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Abstract

The old industrial regions pose many problemghancentral, regional aridcal governments

in thransition countries concerning the adaptation of thegens tothe economic and social
restructuring. Especialy complicated one can find the socio-economic issues of the measures of
coal-mining restructuring whichare carried out in thenajority of transition economies. This

paper reports some findings of Polish-Ukrainian project entitled “The Future of Old Industrial
Regions: Case fahe Donetsk Region in UkraineThe findings are concentratechainly on
socio-economic issues in the coal-mining areas of the region.



Introduction

Old industrial regions inpost-communistountries such aBonbassone in Ukraine, require
intensive and comprehensive restructuring in order to aflustne transition tomarket
economy. It means that the economy of this region have to change its stru¢heriate the

region full participation in the international and domestic economies as well as to ensure proper
life conditions to the region’s inhabitants, in which 16 % of Ukraine population concentrate*. It
is commontendency thatormer economiacore regionsare now structurally weak regions
(Hassink 1993)But situation in transition countries is aggravated by creationeof spatial
patterns of economic and social inequality (Bacht@98), and named ,institutionghap* that

is resulting in weak territorial self-governing.

The Ukrainian Donbass region (Donetsk Coal Basin) comprises mainlgastern oblasts of
Ukraine. The location of the Donbass region and shatkeddonetsk and Luhansk oblasts in

overall population, national industry and agriculture outputs are shown in Figure 1.

In the Donbassregion thegovernment regional and industrial policies are facing with
difficulties of the coal-mining restructuringow this problem is solving mostly by means of
technicalshut-down ofunprofitablemines. This is aight way assumingthat exists areal
program of the restructuring which includes not only the main steps of it bubelsvaluation

of all theprocessalong with estimation of social transition cost. But because of absence of a
sober policy in this process and poor information dissemination and feedfagkvernment

gets into anuch complicatedproblem —the growth of social unprotection, unsettleness and
pauperization of a hugstratum ofthe activeable-boded populatiorSuch social cost of
ungrounde ,restructuring” is dangerous to be accepted in politically unstable Ukraine.

In order tofacilitate process ofadaptation of population of the old industrial areas to new
conditions the International Renaissaf@indation in cooperation witRolish partnergrom
Stefan Batory Foundation and Economic Education Foundation have jointly laungegkca
entitled, The Future of Old Industrial Regions: Case fbe Donetsk Region in Ukraine” in
1997. The project is aimed thte development and dissemination of experiences of strategies
and methods of economiand socialissues solving whicltonnected to th@rocess of old
industrial regions restructuring in transition countries.

The main topics of research stage of the project are:

- regional community member’s awareness;



- strengthening of opportunities for a forum of public dialogue in problem areas;

- transformation the old and setting up new enterprises, especially SME;

- creation andimprovement ofthe instruments andthe institutions of the regional
restructuring;

- general education, training the present and future managerial cadre, re-qualification and
socio-professional reconversion;

- strengthening of the role information

Here we present results of research stage of the project which are reflecting the socio-economic

consequences of transition and restructuring processes in the Donbass region.

Socio-Economic Consequences of the State Macroeconomic Policy in the Donbass
Region

Ukrainian transitioreconomy founding othe former material-technicabasis iskeeping and
re-producingsometendencies of oldystembehavior under &ack of institutionchanges and

the state structural policy that leaddeformations undesirable the market transformation.

High rates ofinflation during1992-94 combined with monopoly tife basidndustrieshave
constantly reinforced dependence of #o®@nomy upon raw materiaéxtraction andorimary
processing enterprises. Following since 1995 policy of financial stabilization doesatué to

reduce structuralvarps inthe economy, but orthe contrary, is strengthenintg, increasing

share ofthe basicindustries,especially exporters afaw materials and primary processing
products in GDP, employment, and budget revenues. Arisiie aew level relative financial
stability in the economy is characterized bylower output and consumptiorhidden
unemployment inaddition to open one, unstable and uncertain perspectaeduture
development that are highly depended on state of the internatonahaterials’ markets and
policies of key states-importers of such commodities from Ukraine.

There arecommontendencies in functioning of Ukraini@tonomy but one€an see regional
peculiarities in the socio-economic development due to structures of the regions™ economies, as
well the presence of opportunities for adaptation to the current statecroeconomic policy.

