
Although foreign investors are attracted by low wages, as well as high basic education levels,
attracting investment in the long-term will require upgrading the skills of the least trained and re-
training others in new machinery and technology.

Training is also needed in business management. Several managers interviewed had been
working with foreign consultants to learn statistical process control and accounting, because they
recognized that potential foreigninvestorswould expect them to have these capabilities. None of the
managers interviewed expressed desire to return to the command economy, but many said their
enterprise could bevery productiveif only output marketscould be* secure’. Thereissomelingering
sentiment that attention to production with a given technology for set output orders is sufficient
“management” and reluctance or lack of confidence to take on new activities in marketing,
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distribution, and investment.

C Management training programmes could yield great benefits by preparing managers of
medium:-sized compani esto attract foreign partners, asinvestorsor customers, and to access
credit. Because disrupted supply and market networ ks were consistently ranked as the most
serious business problem, management training should particularly emphasize market
information and devel opment.

C S f-employment promotion and small-busi ness management training should target women.
The sameforcesthat haveincreased their vulnerability in the labour market may placethem
at disadvantage in competing for scarce startup-business credit.

C Resources allocated to vocational training would have the highest return in terms of re-
employment if they concentrated on upgrading skills of workers in unskilled or semi-
qualified jobs.

7. Conclusion

Many of the findings in this report will hardly surprise Kyrgyz employers and workers: that
employment in manufacturing continuesto fal and that the livelihoods of employed workersare aso
at risk dueto the extensive use of variousforms of leave time, declinein provision of socia services,
precarious employment terms and low wages. Manufacturersin rural areas and in southern Kyrgyz
Republic have had the highest displacement rates. Women and younger workers have borne
disproportionate shares of the job loss.

A principa purpose of this report, and of conducting the enterprise survey, was to measure
the impact of changes in ownership structure or property form. Analysis of the survey findings
concludes that changesin property form have not yet resulted in stemming the haemorrhage of job
lossin Kyrgyz manufacturing. Whiletheway inwhich privatization has been carried out may be open
to criticism for falling to fully transfer decison-making responsibilities or transform incentive
structures within establishments, no ownership restructuring alonewould create sufficient conditions
for surmounting the constrai ntsimposed by disruptionininput and output marketsand theincompl ete
development of macroeconomic policy conducive to business growth.

Policy interventions in the economy are justified in market economies as enhancing market
functions or making up for market failures. These concepts were given short shrift in the eagerness
to change from a command-driven to a market-driven economic system, and the market-facilitating
rather than market-substituting role of government was not well understood. Such roles include
fostering fair competition, ensuring equitable access to credit, good management of trade relations
and exchange rate policies, and providing sustenance for those too old, young or infirm to join the
labour market. The constraints identified by business directors or managers point out that the most
urgently needed public policies are trade promotion to facilitate re-building market networks, credit
ingtitutions targeting small and medium-businesses, management and entrepreneurship training, and
tax and public expenditure policies that both encourage businesses to invest in modernising their
facilities and technology and replace some of their responsibilities to provide basic social services.

The report analysing the findings from the first Kyrgyz Survey of Industrial Establishments
concluded that the economy was in a state of “free-fal” in terms of the rate of job destruction. The
follow-on survey could only document that this fal had not been broken. The continuation of the
privatisation process had not yet managed to stem the job loss, much less led to output growth and
job creationin any areaof the economy. Hopefully progress made since this establishment survey was
conducted in the policy spheres considered most crucial will have already begun to revitalise the
economy.
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8. Data Appendix

Appendix Table 1. Employment trends for young people and older workers

Y ear Y outh Older workers

Under age 25 Over age 50

Number employed 1992 37283 21663
1995 18126 11012

Percentage change 1992-95 -51.4% -49.2%
Per cent of total employment 1992 24.1% 14.0%
1995 20.2% 12.6%

Average share of establishment employment 1992 20.9% 15.5%
1995 15.2% 14.0%

KSIE land I

Appendix Table 2. Redundant workers

Per cent of establishments reporting Redundant workers as a percentage

having redundant workers* of total 1995 Employment **

Size <100 355 9.4
100-249 333 6.6

250-999 36.8 104

1000+ 375 6.2

Region Bishkek 25.2 5.6
Chu Vvaley 45.2 10.0

Osh/J.Abad 375 105

Industry Food 43.1 7.0
Textiles 22.6 4.8

Non-metal minerals 31.3 6.3

Fabricated metals 46.2 13.6

Wood/Paper 35.0 105

Other 26.6 9.2

All 35.3 8.0

* Establishments reporting they could produce same output with fewer workers.