The peculiarities to a considerable extent are characterizing the old industrial regions, such as the
Donetsk and Luhansk oblasts whéme bulk of Ukrainiancoal mining, ferrous metals, and
heavy machine-building enterprises are located. These specific featuresregfidhs have to

be considered as a requirement of a great importandke state policy on labanarket and

for structural and investing measures of the industry policy in Ukraine.



Economic situation in the Donetsk and Luhansk oblasts as long as in other Ukrainian regions is
unstable and characterized by continuation ofr¢icession with short period of weak growth,
including in key sector of its economieghe industry. In 1997 in Ukraindell by 1,67%
(TACIS, March 1998). Inthe Donetsk and Luhansk oblasts industry outpoése risen -
accordingly, by0,3% and 3,0%(The Donetsk Oblast's Department of Statistics, 1998).
During the first quarter 0f1998 Ukrainian industry's output rose by 1,TPACIS, March

1998), while in the Donetsk oblast it decreased by 0,7% (The Donetsk Oblast’'s Department of
Statistics, March 1998).

Because of the structural crisis reinforcement, continuation of the invesiatieity shrinkage,

falling of enterprises’ profitabilitythe signs ofthe recession slowing down ithe Donetsk

region are unstablédccording tothe rating of 19 themost profitable enterprises of the
Donetsk oblast in 1997, its total profits during 1996t€IlFby 82,9%, andaverage profit/sales

ratio was up to only 7,14%, i.e. fell by 87,5% (Business-Donbass, 1998). Despite on increasing
of the industry's shares in accumulatedhimoblasts™ GDPand nationalncome (accordingly,

up to 78 and 64 %), its sharethre total profit between1991 and 1997%ell from 71,3% to

54,5% due to drop oindustrial enterprises’ profitability. Athat time, shares of profits
accumulated bysuch sectors as transportatiguublic utilities, andcommunication services

risen that was a result of getting advantages of its monopoly position.

Regional statistics alsshowsdeepening of the discrepancy betweecession rates of basic
industries (extraction angbrimary processing of raw materials) and ones dinal
commodities production. As of 1 January 198& outputs of industries producedass
consumer goods ithe Donetsk oblastell by 18,7% and inthe Luhansk oblast by 14,3%,
while total industrial outputs of these oblasts slightly (d@$e Donetsk Oblast's Department
of Statistics, February 1998). In 19®tal output of machine-building enterprises in the
region decreased by motiean 14% (The Donetsk Oblast’'s Department @tatistics1998).
There are many reasons that also connected with strengthemeng ofaterialdeviation in
the region economic development. Among them are break of technological links between raw
materials primary processing anithal commodities producing enterprisesinequal
opportunities to penetrate into foreigrarkets,especiallyfor small andmedium enterprises

producing consumer goods.

These processes are based on specific features of reaction of the economies of Ukraine and its
old industrial regions tdiberalization of prices and international trade, as well to rigid
monetary restrictionThe direction of priceproportion towardinternational one led to its

4



deformation in comparison with substantial structurthefesources wasteful economy. As
a result, in spite of efforts to restristonetary basethe potential ofcost-pushinflation is
accumulating in production sector, on whitlhe economy isreacting byrecession and

payment crisis.

Mentioned processdsave an effect on changes in regioaaiployment and its structure.
According todata of theoblasts™ Centers for Populati@@mployment, levels of officially
registeredunemploymenbetween January997 and April 199&ave risenfrom 0,91% to
2,2% in Donetsk oblast, in Luhansk onffom 1,2% to 2,4%in comparison, in Ukraine at
this time -from 1,6% to 2,8%)But it is necessary to supplement theka with ones
reflected hiddemunemployment caused W&l in production and financial difficulties of the
oblasts™ enterprises. Thusjvestigation held by theDonetsk Oblast's Department of
Statistics in1997 showeghat 16,8% of employeebave been irmandatoryleave without
pay, and anothet2,3%have occupied irshort-term works. Suckconomic sectors of the
oblast have hiddennemployment most odll - industry (22,3% and 14,4%ccordingly),
transportation (12,8% and 34,4%), construction (34,1% and 17s2%éhce(38,5% and
25,3%).

Layoffs in the region have led to changes in employment structure, for instance in the Donetsk
oblast that shown in table 1. Actually, majoritytb& oblast’'s economic secto@partfrom
communication services, public administratienedit and securityservices, publichealth,
physical culture and social welfare services, experiencethlithe number of employees and

in share intotal employment.The industry during 1997 hadecreased its payrolls y,9%,

but its share inotal employment rose by 6,6% comparing with 1996. At this period, self-
employment (people who are occupied incatted individuallabor activityand have patents

for trading, producing services and so on), employment in transportation, trade, paid services
has declined its share in total employment essentially.



Table 1: Employment structure by the economic sectors of the Donetsk region, %

~

<

Sectors 1991 1996 1997
Industry 42,7 35,8 42,4
Agriculture and Forestry 7,4 7,3 6,2
Construction 9,6 6,3 5,2
Transportation and Communication Services 7,7 6,2 7,1
Wholesale and Retail Trade, Public Catering 8,1 7,3 4,4
Other Productive Paid Services 1,2 1,1 0,6
Public Services 22,8 22,4 21,6
including:
- Public Utilities 4.5 4.2 3,4
- Public Health, Physical Culture, and Social Welfare 6,0 6,4 6,
- Public Education, Culture, Arts, and Science 10,4 8,9 8,%
- Public Administration 1,9 2,9 3,0
Finance, Credit and Security Services 0,5 0,7 0,9
Self-employed* - 12,8 11,7

* - people who are mainly occupied in individual labor activity and small diversified business
Source: computed from official data of the Donetsk Oblast’s Department of Statistics.

During this periodhe relative equalizing ogarnings inthe industry and other sectors has

occurred. But this result was rather caused by falling of earnings in the industry due to hidden

unemploymenthan rising ofofficial revenues in othesectors. Appreciable lowdsvels of

official earnings in trade and paid services are implicit evidence of tangible informal (,shady*)

revenues of people employed in these sectors.

As a wholethe datashowsthat during 1991-199he role ofindustry in providing jobs,

revenues of population, as well budget reveniuesn personal and corporate taxes are

declining. However, this conclusion doesndoncerning the basiindustries which are

continue to play major role in financibhse and employment the region.Rise ofthe basic

industries shares itihe whole industrie’s employment the Donetsk region isharacterized

in Figure 2. Despit¢he fact thashare ofall industry intotal employment wasleclined, the

basic industries” share remains the same - declined only by 0,1 %. Portion of these industries

in budget revenuesom VAT and customsduties roseconstantly due to increasing of its

share in total output and exportsus this portion made wgbout 2/3 ofall budget revenues

collected in the region.
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Changes occurred ithe region’s employment structuere far from onesthat would be
required undethe market transformation. Our comparison tleé structure of th®onetsk
region employmenbetween1980-94 with changethat had to be undethe open market
economy conditions over this tin{@he Region: Structural and Investidgpects of the
Market Transition, 1994) and followed analysisows such findings.There are dramatic
shifts in structure of the region's employment in the favour of basic heavy industries. But this
is opposite movement for suthat have to occuunder conditions othe stablemarket
economy. As a result, the majority of employed people will havadee from industryinto
other sectors (trade, paid services, public services anonkavhich inthe majority are
characterized by relativellow levels of earnings. This allows to concludethe more
Ukrainian economy transforms to the open market one, the more employntlemtdgion’s

basic industries falls. The coal-mining is the first that is affected by these processes.

Restructuring of the coal-miningindustry and situation on the regional labor market

Intention to keep financial stability in tleeonomy by shrinking budget expensediisctly
reflecting on economic position of the coal-mining industry. Actualhagbeen existing due
to budget subsidies aride redistribution of financeesources among economic strong and
weak mines during a long period. However, this policy leads the coal-mining industry as well
theeconomy of Ukraine in hlind alley. According tothe data of théMinistry of the coal-
mining industry of Ukrainebalancestocks ofactingminesand reserved fieldare equal to
23,6 bin tons otoal that isenough for 157 years undeondition to extract 150 min tons
annually. At this time the industry is lowering mining firnitpm 165 min tons in 1990 to
76 min tons in 1997The reasons for this phenomename legion.First, the mining-
geological conditionsThe coaldeposits in Ukraingconcentrated mainly ithe Donetsk
Basin) are considered as ones of the most difficult to exploit.

Second reason is condition of coal-mines fixed capital. 98% of the mines have been introduced in
exploitation more than 50 years ago, and 75% are operating without renovation during 20mpdlars,
only 27 acting minekiave been renovated sind®70. As a result, 103 minéom 276give a

little more than 1% of total output of tle®al-mining industry. Moréhan150 minesare low
profitable or unprofitable and @Bineshave operationatosts on 1 ton othe coal extraction
that exceed prices of the international coal markets.