**Total number of workers identified as redundant as a share of total employment, including employment in enterprises
reporting no redundancies.
Source: KSIE I
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Appendix Table 3. Extended leaves and reduced work schedules

Reduced work schedules Workers on extended leave
Percentage of Workers on reduced Percentage of Workers on leave
Establishments that schedules as a establishments  as a percentage of
reduced work percentage of total reporting workers total 1995
schedules 1995 Employment * on leave** Employment ***
Size <100 30.3 11 75.0 335
100-249 236 175 73.6 30.6
250-999 27.9 16.1 91.2 43.2
1000+ 375 43.1 81.3 34.8
Region Bishkek 27.6 49.1 77.0 35.2
Chu Vvaley 13.7 5.9 76.7 27.0
Osh/J.Abad 43.1 13.2 86.1 55.5
Industry Food 25.0 34.3 79.2 35.8
Textiles 245 171 83.0 49.4
Non-metal 24.2 13.0 69.7 27.2

minerals
Fabricated 41.0 50.6 87.2 27.0

metals

Wood/Paper 40.0 249 70.0 27.6
Other 133 45 86.7 46.8
All 28.0 28.8 79.7 374

*Total number of workers placed on shortened work schedules as a share of total employment, including employment in
enterprises reporting no reduced work schedules.

**On leave with or without pay.

***Total number of workers on leave as a share of total employment, including employment in enterprises reporting no
workers on leave.

Source: KSIE 11
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Appendix Table 4. Wage arrears

Percentage of establishments unable
to pay wages sometime in 1995

Percentage of establishments
supplementing wages with in-kind

payments
Size <100 67.1 60.5
100-249 69.4 65.3
250-999 70.6 70.6
1000+ 81.3 87.5
Region Bishkek 67.8 55.2
Chu Valley 64.4 61.6
Osh/J.Abad 77.8 86.1
Industry  Food 54.2 61.1
Textiles 69.8 75.5
Non-metal 75.8 51.5
minerals
Fabricated 89.7 84.6
metals
Wood/Paper 70.0 45.0
Other 80.0 80.0
All 69.8 66.8

Source: KSIE I




Appendix Table 5. Privatization summary

Year Progress in privatization
1992 C State Property Fund, Gosimushchestvo, established
C Sale begun of small-sized establishments and transfer of medium-sized establishments
to labour collectives as closed joint-stock companies
1994 C Voucher privatization process begun, to include all citizens not just workers of specific
enterprises
C Small companies privatized through auctions for vouchers and cash
C Medium and large enterprises first converted to joint-stock companies and then offered
to private buyers through competitive bidding for up to 70 per cent of equity and
through voucher auctions on a minimum of 25 per cent of shares, with the remaining 5
per cent distributed to workers
1995 C About 60 per cent of enterprises privatized or converted to joint-stock companies
C Privatized enterprises account for 50 per cent of GDP in manufacturing
1996 C Some 66,000 non-state businesses registered, including 1,300 joint-stock companies

Source: Catherine Sokil, “Background summary of privatisation programmes in selected transition countries”,
unpublished document, ILO, 1997

Appendix Table 6. Bartered output

Percent of output bartered, group averages* 1993 1995
Size <100 9.6 19.8
100-249 17.9 26.9
250-999 23.1 35.3
1000+ 29.7 37.4
Region Bishkek 15.5 24.4
Chu Valley 18.7 26.5
Osh/J.Abad 23.3 33.1
Industry Food 16.3 19.3
Textiles 23.4 38.4
Non-metal minerals 10.1 26.9
Fabricated metals 25.6 31.9
Wood/Paper 20.1 25.3
Other 13.2 25.7
All 18.9 27.8

Source: KSIE I and Il *Establishments not bartering any output were included in group averages