Third reason idinancial «layering» ortosts ofextracted coal includingurden ofthe social
infrastructure and social payments funded by mispsgific consequences of payment crisis

in this industry , as well not rational production and management structures, shortcomings of
the governing. In 1997 portion bfarter bargainsnade up 78% of transactions andsome

mines - over 90%. Athat rate, asnalysisshows,deliveries of materials, equipment and so

on in barter transactions are costly for mines in comparison with ones in payment transactions
by average of 50% (Radionov S., 1997).

Program ofthe coal-mining industry restructurinthat adopted byJkrainian government in
accordance withthe World Bank recommendationstipulates closingdown of lacking in
prospects and unprofitable mines as a key stone. However, one can consider these plans, at any
rate, its appearance as not comprehensivehladticmeasures. Athe beginning in theilot

program of the Ministry of coal-mining industry (1995) there were 18 nmieekred to close

down, then intention of closingown of 50 mines byhe end 0f1996 was published. Now

there are about 30 mines mentioned to close down in the nearest future. The task company was
created andaimed atthe coal mines restructuring (it@bbreviation isUDK) which by
1.06.1997 haseceived inown balanceassets 2%oal extractingenterprises wittthe payroll

number of 8,6 thousandcluding 17mineslocated in the CentrdDonetsk Basin (9 in the
Luhansk oblast, 7 in the Donetsk one).

The investigatiohin three areas that hardly suffefedm minesclosing down has unfolded

the problems of placing in the job people who are jobless and ghevgocial unprotection of

the population in the miners’ towns and settlements. Among observed areas, town Brianka had
the highesproportion ofofficially registeredunemployment - 3,2 %hile in Stakhanov it

was 1,8 %and in Makievka as a whole - 0,92 %, buthree districtswhere mines are
closing downthese proportionare 1,08%, 2,2% and 3,3%. At this tintee level ofhidden
unemployment inthese areas were fluctuatifiggm 12,9 to 24,5%. Feweople bother to
register at the Centefsr PopulationEmployment (CPE) - from 1,09 to 2,7% thie all
population, whereas only one-tenth of this number are the jobless.

! The investigation was held in Brianka and Stakhanov towns (Luhansk oblast), Makievka city and Pralattiski
of Donetsk (Donetsk oblast) in May - July, 1997 (project «Future of the Old InduRe@ibns»). Here have beerused
data of sources (Novak I., Tkatchenko K., July 198i)l TheDonetsk Information-Analytical Cente(August1997)
for the summary of its results.



Data reflecting migration in observed aréaveshownthatjobless rather searatew jobs in

other regions (including inoal mines inthe Russian Rostov oblastfan place in thgob in

their own areas. The reasons for it are decreasing of vacancies (account for only 5 to 15% of a
total requirements, moreovethe majority of vacancies constitui@bs in depressedoal

mining), the recession in other industries and seateletjvely low levels ofwages, asvell it

lasting delays. The rates of jobs providing for those thénee applied t€EPswere 8,1% of
applicants in Brianka and Stakhanov, &id0% in Makievka where, howevernvitas bellow

twice than in the previous year.

Local authorities in these areas do not have rimney to deal with assistance for
unemployed. Because of this reason public works also do not put into effect , in gpéatof
needs (for instance, continuation of the frozen underground construction in the city of Donetsk
will allow to providejobs for jobless miners frorRroletarski district). Aack of money, as

well a declining of actingnterprises” demand ftine labor force lead to the situatiarhen

CEPs inobserved aredsave directed to retraining centers oflgm 1,4 to 1,6percent of
applicants,moreover notthe all of retrained have been placed in jobd. Actually local
authorities here do not have salled budgets for development, practice theyspend all
availablemoney oncurrent needs, whereas near two-thirds of these expansesocial
payments. But even available finances ardrfamn urgent requirements. Because of tinesl

needs for social payments have been funded in 1996 in such proportion: in Makievka - only
25%, in Stakhanov - 50,8%, in Proletarski district of Donetsk - 32,5%.

Old approaches to redistribution of budget resources (mairdgntralizedmanner)lead to

fading of the local self-government influence over processéseafegional restructuring and

put its role down turning into «fire brigade». Besides, the central authority in itddesnot
perform ownobligations concerning funding oprogram ofthe coalmining restructuring.