70

Appendix Table 7. Exports and imports, 1995

Average share of output exported

CIS Countries

Non-CIS Countries

Average share of inputs imported

CIS Countries

Non-CIS Countries

Size <100
100-249
250-999
1000+
Bishkek
Chu Valley
Osh/J.Abad
Industry Food

Region

Textiles
Non-metal
Fabricated
Wood/Paper
Other

All

Source: KSIE Il

7.0
10.5
20.4
37.4
16.1
16.9
15.0
11.4
15.8
12.6
32.0

6.2
10.9
16.0

0.3
0.1
1.3
1.7
0.4
1.6
0.5
0.9
0.7
0.5
1.0
0.1
0.0
0.7

11.7
19.5
29.9
48.6
31.7
26.8
12.3

8.9
20.9
28.8
46.6
32.5
20.6
24.3

0.0
1.8
2.7
0.8
1.2
0.8
2.7
3.2
1.4
1.7
0.0
0.2
0.0
1.5
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Appendix Table 8. Regression results: Per cent employment change, 1994-95

Independent variables A. Joint-stock = set of joint stock  B. Joint-stock = subset of joint stock
establishments as of 1995  establishments, those privatized for at
least 2 years

coefficient t-statistic coefficient t-statistic
Constant -6.67 (1.68)* -6.90 (1.72)*
Region Bishkek -3.99 (1.56) -3.18 (1.21)
Industry Textiles -4.47 (1.25) -3.43 (-93)
Heavy Industry -2.16 (-73) -2.48 (-67)
Other Industry 4.19 (1.35) 5.43 (1.68)*
Size Medium (100-499) -5.49 (1.73)* -6.02 (1.83)*
Large (500 +) -3.83 (.98) -4.48 (1.10)
Percentage output exported -.04 (.74) -.01 (.05)
Percentage of work force .02 (-32) .04 (-59)
unqualified
Manager selected by employees or 1.29 (-48) 1.69 (-60)
enterprise board
Joint-stock  As of 1995 -.38 (-14) X
Joint-stock  As of 1993 X - .86 (-32)
n 195 158
F-value 1.73 1.58
Signf. F .08 12
Adjusted R2 .04 .04
DF (Residual) 184 147

Notes: * Significant at .10 level; ** Significant at .05 level; *** Significant at .01 level.
t-statistics in absolute values.

Dependent variable is percentage change in employment.
Heavy industry is comprised of chemical, metallurgy, and engineering industries. Other industry includes wood and

paper, construction, and other industries. Omitted industry category is food.
Size=number of employees in 1994. Omitted size category is fewer than 100 employees.
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Appendix Table 9. Regression results: Per cent labour redundant, 1995

Independent variables

A. Joint-stock = set of joint stock
establishments as of 1995

least 2 years

B. Joint-stock = subset of joint stock
establishments, those privatized for at

coefficient t-statistic coefficient t-statistic
Constant 11.28 (2.95)*** 12.13 (2.80)***
Region Bishkek -6.63 (2.71)*** -7.99 (2.80)***
Industry#  Textiles -2.21 (0.65) -3.13 (0.79)
Heavy Industry .66 (0.19) -.37 (0.09)
Other Industry -5.45 (1.86)* -6.53 (1.89)*
Size Medium (100-499) 2.95 (0.97) 2.25 (0.64)
Large (500 +) 1.92 (0.50) .54 (0.12)
Percentage output exported -.02 (0.36) .01 (0.05)
Percentage of work force -.08 (1.05) -.03 (0.40)
unqualified
Manager selected by employees or 1.81 (0.70) 2.10 (0.70)
enterprise board
Joint-stock  As of 1995 1.62 (0.64) X
Joint-stock  As of 1993 X 1.55 (0.54)
n 186 151
F-value 1.57 1.48
Signf. F 12 15
Adjusted R2 .03 .03
DF (Residual) 175 140

Notes: * Significant at .10 level; ** Significant at .05 level; *** Significant at .01 level.

t-statistics in absolute value.

Dependent variable is percentage of employees considered redundant by establishment manager.

Heavy industry is comprised of chemical, metallurgy, and engineering industries. Other industry includes wood and
paper, construction, and other industries. Omitted industry category is food.

Size=number of employees in 1994. Omitted size category is fewer than 100 employees.
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Facility Employees per establishment
(% with facility)
<100 100-249 250-999 1000 +

Child care 1.3% 5.5% 33.8% 62.5%
Clinic 0.0% 18.1% 42.6% 75.0%
Cafeteria 5.2% 11.1% 26.5% 25.0%
Holiday resort 1.3% 1.4% 17.6% 68.8%
Housing 6.5% 22.2% 51.5% 87.5%
Worker transport 9.2% 27.8% 35.3% 68.7%
Farm plots 3.9% 22.2% 25.0% 50.0%
No. of Enterprises 76 72 68 16

Source: KSIE I
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