Thus, measures on closing down of 9 mines have been funded only by 9,2%, UDKR have no
enough money to pay to closetdnes’ jobless minerand pensionerthe wage and pension
arrears (Zerkalo Nedeli, 06 Septemid®97). Eventhe World Bank pilot project on the
closing down of 3 mines have been financed only by 40%hia$ of theUDKR told on the
meeting in the Donetsk Oblast's Administration in August, 1997.

Also, it is necessary to note that there are information «gap®hationsamongthe different
levels of authority, on the one hand, and amibregpopulation of the restructuring areas and
the authority as a whole, on the other hand. As sociologicakpoWs,the population have a

little information aboutmeasuresand plans oflocal, regional and central authorities, about
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existing opportunities to employment. At this tirttee central authority have neliable

information concerning social situation in these areas.

The opportunities for the regional labor market to adaptation under new conditions are affected
by the stereotypes of thinking attingenterprises’ managers. Firstaif it is commonthat
managers does not want to layoff excess employees, in spite of a sharp deblegeaiand

and output. They rather resort to the hidden unemployment and lower wages. This, in its turn,
is reflecting on damage of labor motivatiomlecline of productivityrise of an enterprise's

total outgoings, and outflows of more active and skilled workers. Finally, it ledls fall of

an enterprise’'s competitiveness afiities to adapt. The investigatidras shownalso that

many managers do@st pay great attention to tiearketing policy's improvement, and
direct financialresources mainly on current nedtiat aggravate financiaonditions of an

enterprise.

In observed areas the local authorities hope to overcomeploymentacilitating thesmall
business development. Forstance, the Briank&€EP build up aprognosis onthe labor
resources balance for 1997. Following that forecast, one can anticipate dtf;%4sdor the
general employment in sate sector and 42 times increase (!) for the number of small business
employees, hence, it will make up 21,3% of the whole number of empldlyaess to reach

the levelwhich is,even in a halfnumber,can hardly beobserved inarge industrial cities.
Moreover, inthat town and inother observed areathere are no substantial anbjective
indications for such an optimistic forecast on the further small business development. Firstly,
one can note the absence of infrastructime its support such as business-incubators,
consulting centers, etc. Secondly, there are no tax and credit benefits fdossnadiseside

the World Bank program of micro-creditginally, all over Ukraine this extreme vulnerable

and unprotected sector of entrepreneurship is functioning in a very hostile environment.

Conclusions

1. Overcoming ofstructural crisis inthe economy of Ukraine aneéspecially in the old
industrial regions requires correction thfe economic policytowards increasing ofreal
revenues of the population and purchasing power as a whole. For these purpose may be used
specific methods, forinstanceconsumer loans for purchases of domestic produced
commodities and housintpat will lift depressed construction aaffiliated industries. It is
necessary to launch a wide program for public works aimed firglt af thedevelopment of
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production and social infrastructure in tlepressive regionsthat besides a rise in
employment will strengthen the regions attractiveriessvestors. Simultaneously, one can
consider as usefuhe measureshat arelesseninghe payment crisis and preventitgpkage

of the loan resources meant for real economic sector development to financial machination.
2. Revision of the state program of the coal-mining industry restructuring is required in order
to provide comprehensiveharacter of itneasures in sucpoint of view as influence on
linked industries (for instance, coke- chemistry production, and ferrous metals as a complex),
ensuring of social security in the miners settlements, as well the proviingrafial eligibility

of the program.

3. High tension in the old industrial regions™ labor markets makes necessary toaegaunt
specific regional features in privatizatiggmocess and maintaithe opportunity for the
government tdhave social control ovehe management ofarge enterprises iorder to its
improvement. Inother handthere is urgent necessary pavatize all profitable mines in

order to avoid itssupport fromstate budget. Kvould be useful tareate in theregion
structures for support girivatized enterprises’ marketirgfforts, especiallythose being
under rigid competition.

4. The developing of state regional policy, broadening opportunities regional andocal
self-government to resolve such questionsciEsting new jobs, attracting domestic and
foreign investment, improving information links among authorities and the populat®mn

the list of urgent measures.

5. Itis necessary, first of all on the problem territories to found the systems for support small

business, grant tax and loans privileges to it, allow normal environment.
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